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DIRECT TESTIMONY OF KATHY L. WELCH 

2. 

4. 

Suite 400, Miami, Florida, 33 166. 

3. 

4. 

Supervisor in the Office of Auditing and Performance Analysis. 

Q. How long have you been employed by the Commission? 

4. I have been employed by the Florida Public Service Commission since June, 1979. 

Q. Briefly review your educational and professional background. 

4. 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 

:ertificate 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. I was promoted to Public Utilities 

Supervisor on June 1,2001. 

Q. 

A. Currently, I am a Public Utilities Supervisor with the responsibilities of 

administering the District Office and reviewing work load and allocating resources to 

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 

Please state your name and business address. 

My name is Kathy L. Welch, and my business address is 3625 N.W. 82nd Ave., 

By whom are you presently employed and in what capacity? 

I am employed by the Florida Public Service Commission as a Public Utilities 

Please describe your current responsibilities. 

- 1 -  
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*egulatory agency? 

4. Yes. I have testified in several cases before the Florida Public Service 

:ommission. Exhibit KLW-1 lists these cases. 

2. What is the purpose of your testimony today? 

i. The purpose of my testimony is to sponsor the staff audit report of Florida Power 

k Light Company (FPL or Utility) which addresses the Utility’s filing in Docket No. 

10009-E1 Nuclear Cost Recovery Clause for costs associated with its proposed nuclear 

inits called Turkey Point 6 and 7. We issued an audit report in this docket for the 

xoposed nuclear units on May 23,201 1. This audit report is filed with my testimony and 

s identified as Exhibit KLW-2. 

2. 

4. 

2. 

4. 

were proper and capitalized to the appropriate account. 

Construction Work in Progress 

Was this audit prepared by you or under your direction? 

Yes, it was prepared under my direction. 

Please describe the work you performed in these audits. 

We reconciled the filing to the general ledger and verified that the costs incurred 

We sampled and verified the Company’s pre-construction cost for the year ending 

December 3 1, 20 10. We included an assortment of vendors and high dollar amounts in 

;he sample. Each transaction was traced to supporting documentation, examined to 

jetermine if the cost was appropriately capitalized, and recalculated as needed. Affiliate 

transactions were traced to support and compared to market rates. Payroll entries were 

traced to timesheets and payroll details and examined to ensure proper payroll 

distribution. Cash Vouchers were traced to invoices and contracts. Support for accruals 

snd other journal vouchers were examined, determined to be reasonable, and recomputed. 
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hue-up 

We obtained Account 107, Construction Work In Progress (CWIP) cumulative 

3alance at December 3 1,201 0, the CWIP balance breakdown by project, and the general 

Ledger excerpt for this period’s project cost. We reconciled the projects total cost to the 

ZWIP balance. We reconciled the cumulative project balance at year end to this period’s 

?reject cost and reconciled the amount to the general ledger excerpt balance. From the 

ledger balance, we subtracted all non-incremental and carrying charges for both 

preconstruction and site selection to arrive at the pre-construction cost reflected on the 

Utility’s schedule T-6. 

We reconciled the Utility’s Schedule T-1 - Revenue Requirement Summary 

schedule to the Pre-constructiodSite Selection and Deferred Tax Carrying Cost schedules 

on Schedules T-2 and T-3A, respectively. We verified the Company’s jurisdictional cost 

and recomputed all schedules for mathematical accuracy. Supporting documents for all 

adjustments were examined and the amounts were recomputed. We reconciled the 

beginning balances and carrying cost rates on the schedules to Commission Orders PSC- 

08-0749-FOF-E1, PSC-09-0783-FOF-E1, the Proposed Stipulation of Issues in PSC-11- 

0095-FOF-EI, and the revised prior year NCRC filings in Docket No. 100009-EI. 

Q. Please review the audit findings in this audit report, Exhibit IUW-2. 

A. There was one finding in this audit related to lobbying expense. It has been 

Commission practice to disallow cost for direct lobbying or in support of direct lobbying 

activities. This Commission has maintained that costs of such activities should be borne 

by the stockholder since there is no evidence that the ratepayers receive any benefits from 

these expenditures. 

During the testing of Pre-Construction expenditures, we found two entries for 

lobbyist registration fees for seven Company employees totaling $3,430 ($490 per 
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obbyist x 7 Company employees). The invoices are titled “Miami-Dade County 2010 

Lobbyist Registration.” If the Commission disallows the cost stated above, Pre- 

Zonstruction cost, Carrying Cost on Pre-Construction Cost, and Deferred Carrying Cost 

would be reduced by $3,389, $292, and $126, respectively. 

