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L EXECUTIVE SUMMARY 

Audit Purpote: We have applied the procedures described in Section 0 of this report to audit 
the component~ ofRate Due, Net Operating Income and Cost of Capital for the forecasted period 
ending December 31, 1996. 

Disclaim Public Ute: This is an internal accounting report prepared after performing a limited 
scope audit; accordingly, this document must not be relied upon for any purpose except to assist 
the Commission staft'in the performance of their duties. Substantial additional work would have 
to be performed to satisfY generally accepted auditing standards and produce audited financial 
statements for public use. 

Opinion: Subject to the exceptions and disclosures which foUow, the books and records of Gulf 
Utility Company are maintained in substantial compliance with Commission Directives; The 
expressed opinions extend only to the scope of work described in Section II of this report. Actual 
ledger balances as of August 1997 were not reflective of the company's forecast. Several 
exceptions and disclosures are presented to correct the company forecast. 

Several of the exhibitJ contained errors. The company provided revised exhibits which are 
attached to this report. They were used as a basis for the audit. 

The forecast was based on zao baaed budgeting and not related to the historic year. Comparison 
of year to date figures revealed several diJcrepancies in the forecast . 



D. AUDIT SCOPE 

The opiniona contained in this report are based on the audit work described below. When used 
in this report COMPILED and EXAMINED means that audit work includes: 

COMPll.ED-Means that the audit staff reconciled exhibit amounts with the general ledger; visually 
scanned accounts for error or inconsistency; disclosed any unresolved error, irregularity, or 
inconsistency; and except u otherwise noted perfonned no other audit work. 

EXAMINED-Means that the audit staff reconciled exhibit amounts with the general ledger; 
traced general ledger account balances to subsidiary ledgers; applied selective analytical review 
procedures; tested account balances to the extent further described; and disclosed any error, 
irregularity, or inconsistency observed. 

RATE BASE: Examined Plant in Service. Reconciled Contributed Plant to the CIAC detAil. For 
all other additions since the last audit reviewed invoices, AFUDC, and other supporting 
documentation. Reconciled beginning balances to last audits. 

Examined CIAC. Selected CIAC entries to determine if the company maintained ~pporting 

documentation from the developer for contributed assets. Determined that ftc~ were computed 
at tariffarnounta. ReconciJed beginning balances to last audited amounts. Deterrnined if forecast 
compared to actual to date. 

Recomputed depreciation and amortization ofCIAC. Determined that contributed property was 
amortized at the same rate the property was depreciated at. 

Computed 13-month average working capital. Reviewed cash accounts for interest earning 
balances. Towed to bank statements. Reviewed detail for deferred accounts, both invoices and 
amortization. Reviewed inventory methodology. 

COST OF CAPITAL: Computed 13-month average cost of capital. Traced debt issuances to 
notes. 

NET OPERATING INCOME: 

Determined that the proper tariff rates were being used in the current billing period. 

Examined expenses. For the period September 1995 to August 1996, perfonned the following. 
Determined detailed payroll by employee. Examined all FPL bills. Examined all large dollar 
invoices for various accounts. Examined all contract service invoices. Examined taxes other than 
income accounts. Determined reasonableness of affiliate transactions. Prepared profonna 
adjustments for lmown changes in expenses and revenues. Determined possible changes in 
September to December 96 period and compared to the company forecast The scope wu limited 
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in that all forecast numbers from the University and the Corkscrew additions were passed to the 
staff C!1J8ineer for review. 

Income taxes and deferred taxes were not reviewed due to time restrictions. However, the 
company reported to staff that they will not be paying taxes in 1996. 
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DI. AUDIT I:XCEFnONS 

AUDIT EXCEPTION NO. I 

SUBJECT: ADJUSTMENTS FROM PRIOR ORDERS NOT POSTED 

STATEMENT OF FACT: The Jut rate order conta.incd an adjustment to water plant to adjust 
for the cost of a Lexus. The adjustment in order 2473S reduced plant by $20,721 and reduced 
accumulated depreciation by $9,648. These adjustments are not booked. 

OPINION: AdjustmentJ from the order should be booked. The amount removed is 72% of the 
cost of the vehicle. Therefore, accumulated depreciation and depreciation ocpense are also beins 
adjusted at 72% ofthe total amount . The Lexus will be fully depreciated by October I, 1996. 
Therefore, no adjustment is being made in this case. 
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AUDIT EXCEPTION NO.1 

SUBJECT: COMPOSITE AMORTIZATION RATES FOR CIAC 

STATEMENT OF FACT: The utility has amortized contributed property consistent with the 
related asset, but the c::uh receiwd is beiDa amortized at a rate of 4.35% for water and 3.13% for 
wastewater. The complll)' does 1 true up to come to 1 composite rate. The company takes totaJ 
depreciation for water divided by total plant for water and the same for wastewater. They then 
take total CIAC amortization for each divided by total CIAC and come up with a rate. They then 
multiply the difference in these two rates · times the ending balance of CIAC and make an 
adjustment. 

According to rule 25-30.140, "The CIAC plant shall then be amortized either by account, function 
or bottom line depending on availability of supporting information. The amortization rate shall 
be that of the appropriate ICOOW1t or function of the related CIAC plant. Otherwise, the composite 
plant amortization rate shall be used." 

Although this was pointed out as an audit exception in the last audit, no adjustment was made. 

OPINION: The composite depreciation rates excluding intangible and common plant for 1996 
using the plant at 8/96, is 3.2 for water and 3.5 for wastewater. The company should be 
computing yearly composite rates to amortize their cash CIAC . By correcting everything to the 
composite rate the company is diminating their computations of amortizing the contributed plant 
at the same rate as the plant. This wu the proper treatment. The true up should only be on the 
cash CIAC. 

Staff computed unortization for projected 1996, using 8/96 CIAC. The computation follows on 
the next page. The two pages following compute the composite rate by staff for cash 
contributions. The difference between projected amortization by the company and by staff 
follows. 

Per Staff -attached sheets 
Per Co. MFR B-13 
Difference 

Water 

s 351,175.85 
338,209.00 

s 12,966.85 

Wastewater 

s 282, 877.33 
290,206.00 

s (7,328.67) 

Staff determined 13 month average accumulated amortization using the company number and 
compared these amounts to the company projected accumulated amortization of CIA C. 
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Per staff 13 mth. avg. 9/96 
Per company A-14 
Difference 

Water 
$2.826.953 .53 

2.942.325.00 
s (115.371.53) 

Wastewater 
s 1.877,617.73 

1.976.074.00 
s (98.456.33) 

The staff computation does not include forecasted CIAC not yet recorded . Thi" CIAC is for the 
University of$261,350 and for the Force main on Corkscrew of S 127.525 .92. Even if these were 
amortized for an entire year, using the average CIAC amortization. the increase would only be 
S 11 .588 for both water and wastewater. not the $213.827.86 difference aoove. 

RECOMMENDATION: The company should recompute amortization on cash using a yearly 
composite and not true-up contributed property to those rates. Stafl did not compute the cflecb 
on accumulated amortization. 

Water expenses need to be reduced by $12.966.85 and wastewater expenses tncrca~J h) 

$7,328.67. 

Rate base should be decreased by S 115,371 .53 for water and $98.456.33 for wastewater. 
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• COMPANY: GULF UTILITY COMPANY 
TITLE: ANALYSIS OF AMORTIZATION CIAC 
TEST YEAR: DECEMBER 31, 1M 
SOURCE: 8188 DEPRECIATION EXPENSE PRINTOUT 

