


NOTES TO THE FINANCIAL STATEMENTS

¢ *B-Su mai *Sigr ant Accour ng. : :ies ol._nued)
*  Water pricing:
= Fiscal Year 2022: No price changes were approved.

= Fiscal Year 2021: Effective April 1, 2021, the final of four annual price increases was approved
increasing the average residential and commercial customer water bill 6.2 percent.

« Ancillary service pricing: The pricing of chilled water, lighting, back-up generation, electric vehicle
charging and solar services and solutions were designed utifizing an equivalent cost recovery model with
terms defined within the customer contract compared to the Board approved electric and water pricing.

Budgets: Revenue and expense budgets are prepared on an annual basis in accordance with OUC's budget policy
and bond resolutions and submitted to the Board for approval. OUC's annual operating budget and capital plan are
approved and adopted, respectively, in the month of August preceding the budgeted fiscal year. The legal adoption
of OUC’s operating budget and capital plan are not required.

In accordance with OUC’s budget policy and bond resolutions, actual revenues and ex, nses are compared to the
approved budget by operating unit line items and reported to the Board monthly.

Utility plant, net: Wiility plant is stated at historical cost with the exception of impaired ass 5 recorded in
accordance with GASB Statement No. 42, "Accounti  and Financial R orting for Impairment of Capital Assets
and for Insurance Recoveries” (see Note C).

Historical utility plant costs include the costs of contract work, labor, materials, allocated indirect charges for
equipment, supervision and engineering and assembled nuclear fuel costs. interest expense is not a component of
OUC's utility plant costs.

Assets are subject to capitalization if they have a useful life of at least two years, a unit cost of at least $1,000 with
the exception of bulk asset purchases which must have a minimum per-unit cost of $500 and a tal purchase
amount of at least $75,000. Assets are depreciated systematically using the straight-line method over the estimated
useful life, the consideration of FERC guidelines, the license period of the asset and the Board approved Clean
Energy Plan.

The cost of retired utility plant assets, together with removal costs less salvage value, are charged to accumulated
depreciation except for costs associated with regulatory actions taken to support the Clean Energy Plan which are
recorded as a component of special item expenses. tn addition, when a utility ptant asset constituting an operating
unit or system is sold or disposed of and the net proceeds of the sale are at least $0.5 million, the gain on the sale
or disposal is deferred and proceeds are placed in the renewal and replacement fund in accordance with the Board-
approved Policy for Accounting Treatment of Disposal of Capital Assets.

The consolidated average annual depreciation rate, inclusive of impairment expense, was 3.6 percent for 2022 and
2021. Depreciation is calculated using the following range of estimated lives:

Electric 3 - 55 years
Water 3-75years
Chilled Water 3 - 50 years
Lighting 20 years
Common 3 — 40 years

Cash, cash equivaients and investments: Cash, cash equivalents and investments are reported under the
headings of restricted and internally designated assets and current assets. QUC’s cash and cash equivalents
include all authorized instruments purchased with an original maturity date of three months or less inct ing all
investments in money market funds. Premiums and discounts on investments are amortized using the effective
interest method.

Investments having maturities of greater than one year at the time of purchase are reported at fair value and those
with maturities of less than one year at the time of purchase are reported at amortized book value. Effective in 2018,
the Board approved the deferral of the recognition of unrealized investment valuations to ensure revenues and
expenses are recovered consistent with the rate-making model. Realized investment vaiuations continue to be
recognized and included as a component of interest income in the Statements of Revenues, Expenses and
Changes in Net Position except for realized valuation changes associated with a bond refunding which are icluded
as a component of the unamortized amount on refunding.

Restricted and internally designated assets: Restricted and internally designated assets represent cash, cash
equivalents and investments that are designated in accordance with legal, financial or regulatory statutes or in
alignment with custon - obligations or Board actions (see Note E).
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N te B-Summa _ of S nificar._ Accoul ing Policies (cc C)

Other assets: This amount includes long-term assets inclusive of regulatory assets, employee benefit plan assets,
hedging derivatives acquired to reduce fuel commodity price volatility, contractual custodial rights for the operations
and maintenance of customer-sited chilled water facilities and prepaid expenses (see Notes G, L, K and M).

