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PROCEEDI NGS

2 CHAl RVAN GRAHAM  Ckay. We're going down to
3 the last itemfor today's agenda, which is Item No.
4 13. Following this itemwe're going to have 1A in
5 this roomin about five mnutes.
6 And Item No. 13 is a panel of nyself, Cark
7 and Brown. Staff. Item No. 13.
8 MR, MAUREY: Good norni ng Conm ssioners,
9 Andrew Maurey with Comm ssion staff. Item 13
10 concerns the Tax Cuts and Jobs Act of 2017.
11 On February 6, 2018, the Comm ssion
12 establ i shed jurisdiction over the tax savings for
13 all utilities under its purview  Subsequently, the
14 Comm ssi on opened separate dockets to address
15 potential tax savings for electric and natural gas
16 utilities. At this tine, all electric and natural
17 gas tax utility, all utility tax savings dockets
18 have been resolved. The instant docket renmains
19 open to address potential tax savings associ ated
20 with water and wastewater utilities.
21 O the 13 water and wastewater utilities that
22 have i nconme taxes included in the revenue
23 requi renent, and then filed 2018 annual report,
24 none are earni ng above their authorized rate of
25 return range.
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1 Staff is recommendi ng that no adjustnent to
2 base rates is necessary regarding the inpacts
3 resulting fromthe passage of the tax act for these
4 utilities.
5 Two water and wastewater utilities have not
6 yet filed their annual reports for 2018. Staff is
7 recommendi ng that if the Conm ssion approves the
8 staff recommendation in issue one, that this docket
9 be cl osed upon the expiration of the proposed
10 agency action protest period and that separate
11 dockets be opened to address the inpact of tax
12 savings for these two remaining utilities.
13 M. Rehw nkel, on behalf of Ofice of Public
14 Council, is present to address the Conm ssi on.
15 Staff is available to answer any questi ons.
16 CHAIl RVAN GRAHAM  Thank you, staff. M.
17 Rehwi nkel .
18 MR, REHW NKEL: Good norning, M. Chairman,
19 and Conmi ssioners, ny nane is Charles Rehw nkel and
20 I'"'m here on behalf of O fice of Public Council.
21 W' re here today, Conm ssioners, to speak on
22 this item because this appears to be the |last stop
23 before cl osing the docket that was open on
24 February 8, 2018, at the request of this office
25 t hat was made on January 9th, 2018.
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1 Commi ssioners, |I'mgoing to address the

2 specifics of Uilities, Inc. of Florida, the

3 | ar gest water and wastewat er conpany you regul ate.

4 But since this is possibly the last stop on this

5 docket, sonme background is needed to place in

6 context our deep and grave concerns that both --

7 about both this docket and the U F circunstances,

8 speci fically.

9 In the ensuing 18 nonths since this docket was
10 opened, approximately 596 mllion dollars of their
11 noney has so far been returned to the customers of
12 Duke Energy Florida, Tanpa Electric Conpany, Gulf
13 Power, Peoples Gas and Florida Public Uilities
14 Conpany. These dollars were returned in the form
15 of agreed-upon rate reductions, paynents toward
16 Hurricane Irma costs, one-tine credits, accel erated
17 depreciation wite-offs and historically |arge
18 hurri cane cl ean-up costs. The ongoi ng per manent
19 rate reductions alone total over 143 mllion
20 dollars annually so far for Duke and Tanpa
21 Electric. Actually, | should say for Tanpa
22 El ectric, Peoples Gas and Gulf Power.

23 The agreed-upon stormrepair costs paid to

24 date total 323 mllion dollars. These dollars,

25 whi ch represent the noney of the custoners, were
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1 returned to those custoners in the agreed-upon ways

2 because those conpani es had agreenents with the
3 Public Council and other intervenors.
4 In the sane 18-nonth period, not a single
5 penny of the tax savings generated by not -- by
6 nonexi stent federal inconme tax costs, which again
7 Is the custonmer's noney, has been returned to those
8 custoners as a direct result of this docket that
9 was opened with nuch fanfare back in 2018.

10

11

12

13

14

15

16

17
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24

25 fromcurrent custoners.
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2

3 The recommendati on today seeks to put a cl ose
4 to this unfortunate chapter in Florida's utility

5 regul ation. The Public Council has had a

6 | ong- st andi ng obj ecti on goi ng back over 30 years to
7 the Commi ssion's approach to letting utilities keep
8 tax savings if they are earning within or below the
9 self-reported bottom of the range, regardl ess of

10 whet her they have any plans to actually file a rate
11 case. That objection still stands today.

12 Fortunately, federal incone tax rates have not
13 i ncreased in many decades. However, one certainly
14 has to wonder whether there would be nore

15 earnestness in separating the custoners fromtheir
16 noney post haste under such circunstances,

17 regardl ess of earnings and perhaps through a

18 limted proceeding.