CIAC 

ACCOUNT SERIAL CATEGORY CIAC RATE AMORTIZATION 

271 .1 100 1 2,973,20e.60 3.~ 95,142.81 

271 .1 100 2 1,517,478.99 3.~ 48,559.33 

271 .1 101 2 558,258.85 2.50% 13,908.47 

271 .1 101 4 1,045.00 2.~ 28.13 

271 .1 102 2 122,117.00 2.~ 3,052.93 

271 .1 103 2 1,457,433.22 2.~ 33,958.19 

271 .1 103 3 83,887.02 2.33~ 1.~.57 

271 .1 103 3 2,091 ,493. 72 2.~ 48,431 .18 

271 .1 103 3 591 ,241 .82 2.~ 14,781.05 

271 .1 103 3 312,576.18 4 .~ 12,!503.05 

271 .1 103 3 158,331 .60 2.85~ 4,512.45 

271 .1 103 3 33,508.78 5~ 1,875.34 

271 .1 103 4 815,177.88 2.33~ 14,333.154 

271 .1 104 3 393,410.48 2.~ 8,733.71 

271 .1 105 2 63,855.00 2.~ 1,596.38 

271 .1 106 2 299,156.21 4 .35~ 13,013.30 

271 .1 107 2 4&4,860.58 5.~ 24,243.03 

271 .1 107 3 30,930.43 5.1)()% 1,548.52 

271 .1 107 4 3,202.79 5.~ 160.14 

271 .1 108 3 432,028.82 2.504MI 10,800.67 

271 .1 300 2 7,363.« 3.33~ 245.20 

WATER 12,228,560.35 351,175.85 

271 .2 200 1 1,381,201 .60 3.504MI 47,1542.06 

271 .2 200 2 660,824.59 3.504MI 23, 128.8e 

271 .2 201 3 539,238.00 2.504MI 13,480.95 
271 .2 202 2 7,710.09 3.33~ 258.75 

271 .2 202 3 1 ,0&4,8e7.03 3.334Mo 36,126.07 

271 .2 202 4 162,771 .04 3 33~ 5,420.28 
271 .2 204 2 2,024 11 4~ 80.96 

271 .2 203 3 664,428.26 3.33~ 22,125.48 

271 .2 204 3 1 ,316, 760.35 4 .~ 52,870.41 

271 .2 205 3 3«,772.16 2.634Mo 9,087.51 

271 .2 209 3 2,347,588.20 2.224Mo 52,116.46 

271 .2 210 3 303,731 .56 3.334Mo 10,114.26 

271 .2 210 4 49,768.20 3.33~ 1,657.28 

271 .2 211 3 24,752.80 20.~ 4,950.58 

271 .2 212 3 11 ,990.00 2.634Mo 315.34 

271.2 214 2 110,233.23 3.33~ 3,670.77 

271 .2 300 1 2.57 3.~ 008 

271.2 300 2 1,61422 3.30% 53 27 

WASTEWATER 8,994.278 01 282,877 33 
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AUDIT EXCEntON NO.3 

SUBJECT: CHARITABLE CONTRIBUTIONS 

STATEMENT OF FACT: According to the NARUC chart of accounts, charitab!:: 
contnbutions are to be charged to aa:ount 426, a below the line account. The utility has included 
$1,910 (1,269.60 water and 640.40 wastewater) of charitable contributions in accounts 67S.8 and 
775.8, miscellaneous expenses for the period September 1995 to August 1996. 

OPlNION: These expenses should be reclassified to a below the line expense. 
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AUDIT EXCEPTION NO. 4 

SUBJECT: FILING REVISIONS 

STATEMENT OF FACf: While reviewing the company filing. seveml discrepancies wen: tound 
between the MFR schedules. The company verified the errors listed below The corrected 
numbers were used as a basis for all audit work pcrfonned. 

Schedule Description MFR Amount Correct Amt. 

A-2 pg. I Utility Plant in Service 14.282.349 14.280.084 

A-2 pg. 2 Utility Plant in Service (Adjustment) 11.416,482 12.806.634 

Working Capital Allowance (Adjustment) 247 .407 288.739 

A-4 1995 Additions (Water) 670.704 670.530 

1996 Projected Additions (Water) I .270.217 1.432.367 

1996 Projected Retirements (Water) 1 ~· .422 180.573 

1996 Projected Additions (Sewer) 1.276.041 1.326.729 

1996 Projected Retirements (Sewer) 24 021 79.790 

12/31/96 Projected (Water) 17.27J .875 17.273.700 

12/31/96 Projected (Sewer) 15.066. ~55 15.061.774 

A-ll 1996 Projected Additions (Water) 411 .695 729.306 

1996 Projected Additions (Sewer) 390.388 745.198 

12/31/96 Projected Balance (Water) 12 .220.686 12.470.301 

12/31/96 Projected Balance (Sewer) 9.060.363 9,356.348 
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AUDIT EXCEPTION NO. 5 

SUBJECT: WORKING CAPITAL FORECAST 

STATEMENT OF FACf: 1be company filing did not provide any forecast methodology for their 
projection of working capital. Tallahassee staff requested thts information through an 
interrogatory. Miami staff requested the calculations supporting the methodology. The company 
could not provide the information. 

Therefore, staff e:;enerated the most current working capital available using 8/95 to 8/96 balances 
to generate a 13-month average. These amounts ~ere compared to the company forecast and the 
company was requested to provide reasons that the amounts would change 'from September to 
December. lbeir response is attached to this exception. 

In addition to the differences between to date projections and the company forecast, the company 
projection excluded certain accounts that are usually included and included some accounts which 
are sometimes excluded by the Commission. 

The differences follow: 

Cash 
Accounts Receivable-Customer 
Accounts Receivable-Other 
Materials and Supplies 
Unamortized Debt Discount and Expense 
Unamortized Rate Case Expense 
Preliminary Survey & Investigation 
Clearing Accounts 
Other Deferred Debits 
Prepayments 
Mis. Current Assets 
Accounts Payable Trade 
Taxes Other 1ban Income 
Accrued Interest 
Other Current Liabilities 
Net working Capital 
Accounts not included by the company: 

Company 
Forecast 96 

s 332,244 
305,246 

114 
24,426 

389.922 
57.561 
( 9 ,895) 
( 2 ,026) 
130.975 
76,850 
78,031 

( 170.889) 
( 329,812) 
( 239,296) 
( 49,740) 
s 593,611 

Prepaid Income Tax(CIAC tax payable has been included 
In staff calculation above) 

Accrued Expenses 
Staff working capital ifthese accounts are included 

12 

Staff 
Average 
8/95-8/96 
$268,585.71 

269,102.71 
183.34 

35.238.94 
W4.954 .11.l 

57.561.00 Note A 
( 12,766.78) 
( I .746.72) 
142.'i43 .57 

21 J 18.52 
61.109.68 

( 209,853.09) 
( 591,654.78) 
( 287,918.49) 

( 59,027.98) 
s 87,829.82 

114 . .162.08 

( 20,581 .53) 
s 381 ,610.37 



The company included unamortized debt discount of $389,922 in working capital. The actual 
balances used by staff are $394,954.19. The company accounts used to arrive at these numbers 
are 8CCOWlts 1811, 1812, and 1813. These accounts were traced to the company's cost of capital 
schedule. Therefore, they are included in two places in the tiling and should be removed. This 
would reduce the $381,610.37 to a negative working capital balance ofS 13.343.82. 

Miscellaneous current assets is actually interest receivable. Interest receivable has been 
disallowed from working capital in some cases. This would furtLr reduce working capital by 
$61 . I 09 .68. Interest accrued consists almost entirely of the Industrial Revenue Bonds interest 
accrued. The company has recalculated their projection of these accounts to be $269.790 
according to the attached letter. This would increase working capital by $18. I 28.49 since the 
staff average is $287,918.49. 

The company's letter attached requests that accounts receivable be increased for growth of 6% 
and for the University. No dollar projections were provided for the University. If the balances 
for 8/95 to 11/95 were increased by growth of 6% they would increase by nn average of 
$14,550.36 each month. Multiplying this number by four months and dividing it by 13 would 
increase average accounts receivable by $4,477. 

They have also provided a revised projection for materials and supplies of$37.476.50 which is 
$2,23 7.56 higher than the staff average on the previous page. 

Note A: Company number used-costs not yet incurred 

13 



Gulf Utility Company 
19910 <, l am1am 1 Traol 
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I A I ll4 t /498-06.2S 

Kathy L. Welch, C . P . A. 
Florida Public Service Commission 
3625 NW 82nd Avenue - Suite 400 
Miami, Fl 33166-7602 

October 31, 1996 

RE: Working Capital for Test Year Ending December 31, 1996 

Dear Kathy : 

The following are Gulf's responses to be added to the FPSC Audit Report: 

•
counts Receivable-CUstomer: The accounts receivable balance was increased 
all~w for customer growth and addition of the Florida Gulf Coast 

University revenues . Gulf is expecting a 6\ increase in growth and Flo rida 
Gulf Coast University revenues were included for 12 months of 1996 pro jec ted 
revenues. The August 1995-August 1996 revenues do not reflect an entire 
year's increased customers, the Florida Gulf Coast University for 12 months 
or additional commercial development to be a ccepted in the last quarter 1996, 
represented in the MFRs . Due to drier weather, and returning winter 
residents, revenues increase during the 4th, let and 2nd quarters of the 
year. 

Materials and Supplies: Gulf has added 2 sequestering agents t o its water 
treatment chemicals, pyro - phosphate and zinc. The average balanc e f o r z i nc 
will be $3,000 per month and $10,140 . 50 for pyro - phosphate . The tank size 
for pyro is 500 gallons and Gulf would refill the tank at the 100 gallons 
level, an average gallonage of 300 gallons. The zinc tank size will be 750 
gallons and it would be refilled at 100 gallons also , the average gallonage 
of 4 2 5 gallons would be maintained. 510 Zinc is 14 . 64#s per gallon, 750 
gallons=10,980# per shipment, $7,495.58 per shipment. 500 Pyro is equivalent 
to 18 .32# per gallon . 500 gallons=9 , 160# per shipment, $ 11,932.35 per 
shipment . 

The Ma ter ials and Supplies budget balance wo uld increase t o $37 , 476. 50. This 
mo r e clos e ly meets Gulf's August 1995 - Augus t 1996 Materials and Supplies 13 
mont h average balance . 
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Kathy Welch 
APse 
~age 2 of 2 

Accrued Taxes: 

CIAC tax payable was not included in Gulf's MFRs. The CIAC tax payable and 
all associated accounts auch as Income tax estimates paid and CIAC Tax Escrow 
Accounts were excluded from calculation of working capital in the overearning 
audit report. The same methodology was used in this schedule. 