{Doltars in thousands) 2022 2021

Regulatory assets 3 135,583 § 91,642
Employee benefit plan other assets 78,680 28,080
Hedging derivatives 58,205 20,209
Contractual custodial asset rights 46,844 —
Lease Receivable 14,444 14,790
Right of use assets, net 16,100 19,398
Other prepaid assets 27,228 27,681
Total other assets $ 377,084 $ 201,800

Right of use assets and lease receivables are also included under the heading of Other assets as follows:

Right of use assets, net: OUC has secured contractual lease rights for the use of land, vehicles and other
assets in an exchange or exchange-like transaction without the transfer of ownership of the asset. The
value of the leased assets was recorded at the present value of the minimum lease payments and
amortized using the straight line method equal to the lesser of the length of the contract or the life of the
asset. The present value of these lease rights was determined by using OUC’s incremental borrowing rate
unless otherwise noted in the lease terms with the following ieased assets, net of amortization, by major
class at September 30:

(Dollars in thousands}) 2022 2021
Right of use assets
Land $ 12,292 $ 12,292
Vehicles 13,272 13,127
Other 899 899
Total right of use assets 26,463 26,318
Accumulated amortization (10,363} (6,920)
Right of use assets, net $ 16,100 §$ 19,398

Lease receivables: OUC provides lease rights for land, building and equipment to third parties without the
transfer of ownership T periods greater than one year. The rights associated with these leases are
required to be recognized at their nel present value using OUC's incremental borrowing rate or in
accordance with the lease terms. The value of these lease receivables were $14.4 million and $14.8 million
at September 30, 2022 and 2021, respectively. Revenues recognized in conjunction with these long-term
lease receivables at September 30, 2022 and 2021 were $0.6 million and interest revenues were $0.4
million at September 30, 2022 and 2021,

Long-term employee benefits: OUC records the financial results of the defined benefit pension and other post
employment benefit plans based on the actuarially determ’ ad results with long-term receivables, unrealized
contributions and fosses, liabilities, and unrealized employee benefits gains recognized under the headings of other
assets, deferred outflows of resources, other liabilities and deferred inflows of resources, respectively (see Note L).

Fiduciary financial statements: Trust assets for employee benefit plans are presented in separate
fiduciary fund financial statements based on accrued employee benefit and administrative expenses,
actuarially determined contributions and the fair value of investments inclusive of investment earnings.
Standalone fiduciary fund financial statements are also issued for OUC single-employer benefit plans.

Current portion of long-term debt: Bonds payable due within one year represent scheduled principal payments
due within the upcoming year, in accordance with the serial requirements of the bond agreements. Funds to satisfy
these scheduled principal payments are segregated and included as a component of internally designated assets.

Accounts payable and accrued expenses: Accounis payable and accrued expenses include liabilities for the
receipt of supplier and hurricane response goods and services, fuel and purchased power, margin advances
received on fuel hedge derivative counter-parties in conjunction with unrealized market valuations and self-
insurance accrual requirements,






NOTES TO THE FINANCIAL STATEMENTS

Note B- ur 1 -y of Sig1 icant Accounting Policies (continued)
Net positions: OUC classifies net position into three components as follows:

+ Net investment in capital assets: This component of net position consists of capital assets, net of
accumulated depreciation reduced by the outstanding debt balances used to acquire or construct th 2
assets.

* Restricted: This component consists of net position with external constraints placed on their use.
Constraints include those by debt indentures, grants or laws and regulations of other governments and
those established by law through constitutional provisions or enabling legislation.

+ Unrestricted: This component of net position consists of net position that is not included in the definition of
“net investment in capital assets” or “restricted.”

Implementation of New GASB Accounting Standards
Fiscal year 2022:

OUC adopted GASB Statement No. 92, "Omnibus 2020," (Statement No. 92) addressing practice issues identified
during prior implementation and application of certain GASB statements. This statement includes provisions related
to the effective date of Statement No. 87, the applicability of Statemei._ No. 73, "Accounting and Financial Reporting
for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments to Certain
Provisions of GASB Statements 67 and 68," as amended, Statement No. 74, "Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans," as amended, and Statement No. 84, "Fiduciary
Activities." This statement had no eflect on the financial statements.

OUC adopted GASB Statement No. 93, "Replacement of Interbank Offered Rates," (Statement No. 93) to address
the elimination of the London Interbank Offered Rate (LIBOR) in its current form. The objective of this statement
was to address accounting and financial reporting implications that result from the replacement of an interbank
offered rate. The removal of LIBOR as an appropriate benchmark interest rate for a derivative instrument that
hedges the interest risk of taxable debt when LIBOR ceases to be determined by the ICE Benchmark
Administration. This statement had no effect on the financial statements since the LIBOR rate has not yet ceased to
exist and the use of LIBOR has been extended with the issuance of GASB Statement No. 99 "Omnibus 2022."

