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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
COMMISSION STAFF
DIRECT TESTIMONY OF KATHY L. WELCH
DOCKET NO. 120015-E1
JULY 16, 2012
Q. Please state your name and business address.
A. My name is Kathy L. Welch, and my business address is 3625 N.W. 82nd Ave,,
Suite 400, Miami, Florida, 33166.
Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Public Utilities
Supervisor in the Office of Auditing and Performance Analysis.
Q. How long have you been employed by the Commission?
A. I have been employed by the Florida Public Service Commission since June, 1979.
Q. Briefly review your educational and professional background.
A. I have a Bachelor of Business Administration degree with a major in accounting
from Florida Atlantic University and a Masters of Adult Education and Human Resource
Development from Florida International University. I have a Certified Public Manager
certificate from Florida State University. I am also a Certified Public Accountant licensed
in the State of Florida, and I am a member of the American and Florida Institutes of
Certified Public Accountants. I was hired as a Public Utilities Analyst I by the Florida
Public Service Commission in June of 1979. 1 was promoted to Public Utilities
Supervisor on June 1, 2001.
Q. Please describe your current responsibilities.
A, Currently, I am a Public Utilities Supervisor with the . ;e‘spoﬁéibihliti-es of |

S s . AT MR PATE
administering the District Office and reviewing work load and allocaﬁnk resources-to. ©
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complete field work and issue audit reports when due. I also supervise, plan, and conduct
utility audits of manual and automated accounting systems for historical and forecasted
data.

Q. Have you presented testimony before this Commission or any other
regulatory agency?

A. Yes. [ have testified in several cases before the Florida Public Service
Commission. Exhibit KLW-1 lists these cases.

Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Florida Power
& Light Company (FPL or Utility) which addresses the Utility’s filing in Docket No.
120015-EI Petition for increase in rates. We issued an audit report in this docket on June

28, 2012. This audit report is filed with my testimony and is identified as Exhibit KL W-

2.

Q. Was this audit prepared by you or under your direction?

A. Yes, it was prepared under my direction.

Q. What audit period did you use in this audit?

A. The historical year ended December 31, 2011 is the audit period unless otherwise
specified.

Q. Please describe the work you performed in this audit?
A. I have broken the audit work into the following categories.
General
We obtained a 13-month trial balance that reconciled to the Utility’s general
ledger and traced it to the Minimum Filing Reciuirements (MFRs) for rate base, net

operating income, and capital structure.
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Audit staff reconciled the adjustments to rate base and net operating income from
the MFRs to the general ledger or other supporting documentation to verify that the
adjustments for the audit period were consistent with the Commission’s findings in prior
cases. We verified that all necessary adjustments were made and that they were correctly
calculated based on past orders or rules.

Rate Base

Utility Plant in Service

Audit staff obtained a schedule by plant and reserve accounts by month for the
historical test year ended December 31, 2011 with 13-month average balances. We traced
this schedule to the trial balance and the MFRs. We also obtained a schedule of plant
balances by detailed account from January 1, 2009 to March 31, 2012 and traced it to the
trial balance and the MFRs. We judgmentally selected work orders added since the last
rate case and ﬁaced additions, retirements, and adjustments, including the Cape Canaveral
Modernization, to supporting documentation. In addition, we traced the journal entries
for the sale of the general office in Miami and the aircraft transfer to source documents.
We reviewed the transactions related to the sale of the general office.

Accumulated Depreciation and Amortization

We reconciled the Utility’s books to the MFR for the historical test year. We
reconciled the annual accumulated depreciation and amortization accruals to the Utility’s
books. We reconciled depreciation and amortization rates to Order No. PSC-10-0153-
FOF-EI in Docket Nos. 080677-EI and 090130-EI issued March 17, 2010. We also
selected a sample of adjustments made by the Utility and reviewed the source documents.

Construction Work in Progress

We obtained a list of projects included in CWIP, which were eligible for AFUDC

according to Rule 25-6.0141, Florida Administrative Code. We recalculated AFUDC for
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the work orders tested. We also obtained a list of projects included in CWIP that were not
eligible for AFUDC and verified that the projects were not eligible according to the rule.
We noted that the Ultility is not requesting AFUDC-eligible CWIP in rate base.

Working Capital

We reviewed the accounts included in working capital for items that may earn
interest. We reviewed the interest income and interest expense accounts, and verified that
either the interest accrued on these accounts was also included or the account was
removed from working capital.

We determined which of the prepayments, deferred debits, and deferred credits
accounts were included in working capital, and then selected accounts with material
balances. Audit staff judgmentally sampled these accounts, traced items to source
documentation, verified to determine they were utility-related, and appropriately included
in working capital.

We judgmentally sampled accounts 228.1 — Accumulated Provision for Property
Insurance, 228.2 — Accumulated Provision for Injuries and Damages, and 228.4 —
Accumulated Miscellaneous Operating Provisions. We traced transactions to source
documentation, determined the items were utility-related, and determined if they were
appropriately included in working capital.