Accrued Interest: Principal reductions made Oct. 1 

1996 Accrued Interest-1988-A: $260,000 (i 9.25\ 
$180,000 (i 9.25\ 

$5,545,000 (i 9.62\ 
1996 Accrued Interest-1988-B:$3,970,000 (i 9.5\ 

$3,945,000 (i 9 . ~, 

1996 Accrued Interest RBN 75,360 (i prime 
75,360 est . 

Total interest Expense 1996 

Divided by 12 months 

13 month averages-see attached worksheets: 

~88-A IDRB Accrued Interest 
~88-B IDRB Accrued Interest 

RBN Accrued Interest 

Total 13 month averages 

$160,531 
108,702 

557 

$269,790 

X 

X 

X 

X 

X 

+ 
X 

9 months•$ 18,038 
3 months•$ 4,163 

12 months•$533,429 
9 months•$282,863 
3 months•$ 93,694 

2 . 5\ 9 mo•$ 5,412 
3 months•$ l. ~Q4 

$939,403 

$ 78,284 

I had projected a 13 month average of $239,296 and Aug 95-Aug 96 average is 
$287,918 . 49 according to your worksheet. The real 13 month average should be 
approximately $269,790. 

I am enclosing the Request #23 response in this correspondence. The response 
to #23 was previously sent to you by Federal Express. 

Please call should you have any questions. I will fax & mail Lhis today. 

Sincerely, 

c~~~~ 
Chief Financial Officer 
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AUDIT EXCEPTION NO. 6 

SUBJECT: DEPREClA llON 

STATEMENT OF FACT: ln preparing their projections for deprectation expense. the company 
reduced depreciation expense by retirements. Retirements should only be adjusted to 
accumulated depreciation. This caused the forecasted depreciation on B-13 and B-14 to be 
~- 1bey also used an incorrect rate in their calculation of depreciation for the proforma 
for the Corkscrew addition. 

To determine depreciation expense for future periods, staff used plant at H/96 and used the 
company rates. Depreciation on fully depreciated plant was removed and the net was ~:om pared 
to the company forecast. The detail computations can be found on the l(lllowmg pages 

The net amount of understatement was determined as follows: 
Water 

Depreciation per attached sheets S 551.576.14 
Wastewater 
$491 ,999.17 

Projected Depreciation Corkscrew 
per company 42.390.00 

Non used and useful Corkscrew ( 7 .511.00) 
Depreciation for a full year on 
projected additions not yet completed 20,88 1.05 15.152.57 

Total s 607.236.19 $507.151 .74 
Adjustment for error in Corkscrew Rate ( 1.374.09) 
Net Staff calculation s 605.862.10 
Per company forecast B-13 503.626.00 460.463.00 
Difference s I 02.236.10 s 46.688.74 

Accumulated depreciation is also different than the company projection. Statr computed 
accumulate-d depreciation as follows: 

13-month average depreciation 9/95-8/96 
13-month average depreciation Meters 
13-month average depreciation General 
TOTAL 

Depreciation expense per month using 
above depreciation 

At 4 months for September to December 
mcrease 

Increase 4 months I 995 
Net increase over 95 
Divided by 13 to get average 

Water Wastewater 
$3.582.839.69 $2,684.649.42 

I 57.035 .52 
258.H71 42 133J5!Ull 

$3.998.746.63 $2.8 I 8,007.43 

45,964.68 

183.858.72 
153.726.5 1 
30. I 32.21 

$ 2.3 17 86 

16 

40.999.93 

163.999.72 
133.257.78 
30.741 .94 

s 2 .. 164 .76 



.. 

13-month average plus increase for 
most recent depreciation 
13-month average per company 
Forecast before Corkscrew Projection 

Difference-co. overstated 

$4,001,064.40 

s 4.173,672.00 
$ I 72.607.60 

$2,820.372.10 

$2,97!UD7.00 
S I 58.464.90 

If additions that were included in the forecast were included in accumulated depreciation at a full 
year, they would increase accumulated depreciation by $32.468.38 for W;!!cr and $8.838 .1J7 for 
wastewater and would not make up the difference indicated above 

Forecasted Accumulated Depreciation on MFR A-1 p. I. in addition to the $4.173.672 shown 
above contained a $93.220 for the Corkscrew addition. lbe above increase in depreciation 
expense included the used and useful forecasted.depreciation expense on the Corkscrew addition 
in the for month adjustment for September to December. lbe increase o f $93.220 is offset by a 
used and useful adjustment of $50,930. Because the addition will not be in service a full year 
until 1997, these costs will not be incurred for a full year in the projected test year 1996. 
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DUMa.\TION F\JU.Y L.EUF\JU.Y 

KXXJA.Mr CATEGORY VAU.Jl MTE DUMQ\TION IY DUMa.\ TED DEP'Ma.\TEO 

IPW. EJCP£NS( ACCOUIIT Aa&ETI OEI"MCMMTa DEJIMC 

302.00 1.00 4,124.74 ) .331rt 1&4.00 1&4.00 1&4.00 

303.00 AU. 200.)71.11 LN«> ~· 0.00 

304.00 3.00 ~.m• ).))9o 2,141~ 

304.00 4.00 120.00 ·~ 24.80 
304.00 3.00 21.812.80 3~ I&U7 
304.00 2.00 2.7•.35 3.~ 13.31 

304.00 5.00 810.71 3.5.,. 21.10 
304.00 5.00 20,471.87 3~ 120.14 
304.00 4.00 127 .. 3.14~ 4.13 
304.00 4.00 1 • .17 u.,. 5 .. 
304.00 4.00 1111.00 2~ 4.00 
304.00 2.00 111,171.0. 3.339o 2,003 .. 
304.00 4.00 •m1.20 3.339o 2,8)1 ., 

304.00 4.00 38.1 ... 3~ 1,015,01 
304.00 3.00 1 • . 10 0~ o ... 
304.00 3.00 1.420 .. 3.5.,. ao.n 
304.00 3 .00 4,2111.00 5~ 214.80 
304.00 3.00 1122.1 • .0. ... ~ 20,817.82 
304.00 3.00 2.)81.81 2.sm. 58.04 
304.00 2.00 • . 15 3.5.,. 34.30 30,815 ... 30.115 ... 
307.00 2.00 ... .eo 3.3W 32,124.28 32.124.28 32,124.21 
308.00 2.00 --- UK 13.141 ... 13.MI.&4 13 ....... 
310.00 AU. •••. 11 5~ 4,281.81 4,281.81 4,281.81 

311.00 AU. Ja.nt• 5~ 38.131 .• 
311.00 3.00 110.12 ..... ~ 23.11 31,158.87 31.158.87 
320.00 3.00 .... .eo 20.~ 838.10 
320.00 3.00 1.502.25 10~ tll0.23 
320.00 3.00 2,351 .... ..... ~ 108.7el.n 
320.00 2.00 3.Q21.8S ·~ 121.0. 
320.00 3.00 511.)14..., ·~ 20.n•.20 
S20.00 2,00 201.21 5~ 10.08 121.N1.34 12I.N1.34 
330.00 4.00 122.MUO 2~ 15.N4.02 15.N4.02 15.N4.02 

331.00 2 .00 4,10.12 5~ 207.1t 
331.00 3.00 1 .... 15 ..... ~ 74.31 
331.00 4.00 331,841.41 ... ~ 13.:18) .• 
331.00 4 .00 2.)84,811.33 2~ 52 .... .53 
331.00 4.00 1n.115.71 2..,. 5,083.71 
331.00 4.00 3,231,710.53 2.3W 75,218 .. 
331.00 4.00 ,. ..... 71 5~ 173.34 
331.00 4.00 ~1-At 2.sm. 18,034 .. 
331.00 3.00 50.14 ·~ 21 .73 
331.00 2.00 3,147 .. ·~ 157.82 183.111.10 113.111.85 
333.00 AU. 824.-.lt 2.sm. 20,824 .. 20,824. 20.124. 
334.00 511,315. 5.~ 211.088.21 21.088.21 21.088.21 
335.00 4 .00 428,470.58 2~ 8.512.011 8.512.011 8.512.011 
331.00 3.00 182,56U4 3.339o 8 ,078.08 
338.00 5.00 82.011 ... ~ 3.28 8,012.34 8,082.34 
340.00 AU. 2,424.37 ... .,. 181 .71 
340.00 AU. ..... .., 18.~ 5,882.)8 8 ,1&4.()8 8,154.()8 
341.00 5.00 5,542.00 1 .~ 82.00 82.00 12.00 
342.00 5.00 804.13 UK 33.53 33.13 33.53 
343.00 5.00 3,812.80 8.25~ 225.71 225.78 225.71 