OUC adopted GASB Statement No. 97, "Certain Component Unit Criteria, and Accounting and Financial Reporting
for Internal Revenue Code Section 457 Deferred Compensation Plans—an amendment of GASB Statements No.
14 and No. 84, and supersession of GASB Statement No. 32," (Statement No. 97). The objectives of this statement
are to increase consistency and comparability for component units that do not have a governing board, mitigate
costs associated with the reporting of certain retirement plans and enhance accounting and financial reporting for
457 deferred compensation plans that meet the definition of a pension plan. This statement had no effect on the
financial sta nents.

OUC adopted GABS Statement No. 98, "The Annual Comprehensive Financial Report,” (Statement No. 98)
establishing the term annual comprehensive financial report and its acronym ACFR. That new term and acronym
replace instances of comprehensive annual financial report and its acronym in generally accepted accounting
principles for state and local governments. This statement had no effect on the financial statements.

Fiscal year 2021:

OUC adopted GASB Statement No. 84, “Fiduciary Activities” {Statement No. 84) which established criteria for
identifying, reporting and disclosing fiduciary activities associated with the retention and management of beneficiary
assets. The adoption included fiduciary fund financial statements and related footnotes for its Defined Benefit
Pension and Other Post-Employment Benefit Trusts.

OUC early adopted GASB Statement No. 87, "Leases,” (Statement No. 87) requiring the recognition of certain right
of use assets and liabilities for ieases that were previously ciassified as operating leases under previous accounting
standards as deferred outilows or inflows of resources based on the payment provisions of the contract. in addition,
deferred lease revenue and a corresponding lease receivable were recognized for certain assets leased to third
parties not previously reported.
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Net utility plant increased 0.9 percent and 1.4 percent in 2022 and 2021, respectively, and represented 65.9 percent
and 66.7 percent of total assets, respectively.

Additions: Utility plant, net additions were $74.3 million and $90.3 million in 2022 and 2021, respectively.
These additions represented a 2.8 percent and 3.5 percent in utility plant, net in comparison to 2021 and
2020, respectively, with the primary driver of the increase in 2021 stemming from energizing OGS Unit 2,

e of the three single-cycle natural gas-fired generation units at OGS in the amount of $80.5 million,
inclusive of reclassified OGS acquisition costs. Beyond this addition, utility plant additions included
construction work in progress costs for the St. Cloud Operations Center, transmission, energy delivery and
water system upgrades 1o support customer growth.

Transfers: Utility plant, net transfers represents compteted construction work in progress with $140.7
million and $180.1 million of projects completed and placed into operations in 2022 and 2021, respectively.

Retiremer reclassifications: Utility plant, net retirements/reclassifications were $51.5 million in 2022
including £ .9 million reclassified to other assets for customer-sited chilled water facilities in which QUC
retains contractual custodial and managerial oversight. In addition, included under this heading is the
reclassific ion of $26.6 million for the commencement of commercial operations for OGS Unit 2. The
remal 1g two units at OGS remain classified as land and other non-depreciable assets as they are still in
the process of being readied for commercial operations. In 2021, utility plant, net retirements/
reclassifications were $55.1 million primarily driven by the closure of the MC3 generation facility in April
2021.

Activities for the years ended September 30, 2022 and 2021 were as follows:

Utility Plant (Net} Retirements/

(Dollars in thousands) 2021 Additions Transfers Reclassificatic 3 2022

Utility plant
Eiectric 3 3,393,134 § 18,155 $ 103,190 3 12,166 3 3,526,645
Water 669,208 9,824 18,934 (6153) 697,351
Chilled Water 118,153 — 78 (95) 118,136
Lighting 112,938 — 6,936 21 119,895
Shared/Customer Service 217,097 731 11,563 (327} 229,064
Total utility plant 4,510,530 28,710 140,701 11,150 4,691,091

Accumulated depreciation
Electric (1,736,708) (118,294) — 3.886 (1,851,114)
Water (300,183) (19,503} — 427 (319,259)
Chilled Water (62,988) (3,245) — — (66,233)
Lighting (57,653) (5,584) — — (63,237}
Shared/Customer Service (120,553) (16,330) 243 (136,640}
Total accumulated depreciation (2,278,083) (162,956) — 4,556 (2,436,483)