Net Operating Income

Operating Revenue

We reconciled the monthly revenues in the MFRs to the Utility’s books. We
recalculated a judgmental sample of customer bills and traced the rates to the appropriate
clause factors and tariffs. We traced the unbilled revenue for the audit period to the

MFRs and the general ledger. We reviewed the unbilled calculation.
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Operation and Maintenance Expense

Audit staff prepared an analytical review of the Utility’s expenses. We compared
the expenses from 2008 to 2011 noting any large increases in accounts. We selected a
judgmental sample based on the analytical review and tested to see if the transactions
were adequately supported, and recorded in compliance with the Uniform System of
Accounts (USOA).

We selected a judgmental sample from the advertising account for the historical
test year and reviewed the advertisements to determine if they are image enhancing in
nature, promotional, or related to non-utility operations or one of the recovery clauses.

We selected a judgmental sample of legal fees, other outside service expenses,
sales expenses, customer service expenses, office supplies and expense, and
miscellaneous general expenses. We tested the transactions to see that they were
reasonable, adequately supported, and recorded in compliance with the USOA.

We selected a sample of liability, health and life insurance expense during the
audit period and verified the expense to invoices in conjunction with the prepaid account.
We also verified that the utility included refunds as a credit to the expense account.

We traced the uncollectible provision and expense accounts to the Utility’s ledger
and the MFRs. We also reviewed the components of the provision balance and reconciled
the provision to the expense account. We noted that the reserve balance decreased
$9,452,264 during the historical year due to the elimination of a special provision
program. In addition, the uncollectible account expense decreased $8,795,237 or 55%

since 2006.

Depreciation Expense

We obtained depreciation schedules, reconciled them to the general ledger and the

MFRs. We compared the rates used to Order No. PSC-10-0153-FOF-EI in Docket Nos.

-5.
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080677-El and 090130-EI, issued March 17, 2010.

Taxes Other than Income

We reconciled the monthly sales tax returns to the Utility’s books. We
recalculated the returns for selected months for mathematical accuracy. We reviewed the
recorded entries and concluded that the collection discount was recorded above the line.

We traced the MFR schedule for taxes other than income to the general ledger and
reconciled it to the applicable tax returns.

Income Taxes

We traced the federal and state income taxes from the filing to the Utility’s books.
The 2011 tax returns had not been filed at the time the report was written. We traced the
deferred income tax expense and the deferred tax balances to the books and the deferred
tax reports.

Capital Structure

We obtained the rate base/capital structure reconciliation and determined that the
non-utility adjustments removed in rate base were removed in the capital structure. We
obtained a 13-month average trial balance from the Utility’s general ledger and reconciled
it to the cost of capital MFRs.

Audit staff reconciled the cost of capital cost rates for the audit period to the debt
documentation. We obtained a reconciliation of the rate base adjustments in the capital
structure and traced it to the MFRs and the general ledger.

Other
Affiliate Transactions

Audit staff reviewed the Utility’s policies and procedures relating to the recording

of affiliate transactions and the cost/allocation manual for employees. During the review

of rate base and net operating income, we examined items that were allocated and
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compared them to the Utility’s policies and procedures. We obtained supporting
documentation from several of the affiliates and reviewed the allocation methodology.
We reviewed the calculation of the management fee and the drivers used and compared
the methodology and rates to the last rate case audit. We traced the budget activity to the
actual ledger amounts. We reviewed charges to FPL to determine if they were charged at
the lower of cost or market or based on prior Commission orders. We obtained a list of
space rented to bafﬁliates by building, square footage and cost per square foot and
compared the rent charged to the Market Rent Valuation. We reviewed the
Diversification Report and judgmentally selected a sample of officers of both FPL and its
affiliates and reviewed the allocation percents of these officers to determine
reasonableness based on their duties.
Federal Energy Regulatory Commission Audit

We read the FERC audit, dated October 10, 2008, pertaining to the audit of Open
Access Same-Time Information System Requirements and determined that FPL
implemented the corrective action that was required.
Internal and External Audits

We reviewed the internal and external audits to determine if any adjustments
materially affected the audit period. We noted that the Utility had performed the required
corrective action in the applicable follow-up audit.
Q. Please review the audit findings in this audit report, Exhibit KL W-2,
A, There were six findings in this audit as follows:
Finding 1:  Executive Compensation Adjustment

The Utility removed $28,402,000 from Net Operating Income related to an
adjustment to Executive Compensation and Non-Executive Performance Shares, based on

Order No. PSC-10-0153-FOF-EI in Docket Nos. 080677-EI and 090130-EI, issued March

-7-
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17, 2010. In determining the amount we noted that the January 2011 amount of $213,000
for the Non-Executive Performance shares was not included in the schedule. Therefore,
the adjustment to remove executive compensation was understated by $213,000 and
operating expenses should be reduced by $213,000 in the historic test year.