""'.00 AU. 8.012.12 ... .,. 534 .• 534 .• 534.41 

3.-.00 5 .00 285.74 10.~ 21.57 
3.-.00 2.00 31,170.t1 10~ ).817.(11 
3.-.0C 4.00 20M7.35 10.~ 2,081.74 
3.-.00 ) .00 .. .., 18.8.,. .. ,. 
3.-.00 5.00 1n.31 •.. .,. 11.13 5,123.31 5..123.31 
347.00 AU. 10,113.45 0.87~ n4.58 n4• n•• 
348.00 5.00 200.00 10.~ 20.00 20.00 20.00 

15,m.S1U1 507,431 14 507.431 .14 0.00 507,431 .14 

per oompwl)' 1a.m .112.00 

---~ S31.t1 
ALLOCATE COMMON AT_,. 44,145.45 

TOTAl WATER 5151,518.88 
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DEI'M<*TlON FULLY LUII'\A.LY 
N::C04JHT CATEGORY VALUE RATE ~aATlON BY CUM<* TED euftE<*TED 

SERIAL ElCP£NIE N::C04JHT MSETI ~C~ OEf'MC 

352.00 1.00 2.280.00 3~ 74.83 74.83 74.83 
383.00 ALL 473,825.n LNC>~ 0.00 n.oo 0.00 
354.00 4.00 178,013.57 2~ 11.073.» 
354.00 3.00 120.00 UK 23.37 
354.00 4.00 11,827.53 4.00. 713.10 
314.00 4.00 2,()11,325.17 3.1ft 12.114.10 
354.00 2.00 11,442.15 2~ 131.a5 
354.00 2.00 •.eo :us,. 111.54 
354.00 4.00 7,834.87 3.5.,. 283.21 
354.00 4.00 10,HI5.0S 3.0W. 301.00 
354.00 4.00 825.00 2~ 23.13 
354.00 4.00 3,017.00 3~ 100.47 ... 70.82 •.-ro.l2 
380.00 2.00 1.583.838.00 4.00. 13,35.3.!8 
380.00 2.00 24.211.00 3~ 101.12 
380.00 2.00 118,000.00 4.000.. 2,320.00 
380.00 2.00 1.111.211 .74 3~ 811,310.02 131.782 70 131 ,7¥2.70 
311 .00 2.00 Ut1.-A1 2~ 53,083 ... 
311.00 2.00 128,833.10 3~ 20,873.47 
311.00 2.00 7,1)45.00 3~ 234.10 
311.00 2.00 128.00 4.00. 25.1. 
311.00 2.00 e1.n1.oo 2~ 1,147.41 
311.00 2.00 40,100.00 3~ 1.3118.14 
311.00 2.00 IIQZ,211.11 2~ 12,S67.40 10,110.11 10.110.11 
383.00 2.00 - .707.47 2.1:ft 10,223.01 10.223.01 10.223.01 
314.00 ALL 11.173.37 20.00. 13,114.17 13,114.17 (2 •• . 17) 10.111.80 •.oo ALL 41,115.17 2.1:ft 1,212.13 1.212.13 1.212.13 
371.00 3.00 0,137.00 3.1ft 1,375.23 
371.00 3.00 .. .270.11 5.,. U75• 
371.00 4.00 303.Q12AI 5~ 11.1111 .• 
371.00 2.00 11,on.57 4.00. 442.10 21 ,112.81 21.112.81 
380.00 3.00 1.131 ... 1 .• .,. 122.14 
380.00 3.00 3,105 .. 5.,. 200.12 
380.00 4.00 231.M2 .. 3.1ft 7,401.12 
380.00 4.00 1.11:3,315.14 5~ 12.313 .. 
380.00 4.00 5,428.73 10.00. 542.87 
380.00 3.00 1.157.81 10.00. 181175 
380.00 4.00 22,441.21 4~ t7UO 
380.00 4.00 1,107.78 ... .,. 584.15 102,322.84 (T7.18) 102,2411.21 
311.00 4.00 575.e12.42 2~ 18,404.85 11,404.85 11,404.85 
3112.00 4.00 311.211.52 3~ 12,817.17 12 .. 7.17 12.117.17 •.oo 4.00 SU7UJ2 5.55,. 1.1152.01 1,1152.ot 1,1152.()1 
380.00 5.00 32.14 1...,. 2.18 2.18 2.11 
312.00 5.00 • . 74 5.55,. 27.57 27.57 27.57 
383.00 ALL 700.17 ·~ 43.78 43.78 43.1'1 
384.00 ALL 12,QnM ,...,. 1105.71 1105.71 105.71 
3118.00 5.00 13.55 ... .,. 4.24 4.24 4.24 
387.00 ALL. use a 1.8.,. 1n..eo 1n.40 1n.40 
3118.00 ALL 500.00 10.00. 50.00 50.00 50.00 

13.857.510.13 471.128.85 471 ,121.te (l.an l3l 411.257 12 
ALLOCATE oc:.uoN AT 34,. 22.741.10 
TOTAL. WABTFNATER ~.-.n 

}Cj 



DEI'MC&4 T10N f\A..LY LESI F\JU.Y 
N:;t;XXMr CATEOORY VAWE MTE DEI'MC&4 T10N BY OEPMC&4TED OEPMC&4TED 

IERW. EXPENSE NXOA.MT ASSETS OEPMCASIETI OEPMC 

304.00 5.00 10.-.17 3.5.,. 371.14 
304.00 5.00 1,170.00 2.aa.. 131.25 
304.00 1.00 1 • .11 3.1ft 5.32 
304.00 1.00 3,00U2 3.0ft e1.oe 
304.00 1.00 354.28 3.~ 1UIO 
304.00 5.00 1 ,1!18.23 4.00.. 248.33 
304.00 5.00 103,821.28 2~ 2.181 .71 
304.00 5.00 42.210.70 2.00.. 848.81 
304.00 5.00 1 • . 83 10.00.. 11M 4.-.13 0.00 4 .... 13 
lo«)..OO 1..00 m.83 2.sm. 1e.48 
lo«)..OO 1..00 1,D75.00 1 .... 17.815 
lo«).OO 5.00 1CM,711.oe ,_ . .,. .... .23 
lo«).CIO 1.00 274,715.10 11 . .,. 45,717.54 
3o«).10 1.00 2.311.28 20.00.. .,. 53,257.71 (28,.«10.07) 2U07.84 
341.00 11.00 181,184.83 11 . .,. 2.8,018.28 28,018.21 (1 ,1tUI) .... .82 
342.00 5.00 2.1151.83 5.5Mt 114.14 11414 114.14 
343.00 ALL 38,014.44 ~~ 2.37'5.10 2.37UO 2.375.10 
344.00 5.00 8,142.83 , .. .,. 40.()8 40.08 40.()8 
345.00 5.00 1.000..00 ... .,. • . 70 
345.00 5.00 1,8112.53 e.~ 82e.M -.58 -· 348.00 5.00 27,885.20 10.00.. 2.718.52 
348.20 5.00 8,247.00 20.00.. 1,84t.C 4,447.82 (171~ 3.871.58 
347.00 5.00 14,845.&4 ... .,. t88.87 ... 7 ... 7 
348..00 5..00 375.00 10.00.. 37.50 37.50 37.50 

TOTAL COMMON 833.ott.l1 1111.275.12 1111,275.12 (28,381.07) 88.817.()11 

TOTAL ALL 30,483,123.815 1,074.538.21 
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IV. AUDIT DISCLOSURES 

AUDIT DISCLOSURE NO. 1 

SUBJECT: PROPERTY TRANSACTION WITH AFFILIATE 

STATEMENT OF FACT: Catoosa Trace is a development which is owned by the same owners 
as the utility company. When developers connect to the system. their lines and hydrants arc 
contributed by the developers and recorded on the books as a debit to plant and a credit to CIA C. 
The net rate base effect is zero. On February 20. 1990 Gulf Utility Company recorded water 
assets of$59,683.50 and wastewater assets of$92,815 for the CaJoosa Trace Development, Phase 
I and $8,429.76 of water assets for Unit 16, Phase 8. Instead of the credit side of the entry being 
to CIAC, the owners were given stock in the utility in exchange for their assets. This treatment 
increases rate base and increases the equity portion of the cost of capital equation. Therefore. 
increasing the cost of capital. 

OPINION : Affiliate transactions should be required to be treated the same as non- afliliatcs. 

COMPANY COMMENTS: lbe shareholders of Gulf and Catoosa Group. Inc. are the same and 
own the same proportionate share of each company. The transaction was reviewed by Gulfs 
auditors. It is in compliance with aJI rules and regulations of the FPSC as well as Generally 
Accepted Accounting Principles. 

The benefit to Gulf of this transaction is increased level of equity, which has historically been 
below desired levels. 
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' 
AUDIT DISCLOSURE NO.2 

SUBJECT: DIRECTORS FEES 

STATEMENT OF FACT: The utility has charged directors tees to miscellaneous "fJJr 
accounts 675.8 and 775.8. During the test year the following fees wen: paid: 

RUSSELL B. NEWTON, JR. 
WILLIAM NEWTON 
RUSSELL B. NEWTON III 
TOTAL 

WATER 

2,992.50 
2,992.50 
5.985.00 

11 ,970.00 

22 

WASTEWATER 

1.507.50 
1,507.50 
3.015.00 
6,030.00 

TOTAl. 