Total depreciable utility plant, net 2,232,447 (134,246) 140,701 15,706 2,254,608

Land and other nen-depreciable assets 141,714 349 (26,607) 115,456

Construction work in progress 252,300 208,209 (140,701) (40,553) 279,255

Utility plant, net ] 2,626,461 % 74,312 § — 3§ (51,454} § 2,649,319
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N¢ » D - Generation Resou es
OUC secures its generation resource needs through owned assets and power purchase agreements as follows:

Wholly owned and OUC operated: OUC maintains fiscal, budgetary and operating control of SEC Unit B and OGS
with no undivided participant ownership interests.

Jointly owned and OUC operated: QUC maintains fiscal, budgetary and operating control at four power
generation facilities for which there are undivided participant ownership interests. These undivided ownership
interests are with the Fiorida Municipal Power Agency (F 2A) and Kissimmee Utility Authority (KUA). Each
agreement is limited to the generation facifities and excludes the external facilities. OUC also maintains operational
control of a wastewater treatment facility at the Stanton Energy Center through an agreement with Orange County.

Jointly owned and non-OUC operated: OUC maintains an undivided participant interest at the SEC Unit A located
at OUC's SEC and SL2 generation facilities. In each of these agreements, fiscal, budgetary and operational controls
are not maintained by OUC, with the exception of fuel-related services at SEC Unit A where OUC retains
responsibility as fuel agent through terms of the power purchase agreement. Funds secured in this role as fuel
agent are restricted on the Statements of Net Position {see Note E).

Power purchase agreements: OUC maintains contractual commitments to secure traditional generation
resources, beyond its ownership interest, through its power purchase agreement at the SEC Unit A generation
facility. In addition, renewable energy generation resources are secured through a variety of third party providers all
of whom maintain fiscal, budgetary and operational controls of  ese generation resources.

OUC operated, non-OUC operated and power purchase agreements are as follows:
Operational Nameplate OUC undivided Net QUC megawatt

year capacity ownership interest capacity Fuel source

Wholly owned and operated

Stanton Unit B (SEC Unit B) 2010 300 100.00% 300 Natural gas

Osceola Generating Station (OGS) ? 2022 510 100.00% 510 Natural gas/Oil
Jointly owned and operated

Indian River (IRP - A&B} 989 76 48.80% 37 Natural gas

Indian River (IRP - C&D) 1992 224 79.00% 177 Natural gas

Stanton Unit 1 (SEC Unit 1) 1987 425 68.55% 291 Coal

Stanton Unit 2 (SEC Unit 2) 1996 425 71.59% 304 Coal
Jointly owned and non-OUC operated

Stanton Unit A (SEC Unit A) 2003 633 28.00% 177 Natural gas

St. Lucie Unit 2 (5L2) 1983 850 6.09% 52 Nuclear
Power purchase agr nents

Stanton Unit A (SEC Unit A) 2018 nfa’ nia’ 330 Natural gas

Solar 2010-2020 nfa’ n/a’ 123 Sotar

Landfill Gas 2011-2016 nja’ nia’ 21 Landfill gas

' Power purchase agreemeants are based on contracted  ms relaled to individual generation or expected availability of generation under each
agreement and nameplate capacity and undivided interest are not applicable.

? In August of 2022, unit 2 was energized while pians to energize the rema g two units are underway in alignment with Clean Energy Plan
initiatives which is reflected in the Net OUC megawatt capacity.

Asset valuation: Jointly owned and OUC-operated generation facility asset balances include the cost of common
and/or external facilities. At the other jointly owned and non-OUC operated generation facilities, participants pay
user charges to the operating entity for the cost of common and/or external facilities. User charges paid through the
power purchase agreement for SEC Unit A are remitted back to OUC at their proportionate ownership interest of
shared facilities.