19 Commi ssi oners, we do not agree with the

20 deci sion you nmade in this docket for the small gas
21 conpanies to allow themto keep tax overpaynments

22 based on the self-reported earnings rationale in

23 light of the fact that there was not a scintilla of
24 evi dence that they had any intention to file for

25 rate relief. And the fact that those gas conpanies
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1 had been sel f-reporting under-earnings for years

2 for the tax -- the tax savings were pure gravy and,

3 unfortunately, we could not contest those PAA

4 orders due to the prohibitive costs of litigating

S t hose cases.

6 Now t oday, based on the approach this

7 Conmm ssi on has established, staff is recomending

8 for these renmai ning water and wastewater utilities,

9 that you take this same approach. That is, to | ook
10 first at the self-reported unaudited earnings of

11 t hese water and wastewater conpanies. |t appears
12 that you are ready to endorse that approach again
13 to close out this docket. Once again, we object to
14 t hat phil osophy.

15 However, in addition to our continuing general
16 objection, | amhere today to specifically object
17 to this approach when it conmes to Utilities, Inc.
18 of Florida, or UF. Qur concern with the proposed
19 treatnment of this specific utility is deep and it
20 is serious. In our view, the U F conponent of this
21 recommendation is, assunm ng you issue only one

22 order for all conpanies, an ideal candidate for

23 Section 120-8013(b) protest. That is where we

24 woul d protest only UF and let the other utilities'
25 tax savi ngs determ nations, although objectionable,
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1 becone final. The other utilities' financial

2 results do not have the sane proximty to a recent
3 rate case order that UF self-reported results do.
4 G ven the fact that we're asking the Florida
5 Suprene Court to review and order nore scrutiny for
6 the massive rate increase, which the | argest
7 electric utility got ny pocketing its wndfall, so
8 shoul d the I argest water and wastewater utility you
9 regul ate get some extra scrutiny.
10 The single biggest reason for this is that
11 apart fromthe fact that we fundanmental |y di sagree
12 wi th the earnings-based approach, this utility was
13 fresh off of a huge rate increase that was granted
14 based on a 35-percent federal corporate incone tax
15 rate that was ordered a nere 88 days before the
16 corporate incone tax rate dropped 40 percent from
17 35 percent to 21 percent. W estimate that this
18 represents an annual one-mllion-dollar cost
19 differential for the conmbi ned consolidated system
20 And to put this into context, the snmallest electric
21 utility, FPUC, had a 1.5 mllion dollar annual tax
22 savings that they gave back. This figure is an
23 estimate related to U F because no where in the
24 recommendation is it reported that U F was asked by
25 you to calculate their w ndfall
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850)894-0828 Reported by: Dana Reeves



10

1 What is further disconcerting here is that
2 when this utility filed its very first consolidated
3 system annual report in March of 2018, after having
4 received a 5.2-mllion-dollar annual rate increase
5 in 2017, Septenber, which included approxi mtely
6 the one mllion dollars for incone taxes that
7 Instantly becane a wndfall on January 1, 2018, as
8 a result of the Tax Cuts and Jobs Act, U F
9 sel f-reported under-earnings for 2017.
10 Now, this is not necessarily alarm ng because
11 t hey should have only reflected three nonths of
12 addi ti onal revenue and woul d have had ear ned,
13 year-end rate base, due to sone proforma additions,
14 plus for 2017 the statutory tax rate was still 35
15 percent for the remaining 88 days.
16 The real red flag for us that we want to bring
17 to your attention today is that the 2018 annual
18 report that was filed in March of 2019 shows U F
19 still under-earning after a full year of collecting
20 t he hi gher revenues, just approved by the
21 Comm ssion, and the full one-mllion-dollar tax
22 wi ndf al | .
23 In the case of the water system the unaudited
24 sel f-reported earnings dropped even nore between
25 2017 and 2018. Qur concern does not end there.
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Dana Reeves



11

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Renenber, this is a utility that was fully
consolidated for the very first tine in 2017. This
utility has, I'Il call it, a checkered past over
the past 15 years when it cones to accurately
updating its books and records to fully and
properly reflect Conmm ssion rate orders. So it is
per haps not surprising than in 2017, com ng out of
a nmassive effort to consolidate all 27 systens
under one set of books they self-report
consol i dated under-earnings right off the bat.

A cursory, but ongoing review in our office
for the first two annual reports for the years 2017
and 2018, filed under consolidated -- this
consol i dated construct, indicates that while they
filed journal entries, as you requested themto do,
or ordered themto do, reflecting the adjustnents
ordered by the Comm ssion in this 2017 case, for
the individual systens, U F has many ot her apparent
post-rate case adjustnents to capital structure
revenue and O&M including a material reduction of
alnost four mllion dollars in differed taxes, a
significant change in the equity ratio and
unverified debt rates, which by the way, are al
established by affiliated conpani es.