4.500.00 
4.500.00 
9.000.00 

18.000.00 



AUDIT DISCLOSURE NO. 3 

SUBJECT: AFFILIATED TRANSACTIONS 

STATEMENT OF FACT: Caloosa Group is a land development company wh1ch is an affiliate 
ofGulfUtility. Five of Gulfs employees do work for Catoosa and are paid from both companies 
According to a memo from the utility. Caloosa is charged $50 per m;.)nth for the use of Gulf's 
computer system to do payroll, a general ledger. and minimal accounts payable. They estimate 
usage at 2-3 hours a month. They are also charged $50 for oflice rent and supplies. Catoosa also 
purchases their own separate supplies. Backhoe diesel fuel purchased by Gulf is billed to 
CaJoosa at cost. The S 1.200 a year charge is credited $396 to account 6208. $396 to account 
6758. $204 to accowtt 7208, and $204 to account 7758. 

The percent of Caloosa payroll to total Catoosa and Gulf payroll during the last audit was 
12.67%. The most recent payroll register shows Catoosa payroll at 2.13% of total payroll. To 
determine the difference, staff reviewed the hours shown on the Catoosa Earnings and 
Deductions report and the pay shown and arrived at an hourly mte The hourly rates used for 
CaJoosa and Gulf appear to be very different. The computation of rates. which assume a 40 hour 
work week. follow: 

Catoosa Gulf 
President 22.69 56.82 W .91% 
Chief Financial Officer 16.74 26.44 63 .3 1% 
Assistant to the CFO 9.00 14.47 62.20% 
Administrative Manager 9.62 15.94 60.35% 
Administrative Assistant 8.00 9.30 86.02% 

No expenses have been charged to Catoosa for benefits of the employees. business expenses of 
James Moore, or car expenses of James Moore . In November of 1995. the company moved into 
a new office building built by Catoosa. 

OPlNION: Staff detennined expenses considered to he related to employees who pcrfom1 tasks 
for both companies for the year September 95-August 1996, allocated these costs at the 2.13% 
payroll ratio, and compared these costs to the S 1.200 a year currently being charged. 

The amounts may be understated because the allocation basis used is payroll for total company 
and many of the expenses relate to James Moore who is probably allocated higher on an 
individual basis than on a total company basis. It is also understated because of the diflcrcncc 
in rates used. A payroll basis was used because no other allocation method could be dctcm1ineJ . 
This is probably not the best method because Catoosa docs not have hilling or the l11gh amount 
of payables as Gulf. 
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Rent at 2 .13% (includes proforma for yearly amount) 
2.13% of Health insurance and IRA distribution 
2.13% of office supplies which appear to be common (620M and 7208) 
2.13% of business expense, conference registration and 
administrative expense (6758 and 7758) 
2. I 3% estimated car expenses James Moore ( 6 508 and 7 508) 
2.1 3% of computer depreciation (S 174.125.14 at 16.66% dcp. rate) 
fNTERCOMP ANY AMOUNT PER STAFF 
AMOUNTCHARGEDBYCOMPANY 
DIFFERENCE 

66% WATER 
34% WASTEWATER 

1.274.38 
3.468.29 

441 .22 
1.207.91 

466.13 
618.27 

6,201 .81 
1.200.00 
5.001 .81 
3.301.19 
1.700.62 

RECOMMENDATION: The company should ~.:harge Caloosa for all cost~ above. 
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AUDIT DISCWSURE NO. 4 

SUBJECT: NEW OFFICE RENT 

STATEMENT OF FACT: Gulf Utility has entered a lease with Catoosa Group to lease new 
office space. The former office is being converted into offices for operations personnel and 
storage. 

The new costs associated with this new office arc estimated as follows: 

LEASE AMOUNT 3,931 SQ. FT. AT S 12 A SQ. F1 . 
SALES TAX ON LEASE 
COMMON EXPENSES RELATED TO LEASE 

47.172.00 
2.830.32 
9.827.52 

51},829.84 

The lease with Caloosa group is for 33.71% of the building. Traditionally. if no proven outside 
market exists for affiliate rental property. a cost basis is used to determine the rent. Using this 
assumption, rent would be: 

BUILDING 
LAND 
TOTAL 
RATE OF RETURN ALLOWED 
RETURN ON INVESTMENT 
DEPRECIATION USING 40 YR LIFE (25-30.140) 
COSTS OF BUILDING 
% UTILITY SPACE 
RENT USING COST 
RENT ABOVE 
DIFFERENCE 
ALLOCATE PORTION OF REDUCTION TO CALOOSA 
NET REDUCTION TO ABOVE CALCULATION 

WATER 
WASTEWATER 

567.317.00 
126.324.00 
693.641 .00 

9.25% 
64,161 .79 
14,183.00 
78.344.79 

33.71 % 
26.410.03 
47,172.00 

(20. 761 .97) 
(442.23) 

(20,319.74) 
(13.411.03) 

(6.908.71) 

Caloosa does now have a lease with an outside party. the Hospital Board of Directors of Lee 
County. The lease started in May of 1996. The lease is a five year lease for 6,460 square feet 
at S 12 per square foot. The lessee is required to pay a proportionate share of operating expenses 
and is given aS 15 per square foot improvement allowance. 

The company has also provided a report from a real estate broker which concludes that the 
appropriate market rental rate for smaller tenants would be S 15 per square gross. inclusive of 
common area maintenance charges including taxes and insurance. Caloosa is charging S 14.50 
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However, an analysis perfonned on various office space shows gross rent after adjustments 
ranging from S II . 76 to SIS .4 7 with similar build out offers. 

It should also be noted that the maintenance costs paid with the lease arc estimated and a port1on 
may be refunded based on actual costs. Expenses for Gulf include: $9.827.52 related to thc:ir 
share of common expenses of Caloosa which include insurance. property taxes. electric. lawn 
care and garbage. The year to date costs of these services are as follows: 

General cost for seven months of 1996 
Annualized by dividing by 7 and multiplying 
by 12 
Real estate tax 
Insurance 
Projected expenses for the building 
Space occupied 
Gulfs share of costs 
Portion included in expenses 
Projected overstatement 
Portion water at 66% 
Portion wastewater at 34% 

$5.119.16 

$8,775.70 
9,473.52 

225.00 
18,474.22 

33.71% 
6,227.66 
9,827.52 
3,599.86 
2,375.91 
1.223.95 

OPINION: Expenses should be reduced by $2.375.91 for water and $1.223 .95 fo r wastewater. 
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AUDIT DISCLOSURE NO. S 

SUBJECT: SAN CARLOS WATER LINE PROJECT 

STATEMENT OF FACf: As of I 2/93, the company had charged S 11 .826.87 of invoices mainly 
from Humphrey & Knott for a San Carlos Waterline Project to a deferred account. 
862.13-Engineering for water system development. Recently. the company added S 17.773 .59 
to this account for invoices from Missimer and Humphrey and Knott. The account is being 
amortized over 5 years. $8,183.76 is the projected amortization during the forecasted test year. 
The company worksheet originally described this project as construction work in process. During 
the last audit, when asked why this had not been charged to construction in process as part of the 
water line costs, the company responded that they had not yet received approval from the county 
for the installation of the line or required mandatory hookups. This project was questioned again 
in the current audit. The company responded that they have abandoned this project because the 
County Commission would not require mandatory hookups. The amortization is still being 
included in the forecast . 
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AUDIT DISCLOSURE NO.6 

SUBJECT: PROJECTED PLANT 

STATEMENT OF FACT: The filings prepared by the company contained forecasted plant 
additions in both their 1996 plant schedules (AS). and in their water rate base schedule as a 
proforma that have not yet been completed. The filing includes projections for the following: 

Water: (Recorded in A-5) 
University 
Effluent reuse line 
Relocation of reuse line 
Relocation of water line at Treeline 
Corkscrew pumping upgrade 

Corkscrew Plant (Proforma) 
Total 

Wastewater: (Recorded in A-5) 
University 
Effluent reuse line 
Relocation forcemain Alico and 41 
Relocation of line at Treeline 
Upgrade to SCWWTP Barrigan and Eastgate 
lJ pgrade East gate recoating 
Total 

$544,982(Shown in Jan. 96) 
66,667 
63.842 
60.627 
31 .000 

$767,118 
$1,794,445 
$2.561,563 

$639,999(Shown in Jan. 96) 
133,333 

32,660 
58.798 
36.500 

1.600 
$902.890 

Staff reviewed estimates for these contracts. The contracts did not break down water and 
wastewater. Therefore, they were reviewed in total. The estimates areS 189A33 more than what 
is shown in the exhibits. Miscellaneous plant projections for water. on A-5 . however. arc 
overstated as of August. 1996 by $143,513.14. Wastewater is understated by $3.959.96. This 
creates a net understatement of plant in the exhibits of$49,879.82. 
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Estimate Total Water Diflcrcncc Already 
& Wwater In CWIP 
Above 