Finding 2:  Possible Non-Recurring Expenses

We selected samples of accounts in the historic 2011 year based on an analytical
review. In our sample, we determined that some expenses may not be re-occurring and
should be reviewed in conjunction with Tallahassee staff’s review of the 2013 forecast.

1. In December of 2011, there was a write-off of $10,405,707.28 to account 930.2
of FPL’ Energy Secure Pipeline. FPL’s forecast of account 930.2-Miscellaneous General
Expense decreased in 2013 by $8,728,400, from $27,044,400 in 2011 to $18,316,000 in
2013. Therefore, it appears that FPL removed the $10,405,707 in its forecast for 2013 but
provided other costs that increased. Most of the difference related to an increase of $2.7
million for industry dues in 2013. The additional dues should be reviewed in conjunction
with the 2013 forecast.

2. In December of 2011, an entry of $144,667.03 was made to account 572-
Maintenance of Underground Lines that related to 2009 costs that had been in a
completed not classified account and were being written off to expense in 2011. These
costs should not be re-occurring and the 2013 forecast review should insure that they were
removed.

3. In October of 2011, there was an entry of $227,525.76 to account 560-O & M
Transmission Maintenance for transmission line data gathering in response to a 2010
NERC audit. There may be additional costs in 2011 related to this project. Whether these

charges are re-occurring should be reviewed in conjunction with the forecast.
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4. In 2011, the sample of account 902-Meter Reading included several invoices
related to the Advanced Metering Infrastructure (AMI). Some of these costs were offset
by a Department of Energy grant. Since some of the costs related to production and
integration, there may be many costs related to this project that are not re-occurring. For
example, there was a $340,246.34 charge for severance pay for meter reading employees
who were let go because of the system that would not be re-occurring. There was an
invoice of $104,005 for system integration activities and $38,149 for production software
support. According to a response by FPL, total AMI expenses in 2011 were $14,700,000
and capital costs were $203,200 net of the Department of Energy grant. The review of the
2013 forecast should determine if it has been reduced for AMI related costs that are not
re-occurring.

5. In July 2011, FPL switched from its Walker accounting system to a SAP
accounting system. In our sample, we found invoices related to computer software
integration. FPL provided a budget report showing the Information Management expense
budget was reduced by $2,037,081 for costs related to the SAP project. The Tallahassee
staff should review the 2013 forecast to determine that other costs related to
implementation of SAP such as training are removed.

6. The sample of account 923-Outside Services in 2011 included legal and
accounting invoices totaling $101,402 related to the negotiations to purchase the utility
system from the City of Vero Beach. Tallahassee staff should determine if these and any
additional costs related to the purchase were removed from the forecast.

7. The sample of account 923-Outside Services in 2011 included $108,427 related
to studies of customer satisfaction. Tallahassee staff should determine if these and any

additional costs related to the studies will be re-occurring in 2013.
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Finding 3:  Training

Three invoices related to training of employees were selected in the sample. Each
class included employees from affiliate companies. The dollar effect of the adjustment,
$3,631, is immaterial to this filing in 2011. However, training costs should be allocated
to the affiliate companies based on number of participants and only three trainings were
selected as part of the sample.

FPL has responded that it pays in full for the invoice, review on a monthly basis,
and charge the appropriate affiliate for each participant. However, the affiliates were not
charged for the three invoices in the sample.

Finding 4: _ Patents

An invoice in the sample of account 923-Outside Services included patent and
trademark litigation related to patents obtained by FPL. They included patent litigation
related to the following:

1. A boom truck patent.

2. Filing of a patent related to the development of an innovation related to
automated meter reading technology.

3. Due diligence and prosecution work for an FPL Power Generation business
unit invention of a rotational blade predictive heat monitor.

4. Patent prosecution work for an FPL Distribution invention of a boom
radiography test device.

5. Patent prosecution work for an FPL Power Generation business unit invention
of a matrix model builder.

6. Patent prosecution work for an FPL Power Generation business unit invention

of a combustion turbine inlet filter.

-10 -
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~ 7. Patent prosecution work for an invention by an FPL Distribution business unit
on distribution situational awareness.
The Tallahassee staff should insure that revenues or other benefits received related
to the patents developed by the Utility stay with the Utility.

Finding 5:  FiberNet

FiberNet charges FPL for depreciation and a return on investment for property
transferred from FPL to FiberNet in the year 2000. FPL has adjusted the return on these
assets in 2011 based on Order No. PSC-10-0153-FOF-EI in Docket Nos. 080677-EI and
090130-EI, issued March 17, 2010. The total charge in the historic 2011 test year of
$6,857,570, before the ordered adjustment, included an amount for $109,589 which the
Utility says is a one-time non-recurring charge. The charge is taxed by approximately
11% for a taxed amount of $121,644. FPL allocates 83.54% to base operating and
maintenance expense or $101,621. The rest is charged to conservation and a plant
clearing account.

Although plant has been added, this charge of $6,857,570 to FPL has decreased
since our audit done in 2000 and will probably continue to decrease due to the additional
accumulated depreciation. Therefore, the forecast for 2013 should have included a
reduction of $101,621 for the non-recurring costs and an additional decrease for the return
on an additional $1,217,697 of accumulated depreciation a year if no additions are
forecast.