The conbined rate case, and this is
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significant, in the self-reported bal ance sheet on
the 2018 annual report is 1.5 mllion dollars
greater than the sources of capital in the
self-reported capital structure. Howis that even
possi bl e? Additionally, revenues for the water
system do not approach what was ordered in the 2017
order and wast ewater O&M expenses, based on their
reporting, increased 23 percent from 2017 to 2018,
as shown in those reports.

For 2017 and 2018, U F also shows 1.1 mllion
dollars in tax | osses on sales of assets, but they
have not reported to you selling any assets. There
al so appears to be what |'Il call an upstream | oan
of 22 mllion dollars to an affiliate conpany shown
as a negative advance fromthe affiliate.

These are just a few itens that cause us to
have concerns about the accuracy, or at |east the
reliability of the annual reports that UF filed.

In short, this unaudited consolidated
financial reporting does not provide us, and it
shoul d not provide you and your staff, with
adequat e assurances that U F even neets your test
for keeping the custoners overpaid i ncone taxes.

If we et this go unchall enged, perhaps the nost

i nsi dious result, Conm ssioners, wll be that if
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1 U F cones in, as we have heard they intend to, and
2 asks for a limted proceeding that ignores
3 earnings, they wll be in a great position to get,
4 after a 5.2-mllion-dollar rate increase and an
5 addi tional estimated one mllion dollars in pure
6 gravy served by the custoners, alimted rate
7 i ncrease that will only be neasured sone years from
8 now based on the self-reported unaudited financials
9 i n an annual report.
10 To sumit up, UF s unaudited financials do
11 not support them keepi ng the tax savi ngs, nor do
12 they support a free pass in future rate-setting
13 proceedings in the formof ignoring their earnings.
14 We ask you, Conmmi ssioners, to deny staff
15 recommendation, at least for UF, given these facts
16 and circunstances, and to keep this docket open for
17 an in-depth audit for the consolidated financials
18 and a hearing, perhaps, on the anobunt of tax
19 savi ngs and the achi eved earnings of U F.
20 And-before | close | just vant to pention one
21 thing— There are even UF custoners downin
22 Charlotte County who are also FPL custorers and so
23 we—woul dfust point out that these custoners—would
24 be getting kind of a double whamyy of thelr tax
25 savings—being kept by their electric and thelr
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1 wat-er—conpany—

2 So, with that, | would end. Thank you.

3 CHAl RMAN GRAHAM M. Rehw nkel, when this

4 recommendati on canme out, did you reach out to staff
5 at all wth any of these concerns?

6 MR, REHW NKEL: Yes, Chairman. |'ve had

7 conversations with staff and Marsha WIllis has had
8 conversations with staff in the -- | guess in the
9 past ten days. And, you know, that's -- we voiced
10 our concerns and we said that we would bring them
11 to the Comm ssion, as well.

12 CHAl RVAN GRAHAM  Ckay. M. Friedman.

13 MR, FRI EDMAN:.  Thank you. M. Chairman,

14 Conmm ssi oners, Marty Friedman, attorney for U F.

15 Also with ne is John Hoy, who the president of U F,
16 and Jerry Deason, who's the head of regulatory

17 affairs.

18 The 30,000 dollar -- the 30,000-foot view of
19 this is that it sounds |like the majority of what
20 M. Rehw nkel has concerns with is the fact that
21 you have already set a precedent in the other