Relocate Forcemain 41 and Alico 40.000 32.660 7.340 22.557 
University 1,160,208 1.184,981 ( 24.773) 331.532 
Relocation Treeline (net retire) 136,222 183,267 ( 47,045) 68.281 
Forcemain Reuse Main 489,464 200.000 289.464 
Corkscrew Plant 1.775.199 1.794,445 (19.246) 269.154 
RTU Panel 41 .3 79 31.000 I 0.3 79 
Upgrade Eastgate recoating 1.600 1.600 
UpgradeSWWfP 9,814 36,500 (26,686) 

$3,653,886 $3.464.453 $ 189.433 s 69 1.523 

Opinion: Net plant forecasts seem to be understated based on current projections. Although the 
above items are in projected 1996, the university for the entire year. based on construction work 
in process dollars, it is questionable whether these amounts will be completed in 1996. In 
addition, the 13 month average effect is incorrect since these additions were not made in the 
months they were projected. 
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AUDIT DISCLOSURE NO.7 

SUBJECT: CIAC 

STATEMENT OF FACT: As of August J9%. lhc filing contained $10'1.292 less C IAC than wht 
1s recorded in the general ledger for water and $30.640 more CIAC than what is in the ledger for 
wastewater. These numbers were computed as follows: 

Per MFR A-12 as of August 1996 
Less University not recorded but in MFR in Jan. 
Net per MFR 
Per 8/96 General Ledger 
Difference 

WATER 
s 12.306.62 1 

146.400 
s 12.160.22 1 

12.269.513 
s ( 109.292) 

WASTEWATER 
$9.1 39.868 

114.950 
$9.024.918 
8.994.2 -:" ~' 

s 30.640 

As do ne with plant. the CIAC for the University was recorded for a full year by including it in 
the January forecast. 
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AUDIT DISCLOSURE NO.8 

SUBJECT: PREPAID CIAC 

STATEMENT OF FACT: Tbe company has projected S 171,680 of water CIAC to be transferred 
from the prepaid account on their filing of projected CIAC on A-12 . They have not projected any 
CIAC for wastewater during this time period. 

Excluding the CIAC they have received from the University. the company has a halancc of 
$550,999.25 in their water prepaid connections account and $207,304.50 tor wastewater. 

These connections appear to be related to plant already in service. The only adjustment made to 
used and useful plant was to the profonna plant addition for the Corkscrew water plant Even 
though the company is not yet collecting revenue related to these contributions. they are earning 
a return on the assets to which the contributions relate since the assets were considered I 00% 
used and useful. 

OPINION: Prepaid ClAC of$379.319.25 for water (S550.999.25-Sl71.680 projected) and 
$207.304.50 for Wh.)1ewater should be included in rate base. 
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AUDIT DISCLOSURE NO.9 

SUBJECT: REVENUE PROJECTIONS 

STATEMENT OF FACT: Revenues using a period of September 95 to August 96 were 
substantially lower than those projected in the company' s filing. If the 1995 portion of these 
revenues are increased by growth of 6 % as estimated by the company. the revenues arc still 
understated. 

Revenues Sept. to December 1995 
Growth estimated at 6% 
Inflated 1995 revenues 
Revenues Jan-Aug 1996 
Revenue projection 1996 by staff 
Revenue projected in filing before rate adj . 
Difference 

WATER WASTEWATER 

$668.381 $388.274 
X 1.06 X 1.06 

$708,484 $411.570 
$1.526,925 $802.789 

$2.235,409 s 1.214.359 
2.295.357 1.304.730 
s (59,948) s (90,371) 

The difference is probably due to the utility including revenue from the new llnivers1ty for the 
entire year. Since the University is not yet complete. staffs numbers do noi contain any revenue 
from the University. 
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AUDIT DISCLOSURE NO. 10 

SUBJECT: CUSTOMER SURVEY 

STATEMENT OF FACT: The company performed a customer satisfaction survey and included 
the costs in their forecast. This is the first time they have perfofT'led the survey and they intend 
to perform the survey annually. The costs related to the survey are: 

Printing Survey 
Postage 
Print letters 
Public Relations 
TotaJ 
Water 
Wastewater 

$1,601.43 
3,888.10 
1,055.76 
3,198.75 

$9,744.04 
6,431 .07 

3,312.97 
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AUDIT DISCWSURE NO. I 1 

SUBJECT: ENGINEERING FOR UNIVERSITY 

STATEMENT OF FACT: Two invoices for engineering costs related to the new Umversity were 
charged to account 631 and 731. Contract Services. Engineering during the September 95 to 
August 96 period used by staff to determine expenses. They related to the preliminary survey. 
They were charged as follows: 

John Ruskia 
John Ruskia 

Total 

WATER 
470.74 
558.62 

1,029.36 

WASTEWATER 
88.48 

221.52 
310.00 

OPINION: The staff engineer needs to review these items to determine if they should be 
capitalized as part of the new addition related to the University. 
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AUDIT DISCLOSURE NO. 12 

SUBJECT: OVEREARNINGS ACCOUNTING COSTS 

STATEMENT OF FACT: In October of 1995. the company paid Keith Cardey $6.183 .50 
($4,204.78 water and $1,978.72 wastewater) to review the overeamings case. They charged these 
costs to accounts 635.8 and 735.8 for water and wastewater respectively. lbese costs fall into 
the period used by staff to detennine the reasonableness of expenses. 

OPINION: These costs should be non-recuning and may more appropriately be added to deferred 
rate case expenses since it was the overeamings investigation that triggered the rate case. 



' 

AUDIT DISCWSURE NO. 13 

SUBJECT: VICE-PRESIDENT'S SALARY 

STATEMENT OF FACT: Forecasted expenses included a salary for the Vice-President of the 
company, Randall Mann of$49,608. Mr. Mann does not maintain an office at the utility site but 
has an office in Jacksonville . He was asked to proviJe a letter which stated how much time he 
spends on utility business. It states, "The amount of time spent per week on these various duties 
varies considerably depending on the needs of the company." 

A list of the duties he is responsible for is attached to this disclosure. 
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AliDIT DISCLOSURE NO. 14 

SUBJECT: EXPENSE FORECAST 

STATEMENT OF FACT: The company prepared their forecast of expenses using a zero based 
budgeting approach. Filings for projected test year's usually trend a historic period using gro wth. 
inflation, and other known changes. 

Because of the difficulty in determining if the company forecasted numbers were correct and the 
availability of actuaJ data through August 1996. staff decided to determine expenses to r the 
period of September 1995 to August 1996 and determine any known changes that should occur 
from September to December 1996. 

lllere are two rrutjor changes that are going to occur. They are the addition of the University and 
the Corkscrew acldition. The utility projected the University in their filing. The utility projected 
the Corkscrew addition in rate base, but did not include it in their forecast of expenses. 

Staff prepared an analysis of the balances from 9/95 to 8/96, added the company proforma 
adjustments for the University and the Corkscrew addition and then did an analysis of other 
known changes. These changes are shown under the staff proforma adjustment co lumn and arc 
further describecl in the attached list of adjustments. The numbers for the University and 
Corkscrew additions should be reviewed by the staff engineer. llle Miami staff was unable to 
determine the reB!;onableness of the quantities needed. 

The analysis reveals that the expenses in the filing are S II 0.380.04 k ss for water than the 
prepared analysis. The majority of this is due to the S I I R.10J.50 o f expenses the company 
expects to incur for the Corkscrew plant addition. 

For wastewater, the analysis reveals that the expenses in the filing are $20.601 .93 more than the 
company projected in their forecast . 

OPINION: 1be attached schedules, pending engineering adjustments. more accurdtcly reflect the 
expenses of the company than the filing. 
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GULP UI1LITY 
PROFORMA ADJUSTMENTS TO STAFF'S - 1196 TEST YEAR 
DECEMBER 31, 1996 TYE 

Salaries - Water 
Salaries - Wastewater 

1 

Proforma incnase for raise 1 I 1 IY6 ann110/ized and 
new employee changes. 

l 
NOT USED 

3 
Sludge hauling 

Increase due to no sludge being hauled in initial 
phase of plant dw to needing to keep solids. 
Estimate based on projections. Requested verification 
by staff engineer. 

Water - Electric 
Sewer- Electric 

Ann110lize To WWTP plant cruu . 

Water- Chemicals 
Wastewater- Chemicals 

3a 

.. 

Increase wastewater due to additional lime as!wciated 
with sludge hauling. Requested verification by 
StajJ engineer. 

Water- Mate!'ial & Supplies 
Wastewater- Material & Supplies 

Remove non-recurring costs for lightening damage 
and relocating meter at Marlnen Cove per co. 

42 

DEBITS 

$6,700.00 

$35,589.00 

$5,913.64 

$2,119.52 

CREDITS 

($1,703.00) 

($1 ,749.93) 

($2,549.97) 
($4,277.57) 



GULF uriLITY 
PROFORMA ADJUSTMENTS TO STAFF'S - 1196 TEST YEAR 
DECEMBER 31, 1996 TYE 

6 
Contract Services - Water 

Record two 1nonths turJOrtization of consumptive 
use permit cost, which were not in period used. 

