NOTES TO THE FINANCIAL ST MENTS

»te | .. — He_jing Activities

OUC manages the impacts of interest rate and fuel market fluctuations on its earnings, cash flows an iarket value
of assets and liabilities through its hedging programs.

Interest rate hedges: Interest rate risk for variable rate debt is managed through the execution arest rate
swap agreements (swaps). Swaps are executed in accordance with the Audit-Finance Committee Ch reviewed
on a quarterly basis by the Audit-Finance Committee and approved by the Board. Swaps are initiatec injunction
with bond transactions and as such, have inception and termination dates that align with the underlyi bt series.

Early termination of a swap can be executed in accordance with the terms of the agreement.

The Audit-Finance Committee Charter requires counterparty credifworthiness to achieve at leas “A” rating
category from at least two of the three nationally recognized rating agencies, at the time of executior aintaining a
rating for qualified swap providers. In addition, two-way credit support agreements may be require ith parental
guarantees and/or letters of credit or collateral. In respect to the fair value of swaps, the value of these agree znis
takes into consideration the prevailing interest-rate environment and the specific terms and conc ns of each
contract. Fair value amounts are estimated using the zero-coupon discounting method, including zing option
pricing models, which consider probabilities, volatility, time, underlying prices and other variables.

Fuel rate hedges: F  hedge risk is managed through the Energy Risk Management Committee (I MOC} with
Audit-Finance Committee oversight. ER  2C's responsibilities include establishing volume and financial limits, as
well as overall program com “ance and counterparty creditworthiness. Counterparty creditworthiness is evaluated
considering the market segment, financial rat’ i, agency and market implied ratings and other factors.

As a result of engaging in hedging activities, OUC is subject to the following key risks:

»  Credit risk: OUC addresses this risk through creditworthiness criteria included in its Finance Committee
Charter and responsibilities of tt ERMOC. Interest rate counterparties must have minimum credit ratings
of "A-", issued by Standard and Poor’s or Fitch Ratings or "A3”, issued by Moody's investors Service at the
time the agreement is executed.

« Interest rate risk: OUC is exposed to this risk through its pay-fixed receive variable rate swaps and
mitigates this risk through active management. There is no exposure to this risk for fuel hedges.

» Basis risk: OUC is exposed to this risk on its interest rate swap associated with the Series 2015B Bonds,
as the variable-rate index received by OUC differs from the rate paid on the swap. CUC is exposed to this
risk for fuel hedges due to a difference in commodity value between different delivery points or between
cash market prices and the pricing points used in the financial markets. Basis risk is mitigated through
active management.

«  Termination risk: This risk is mitigated through OUC's creditworthiness criteria. To date, no instances of
this nature have occurred.

+ Rollover risk: OUC is not exposed to this risk as all derivative instruments are hedged to maturity.

»  Market access risk: CUC maintains a strong credit rating; "AA” from Standard & Poor's and Fitch Ratings
and “Aa2" from Moody’s Investors Service and to date, has not encountered any market barriers or credit
market challenges.

In accordance with accounting guidance, ouistanding derivatives are evaluated and classified as either hedging
derivative instruments (effe  se) or investment derivative instruments (ineffective), with the accumulated change in
fair market value recognized as deferred inflows/outflows of resources or invesiment income/expense, respectively.

Interest rate deriva res: s of September 30, 2022 and 2021, OUC's interest rate swap related to the Series
2015B Bonds have been determined to be effective and changes in the fair value of these derivatives were included
on the Statements of Net Position. As of September 30, 2021, the 2021A forward interest rate swap was terminated
in conjunction with the Series 2021A Bond issuance.