22 I ndustries about, particularly the small gas

23 conpani es, about how you | ook at this issue of the
24 tax savings, and what the staff has recomended in
25 this final part of the docket is consistent with --
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1 or what this Comm ssion has done before, in spite
2 of the fact that M. Rehw nkel continues to rail at
3 what this Conm ssion has done previously.
4 We haven't delved into the details. The -- as
5 M. Rehw nkel keeps saying, unaudited
6 self-reported. | nean, he nust have said that 50
7 times. But | will et M. Hoy address sone of the
8 hi ghli ghts of why M. Rehw nkel's comments are not
9 particularly accurate. But | would point out,
10 again, that what the staff is reconmending is
11 consistent with what this Commi ssion has done in
12 the past, the conpanies are not over-earning based
13 upon its annual reports consistent with everybody
14 el se. The Comm ssion has not required any
15 particular audits of any other conpanies, nor any
16 of these other 13 that are on this |ist.
17 So |l think it's not necessary to pull U F out
18 of this category. And I'Il let M. Hoy address
19 nore specifics. Thank you.
20 MR, HOY: Good norning, Conm ssioners. Let ne
21 just hit two key points. One is, you tal k about
22 wi ndfall comng out of this rate case, | nean this
23 was a 2015 test year. So we are -- we're four
24 years past that, or just about. So expenses have
25 gone up. And when we get approval for a rate
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 i ncrease, and those rates didn't go into effect
2 until the very end of 2017, we cone out behind the
3 eight-ball right away, because expenses have gone
4 up and we're already past that test year as we're
5 goi ng forward.
6 So to think that we automatically conme out of
7 a rate case to earn your allowed return is kind of
8 fantasy. And you can see if fromall the other
9 water utilities on there, we struggle. W struggle
10 very much to get near our allowed return. | think
11 |'ve been in Florida since 2006 with Uilities,
12 Inc. | don't think we've, on a consol i dated basis,
13 ever earned our allowed return. So that's just a
14 fact of the water industry we face here.
15 The other piece you tal ked about, the w ndfall
16 fromthe tax reform So we -- yes, the rate went
17 down, but the thing that M. Rehw nkel didn't point
18 out was the fact that baked into the rate case was
19 a consi derabl e anount of proforma plant. |[If you
20 remenber, we had a |lot of capital investnent that
21 was going in. The assunption is when we filed the
22 cases was all that plant was going to get bonus
23 depreciation. That did not materialize because
24 t hat was another effect of the tax cut and form --
25 the jobs act. So that went against us.
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1 So the increases, the tax cut hel ped us. The
2 bonus depreciation hurt us. So that totaled all --
3 putting all that together, we did cone out and are
4 continuing to under-earn fromour allowed return.
5 "Il leave it at that. Those are the
6 hi ghl i ght s.
7 Well, M. Deason pointed out that, you know,
8 we do | ook at the individual expenses. | nean,
9 again, it's been three-and-a-half, four years.
10 W' ve had sal ary increases go up. W've had, you
11 know, electric costs. W've had sludge hauling,
12 ot her mai ntenance costs. W are pushing towards
13 i nvesting considerably in this utility. W've
14 got -- we're investing probably in the nei ghborhood
15 of 15, 20 mllion dollars a year. That was, again,
16 after the test year. So sone of that was in our
17 prof orma adj ustnments, but we continue to push that
18 as we go forward.
19 So we are constantly battling for keeping up
20 with the expenses in the capital investnent that
21 we' ve been making with the rate increases we're
22 al l oned to pass through.
23 MR, REHW NKEL: M. Chairnman.
24 CHAI RMVAN GRAHAM  Woul d you like to chine in?
25 MR RUBIN. | would. Thank you M. Chairman.
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 | just wanted to register an objection and nove to
2 strike all the coments about --
3 CHAl RVAN GRAHAM | need your nanme and address
4 for the record.
5 MR RUBIN. I'msorry. Ken Rubin, counsel for
6 FPL.
7 | would like to register an objection to the
8 speech | heard about the FPL tax docket, which has
9 been fully litigated before this Comm ssion. The
10 coments were inappropriate, for a matter that is
11 not on the agenda. Not only inappropriate, but
12 I naccurate in many respects. |t sounded to ne |ike
13 M. Rehw nkel was seeking reconsideration of a
14 matter that's already been decided by this
15 Comm ssion, fully litigated. Public Council had
16 every opportunity to nake their positions known and
17 they' Il have an opportunity to make their position
18 known at the Florida Suprene Court as they've taken
19 an appeal fromthe Conm ssion's order.
20 And so, with that, | would ask that the
21 Commi ssion strike all of the comments about FPL.
22 FPL's tax docket, not a matter on this agenda, not
23 a matter appropriate to be addressed here today.
24 Thank you.
25 CHAI RMAN GRAHAM  Thank you, M. Rubi n.
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1 Mary Ann, it's an interesting question.
2 M5. HELTON:. | agree, but | think we need to
3 hear from M. Rehw nkel before you hear fromne, if
4 that's what you're asking for.
5 CHAl RMVAN GRAHAM M. Rehw nkel. Specifically
6 just the Florida Power and Light comments.
7 MR. REHW NKEL: GCkay. And | do want to
8 respond to one factual issue on the O&M expense
9 with respect to UF. Qur comrents were, as | set
10 out at the very begi nning, a contextual background
11 for the tax docket, the generic tax docket as a
12 whol e, which did enconpass all utilities. The --
13 it Is inaccurate to say that | was asking for
14 reconsideration. | saidit. M. Rubin
15 acknow edged that this would be before the Suprene
16 Court. W stand behind our comrents. If -- you
17 know, this is not a record that has any life with
18 respect to FPL beyond today. These were just
19 background conmments and | think they're a fair
20 comment on the record in our view of the facts and
21 circunstances in that case.
22 Qur reason for being here, to be clear, is
23 two-fold. It has to do with the generic tax docket
24 and the gl obal handling of tax savings and then U F
25 specifically. So we stand behind them The
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1 Commi ssion is free to do and consi der, however they
2 want, these coments.
3 CHAI RMAN GRAHAM  Thank you.
4 M5. HELTON: M. Chairman, | have to say that
5 In one respect | agree with M. Rubin, because |
6 al so was wonderi ng why M. Rehw nkel was choosi ng
7 to address on a docket that was noticed for dealing
8 with water and wastewater utilities, Florida Power
9 and Light. That being said, you all, | think, have
10 the ability to totally disregard those coments in
11 maki ng a decision with respect to -- whether to
12 cl ose these dockets or not as staff has
13 recommended, but you al so have the discretion, if
14 you so desire, to strike the records dealing with
15 Fl ori da Power and Light that M. Rehw nkel said,
16 but | also really agree that they really don't have
17 any bearing on whether you decide to close the
18 dockets that has staff recomrended.
19 CHAI RMAN GRAHAM  Wel | then | guess the choice
20 is mne. | say let's strike the Florida Power and
21 Li ght reference in the docket with today's
22 testi nony.
23 M. Maurey.
24 MR. REHW NKEL: M. Chairman --
25 CHAl RMVAN GRAHAM  |'I| get back to you.
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1 MR. REHW NKEL: Ckay.