Allowance for generation facility depreciation and asset retirement obligations are determined by each participant
based on their proportionate ownership interest.
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— "ash, Cav.. uivalents dInvestments (contir d)

« Concentration risk: OUC places limits on the amounts invested in any one issuer for certain types of
securities to mitigate this risk. The following were the investment concen tions greater than 5.0 percent in
either of the two years for a single issuer as of September 30:

ote

Investment type
(Dollars in ti  1sands) 2022 2021
Money market muiual funds
MSIFT Ultra Short Fund $ 33,000 46%$ 132,567 15.5%
U.S. Agencies
Federal Home Loan Banks 3 108,273 152% $ 36,727 4.3 %
Local government surplus funds investment pool
Florida FIT $ 60914 86% 88,421 104 %
Florida State Board of Administration $ 74105 104% % 117179 137 %
U.S. Treasury Notes 3 70493 99%$ 32772 38%

The following table summarizes the investment criteria underlying the Audit-Finance Committee Charter segregated
by investment type, credit guidelines and maximum partfolio weighting.

Portfolio weighting at

Maximum
portfolio September 30,
Investme ~ type Credit guidelines weighting 2022 2021
Investments held by or purchased from institutions certified
Certificates of deposit with the Florida Security of Public Deposits Act, Chapter 280 5% —% —%
of the Florida Statutes.
Corporate notes and - ] wAAh o nA N .
" ; . Minimum rating of "A3"/ "A-" by at least two nationally
?eugttl—natlonal sovereign recognized rating agencies. 35% 16% 16%
Municipal notes Minimum "A" rating by a naticnally recognized rating agency. 25% 3% 3%
fnventory based with an unsecured, uninsured and
unguaranteed obligation rating of at least "P-1" and "A", and _ .
Bankers acceptances  |ua%» and A" by Moody's and S&P, respectively. Bank must be 10% % %
ranked in the top 100 banks.
Moy market mutual Limited to funds that meet a stable net asset value and have 309 79 159,
funds the hight  available credit rating for this type of security. ° ° 0
Minimum rating of "A-1", "P-1" and "F1" by at least two 20% 14% 18%

Commercial paper nationally recognized rating agencies.

Investments held by or purchased *om institutions certified
Depository accounts with the Florida Security of Public  :posits Act, Chapter 280 30% 6% 6%
of the Florida Statutes.

Local government
surplus funds
investment pool '

Qualified under the laws of the State of Florida with no
limitations or restrictions on withdrawals. 25% 19% 24%

Direct obligatio  that are unconditionally guaranteed by the 100% 10% 6%

U.S. Treasury notes United States Guvernment.

Indebtedness issued by government-sponsored enterprises
U.S. Agencies {GSE), which are non-fuil faith and credited by the United 100% 25% 12%
States Government.

Secured transactions executed under a master repurchase
agreement with collateral limited to direct governmental and 50% and
rRee%lrj(r;ﬁ;asseeaa?gerﬁl\é?{ge agency obligations with terms of less than 10 years and held 20%, —% —%

P 9 and maintained by a third-party trust at a market value of 102% | respectively
of the cash value.

' Financial Statements for the Florida Prime investment pool may be cbtained by contacting the Chief Financiat Officer, State Board of
Administration of Florida, 1801 Hermitage Boulevard, Suite 101, Tallahassee, Florida 32308 and Financial Statements for the Florida Fixed
Income Trust investment poo! may be obtained by contacting the Administrator for Florida Fixed Income Trust, cio Werz York Capital
Management Group, P.O. Box 9631, Tampa, FL 33674.
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Note E~C: , Cash Equ ralents and Investments {continued)
Fiduciary Activities

The Benefit Trusts maintain a portion of the cash, cash equivalents and investments in interest-bearing qualified
public depository accounts with institutions insured by the Federal Deposit Insurance Corporation. Cash, cash
equivalents and investments are managed by the Trustees with adviscory services provided by the Trusts' investment
advisor. Investing activity is modeled to achieve the actuarial target return and in alignment with the Trustee
approved investment policy. In September 2021, investment policy changes were approved by the Trustees to
modify investment weighting tar  t ranges in conjunction with the recently completed asset-liability study and the
actuarial investment rate of return. There were no investment policy changes in 2022.

The investment policies, inclusive of the maximum weighting by asset ciass, provide management with guidelines to
ensure risks associated with these assets are mitigated. The following are key controls which the Trustees utilize to
mitigate investment risk:

» Interest rate risk: The investment policy limits holdings of the Trusts based on investment type and credit
strength and entrusts the Trustees and the Trusts’ investment advisor to execute transactions in accordance
with the “prudent person” rule requiring the evaluation of current market conditions to ensure overall interest
rate risks that might adversely affect the portfolio value are mitigated.