Q. 

A. Yes. 

Does that conclude your testimony? 
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In re: Natural gas - conservation cost recovery, Docket No. 080004-GU 

In re: Nuclear cost recovery clause, Docket No. 080009-E1 

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-E1 

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-E1, Florida Power & Light 
Company, Nuclear Uprate 

In re: Fuel and purchased power cost recovery clause with generating performance 
incentive factor, Docket No. 10000 1 -EI, Florida Power & Light Company, Hedging 

In re: In re: Fuel and purchased power cost recoverv clause with generating performance 
incentive factor, Docket No. 10000 1 -EI, Florida Public Utilities Company, Fuel 



Docket No. 110009-E1 
Exhibit KLW - 2 

State of Florida 

q 3 i & l u $ e  a d b  
Ofi'lce of Auditing ami Perfoniiance Analysis 

Bureau of Auditing 
Miami District Office 

Auditor ' s Re po I- t 

Florida Power St Light Company 
Turkey Point Units 6 & 7 Nuclear Recovery 

Year Ended December 31,2010 

Docltet NO. 110009-E1 
Audit Control No. 1 1-024-4-1 

May 23,20 11 

r-\ud it Staff 

lit: v i ewe s 



Docket No. I 10009-E1 
Exhibit KLW - 2 

Table of Contents 

Purpose ............................................................................................................................................ 1 

Objectives and Procedures ....... ......., . .......................................... ............... ... .... .. ..... ...... .......... . ...... 2 

Audit Findings 
1: Lobbyist Cost ...................................................... ....... ...... . ..... ....... ............. . .... .... .... ........ .... 4 

Exhibits 
1 : 
2: 

Site Selection Revenue Requirement Summary ..... . .. ..... . . .. . .. .. .. .. . . . .. ... . .. .. . . ... ... .. .. ... .. ... ... ... 6 
Pre-Construction Revenue Requirement Summary , .. .. . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . .. . 8 

i 



Docket No. 1 10009-E1 
Exhibit KLW - 2 

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 
January 24, 201 1. We have applied these procedures to the attached schedules prepared by 
Florida Power & Light Company in support of its filing for 2010 Nuclear Cost Recovery Clause 
relief for Turkey Point Units 6 and 7 in Docket No. 1 10009-EI. 

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 
agreed-upon procedures. The report is intended only for internal Commission use. 

1 



Docket No. 1 10009-E1 
Exhibit KLW - 2 

Obiectives and Procedures 

General 

Definitions 

The term “Company” refers to Florida Power & Light Company. 
The term “Pre-Construction cost” refers to costs that are expended after a site has been selected 
in preparation for the construction of a nuclear or integrated gasification combined cycle power 
plant, incurred up to and including the date the utility completes site clearing work.’ 

Utility Books and Records 

Objectives: Our objectives were to verify that the Company’s filing agreed to the general ledger 
and that the Company maintains its accounts and records in conformity with the Code of Federal 
Regulations (C.F.R.). 
Procedures: We reconciled the filing to the general ledger and verified that the costs incurred 
were proper and capitalized to the appropriate account. 

Construction Work in Progress 

Site Selection Cost 

Objective: Our objective was to verify that the Company’s Site Selection costs are consistent 
and in compliance with Section 366.93, F.S., and Rule 25-6.0423, F.A.C. 
Procedures: There were no Site Selection costs in this period. 

Pre-Construction Cost 

Objective: Our objective was to verify that the Company’s Pre-Construction costs are consistent 
and in compliance with Section 366.93, F.S., and Rule 25-6.0423, F.A.C. 
Procedures: We sampled and verified the Company’s pre-construction cost for the year ending 
December 31, 2010. We included an assortment of vendors and high dollar amounts in the 
sample. Each transaction was traced to supporting documentation, examined to determine if the 
cost was appropriately capitalized, and recalculated as needed. Affiliate transactions were traced 
to support and compared to market rates, Payroll entries were traced to timesheets and payroll 
details and examined to ensure proper payroll distribution. Cash Vouchers were traced to 
invoices and contracts. Support for accruals and other journal vouchers were examined, 
determined to be reasonable, and recomputed. 

’ Rule 25-6.0423(2)(g), F.A.C. 