FPL is also charged for Data Line Charges that are not part of the 2000 transfer of
assets audited. The Utility provided support to show that these charges are lower than
market.

This information should be reviewed in conjunction with the Tallahassee staff’s

review of the 2013 test year forecast.

-11 -
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Finding 6:  Budget Unit Not In Management Fee Allocation

An amount of $161,431 was charged to Budget Activity Code 11717 which was
excluded from the calculation of the management fee. According to a response from the
Utility, this amount was charged to that budget activity in error and should have been
charged to Budget Activity Code 10422 or 11686 which are allocated to the affiliates
using 33.60% in 2011. Therefore, an additional $54,241 should have been credited to
account 922 and debited to a receivable from the affiliate companies’ account 146.
Operating Expenses for the historic 2011 test year should be reduced by $54,241.

Q.  Does that conclude your testimony?

A. Yes.

-12 -
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History of Testimony
Provided by Kathy L. Welch

In re: Application for approval of rate increase in Lee County by Tamiami Village Utility,
Inc., Docket No. 910560-WS

In re: Application for transfer of territory served by Tamiami Village Utility, Inc. in Lee
County to North Fort Myers Utility, Inc.. cancellation of Certificate No. 332-S and

amendment of Certificate 247-S; and for a limited proceeding to impose current rates,
charges, classifications, rules and regulations, and service availability policies, Docket No.
940963-SU

In re: Application for a rate increase by General Development Utilities, Inc. (Port Malabar
Division) in Brevard County, Docket No. 911030-WS

In re: Dade County Circuit Court referral of certain issues in Case No. 92-11654 (Transcall

America, Inc. d/b/a ATC Long Distance vs. Telecommunications Services, Inc., and

Telecommunications Services, Inc. vs. Transcall America, Inc. d/b/a ATC Long Distance)
that are within the Commission's jurisdiction, Docket No. 951232-TI

In re: Application for transfer of Certificates Nos. 404-W and 341-S in Orange County from
Econ Utilities Corporation to Wedgefield Utilities, Inc., Docket No. 960235-WS

In re: Application for increase in rates and service availability charges in Lee County by
Gulf Utility Company, Docket No. 960329-WS

In re: Fuel and purchased power cost recovery clause and generating performance incentive
factor, Docket No. 010001-EI

In re: Application for staff-assisted rate case in Highlands County by The Woodlands of
Lake Placid, L..P., Docket No. 020010-WS

In re: Application for rate increase in Marion, Orange, Pasco, Pinellas. and Seminole
Counties by Utilities, Inc. of Florida, Docket No. 020071-WS

In re: Petition for rate increase by Florida Power & Light Company, Docket No. 050045-EI

In re: Petition for issuance of a storm recovery financing order, by Florida Power & Light
Company, Docket No. 060038-EI

In re: Application for increase in wastewater rates in Monroe County by K W Resort
Utilities Corp., Docket No. 070293-SU
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In re: Petition for rate increase by Florida Public Utilities Company, Docket No. 070304-EI

In re: Natural gas conservation cost recovery, Docket No. 080004-GU

In re: Nuclear cost recovery clause, Docket No. 080009-El

In re: Petition for rate increase by Florida Public Utilities Company, Docket No. 080366~
GU

In re: Petition for increase in rates by Florida Power & Light Company, Docket No.
080677-El

In re: FPL rate case, Docket No. 080677-E1

In re: Natural Gas Conservation Cost Recovery Clause for Florida City Gas, Docket No.
090004-GU

In re: Nuclear cost recovery clause, Docket No.090009-EI, Florida Power & Light
Company, Nuclear Uprate

In re: Fuel and purchased power cost recovery clause with generating performance
incentive factor, Docket No. 100001-EI, Florida Power & Light Company, Hedging

In re: In re: Fuel and purchased power cost recovery clause with generating performance

.

incentive factor, Docket No. 100001-EI, Florida Public Utilities Company, Fuel

In re: Fuel and purchased power cost recovery clause with generating performance
incentive factor, Docket No. 110001-EI, Florida Power & Light Company, Hedging

In re: Nuclear cost recovery clause, Docket No.110009-El, Florida Power & Light
Company, Nuclear Uprate

In re: Nuclear cost recovery clause, Docket No.110009-EI, Florida Power & Light
Company, Nuclear Turkey Point 6 & 7
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Purpose

To: Florida Public Service Commission

We have performed the procedures described later in this report to meet the agreed-upon
objectives set forth by the Division of Economic Regulation in its audit service request dated
April 5, 2012. We have applied these procedures to the attached schedules prepared by Florida
Power & Light Company in support of its filing for rate relief in Docket No. 120015-EL

This audit was performed following General Standards and Fieldwork Standards found in
the AICPA Statements on Standards for Attestation Engagements. Our report is based on
a -upon procedures. The report is intended only for internal Commission use.
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Objectives and Procedures
General
Definitions

The historical year ended December 31, 2011 is the audit period unless otherwise specified.