7 
Water Contract Services- Acct. 
Wastewater Contract Services - Acct. 

Remove Tnl'ersing entry lnDde in December 1995 
and accrual correctiotf wltlcJr was out of period. 

Water Acct - CS 
Wastewater Acct. - CS 

8 

To proforma an annual bill not paid in /995 due to 
the rate t:tl# 

water Legal - cs 
Wastewater Legal - CS 

9 

To remove journal entry in December /995 that was 
Tnl'ersed of prior period 

Water Acct. 
Water Legal- CS 

10 

To increase for new costs increasing amortization 

II 
Contract Services Other· Water 

Remow non-recurring and out of period item 

.. } 

DEBITS 

$1 ,836.28 

$7,018.91 
$3,303.03 

$1 ,452 00 
$748.00 

$3,174.5 I 
$1 ,493.89 

$822.34 
$1,183 37 

CREDITS 

($1 0,846. SJ) 



GULF tJTILrrY 
PROFORMA ADJUSTMENTS TO STAFFS - 1196 TEST \ LAJl 
DECEMBERJI, 1996TYE 

ll 
Contract Services Other- Wastewater 

Remove non-ncurring insurable lighting damage 

Rent- Water 
Rent- Wastewater 

13 

Annualize nnt costs; Does not nflect staff adj. 
for non utility 

Water - Rent equipment 

Remove non-ncurring cosu 

Insurance Vehicle- Water 
Insurance General- Water 
Insurance W/C- Water 
Insurance Other- Water 

Insurance Vehicle- Wastewater 
Insurance General- Wastewater 
Insurance W/C- Wastewater 
Insurance Other - Wastewater 

I.C 

IS 

Change insurable to current invoice 

16 
Mise Water 

Annualize amortize ofCRSW and CKOC corlcscrew 
disposal permit 

17 
NOT USED 
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DEBITS 

$7,851.03 
$4,281.12 

$405.38 
$1,890.07 
$1,271 .59 

$83 99 

$317.89 

$996.1 I 
$68.99 

$2,935.94 

CREDITS 

($1 ,819.01) 

($1,1 00.00) 

($1 ,303.30) 



GULF urn.ITY 
PROFORMA ADJUSTMENTS TO STAFF'S - 1196 TEST YEAR 
DECEMBER 31, 1996 TYE 

II 
Rate Case Exp. - Water 
Rate Case Exp. - Wastewater 

Proforma for rate case expense at company 
estimate 

Water- Insurance general 
Wastewater - Insurance general 

19 

Reduce insurance for actual audit billing period 
paid in 1996. 

Water - Misc. 
Wastewater- Misc. 

lO 

To record annual ctUtomer survey costs incurred for 
first time In September 1996. 

ll 
Fuel for power production 

Increase for fill up paid outside of test year. 

Contract Services - Wastewater 

Increase contract services for costs that will malce 
1 996 higher than staffs test year selected . 

l3 
Transportation Exp. - Wastewater 

Increase over staff selected test year. 

DEBITS 

$20,209.00 
$10,758.87 

$6,431.07 
$3,312.97 

$93.58 

$1 ,935 54 

$328.69 

CREDITS 

($2,542.32) 
($1 ,409.68) 



GULF' UTILrrY 
PROFORMA ADJUSTMENTS TO STAFF'S - 8196 TEST YEAR 
DECEMBER 31, 1996 TYE 

Water- Contract Services 
Wastewater- Contract Services 

Item that would 1ltaU 1996 higher than /995 

46 

DEBITS 

$1,113.79 
$S73.76 

CREDITS 



r 
• 

AUDIT DISCLOSURE NO. 15 

SUBJECT: JAMES MOORE'S EXPENSES 

STATEMENT OF FACT: The expenses used in disclosure 14, include $1,867.93 of local 
business meals and S 120.38 of entertainment for James Moore. Descriptions on business meals 
include discussing health insurance plans, trusts and investments. engineering services. waterline 
projects, etc. The entertainment was for drinks for a San Carlos Water Line Project and 
a golf outing to discuss keeping insurance costs down. 
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AUDIT DISCLOSURE NO. 16 

STATEMENT OF FACT: TAXES OTHER THAN INCOMI· 

SUBJECT: Revenues projected in the filing times the 4.5% regulatory assessment ICc docs not 
total the regulatory assessment fee projected an the tiling. 

Water Wastewater 
Revenues projected $2,139.422 $1.671.070 
Regulatory Assessment Fee Rate 4.5% 4.5% 
Regulatory Assessment Fee s 96,274 $ 75.198 
Per Forecast on B-15 s 96,989 $ 76,249 
Difference s (715) $ ( 1.051) 

Payroll taxes were allocated using a 66/34% customer ratio or $43.806 for water and $22.56 7 for 
wastewater. If the taxes were allocated based on the payroll accounts. (see attachment to 
disclosure 14) they would be allocated at 62.29/37.17%. This would reduce payroll taxes tor 
water by $2,462.26 and increase taxes for wastewater by $2.462.26. 

Based on the 1996 projected tax bills, 1996 projected property tax was underestimated. 
Staff computed the difference as follows: 

Water Wastewater 
Plant $ I 5 .53 I . I 90 s 11 .982.980 
1996 Projected Tax Bills 
allocated based on plant 77. 124 59.506 
Tax on Forecasted plant 
based on % of tax to plant 8. 145 4.514 
Total staff projection $ 85.269 $ 64,020 
Forecast per company B-15 $ 77,765 $ 49,200 
Understatement $ 7,504 $ 14,81 9 
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:>t-neoule of Water Rate Base 

Company: Gulf Utility Company 
Docket No. 960329-WS 
Test Year Ended. December 31. 1996 

•
istorlc ( 1 or Projected (xl I 3 Months Average (x) or Year End [ 1 

I 
I 
I 
I 
I 
I 

Explanation: Provide the calculation of rate base for the test year. showing 
all adjustments. All non-used and usefulltmes shouiO be reported as 
Plant Held For Future Use. 

(1) 

Description 

Utility Plant In Service 

2 Utility Land & Land Rights 

3 Less . Non- used & Useful Plant (Net) 

4 Less· Accumulaled Depreciation 

5 Less · CIAC 

6 Accumulated Amortization CIAC 

Less : Advances for Construction 

Working Capital Allowance 

Total Water Rate Base 

(2) 
AVERAGE 
13 MONTH 
BALANCE 

$16.700,337 

200,372 

193.954 

4,173,672 

12.220.685 

2.942.325 

4,885 

358,144 

$3.607,982 

Florida Pubkc Service Commission 

Schedule A-1 
Page 1 of 3 
Preparer. Andrews 

(3) 

Utility 
Adjustments (a) 

$1 ,794.445 

881 .535 

93.Z~ 

$819.690 

(4) 
Adjusted 

Utility 
Balance 

$18.494 ,782 

200,372 

1.075.489 

4 .266.892 

12.220.685 

2 .942.325 

4.885 

358.144 

$4.427.672 
c:cr•= :z a: c m•=•lc: a:: ::::::= = ===== == :::==to:=====:. =: 

I (a) Source Schedule A- 1 Page 3. Col 4. line 16. Col 311ne 18 and Col 5. hne 33 

' ' ' I 
' 1e 
I 

)() 

(5) 
Supporting 
Schedule(s) 

A-5 

A-5 

A-5&A-9 

A-9 

A-12 

A-14 

A-16 

A - 17 
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Schedule of S.war Rata aa-

c...pany , Oult uti llt:y c:a.pany 
Docket .0. ''OJlt· MI ~ 
Schedule Year lndad• O.Ca.bar l 1, 1tt~ 

Hi ator i c (xl o r PTojacl:ad () 
lJ Month• Avara9a (x) or Year lnd ( I 

~la A-2 
.... 2 of 2 
......... r . Andr••• 

Expl anation : Provide t ha c alc:ulat:l- of rata baaa for l:he I: a at year , ahowl~ 
a ll adjuatAanta . All non -..-d and u-ful it:aaa ..,_ld be reported aa 
Plant Held ror rutura Oaa . 

Li ne 
No . 

( 1 ) 

O.acript.ion 

Utili ty Plant in larvica 

Util i t y t.and ~ Land Rl ght:a 

t.a .. : lloti · OHd ~ OHfu l Pl ant 

(2) 
aal anca .... 
aoou 

11 , 416,412 

t.aaa : Accu.ul atad O.praciatlon 2 , 121 , 1t4 

t.aaa : cu e I , J 21,,U 

Accv.u l a t ed Aaort l~ation CUC 1,10C , CH 

LA•• : Advanc e• f o r Conat.n,ct ion 

wo r kin9 Capi t a l Allowance 241 , 401 

Tot a l Sewer Ra t.e •••• U . tU,lU 

( J) 

'i l 

( 4 ) 

Adjuatad 
Ut i lity 
aalanca 

11 , 416 , 412 

416 , 4tt 

l , l l 1. 1U 

• • )21 , ,., 

l , 1o• .n• 

l 41 . t 0 l 

.2 . Ul , l U 

( I ) 

lupportlng 
lcha .. la l al 

,._, 
,._, 

A · I O 

A- 12 

A-14 

A - 11 

--- -·-----



scrollllulll uf fiD4llllbl&tCI (;o&l ol Capttal 

13_Month Average Balance 
Florida PubliC Service Comrr.::mn 

company: Gulf Utility Company 
()OCket No .: 960329-WS 

Schedule D- 1 
Page 1 of 2 
Prtparir· CNJ&W 

ftll Ytar Ended: December 31 . 1996 
.-:r.neou11o Year Ended:Otcemblr 31, 1996 
HIStoriC [ 1 or Projected (x) 

Subsidiary ( 1 or Consolidated (xl 

EJtplanation PrOVIde a schedule which calculates the requested Cost of Capltal on a 

13-month average basis. If a year-end basis Is used aubmlt an additiOnal schedule reflecting 
year_ end calculations. 