2 
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Construction Cost 

Objective: Our objective was to verify that the Company’s Construction cost are consistent and 
in compliance with Section 366.93, F.S., and Rule 25-6.0423, F.A.C. 
Procedures: There were no Construction costs in this period. 

True- u p 

Objective: Our objective was to reconcile the costs reflected on Schedule T-6 to the general 
ledger. 

Procedures: We obtained Account 107, Construction Work In Progress (CWIP) cumulative 
balance at December 31, 2010, the CWIP balance breakdown by project, and the general ledger 
excerpt for this period’s project cost. We agreed the projects total cost to the CWIP balance. We 
reconciled the cumulative project balance at year end to this period’s project cost and agreed the 
amount to the general ledger excerpt balance. From the ledger balance, we subtracted all non- 
incremental and carrying charges for both preconstruction and site selection to arrive at the pre- 
construction cost reflected on schedule T-6. 

Objectives: Our objectives were to verify that Schedule T-1 - Revenue Requirement Summary 
was accurately calculated and that it included the proper balances from supporting schedules in 
the Nuclear Cost Recovery Clause (NCRC) filing. 
Procedures: We reconciled Schedule T-1 - Revenue Requirement Summary schedule to the 
Pre-constructiodSite Selection and Deferred Tax Carrying Cost schedules on Schedules T-2 and 
T-3A, respectively. We verified the Company’s jurisdictional cost and recomputed all schedules 
for mathematical accuracy. Supporting documents for all adjustments were examined and the 
amounts were recomputed. We reconciled the begjnnin balances and carrying cost rates on the 
schedules to Commission Orders PSC-08-0749-FOF-E1 , PSC-09-0783-FOF-E13, the Proposed 
Stipulation of Issues in PSC-1 1-0095-FOF-E14, and the revised prior year NCRC filings in 
Docket No. 100009-EI. 

QL 

Expense 

Oueration and Maintenance ExDense 

Objective: Our objective was to verify that the Company’s Operation and Maintenance (O&M) 
expenses are consistent and in compliance with Company’s policies. 
Procedures: There were no O&M costs recorded in this period. 

~ 

* See Order No. PSC-08-0749-FOF-EI, issued November 12, 2008, Docket No. 080009-EI, In Re: Nuclear Cost 
Recovery Clause ’ See Order No. PSC-09-0783-FOF-EI, issued November 19, 2009, Docket No. 090009-EI, In Re: Nuclear Cost 
Recovery Clause 

See Order No. PSC-11-0095-FOF-EI, issued February 2, 2011, Docket No. 100009-EI, In Re: Nuclear Cost 
Recovery Clause 

3 
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Audit Findings - 

Finding 1: Lobbyist Cost 

Audit Analysis: It has been Commission practice to disallow cost for direct lobbying or in 
support of direct lobbying activities. This Commission has maintained that costs of such 
activities should be borne by the stockholder since there is no evidence that the ratepayers 
receive any benefits from these  expenditure^.^ 
During the testing of Pre-Construction expenditures, we found two entries for lobbyist 
registration fees for seven Company employees totaling $3,430 ($490 per lobbyist x 7 Company 
employees). The invoices are titled “Miami-Dade County 20 10 Lobbyist Registration”; but, the 
Company disputes these costs as lobbying costs. The Company stated the following: 

“This fee is a requirement to attend Miami Dade County Agency meetings. As part of 
the permitting and licensing effort FPL New Nuclear Team employees are required to 
attend Agency meetings.” 

The schedule on the next page calculates the jurisdictional Pre-Construction cost and associated 
Carrying cost adjustments should the Commission choose to disallow the charges. 

Effect on the Filing: If the Commission disallows the cost stated above, Pre-Construction cost, 
Carrying Cost on Pre-Construction Cost, and Deferred Carrying Cost would be reduced by 
$3,389, $292, and $126, respectively. 

’ See Order No, PSC-92-0708-FOF-TL, issued July 24, 1992, Docket No. 910980-TL, In Re: Application for a Rate 
Increase by United Telephone Company of Florida 

4 
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DIRECT TESTIMONY OF KATHY L. WELCH 

Q. 

A. 

Suite 400, Miami, Florida, 33 166. 

Q. 

A. 

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. I 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 responsibilities of 

administering the District Office and reviewing work load and allocating resources to 

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 

Please state your name and business address. 

My name is Kathy L. Welch, and my business address is 3625 N.W. 82nd Ave., 

By whom are you presently employed and in what capacity? 