2 CHAl RVAN GRAHAM M. Maurey, any coments on

3 what you've heard before |I bring it back to the

4 Commi ssi on?

5 MR MAUREY: Staff supports its

6 reconmendat i on.

7 CHAl RVAN GRAHAM  Ckay. M. Rehw nkel .

8 MR, REHW NKEL: The only point | wanted to

9 address is that our coment about the 23 percent

10 increase in &M was fromthe year 2017 to 2018. It
11 has nothing to do with test year or anything like
12 that. As we see it, O&M expenses i ncreased

13 1, 853,827 in 2018 over O&M of 8,071,336. So that's
14 23 percent increase. That's all we we're talking
15 about .

16 CHAI RMAN GRAHAM  Conmi ssi oners.  Conm ssi oner
17 G ark. Comm ssi oner Brown.

18 COMWM SSI ONER CLARK: Just one question. W

19 keep tal king about closing the docket like it's

20 just an automatic, but if |I understand right,

21 there's a protest period, right? So you still have
22 the right to object and protest. Anyone affected
23 by the decision has a right to file a protest and
24 that woul d keep the docket open.

25 M5. HELTON: Yes, sir. And it depends on, |
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1 guess -- M. Rehw nkel had nmade reference to
2 120. 8013, so | had to go back and refresh ny nenory
3 to make sure | knew which statute he was tal king
4 about, and that statute allows us, allows you to
5 deem as stipulated any i ssues that are not
6 protested. So if he were to protest only UF, I
7 think you could, in effect, close the other --
8 cl ose the docket with respect to all the other
9 remai ning water and wastewater utilities that staff
10 has |isted here. Have | -- | don't think I
11 answer ed your questi on.
12 COW SSI ONER CLARK:  You did. No, you did.
13 ' mthinking about what you said.
14 CHAI RMVAN GRAHAM  Conmi ssi oner Brown.
15 COMWM SSI ONER BROMWN:  Thank you. | was
16 wondering why M. Rehw nkel was tal king about the
17 utility. And, M. Rubin, obviously you don't have
18 to be at the bench anynore if you don't -- given
19 the Chairman's ruling.
20 That being said, getting back to U F and sone
21 of the points that were nade, M. Rehw nkel kept
22 sayi ng self-reported unaudited consolidated
23 reporting. M. Maurey, can you pl ease address
24 that, those points of contention that M. Rehw nkel
25 br ought up?
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1 MR, MAUREY: Well, annual reports by all the
2 utilities are self-reported in all industries.
3 COW SSI ONER BROMWN: And t hen pl ease go
4 t hrough our previous actions on other tax dockets,
5 gas and ot her industries.
6 MR. MAUREY: Yes. As | said in the opening
7 remar ks, the Comm ssion opens separate dockets for
8 every electric and every natural gas conpany under
9 its jurisdiction. |In each of those cases, we're
10 set for hearing. Not all -- a lot of themwere
11 settled. And for the electric utilities that were
12 earni ng above their range, there were rate
13 decreases, but for -- and for the natural gas
14 conpani es that were earning above their range as a
15 result of tax savings, but for those natural gas
16 utilities earning within or below their range,
17 there were no tax -- or were no rate reductions
18 ordered. Staff's recommendation here foll ows that
19 pattern. These water and wastewater utilities on
20 Attachment A, page six, over half of them even
21 with tax savings, are still reporting |osses. And
22 the other six are earning bel ow the authorized top
23 of the range.
24 COW SSI ONER BROAN:  So in our action, for
25 exanple in the gas dockets, that -- our action was
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1 based on the utility's report, the annual report,

2 or unaudited?

3 MR. MAUREY: Yes, they are unaudited. W do

4 not audit all of the annual reports every year.

5 Now, if a conpany cones in for a rate proceeding,

6 yes, those reports are audited in a rate case.

7 COMM SSI ONER BROMN:  And just to refresh our

8 menory, ny nenory up here, are all of our decisions

9 in the tax proceedi ngs, were they all based on

10 unaudi ted reports? So that would be -- this action
11 t oday woul d be consistent with our action in all of
12 t he dockets, except for one, | think.