The Utility or FPL refers to Florida Power & Light Company, which is a wholly owned
subsidiary of NextEra Energy, Inc. The Utility’s last rate case Order No. PSC-11-0989-S-EI was
issued February 1, 2011 in Docket No. 080677-EL

Board of Director’s Minutes

Objectives: The objective was to review Board of Director’s Minutes to determine if the content
of the minutes changed any forecast assumptions or future allocation percents.

Procedures: We reviewed Florida Power & Light Company’s Board Minutes for 2011 through
February 2012. We requested NextEra Energy, Inc.’s Board of Director’s Minutes. We were
provided with a copy that was redacted. Therefore, we could not determine if there was any
information that would change the assumptions or allocation percents.

Utili an

Objectives: The objective was to verify the amounts shown as the “per book” balances for rate
base, net operating income, and capital structure for the audit period.

Procedures: We obtained a 13-month trial balance that reconciled to the Utility’s general ledger
and traced it to the Minimum Filing Requirements (MFRs) for rate base, net operating income,
and capital structure. No material variances were noted.

Objectives: The objective was to verify that the adjustments to rate base and net operating
income for the audit period were consistent with the Commission’s findings in prior cases.

Procedures: Audit staff reconciled the adjustments to the general ledger or other supporting
documentation. We attempted to verify that all necessary adjustments were made and that they
were correctly calculated based on past orders or rules. Audit Finding No. 1 discusses the Net
Operating Income adjustment for the error made in the removal of executive compensation.

Rate Base
Utility Plant in Service

Objectives: The objective was to verify the 13-month average plant balances for each plant
account for the audit period. In addition, we were to verify the plant additions, retirements, and
adjustments from the last rate case date through the most recent actual data.

Procedures: Audit staff obtained a schedule by plant and reserve accounts by month for the
historical test year ended December 31, 2011 with 13-month average balances. We traced this
schedule to the trial balance and the MFRs. We also obtained a schedule of plant balances by
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detailed account from January 1, 2009 to March 31, 2012 and traced it to the trial balance and the
MFRs. We judgmentally selected work orders added since the last rate case and traced
additions, retirements, and adjustments, including the Cape Canaveral Modemization, to
supporting documentation. In addition, we traced the journal entries for the sale of the general
office in Miami and the aircraft transfer to source documents. We reviewed the transactions
related to the sale of the general office. No exceptions were noted.

ccumulated reciation an rtization

Objectives: Our objective was to verify that the depreciation rates used for the historical base
year are those approved in Order No. PSC-10-0153-FOF-EL

Procedures: We reconciled the Utility’s books to the MFR for the historical test year, We
reconciled the annual accumulated depreciation and amortization accruals to the Utility’s books.
We reconciled rates to Order No. PSC-10-0153-FOF-EI. We also selected a sample of
adjustments made by the Utility and reviewed the source documents. No exceptions were noted.

Construction Work in Progress

Objectives: The objective was to determine if the Utility has included any Construction Work
in Progress (CWIP) projects in rate base in the historical test year that are eligible for the
allowance for funds used during construction (AFUDC) pursuant to Rule 25-6.0141, Florida
Administrative Code (F.A.C.).

Procedures: We obtained a list of projects included in CWIP, which were eligible for AFUDC
according to the rule. We recalculated AFUDC for the work orders tested. We also obtained a
list of projects included in CWIP that were not eligible for AFUDC and verified that the projects
were not eligible according to the rule. We noted that the Utility is not requesting AFUDC-
eligible CWIP in rate base.

Working C

Objectives: The objective was to determine if any working capital accounts are interest bearing.
If so, we were to determine the corresponding interest revenue or interest expense, the supporting
calculation, and its location in the filing. ‘

Procedures: We reviewed the accounts included in working capital for items that may earn
interest. We reviewed the interest income and interest expense accounts, and verified that either
the interest accrued on these accounts was also included or the account was removed from
working capital. ‘

Objectives: The objective was to review transactions in prepayments, deferred debits, and
deferred credits to determine if they were utility in nature, and that expenses were stated
correctly. We were also to review materials and supplies and other accounts receivable for non-
utility items.

Procedures: We determined which of these accounts were included in working capital, and then
selected accounts with material balances. Audit staff judgmentally sampled these accounts,
traced items to source documentation, verified to determine they were utility-related, and
included appropriately in working capital. No exceptions were noted.
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Objectives: The objective was to determine whether the Utility complies with the provisions of
Rule 25-6.0143, F.A.C. for accounts 228.1 — Accumulated Provision for Property Insurance,
228.2 — Accumulated Provision for Injuries and Damages, and 2284 — Accumulated
Miscellaneous Operating Provisions.

Procedures: We judgmentally sampled these accounts, traced items to source documentation,
determined the items were utility-related, and determined if they were appropriately included in
working capital. No exceptions were noted.