I am employed by the Florida Public Service Commission as a Public Utilities 

- 1 -  
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regulatory agency? 

A. Yes. I have testified in several cases before the Florida Public Service 

Commission. Exhibit KLW-3 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. 

1 10009-E1 Nuclear Cost Recovery Clause for costs associated with its nuclear extended 

power uprate. We issued an audit report in this docket for the proposed nuclear units on 

May 3 1 ,  201 1. This audit report is filed with my testimony and is identified as Exhibit 

KLW-4. 

Q. 

A. 

Q. 

A. General 

Was this audit prepared by you or under your direction? 

Yes, it was prepared under my direction. 

Please describe the work you performed in these audits. 

We verified the components of the T-3 schedule, recalculated the schedule and 

traced FPL’s debt and equity rates to source documentation. We also reconciled the 

adjustments to source documentation. We verified the components of the T-3A schedule, 

recalculated the schedule and traced FPL’s debt and equity rates to source documentation. 

We also reconciled the adjustments to source documentation. 

We read FPL’s internal audit for the nuclear uprate project. We determined what 

testing was done and reviewed any findings. 

Construction Work in Progress & Plant in Service 

We obtained Excel files of all the charges made to the filing. We reconciled the 

filing to these files. We sorted the files by both dollar amounts and vendors and selected 

a sample that included high dollar amounts and an assortment of the various vendors. We 
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;elected cash vouchers, journal vouchers, material and supplies, and payroll source codes. 

Ne traced the sample to source documentation. 

We compared the amounts paid to the contractors to the invoices and purchase 

)rders and also compared the rates paid to the contracts when applicable. We also traced 

iarious sample items to a listing of open contracts provided by FPL. 

For payroll we obtained a list of all employees charged to the uprate. The hours 

ind amounts in this report were reconciled to FPL’s payroll reports. 

For the affiliate charges we obtained invoices and journal vouchers. We 

.ecalculated the payroll dollars and compared them to a market rate from an outside 

source. We also traced travel expenses to source documentation and determined the 

relationship to the project. 

We recalculated adjustments made to Schedule T-6 and traced them to supporting 

documentation. 

We read FPL’s testimony related to the separate and apart procedures. We 

reviewed the Recoverable Cost Justification Forms prepared by FPL and reconciled to 

sample items, when applicable. 

We reconciled the amounts for plant in service and depreciation from the Orders 

to FPL’s books. We also reconciled the plant in service amounts from the Orders to 

FPL’s filing Appendix A. 

The total capital costs were reconciled to the general ledger. 

Operating: and Maintenance Expenses 

We obtained Excel files of all the charges made to the filing. We reconciled the 

filing to these files. We sorted the files to select a sample that included an assortment of 

all source codes. We reconciled the sample items to the proper source documentation. 

We recalculated adjustments made to Schedule T-4 and traced them to supporting 

- 3 -  
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The total operating and maintenance costs were reconciled to the general ledger. 

Please review the audit findings in this audit report, Exhibit KLW-2. 

There were no findings is this audit. 

Does that conclude your testimony? 

Yes. 
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Company, Docket No. 060038-E1 

In re: Application for increase in wastewater rates in Monroe County by K W Resort 
Utilities COI-P., Docket No. 070293-SU 
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In re: Petition for rate increase by Florida Public Utilities Company, Docket No. 070304-E1 

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

In re: Nuclear cost recovery clause, Docket No. 080009-E1 

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-E1 

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-E1, Florida Power & Light 
Company, Nuclear Uprate 

In re: Fuel and purchased power cost recoverv clause with generating performance 
incentive factor, Docket No. 10000 1 -EI, Florida Power & Light Company, Hedging 

In re: In re: Fuel and Durchased power cost recovery clause with generating performance 
incentive factor, Docket No. 10000 1 -EI, Florida Public Utilities Company, Fuel 
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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 
January 24,201 1. We have appIied these procedures to the attached summary exhibit prepared 
by Florida Power & Light Company (FPL) and to several of its related schedules in support of its 
filing for the Nuclear Extended Power Uprate in Docket No. 1 10009-EI. 

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 
agreed-upon procedures. The report is intended only for internal Commission use. 