13 MR, MAUREY: They weren't all audited by us.
14 Alot of the electric utilities, the large

15 publicly-traded conpani es, they do have auditing

16 taking place. Now, we did not audit themfor

17 pur poses of these tax savings dockets, no, but they
18 are audited at sone |evel.

19 COMM SSI ONER BROMN:  So just to be clear with
20 M . Rehw nkel, your objection and the way that

21 we' re handling what you're raising today, when all
22 of the other tax dockets are cl osed, but your

23 objection is with regard to unaudited reporting?

24 MR. REHW NKEL: That's a general objection we
25 have to the Comm ssion's approach. It's not really
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1 much di fferent than what happened in the [ate ' 80s.
2 We vigorously objected then, but here today and in
3 thi s docket --
4 COMM SSI ONER BROMWN: | didn't know you had an
5 obj ection, though. [|'ve never heard that before in
6 any ot her proceeding -- tax docket proceeding.
7 MR. REHW NKEL: Well, the only place in this
8 generic docket that it would have conme up woul d
9 have been those gas utilities, and |I'm expl ai ni ng
10 why we were silent on that. It just wasn't -- you
11 know, it wasn't a situation where soneone had j ust
12 cone off of a rate case. W were tal king about U F
13 only here, but we were letting you know that we
14 mai ntain this objection. W think that if you're
15 going to allow a conpany to keep tax savi ngs based
16 on whether they're inside the range, then you ought
17 to do nore active nonitoring or auditing of those
18 reported earnings before you say you can keep that
19 windfall. That's our position. And if it wasn't
20 known before, I'mnmaking it known here today, but
21 this is -- this case is, for UF, is different even
22 fromthat because of the proximty of today to
23 their last rate case.
24 COW SSI ONER BROAN:  The rate case in 20157
25 MR. REHW NKEL: No, no. That rate case was
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1 concluded in Septenber of '17. You know what their
2 test year is, is not -- but I'mtelling you that
3 our concerns are between '17 and ' 18.
4 COW SSI ONER BROMN:  Got i t.
5 MR. REHW NKEL: And this is very unusual
6 because they consolidated their accounting for the
7 very first time, 27 systens put themall together.
8 COMM SSI ONER BROMWN: | have sone clarity now.
9 So you don't object to the way that the Conm ssion
10 is handling any of the other itens here, 1 through
11 15, mnus 14 on the -- table one.
12 MR. REHW NKEL: Specifically, our |ack of
13 objection there is identical to the small gas
14 conpanies. |It's the juice is not worth the squeeze
15 there. W are not going to go after those for
16 that -- for our general reason.
17 COMM SSI ONER BROMWN:  So then your preference
18 woul d be to allow staff to audit Uilities, Inc,
19 bef ore the Conmi ssion renders a decision?
20 MR, REHW NKEL: CQur preference would be that
21 there be sonme greater degree of scrutiny than there
22 has been to date. | know your staff. You have
23 sone very good staff nenbers that have | ooked at
24 this and they've identified sone issues | believe
25 that are a concern, but | don't think they're in a
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1 position, based on the approach that the Comm ssion
2 has taken, to say we wll treat themdifferently
3 t han everyone else. W'I| take everyone the way
4 they've reported it and nake our judgnment on that.
5 So that's what they' ve done.
6 W -- | don't know whether it's an audit or
7 it's some sort of letter proceeding and sone
8 opportunity for us to get involved. But we're
9 likely going to protest this and explore that.
10 COMM SSI ONER BROWN:  That's what it sounds
11 l'ike.
12 M. Maurey, is there any additional due
13 diligence that staff can do to garner nore
14 i nformati on than what we have here today on
15 Utilities, Inc?
16 MR. MAUREY: Well, the annual report could be
17 audi ted, vyes.
18 COMM SSI ONER BROMWN: How | ong does t hat
19 process take?
20 MR, MAUREY: Well, 60 days, 90 days, depends
21 on wor kl oad.
22 COW SSI ONER BROWN: M. Rehw nkel, if staff
23 conducts an audit on the utility's annual report,
24 woul d that -- would you object to us noving forward
25 today with the recomendation with the caveat on
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1 Uilities, Inc., we will -- the Conmm ssion w ||

2 render a decision after staff conducts an audit?

3 MR, REHW NKEL: [|f your question is, would the

4 recommendation be -- if it was voted out in toto

5 and encapsul ated in a single order, would we | et

6 that order becone final pending an audit that would

7 be conpleted on the other side of that protest

8 period, | don't think we could agree to that.