Net Operating Income

i venue

Objectives: The objectives were to verify that the revenues filed by the Utility for the audit
period agreed to the general ledger, and that the appropriate tariffs are used to bill customers.
We were also to determine that unbilled revenues were correctly calculated.

Procedures: We reconciled the monthly revenues in the MFRs to the Utility’s books. We
recalculated a judgmental sample of customer bills and traced the rates to the appropriate clause
factors and tariffs. We traced the unbilled revenue for the audit period to the MFRs and the
general ledger. We reviewed the unbilled calculation. No exceptions were noted.

Operation and Maintenance Expense

Objectives: The objective was to verify that operation and maintenance transactions were
adequately supported, and recorded in compliance with the Uniform System of Accounts
(USOA).

Procedures: Audit staff prepared an analytical review of the Utility’s expenses. We compared
the expenses from 2008 to 2011 noting any large increases in accounts. We selected a
judgmental sample based on the analytical review and tested according to the criteria listed
above. Audit Finding No. 2 discusses items that should be reviewed in conjunction with the
forecast. Audit Finding No. 3 discusses training.

Objectives: The objectives were to review the types of advertisements included in operating
expense during the audit period, and determine if they are image enhancing in nature,
promotional, or related to non-utility operations or one of the recovery clauses.

Procedures: We selected a judgmental sample from the advertising account and reviewed the
advertisements noting the criteria listed above. No exceptions were noted.

Objectives: The objective was to review details of legal fees, other outside service expenses,
sales expenses, customer service expenses, office supplies and expense, and miscellaneous
general expenses.

Procedures: We selected a judgmental sample of these expenses and tested them to see that
they were reasonable, adequately supported, and recorded in compliance with the USQA. -
Audit Finding No. 4 discusses patents.
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Objectives: The objective was to review liability, health and life insurance expense during the
audit period to determine if the utility received refunds based on loss expenencc and recorded
: them in an above the line expense account. :

Procedures: We selected a sample of these expenses, and verified the expense to invoices and in
conjunction with the prepaid account and verified that the utility included refunds as a credit to
the expense account. No exceptions were noted.

Objectives: The objective was to review the uncollectible provision and expense for
reasonableness.

Procedures: We traced the uncollectible provision and expense accounts to the Utility’s ledger
and the MFRs. We also reviewed the components of the provision balance and reconciled the
provision to the expense account. We noted that the reserve balance decreased $9,452,264
during the historical year due to the elimination of a special provision program. In addition, the
uncollectible account expense decreased $8,795,237 or 55% since 2006.

ciation Expense

Objectives: The objective was to verify that the depreciation rates used for the audit period
were those approved in Order No. PSC-10-0153-FOF-EI

Procedures: We obtained depreciation schedules, reconciled them to the general ledger and the
MFRs. We compared the rates used to the above Order. No exceptions were noted.

Taxes Other than Income

Objectives: The objective was to verify that sales tax collection discounts are recorded above
the line.

Procedures: We reconciled the monthly sales tax returns to the Utility’s books. We
recalculated the returns for selected months for mathematical accuracy. We reviewed the
recorded entries and concluded that the collection discount was recorded above the line.

Objectives: The objective was to reconcile property taxes, gross receipts tax, regulatory
assessment fees, and any taxes other than income to the general ledger and the MFRs.

Procedures: We traced the MFR schedule for taxes other than income to the general ledger and
reconciled it to the applicable tax returns. No exceptions were noted.

Income I axecs

Objectives: The objective was to reconcile the federal and state income taxes to the MFRs and
the general ledger, and to verify that deferred income tax expense and deferred tax balances
include proper bonus depreciation treatment of property additions.

Procedures: We traced the federal and state income taxes from the filing to the Utility’s books.
The 2011 tax returns had not been filed at the time the report was written. We traced the
deferred income tax expense and the deferred tax balances to the books and the deferred tax
reports. ,
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Capital Structure

Objectives: The objective was to verify how non-utility assets supported by the Utility’s capital
structure are removed in the rate base/capital structure reconciliation by obtaining a list of all
non-regulated/non-utility services that the Utility is currently providing.

Procedures: We obtained the rate base/capital structure reconciliation and determined that the
non-utility adjustments removed in rate base were removed in the capital structure.

Objectives: The objective was to verify that the Utility’s book amounts for average balance
sheet items included in the capital structure agree with the general ledger.

Procedures: We obtained a 13-month average trial balance from the Utility’s general ledger and
reconciled it to the cost of capital MFRs.

Objectives: The objective was to verify that the cost rates used in the computation of the cost of
capital are appropriate.

Procedures: Audit staff reconciled the cost of capital cost rates for the audit period to the debt
documentation.

Objectives: The objective was to determine how the rate base adjustments were adjusted in the
capital structure and to reconcile them to the MFRs and the general ledger.

Procedures: We obtained a reconciliation of the rate base adjustments in the capital structure
and traced it to the MFRs and the general ledger. No exceptions were noted.