+ Custodial credit risk: This risk is mitigated as all investment assets are maintained in the name of the
Trusts and not in the possession or title of a third party.

+ Credit and concentration risk: These risks are mitigated by providing specific guidance as to the
weighting and integrity of the deposit and investment instruments other than  ose investments in mutual
funds, collective trusts, limited partnerships or other alternative investment vehicle, U.S. Treasury
obligations, U.S. Agency obligations and accounts insured by the Federal Deposit Insurance Corporation,
¢ w~¢ as the execution of these transactions by the Trustees in accordance with the “prudent person” rule.
At September 30, 2022 and 2021 there were nc idividually-held investments that made up more than 5.0
percent of the Trusts' portfolio.

+ Foreign and digital currency risk: The Trusts do not hold any investments denominated in a foreign or
digital currency, although it is exposed to foreign currency risk through its U.S. llar-denominated
international equity mutual funds and collective trusts, including those in private limited partnerships.

+ Liquidity risk: This risk is mitigated by limiting the amount of real estate and altenative assets held in
commingled funds, private limited partnerships or private equity structures to 15.0 percent each. All other
securities within the plans must be traded on a national exchange or be in an open ended mutual fund or
commingled fund structure. These funds typically have daily liquidity and always have no tock up provisions
that would prevent the plans from selling them as needed.

The following table summarize the investment policy guidelines for the Benefit Plan Trusts segregated by asset
class including benchmark indices to measure performance.

Pension allocation % OPEB allocation %
Asset class Benchmark 2022 - 2021 2022 - 2021

Domestic equity securities Russell 3000 38-48 38-58
Foreign equity securities MSCI-ACWxUS 10-20 10-20
Bank loans S&P /LSTA Leveraged Loan 0-5 0-5
Cash and cash equivalents 0-10 0-10
Global fixed income Barclays Glooai Aggregate ex US 0-5 0-5
Real estate NCREIF ODCE Eq-Wt 5-15 5-10 0-10
Domestic fixed income Barclays US Agt  gate Band 2-22 12-22 2-22 7-27
Alternative assets Strategy Index 0-25 0-15 0-25 G-15
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..ote Fair Val : 2 urements

Fair value measurements for OUC and its separately presented long-term employee benefits plan assets are based
upon the observability of the valuation inputs for the fair value of the asset being measured. Level 1 inputs are
based on quoted prices in active markets for identical assets; Level 2 inputs are based on significant other
observable inpuis; and Level 3 inputs are based on significant unobservable inputs for which OUC has no assets.

OuUC Utility Operations
Investments are recorded at fair value with the following additional considerations used to categorize investments:

= Depository accounts include money market and other liguid funds which are classified as Level 1 since
quoted prices in active markets are available. According to GASB Statement No. 72, “Fair Value
Measurement and Application,” (Statement No. 72), money market investments and participating inte  st-
earning investment contracts that have a remaining maturity at the time of purchase of one year or less and
are held by governments other than external investment pcols are measured amortized cost.

* Local government surplus funds investment pocls are classified as Level 2 as they are financial
instruments held in co-mingled funds and are measured at the amortized cost per share determined by the

pool.

* Debt securities are classified as Level 1 and Level 2 dependent on the valuation source with Level 1
valued based on quoted active markets for those securities and Level 2 valued using a matrix pricing
technique based on the securities’ relationship to benchmark quoted prices.

The fair vaiue of OUC’s interest rate swap agreements are based on a discounted cash flow model with Level 2
inputs including the value of the relevant market index upon which the swaps are based. The fair value of OUC’s
debt and interesi rate swaps are presented in Note H and Note M.

Fuel derivatives are classified as Level 1 based on observable quoted commodity prices in active markets. The fair
value of OUC’s fuel hedges are presented in Note M.

Donated capital assets are measured at acquisition value and excluded from the following fair value table.
Acquisi 1 value is the price that would be paid to acquire an asset with equivalent service potential in an orderly
market transaction at the acquisition date or the amount at which a liability could be liguidated with the counterparty
at the acquisition date. The donated capital assets acquisition value for water infrastructure received from
developers and customers were included as contributions in aid of construction in the tatements of Revenues,
Expenses and Changes in Net Position and were $9.1 miliion and $2.3 million for the years ended September 30,
2022 and 2021, respectively.
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.lote F — Fair Value  asurements (continue._,
Fiduciary Activities

The QUC long-term employee benedits plan investments are recorded at fair value with the following additional
considerations used to categorize investments:

* Real estate investments were stated at the net asset value, with annual valuations performed by
independent third-party appraisers for each property in the pc  olio, considering monthly events that impact
property value.