REQUIRED SUPPLEMENTARY INFORMATION

Long-te nEm oyee Be : Plans (continued)

Schedule of employer contributions to the pension plan: The following schedule presents multi-year trend
information regarding employer contributions to the plans for the years ended September 30:

Actuarially Contribution Contributions Annual money-
Contribution year determined Actual deficiency/ Covered as apercentage weighted return
(Dollars in thousands) contribution contribution (excess} payroil of CP on investments
Pension plan
2022 3 17,678 ~ 17,678 & — & 103,139 17.1% -17.0%
2021 $ 19,173 § 19,173 § — $ 100,621 19.1% 21.2%
2020 $ 24 % 22405 § — % 97.896 22.9% 11.0%
2019 $ 22491 3 22491 § — % 90,907 24.7% 4.2%
2018 $ 22614 % 22614 § — & 86,573 26.1% 9.6%
2017 $ 21,876 % 21,876 & — $ 78,314 27.9% 14.2%
2016 $ 18,322 § 17,803 % 519 & 75405 23.6% 9.2%
2015 $ 20,500 $ 18,573 % 1,927 § 72,479 25.6% 1.4%
2014 $ 21,184 21198 $ (14)% 70,147 30.2% 9.6%
2013 $ 18,893 § 17,729 & 1164 § 73,230 24.2% 12.8%
OPEB plan
2022 $ 1,133 § 1133 % — & 100,061 1.1% -18.1%
2021 % 1,185 % 1,185 % — § 100,721 1.2% 21.4%
2020 3 3,682 § 3,682 % — § 98.058 3.8% 10.9%
2019 & 7,022 § 7,022 % — % 91035 7.7% 4.0%
2018 $ 9,068 % 9,068 $ — % 86,892 10.4% 9.0%
2017 $ 13,384 § 13,384 § — & 78,447 17.1% 13.2%
2016 & 12,628 $ 12,628 % — % 71856 17.6% 11.0%
2015 $ 14,117 § 14,117 % — $ 72,990 19.3% -1.4%
2014 $ 13,558 § 13,558 % — % 7299 18.6% 10.2%
2013 3 14,358 14,325 % (33)$ 70,692 20.3% 13.0%

Notes to schedule

The actuarially determined contribution rates were calculated as of October 1 of the y ir preceding the contribution
year, using the following ass.  2tions:

Actuarial cost method: Entry Age Normal
Amortization method and remaining amortization period: Level dollar, closed and 15 years

Asset valuation method: 20.0 percent of the difference between expected actuarial value (based on assumed
return) and market value is recognized each year with 10.0 percent corridor around market value.

Inflation: 2.25 percent intermediate, 2.50 percent long term

Salary increases: 4.5 percent to 10.0 percent depending on age and benefit offering group, including inflation
Investment rate of return: 7.25 percent

Retirement age: Experience-based table of rates

Mortality: PUB-2010 Headcount Weighted General Below Median Employee Mortality Table (for pre-retirement
mortality) and PUB-2010 Headcount Weighted General Below Median Healthy Retiree Mortality Table (for post-
retirement mortality), with separate rates for males and females and ages set back one year for males, with
mortality improvements projected to all future years after 2010 using Scale MP-2018.

COLA: 1.5 percent per year, based on actual COLA granted for the year, and 1.0 percent per year, compounded
annually for each year thereafter, for the traditional defined benefit offering only.

Healthcare cost trend rate: Based on the Getzen Model, with trend starting at 6.25 percent and gradually
decreasing to an ultimate trend rate of 3.99 percent.
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Report of Independent Auditors on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To Management and the Commissioners of Orlando Utilities
Commission

We have audited, in accordance with auditing standards generally accepted in the United States
and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-
type activities and fiduciary activities of Orlando Utilities Commission (QUC) as of and for the
years ended September 30, 2022 and 2021, and the related notes to the financial statements, which
collectively comprise OUC’s basic financial statements, and have issued our report thereon dated
January 17, 2023,

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we ¢ sidered OUC’s internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of QUC’s internal
control. Accordingly, we do not express an opinion on the effectiveness of OUC’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned tunctions, to prevent,
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not 1dentity any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses or significant deficiencies may exist that have not been identified.