Other
A filiate Tranisacti

Objectives: The objective was to review intercompany charges to and from divisions, affiliated
companies, and non-regulated operations to determine if an appropriate amount of costs were
allocated pursuant to Rule 25-6.1351, Florida Administrative Code (F.A.C.). We were also to
determine the original amounts allocated, whether the methodology was reasonable, and to check
for accuracy and consistent application.

Procedures: Audit staff reviewed the Utility’s policies and procedures relating to the recording
of affiliate transactions and the cost/allocation manual for employees. During the review of rate
base and net operating income, we examined items that were allocated and compared them to the
Utility’s policies and procedures. We obtained supporting documentation from several of the
affiliates and reviewed the allocation methodology. We reviewed the calculation of the
management fee and the drivers used and compared the methodology and rates to the last rate
case audit. We traced the budget activity to the actual ledger amounts. We reviewed charges to
FPL to determine if they were charged at the lower of cost or market or based on prior
Commission orders. We obtained a list of space rented to affiliates by building, square footage
and cost per square foot and compared the rent charged to the Market Rent Valuation. We
reviewed the Diversification Report and judgmentally selected a sample of officers of both FPL
and its affiliates and reviewed the allocation percents of these officers to determine
reasonableness based on their duties. Audit Finding No. 5 discusses a FiberNet charge. Audit
Finding No. 6 discusses a budget activity excluded from the management fee allocation.
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F Ener egulato ommission Audi

Objectives: The objective was to follow-up on exceptions and disclosures noted in the last
Federal Energy Regulatory Commission (FERC) audit to determine if they were applicable to
this case.

Procedures: We read the FERC audit, dated October 10, 2008, pertaining to the audit of Open
Access Same-Time Information System Requirements and determined that FPL implemented the
corrective action that was required.

Internal and External Audits

Objectives: The objective was to follow-up on exceptions and disclosures noted in any internal
or external audits to determine if they were applicable to this case.

Procedures: We reviewed the internal and external audits to determine if any adjustments
materially affected the audit period. We noted that the Utility had performed the required
corrective action in the applicable follow-up audit.
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Audit Findings

¥

Finding 1: Executive Compensation Adjustment

Audit Analysis: The Utility removed $28,402,000 from Net Operating Income related to an
adjustment to Executive Compensation and Non-Executive Performance Shares, based on Order
No. PSC-10-0153-FOF-EI. In determining the amount we noted that the January 2011 amount
of $213,000 for the Non-Executive Performance shares was not included in the schedule.
Therefore, the adjustment to remove executive compensation was understated by $213,000.

Effect on the General Ledger: This calculation only affects the Filing.

Effect on the Filing: Operating expenses should be reduced by $213,000 in the historic test
year, This correction should be reviewed in conjunction with the Tallahassee staff’s review of
the 2013 test year forecast.
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Finding 2: Possible Non-Recurring Expenses

Audit ‘Analysis: We selected samples of accounts in the historic 2011 year based on an
analytical review. In our sample, we determined that some expenses may not be re-occurring
and should be reviewed in conjunction with Tallahassee staff’s review of the 2013 forecast.

1. In December of 2011, there was a write-off of $10,405,707.28 to account 930.2 of FPL’
Energy Secure Pipeline. FPL’s forecast of account 930.2-Miscellaneous General Expense
decreased in 2013 by $8,728,400, from $27,044,400 in 2011 to $18,316,000 in 2013. Therefore,
it appears that FPL removed the $10,405,707 in its forecast for 2013 but, provided other costs
that increased. Most of the difference related to an increase of $2.7 million for industry dues in
2013. The additional dues should be reviewed in conjunction with the 2013 forecast.

2. In December of 2011, an entry of $144,667.03 was made to account 572-Maintenance of
Underground Lines that related to 2009 costs that had been in a completed not classified account
and were being written off to expense in 2011. These costs should not be re-occurring and the
2013 forecast review should insure that they were removed.

3. In October of 2011, there was an entry of $227,525.76 to account 560-O & M Transmission
Maintenance for transmission line data gathering in response to a 2010 NERC audit. There may
be additional costs in 2011 related to this project. Whether these charges are re-occurring should
be reviewed in conjunction with the forecast.

4, In 2011, the sample of account 902-Meter Reading included several invoices related to the
Advanced Metering Infrastructure (AMI). Some of these costs were offset by a Department of
Energy grant. Since some of the costs related to production and integration, there may be many
costs related to this project that are not re-occurring. For example, there was a $340,246.34
severance pay for meter reading employees who were let go because of the system that would
not be re-occurring. There was an invoice of $104,005 for system integration activities and
$38,149 for production software support. According to a response by FPL, total AMI expenses
in 2011 were $14,700,000 and capital costs were $203,200 net of the Department of Energy
grant. The review of the 2013 forecast should determine if it has been reduced for AMI related
costs that are not re-occurring.