9 COW SSI ONER BROMWN: Ckay.

10 CHAI RMAN GRAHAM  Commi ssi oner O ark.

11 COMM SSI ONER CLARK: | want to go back to the
12 audi t ed/ unaudited for one second, just to clarify.
13 In ny mnd, | understand our staff and what we do
14 froman auditing perspective. | understand what a
15 third-party CPA firm does when they actually do an
16 audi t, but when you report for the purposes of your
17 annual report and for your stockhol ders, where do
18 those financials conme fron? Are they conpiled

19 strictly in-house by staff or do you have an

20 accounting firmthat actually does your -- actually
21 prepares your financial statenents?

22 MR, DEASON. Qur accounting firmis Ernst and
23 Young. They audit our financials every year and |
24 base the annual report off those audited

25 fi nanci al s.
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1 COMM SSI ONER CLARK: But they do audit your

2 financials every year?

3 VR, DEASON:. Yes, sir.

4 COW SSI ONER CLARK:  And those are the sane

5 nunbers, |'msure they wouldn't take nuch to

6 verify, but your audited financials are the ones

7 t hat appear in your annual report?

8 MR. DEASON. Yes, sir.

9 COW SSI ONER CLARK:  What is the difference in
10 the type of audit that we would do, M. Maurey,

11 froman internal perspective other than, | assune,
12 pul ling -- doing random sanpling of the data than
13 Ernst and Young would do? Wuld we not be willing
14 to accept Ernst and Young's opinion? They're a

15 pretty large firm as | understand.

16 MR. MAUREY: Regulatory audits are different
17 than the accounting audits they do for financi al

18 reporting purposes. They're tailored towards the
19 regul atory decisions that the Comm ssion has to

20 make. So they're not as -- the audits done for

21 reporting purposes are nore strenuous.

22 COMM SSI ONER CLARK:  Audits done for --

23 MR. MAUREY: For financial reporting purposes
24 are nore strenuous than the ones that we do in the
25 bui | di ng.
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1 COW SSI ONER CLARK:  Than the ones that we
2 woul d? So the nunbers that we would see that have
3 been audited by Ernst and Young are nore stringent
4 than the ones than if we did it? |s that what
5 you' re sayi ng?
6 MR, MAUREY:. Yes.
7 COW SSI ONER CLARK:  That's interesting. Wy
8 woul d we ever do one then and not just use ones
9 reported by the -- if the conpany uses a
10 third-party CPA?
11 MR, MAUREY: Well, U F s an exception. Most
12 of the utilities on this list are not audited.
13 COMWM SSI ONER CLARK:  Ckay. Interesting.
14 MR, REHW NKEL: Conm ssioner -- M. Chairman,
15 may | address the --
16 CHAl RVAN GRAHAM  Actual ly, | got a question
17 for youu W may be going down the sanme path. It
18 goes fromthe question that Comm ssioner Brown
19 asked earlier. |If we were to bifurcate this and
20 pull Uilities, Inc. off, and | agreed with the
21 other 14 on the list, | guess the question | have
22 I's, would OPC I et those other 14 go and deal wth
23 Utilities, Inc. individually? Because | guess
24 what's going on in nmy head is can we give finality
25 to these other utilities and not hold the entire
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1 package up because OPC pl ans on chal |l engi ng
2 what ever the order may be?
3 MR, REHW NKEL: Well, under the law, if we
4 protest and we only identify Utilities, Inc. as a
5 protest by the |aw, those other utilities wll
6 becone final under 120-8013(b). So you would
7 achieve that if we just protested them And we're
8 not -- we won't be holding themup at all.
9 CHAI RVAN GRAHAM  Ckay.
10 MR, REHW NKEL: |If | could just quickly
11 address the audit. First of all, there's not an
12 auditor's report that acconpani es these docunents.
13 Say these docunents were audited. | believe what
14 Ernst and Young may audit are the consolidated
15 financials of the parent conpany in Northbrook,
16 I[llinois. And one of the things that an auditor, a
17 public auditor would not do for purposes of
18 presenting financials for the reliance by
19 i nvestors, which is the primary purpose of that,
20 they woul dn't | ook at allocations between
21 affiliates. They wouldn't | ook to see whether the
22 service conpany -- utility services was allocating
23 an i nproper anount of cost to the Florida
24 utilities. So you're not going to get that. They
25 could care | ess about that, unless there is sone
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1 sort of -- well, | shouldn't say they could care
2 |l ess. That's just not sonething they' re tasked
3 with doing. That's sonething that your auditors
4 over the years have done, affiliate audits, where
5 they' ve | ooked at the basis for allocations, and
6 there have been Suprene Court decision based on
7 that. So it's a different ball gane, in our view,
8 conpl etely.
9 CHAI RVAN GRAHAM  Conmi ssi oner s.
10 M5. BROMLESS: Excuse ne.
11 CHAI RMAN GRAHAM  Ms. Brownl ess.
12 M5. BROMNLESS: May | just offer a suggestion
13 her e?
14 CHAI RVAN GRAHAM  Sur e.
15 M5. BROMLESS: In this docket, we have said
16 that we believe it appropriate to open separate
17 dockets for Gold Coast Utility Corporation and
18 Saint Janes |Island. Perhaps, if a separate docket
19 was al so opened for UF to pursue an audit, or
20 what ever el se is deened appropriate, that would
21 allow you to finalize your decision with regard to
22 the other water and wastewater utilities that are
23 listed on this chart.
24 CHAI RMVAN GRAHAM  Conmi ssi oner C ar k.
25 COMM SSI ONER CLARK: | was just curious if UF
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1 woul d address the auditing of the consoli dated
2 statenments versus parent conpany. |Is that an
3 accurate statenent that M. Rehw nkel nade?
4 MR, HOY: For the nost part. The financials
5 are audited at the U Ilevel, but those are
6 essentially -- oh, they are, for sure. The essence
7 of those then flow down into the annual reports
8 that we use in the states. So those nunbers are
9 audi ted and they make their way into the annual
10 report that we file here with the Conm ssi on.
11 COMM SSI ONER CLARK: But are there other
12 non-affiliated -- or other affiliated conpanies
13 that are not related to the water business that
14 woul d be included in those?
15 MR, HOY: No. For the nost part, those are
16 regul ated public utilities in the states that we
17 serve.
18 COMM SSI ONER CLARK:  Ckay. So, | nean,
19 let's -- utilities located in other states are
20 included in the sane financial statenents that you
21 are representing here?
22 MR. HOY: Correct.
23 COMM SSI ONER CLARK:  Ckay.
24 CHAI RMAN GRAHAM  Panel ? Conmmi ssi oner C ark.
25 COMW SSI ONER CLARK:  Commi ssi oner, | go back
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1 to Ms. Brownl ess' comment there. Based on, |
2 guess, another look at this, | would not have any
3 objection to us splitting the three out. Let's get
4 the rest of these approved, take a | ook at the
5 three that you have nentioned, the two Gold Coast
6 and Saint Janes, and put U F and give us a little
7 bit of time tolook at it. I'dlike alittle bit
8 nore time on it.
9 CHAl RVAN GRAHAM M. Baez.
10 MR BAEZ: M. Chairman, at the risk of
11 sounding like |I'mdisagreeing with Conm ssioner
12 Clark's concerns, | think that you' re going to get
13 to the sanme place by rendering your decision on the
14 staff's recomendati on wi thout going through the
15 nodi fication or the machinations of peeling UF
16 out, outright, wthout a good basis for doing so,
17 insofar as you're treating all the water and
18 wastewater utilities correctly.
19 To Conmi ssioner Cark's concerns, the -- |
20 think if the Ofice of Public Council puts their
21 noney where their nouth is and protested this,
22 we're going to get the type of scrutiny, or the
23 time if you wll, as you put it, to |look at these
24 consol i dated financial statements. | think that
25 woul d probably be the first order of business for
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1 the staff is to actually commence an audit for --

