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Please substitute the attached pages 12 and 13 into the audit report issued by my

memo dated March 5, 2001. Audit Disclosure No. 7 has been revised to correct an error.
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Disclosure No. 7 (Revised)
Subject: Capital Structure

Statement of Fact: The company’s Minimum Filing Requirements (MFRs) schedule D-1, page 1
reflects the following 13-menth average amounts related to its capital structure.

Class of Capital Per MFRs Cost Rate | Weighted Cost
Common Equity $2,374,810 10.00% 5.26%
Short-Term Debt $150,000 10.75% 37%
Customer Deposits $26,370 6.00% 04%
Other Deferred Credit - Florida Paper $1,578,595 . 0.00% . 00%
Other Deferred Credit - Gulf Correctional $22,393 0.00% .00%
Accumulated Deferred Income Tax $287,827 0.00% .00%
Totals $4,439,995 ' 5.67%

During 1995 the company received a short-term loan in the amount of $150,000 from a
stockholder. The interest rate on this loan in 1995 was 10% and in 1996 it was changed to 10.75%.
These interest rates represent what a local bank would offer the company. The total interest paid to the
stockholder on this note as of December 31, 1999 was $71,791.

Recommendation: The audit staff recalculated the company’s capital structure based on the
company’s general ledger. The following table reflects an overstatement between the company’s
capital structure amounts and the audit staff’s capital structure amounts.

Class of Capital Per MFRs Per Audit Overstatement
Common Equity $2,374,810 $2,325,058 ($49,752)
Short-Term Debt $150,000 $150,000 0
Customer Deposits $26,370 $26,370 0
Other Deferred Credit - Florida Paper $1,578,595 $1,578,595 0
Other Deferred Credit - Gulf Correctional $22,393 $22,393 0
Accumulated Deferred Income Tax $287,827 $287,827 0
Totals $4,439,995 $4,390,243 ($49,752)




This audited overstatement for common equity in the amount of $49,752 is related to the fact
that the company combines monthly net income with Account 216 - Unappropriated Eamed Surplus in
its MFR calculation for common equity which is not reflected in the general ledger. The audit staff
used the balance at year end for Account 216 - Unappropriated Eamned Surpius which is reflected in the
company’s general ledger.
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