(1) (2) 
Reconciled 

une 
Class of Capital NO 

To Requested 
Rete Base RatiO 

Long-Term Debt s 6,995.354 74 77% 

2 ShOrt- Term Debt 60,391 065% 

3 Preferred Stock 

4 Customer Deposits 205.735 2 20% 

5 Common Equity 869.272 929% 

6 Tax Cred1ts - Zero Cost 

7 Tax Cred•ts - Wtd. Cost 

8 Accum Deferred Income Taxes 1,225.216 1310% 

9 Other (Explain) 

10 Total $ 9 ,355 ,968 100 00% 
==:z=•c:======: 

Support1ng Schedules: D-2 
Recap Schedules· A-t .A-2 

)2 

(3) (4) 

Cost Wo1ghted 
Rate Cost 

10 63% 7 95% 

1101% 0 07% 

6 00% 013% 

I I 88% I 10% 

9 25% 
= = = == === 
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Sc~~ ol Watlr ~ ()paratng lncOtM FIOfida P~l c SeNice ~mm•n•on 

Company GVJ UTUTY COMPANY 
Sc~~ Ye•End~: 12/31/88 
lmerim ( ] Final (X) 
1-tatoric ( ) or Projaet.d [X) 

Sc~.u· 8 - 1 
Page 1 ol2 
Oooket No : H0328 - WS 
Preparar Alv~ 

Explandon PrOYide the oalci.Nton ol n.t operating Income I« t~ teet year r am0t11z.ellon (l.Jne 4) It relatld to any amoum 
other than an acqulelton edl .. tm•nt. eubmlt an edci1ionalto~ule ehowtng • deecriptlon and calculdon ol e~rge 

(1) (2) (3) (4) (&) (6) 
T .. t Utllty Utlity IWqu .. ted IWque•t•d 

l..Jne Year Teet Year Ad]uet.d A. venue Annual 
No. Oeac~lion BCIIance A~juatmtntll Tnt Yt« Adjuotmem Revenue a 

OPERATING AEVE"'-JES • 2.285,367 • 0 • 2.286,367 • (tM,836) • 2 .138,422 
- ------· - - -- ---· - -- -- --· -- - ----- -- ----- · 

2 Op ... aton & Melmenance t ,307,38& 0 I .307,38& t ,307,38& 

3 Oeprecla1ion, net ol CIAC Amort. , &!1,41 7 166,417 1~.417 

4 -'mor11Utlon e ,8n 8 .en 8,8n 

~ T ax•• Other Than Income 227 •• 72 0 227,872 (7 .017) 220.6!15 

8 Prollleionl« Income Tax•• 8&.448 6&.448 (&e,064) (1) 211.3113 
- -- --- -- ----- -- - - - - ---· - -- - - - -- --- - --- · 

7 OPERATING EXPENSES , ,707.481 85.448 1.7a2.e1 0 (63,063) 1 .72i.827 
-- -----· ------- · - - ------ --- - - - -- - ---- ---

8 NET OPERATING INCOME • &87.881 • (8&.448) • &02,447 • (82.862) • 408.&86 

===·-==· · CZ CC II:. ~2 l •a ca m• • • • A' •••*•' • • • ••c •• 

9 RATE 8-'SE • 4 ,427,672 • 4,427.672 • 4,427.672 
::::::.:•sa l' :: :: a:: a:a as .:::c c c :a z:: l 

10 AA TE OF RETURN 13.28% 11 )&'If. 925% 
=••a-ce•• • c :-=: =: za1 IC :.::=a= : 

No1• (1) Av•reg• rat. baee • 4,427,872 
w .. ghted colt ol aq.Jty 1 .I 0'11, 

Net oncome alter tax 48,704 
Pre - tax expaneion fact« 1 .8033'11. 
Pre - tax income 78.067 
N•1 onco m• per IIbov• 48.704 
In com• tax provl-'on 28.3113 
Adjutt~ t .. t year(eJCptnH)beneflt ~8&,44!1 
-'d1ustment requried • &e06e 

5J 

(7) 

s \.4)p0f11 ng 
Sc~~(o) 

8 - 4 

8 - & 

8 - 13 

8 - 11 

8 - 1& 

C - 1 

-' - 1 
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Aorida Public S•rvlc• Commle-'on 

Company: QlA...F UTLITY C~PAP'IV 
Sct..d~ Y••End~: 12/31/M 
lnt•rim I I FIMI lXI 
Hietonc I I Of Pro~ct.d [X) 

So~ule . 8 - 2 
Pa~ 1 ol2 
Docket No HOl28- WS 
Pr•parer. Rlv•,. 

EJcplanaton: PrOIIIde h oalc~tlon ot net operlding incom• I« h teat v•ar r amor1il.ldiol' 0-Jne 4) Ia rela"d to any amount 
other thAn an aoquiellion -.djuetm•nt. elbmlt an -.dcl1ionalec~~ ehowll'lg a deeoriptlon and oalculeon ol chAr~ 

(1) (2) (31 (4) (15) (6) 
T .. t U11ity Utlity Requ .. t~ Requ .. t~ 

Una Y•ar r .. t v • ., Adjuet.d Revenue Annual 
No Description Bliance Adjuatm• nta T .. tvew Adjuetment Revenue• 

OPERA TINO AEVEMJES • 1,304,730 • 0 • 1,304,730 • lee,340 • 1 ,611 ,070 
----- -- · --- - ---· -- - -- -- - --- - ---· --- ----· 

2 Operation & Mllint.nance 868,1570 0 868,570 868.157"' 

3 Depr•clation. net ol CIAC AmOft. 170.257 0 170.257 1 70.257 

4 Amortization 3,5a4 3,51M 3,15M 

15 Tax .. Other Than lncom• 132,610 0 132,610 18.485 1 48,08t5 

6 Provieoon lor Income Tu.Ct>-neflt) 0 32.708 (1) 32.708 
-------- - -- -- -. - ------ - - - --- -

7 OPERATING EXPENSES 1 ,186,001 0 1 ,118,031 48,181 1 .216.~ 
- ---- - -· --- ---- · - -- ---- · - -- --- - · 

8 NET OPERATING INCOME • 138,888 • 0 ' 138,888 • 317,148 • 45&,848 
c:==--•=a .: • == =====: ==c••••• 

""7 l;: -=···· - 1151· ··· ·· 
9 RATE BASE • 4,828.288 • 4 .828.288 • 4 ,828.288 

=-·----· • cu:s•a•• a a c wa•Qr 

10 RATE OF RETURN 281% 2 .81% 825% 
•c••c•-=• :=:;:: =a c.c:• ca.:.: :: •=' 

Note (1 ) Aver~ ra" ba .. • 4 ,828.288 
W•ight~ coat ot •qulty 1 10% 
N•t incom• alter tax 54,211 
Pr• - tax e~~J>at*on laotor 1 8033% 
Pr• - tax Income 88,., 7 
Net In com• per abow (54,21 1) 
Income tax provl•lon • 32 708 

(7) 

Supp0f11ng 
Sc~ule(e) 

8 - 4 

8 - 6 

8 - 14 

8 - 18 

8 - 115 

c 1 



Commissioners: 
SUSAN F. CLARK. CHAIRMAN 
J. TERRY DEASON 
JULIA L. JOHNSON 
DIANE K. KIESLING 
JOE GARCIA 

State of Jl1orida 

DIVISION OF RECORDS & 
REPORTING 
BLANCA S BAYO 
DIRECTOR 
(904) 413-6770 

,Jmblit 6trbict ~mmission 

Ms. Carolyn B. Andrews 
Gulf Utility Company 
Post Office Box 350 
Estero. Florida 33928-0350 

November 25, 1996 

RE: Docket No. 960329-WS -- Gulf Utility Company 
Rate Case Audit Report - Projected Test Year Ending December 31. 1996 
Audit Control # 96-233-4-1 

Dear Ms. Andrews: 

The enclosed audit report is forwarded for your review. Any company response filed with this 
office within ten (I 0) work days of the above date will be forwarded for consideratiG!1 by the 
staff analyst in the preparation of a recommendation for this case.· 

Thank you for your cooperation. 

BSB/cls 
Enclosure 
cc: Public Counsel 

Gatlin Law Firm 

Sincerely, 

in ~. ~~~ 
~ay6 ·~ 


