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DIVISION OF AUDITING AND SAFETY 
AUDIT REPORT 

January 4,2002 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES 

We have applied the procedures described later in this report to audit the schedules of Rate 
Base, Net Operating Income and Capital Structure as of December 31, 2000 for Florida Power 
Corporation, a subsidiary of Progress Energy, Inc. These schedules were prepared by the Utility in 
support of Docket No. 000824-EI. No confidential information is associated with this audit. 

This is an internal accounting report prepared after performing a limited scope audit. 
Accordingly, this report should not be relied upon for any purpose except to assist the Commission 
staff in the performance of their duties. Substantial additional work would have to be performed to 
satisfy generally accepted auditing standards and produce audited financial statements for public 
use. 
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SUMMARY OF SIGNIFICANT FINDINGS: 

For the historical year 2000, the thirteen month average of Rate Base on MFR B-3, page 3, should 
be increased by $1 10,636 in Plant in Service and increased by $20,302 in working capital, for a total 
rate base increase of $130,938. Operations and Maintenance Expense should be decreased by 
$225,000 for 2000. 

SUMMARY OF SIGNIFICANT PROCEDURES: 

Our audit was performed by examining, on a test basis, certain transactions and account 
balances which we believe are sufficient to base our opinion. Our examination did not entail a 
complete review of all financial transactions of the company. Our more important audit procedures 
are summarized below. The following definitions apply when used in this report: 

Compiled - The exhibit amounts were reconciled with the general ledger, and accounts were 
scanned for error or inconsistency. 

Verify - The item was tested for accuracy, and substantiating documentation was examined. 

RATE BASE: Compiled Rate Base. Tested the balance of Plant in Service from the 
previous rate case to the end of year 2000 by reviewing a sample of new plant additions. 
Analyzed Accumulated Depreciation by verifying that FPSC-approved rates and 
depreciation bases were in use. Verified that the calculation of working capital was based 
on the proper accounts by tracing accounts and balances to the general ledger. Compared 
historic and projected year Working Capital components for consistency by account and 
amount. 

NET OPERATING INCOME: Compiled year 2000 Revenue and Expense amounts. 
Analyzed the calculation of Unbilled Revenue. Tested expense accounts selected by the use 
of frequency distributions, dollar ranges and total dollar amount. Verified the applicability 
of selected expense transactions for rate making purposes. Analyzed the Utility calculations 
of Federal and State income tax. Tested taxes other than income by tracing amounts to tax 
retums and supporting documentation. 

CAPITAL STRUCTURE: Compiled year 2000 Capital Structure and agreed to the filing. 
Traced all components of Capital Structure to the general ledger. Verified interest rates by 
referencing the rates to debt instruments and FPSC orders. 
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Audit Disclosure No. 1 

Subject: Capital Lease (Computation of thirteen-month average balance) 

Statement Of Fact: FPC prepared an adjustment in MFR B-4, page 4, to remove an amount from 
its Rate Base for the purpose of treating a capital lease as an operating lease. In its computation, 
FPC included the thirteen month average balance based on the general ledger account balance for 
account 101.16 (Capital Leases-Corporate). Staff analysis of this account revealed that an entry of 
$1,438,265 was posted to this account in November 2000. FPC reversed the entry in December 
2000 because the lease was determined to be an operating lease. 

Recommendation: The lease is properly classified as an operating lease, not a capital lease. FPC 
was correct in removing this item from its general ledger balance. However, the presence of the 
$1,438,265 in this account for one month caused a distortion of the thirteen-month average balance 
as of December 3 1,2000. 

Audit staff is proposing that the FPC adjustment to rate base should be changed from 
($277,244) to ($166,909). This change will serve to increase plant in service by $1 10,636. 

. 
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Audit Disclosure No. 2 

Subject: Working Capital 

Statement Of Fact: The Utility calculated its working capital on the Balance Sheet method. The 
thirteen-month average of Working Capital as of December 31, 2000, on a system basis was 
($22,852,000) as stated in MFR B-14. 