2 with the proper focus.

3 So in terns of efficiency of the process,

4 you' re not stepping out and creating a different

5 treatnment of one of your regulated utilities based

6 on what at this point -- and | use the term

7 guardedly -- the threat of a protest. Let them

8 protest. Let the statute take effect. They

9 protest on isolated issues. Every other issue gets
10 the finality that you're seeking through your

11 deci sion here, and we can go fromthere.

12 | think -- | don't want to speak for general
13 counsel, but I'mgoing to try anyway. W're pretty
14 confortable with how that would play out, that it
15 woul d address everyone's concerns, you know, to the
16 extent that there are, including yours,

17 Comm ssi oner C ark.

18 CHAl RMAN GRAHAM Did you say nove staff, M.
19 dark?

20 COMM SSI ONER CLARK:  Move staff.

21 COMM SSI ONER BROMAN:  Second.

22 CHAI RVAN GRAHAM  Conmi ssi oner Brown -- wel |,
23 it's noved and second, staff recomendation on |Item
24 No. 13.

25 Any further discussion? Conm ssioner Brown.
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1 COMWM SSI ONER BROMWN: Thank you. And |
2 appreci ate the di scussion here and also the further
3 information of the utilities, how they get the
4 informati on on the annual report, which is
5 obviously a lot different than the other utilities
6 we' re voting on today.
7 That being said, knowing that a protest is
8 going to be comng, | would encourage the parties
9 to nove swiftly so that this tax docket is resolved
10 as soon as possible, but | support the -- | have
11 supported the staff recommendati on fromthe
12 begi nning. And, again, | appreciate you. W wl]l
13 See you guys agai n soon.
14 CHAl RVAN GCRAHAM  It's been noved and
15 seconded. All in favor say, aye.
16 (Chorus of ayes.)
17 CHAI RMVAN GRAHAM  Any opposed?
18 (No comment s nade.)
19 CHAI RMAN GRAHAM By your action, you've
20 approved staff recomendation. The panel has
21 approved staff recomendation on Item No. 13.
22 (Agenda item concl uded.)
23
24
25
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