+ Alternative investments were stated at the net a: 3t value or quoted market price based on the
compasition of the fund as calculated by the fund advisor. The unfunded commitments related to alternative
investments as of September 30, 2022 and 2021 were $15.8 million and $2.7 million, respectively.

The plans had the following fair value measurements by fair value level at September 30:

(Dollars in thousands} 2022 2021
Cash equivalents and investments by fair value level:
Level 1
Debt securities
U.S. Treasury notes 3 22137 % 21,468
Mutual funds
Fixed income 50,806 77,113
U.S. equity 124 147 144,576
Inte  ationat equity 78,027 116,834
Balanced 4,671 5,454
U.S. equity 114,132 178,304
Total Level 1 393,920 543,749
Level 2
U.S. Agencies 3,800 13,911
Corporate notes and private placements 8,006 9,997
U.S. equity 14,283 12,286
Total Level 2 26,089 36,194
Total investments by fair value level| 420,009 579,943

Other investments and cash equivalents
measured at the net asset value:

Alternative investments 77,374 63,940
Mutual funds - real estate 59,785 54,118
Money market 10,646 18,398
Total other investments and cash equivalents

egasured at the net asset value 147,805 136,456

Total cash equivalents and investments $ 567,814 $ 716,399
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Note G-F gula y[ ferrals (contin :d)

* Unrealized investment valuations: Mark-to-market valuation changes for investments with a maturity of one
year or greater are deferred. In 2027 these unrealized investment valuations resulted in a deferred loss of
$25.9 million and in 2021, these unrealized investment valuations resulted in a deferred gain of $0.4 million and
were recognized as a regulatory credit.

Deferred special item expenses: The following deferrals resulted from Board approved actions in sponse to
unplanned special item expenses which were and will continue to be included in the rate-making process in future
periods.

+ Decommissioning costs: Aprit 2021, the City of Lakeland retired its MC3 facility from operations and
decommissioning activities commenced resulting in an accelerated retirement of OUC's 40.0 percent
ownership. In July 2021, the Board approved the deferral of the MC3 net book value, inventory and planned
retirement costs allowing these amounts to be systematically recognized through 2024, the originally planned
depreciable useful life. As of September 30, 2022 and 2021, the balance of the regulatory asset was $18.1
million and $29.3 million, respectively, excluding estimated decommission costs which are projecied to be offset
by the scrap value of the decommissioned assets.

Regulatory Credits

Deferred operating credits: The following deferrals resulted from Board approved actions in response to non-
budgeted transactions which were and will continue to be ...cluded in the rate-making process in future periods.

* Base rate reserves: Rate reserves are designed to maintain stable ele ric and v ‘er customer pricing with
target ranges reviewed and approved annually by the Audit-Finance Committee. In 2022, the Board approved
the deferral of $25.0 million in retail and  holesale non-fuel energy revenues to be utilized to offset a portion of
the proposed retail electric fuel price increase. In 2021, base rate reserves increased $7.2 million ¢ a result of
higher than projected wholesale electric and planned efforts to replenish water reserves utilized to support the
four-year price plan. Base rate reserves at September 30, 2022 and 2021 were $113.8 million and $88.8 million,
respectively.

= Capital reserves: In accordance with the Board’s Capital Asset Disposal policy, the sale of capital assets in
excess of $0.5 millic resulting in a gain are required to be deferred and recognized systematically over a
period consistent with the lives of the assets with which they are associated. Capital reserves from the sale of
assets at September 30, 2022 and 2021 were $41.2 million and $41.3 million, respectively.

In conjunction with the recording of these regulatory operating credits, the Board internally designated funds in the
amount of $113.8 million and $150.3 miltion at September 30, 2022 and 2021, respectively.

The following is a summary of OUC’s reguiatory deferrals at September 30:

{Dollars in thousands) 2022 2021
Regulatory assets
Deferr  operating expenses 3 90,759 § 60,606
Deferred non-operating expenses 26,771 1,699
Deferred special item expenses 18,053 29,337
Total regulatory assets $ 135,583 % 91,642
Regulatory credits
Deferred operating credits % (155,042) § (200,618}
Unrealized investment valuations — (446)

Total regulatory credits % {155,042) § (201,064)