5. In July 2011, FPL switched from its Walker accounting system to a SAP accounting system.
In our sample, we found invoices related to computer software integration. FPL provided a
budget report showing the Information Management expense budget was reduced by $2,037,081
for costs related to the SAP project. The Tallahassee staff should review the 2013 forecast to
determine that other costs related to implementation of SAP such as training are removed.

6. The sample of account 923-Outside Services in 2011 included legal and accounting invoices
totaling $101,402 related to the negotiations to purchase the utility system from the City of Vero
Beach. Tallahassee staff should determine if these and any additional costs related to the
purchase were removed from the forecast.

7. The sample of account 923-Outside Services in 2011 included $108,427 related to studies of
customer satisfaction. Tallahassee staff should determine if these and any additional costs
related to the studies will be re-occurring in 2013.


http:340,246.34
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Effect on the General Ledger: This finding is for informational purposes only.
Effect on the Filing: Thls finding is for infonna:tional purposes only.

10
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Audit Analysis: Three invoices related to training of employees were selected in the sample.
Each class included employees from affiliate companies. The dollar effect of the adjustment,
$3,631, is immaterial to this filing in 2011. However, training costs should be allocated to the
affiliate companies based on number of participants and only three trainings were selected as part

of the sample.

FPL has responded that it pays in full for the invoice, review on a monthly basis, and charge the
appropriate affiliate for each participant. However, the affiliates were not charged for the three

invoices in the sample.

Effect on the General Ledger: The following entry should be made:

Account Account Title Debit Credit
146] Accounts Receivable Affiliates $ 3631
566|Misc. Transmission Expenses $ 2,500
923{Outside Service Excpense $ 989
910]Misc. Customer Service Expense $ 142

FPL will record the adjusting entry.

Effect on the Filing: This finding is for informational purposes only.

11
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Finding 4: Patents

Audit Analysis: An invoice in the sample of account 923-Outside Services included patent and
trademark litigation related to patents obtained by FPL. They included patent litigation related to
the following:

1. A boom truck patent.

2. Filing of a patent related to the development of an innovation related to automated meter reading
technology.

3. Due diligence and prosecution work for an FPL Power Generation business unit invention of a
rotational blade predictive heat monitor.

4. Patent prosecution work for an FPL Distribution invention of a boom radiography test device.

5. Patent prosecution work for an FPL Power Generation business unit invention of a matrix model
builder.

6. Patent prosecution work for an FPL Power Generation business unit invention of a combustion turbine
inlet filter.

7. Patent prosecution work for an invention by an FPL Distribution business unit on distribution
situational awareness.

The Tallahassee staff should insure that revenues or other benefits received related to the patents
developed by the Utility stay with the Utility.

Effect on the General Ledger: There is no effect on the 2011 ledger.
Effect on the Filing: This finding is for informational purposes only.

12
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Finding 5: FiberNet

Audit Analysis: FiberNet charges FPL for depreciation and a return on investment for property
transferred from FPL to FiberNet in the year 2000. FPL has adjusted the return on these assets in
2011 based on Order No. 10-0153-FOF-EI. The total charge in the historic 2011 test year of
$6,857,570, before the ordered adjustment, included an amount for $109,589 which the Utility
says is a one-time non-recurring charge. The charge is taxed by approximately 11% for a taxed
amount of $121,644. FPL allocates 83.54% to base operating and maintenance expense or
$101,621. The rest is charged to conservation and a plant clearing account.

Although plant has been added, this charge of $6,857,570 to FPL has decreased since the audit
done in 2000 and will probably continue to decrease due to the additional accumulated
depreciation. Therefore, the forecast for 2013 should have included a reduction of $101,621 for
the non-recurring costs and an additional decrease for the return on an additional $1,217,697 of
accumulated depreciation a year if no additions are forecast.

FPL is also charged for Data Line Charges that are not part of the 2000 transfer of assets audited
in APA 01-067-4-1. The Utility provided support to show that these charges are lower than
market.

Effect on the General Ledger: There is no entry needed to correct the 2011 ledger.

Effect on the Filing: This information should be reviewed in conjunction with the Tallahassee
staff’s review of the 2013 test year forecast.

13
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Finding 6: Budget Unit Not In Management Fee Allocation

Audit Analysis: An amount of $161,431 was charged to Budget Activity Code 11717 which was
excluded from the calculation of the management fee. According to a response from the Utility,
this amount was charged to that budget activity in error and should have been charged to Budget
Activity Code 10422 or 11686 which are allocated to the affiliates using 33.60% in 2011.
Therefore, an additional $54,241 should have been credited to account 922 and debited to a
receivable from the affiliate companies’ account 146.

Effect on the General Ledger: The following entry should be made:

Account Account Title Debit Credit
146] Accounts Receivable Affiliates $ 54,241.00
922|Administrative Expense Transferred $ 54,241.00

FPL agrees and is recording a correcting entry in June 2012 business.

Effect on the Filing: Operating Expenses for the historic 2011 test year should be reduced by
$54,241.

14
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Exhibit 2: Net Operating Income
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Exhibit 3: Capital Structure
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