1 
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Ob-iectives and Procedures 

General 

Objectives: Our overall objective was to verify FPL’s T- 1 schedule-Revenue Requirements 
Summary, which includes the construction carrying cost revenue requirement, the operating and 
maintenance revenue requirement and the deferred tax assetlliability carrying cost. Also that it 
is consistent with Section 366.93, F.S., and Rule 25-6.0423, F.A.C.’ 

Procedures: We performed the following specific objectives and procedures to satisfy the 
overall objectives mentioned above. 

Objective: The objective of the audit was to verify the 2010 Carrying Costs on Construction 
Cost Balance as shown on Schedule T-3. 
Procedures: We verified the components of the T-3 schedule, recalculated the schedule and 
traced FPL’s debt and equity rates to source documentation. We also agreed the adjustments to 
source documentation. 

Objective: The objective of the audit was to verify the 2010 carrying costs on Deferred Tax 
Asset/Liability as shown on T-3A. 
Procedures: We verified the components of the T-3A schedule, recalculated the schedule and 
traced FPL’s debt and equity rates to source documentation. We also agreed the adjustments to 
source documentation. 

Objective: The objective of the audit was to review any internal audits to determine if any 
adjustments affect the audit. 

Procedures: We read FPL’s internal audit for the nuclear uprate project. We determined what 
testing was done and reviewed any findings. 

Construction Work in Progress 

Objective: The objective of the audit was to verify the 2010 Construction Costs as shown on 
Schedule T-6 - Monthly Expenditures. 

Procedures: We obtained Excel files of all the charges made to the filing. We reconciled the 
filing to these files. We sorted the files by both dollar amounts and vendors, and selected a 
sample that included high dollar amounts and an assortment of the various vendors. We selected 
cash vouchers, journal vouchers, material and supplies, and payroll source codes. We traced the 
sample to source documentation. 
We compared the amounts paid to the contractors to the invoices and purchase orders and also 
compared the rates paid to the contracts when applicable. We also traced various sample items 
to a listing of open contracts provided by FPL. 
For payroll we obtained a list of all employees charged to the uprate. The hours and amounts in 
this report were reconciled to FPL’s payroll reports. 

‘ Rule 25-6.0423, Nuclear or Integrated Gasification Combined Cycle Power Plant Cost Recovery. 
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For the affiliate charges we obtained invoices and journal vouchers. We recalculated the payroll 
dollars and compared them to a market rate from an outside source. We also traced travel 
expenses to source documentation and determined the relationship to the project. 
We recalculated adjustments made to Schedule T-6 and traced them to supporting 
documentation. 

Objective: The objective of the audit was to review and document FPL’s separate and apart 
process for identifying and applying adjustments necessary to ensure the nuclear uprate amounts 
are limited to those costs that are separate and apart from nuclear costs that would have been 
necessary had there been no uprate project. 
Procedures: We read FPL’s testimony related to the separate and apart procedures. We 
reviewed the Recoverable Cost Justification Forms prepared by FPL and reconciled to sample 
items, when applicable. 

Objectives: The objective of the audit was to review and reconcile clearings to plant in service 
and depreciation for years ending 2009 and 2010, pursuant to Orders PSC-10-0207-PAA-E12 and 
PSC- 1 1 -0078-PAA-E13, respectively. 
Procedures: We reconciled the amounts for plant in service and depreciation from the Orders to 
FPL’s books. We also reconciled the plant in service amounts from the Orders to FPL’s filing 
Appendix A. 

Objective: The objective of the audit was to reconcile Schedule T-6 to the general ledger. 

Procedure: The total capital costs were reconciled to the general ledger. 

Operating and Maintenance Expenses 

Objective: The objective of the audit was to verify the 20 10 Operating and Maintenance costs as 
shown on Schedule T-4-0&M Monthly Expenditures. 
Procedures: We obtained Excel files of all the charges made to the filing. We reconciled the 
filing to these files. We sorted the files to select a sample that included an assortment of all 
source codes. We reconciled the sample items to the proper source documentation. 

We recalculated adjustments made to Schedule T-4 and traced them to supporting 
documentation. 

Objective: The objective of the audit was to reconcile Schedule T-4 to the general ledger. 
Procedure: The total operating and maintenance costs were reconciled to the general ledger. 

See Order PSC-IO-0207-PAA-E1 issued April 5 ,  2010 in Docket No. 090529-E1, Re: Extended Power Uprate 

See Order PSC-I I-0078-PAA-E1 issued January 3 I ,  201 I in Docket No. 100419-EI, Re: Extended Power Uprate 
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Audit Findings 

None 
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