FPC removed employee accounts receivable from its calculation of Working Capital. FPC 
used estimates to determine these year-end account balances for rate case preparation. 

Based on actual amounts in its general ledger accounts, the difference between the actual and 
the estimate is, in total, $263,933. The effect on the thirteen-month average in year 2000 was to 
increase Working Capital by $20,302. Since the actual amounts are smaller, the reduction in 
working capital for these accounts should be made smaller by $20,302. The effect is to make the 
negative net working capital thirteen-month average smaller, but still negative. 

Recommendation: The thirteen-month average balance of working capital for year 2000 should be 
increased by $20,302. 

. 
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Audit Disclosure No. 3 

Subject: Operation and Maintenance Expense (O&M) 

Statement Of Fact: During 2000, FPC classified $548,459,241, net of- adjustments, to O&M 
expense. The FPSC staff auditor analyzed these transactions on a sample basis and identified the 
following recommended adjustments. 

In year 2000, FPC paid $175,000 to be a sponsor of the Verizon Classic golf tournament 
(formerly GTE Classic) for the year 2001. FPC’s basis for this expense is that the Verizon Classic 
provides access for conducting business with the executives of electric utility industrial and 
commercial customers. 

As part of year 2000 O&M expense, FPC paid $50,000 of a $200,000 total pledge for the 
EDC Vision 20/20 Pledge to the Economic Development Commission of Mid-Florida, Inc. FPC 
stated that its Economic Development Department is responsible for attracting new customers. 
Customers who would use FPCs product year round would help spread fixed costs over a larger 
base. 

Recommendation: In regard to the Verizon Classic expense, our opinion is that other methods of 
negotiation between customers and FPC exist. Business letters, in-office conferences, conference 
telephone calls and intemet communications would be less expensive than the Verizon Classic 

According to FPC, the EDC Vision 20/20 payment is an economic development cost. Rule 
25-6.0426, FAC, does provide for recovery of Economic Development expenses. However, the 
invoice which was supplied by FPC read “Thank You for your commitment to the EDC! 
Together we are building the Metro Orlando Business Community”. The FPC service area does 
not include energy supply responsibility within the city limits of Orlando. On its face, this invoice 
does not describe any benefits to FPC customers as rate payers. 

The expenditures for the Verizon Classic and EDC Vision 20/20 should be disallowed for 
the previously-stated reasons. 

. 
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Audit Disclosure No. 4 

Subject: Regional Transmission Organization (RTO) 

Statement of Fact: From the inception of RTO formation talks in year 2000 through October 3 1 , 
2001, FPC has incurred $2,373,391 in RTO expenses. All costs have been recorded in account 
186.40, a miscellaneous deferred debit, in compliance with the ruling of the Federal Energy 
Regulatory Commission. The dollars were classified as follows. 

2001 

Legal Fees $1,784,6 14 1,784,614 

Payroll 262,243 235,464 26,779 

Travel and Meetings 165,769 165,744 25 

Consultant 86,904 86,904 

Negotiator 64,455 64,455 

Legal fees were paid to LeBoeuf, Lamb, Green and MacRae, L.L.P., a law firm. LeBoeuf, 
et al, researched such matters as transmission expansion by independent system operators, reviewed 
independent system operator filings, and revised Florida independent system administrator 
principles to be consistent with Federal Energy Regulatory Commission rulings. 

The payroll dollars were associated with various FPC employees and include associated 
benefit loading. 

Travel and meeting expense was associated with the travel and lodging of visitors and the 
rental of meeting rooms. 

The consultant fees were paid to Mr. William C. Slusser, a retired FPC executive. 

The $64,454 was paid to FSU to procure the services of Robert Jones of the FSU Conflict 
Resolution Consortium. According to the invoice, Mr. Jones acted as a professional facilitator 
during the collaborative process of the Florida RTO formation. 

The “Other” category was for temporary office and technical employees. 

Recommendation: None. Provided for information only. 
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SCHEDULE 8-3 Adjusted Rate Base Page 3 of 4 

CLCRIDA PUBLIC SERVICE CCMMISSION Explanation' Provide a schedule ot 13 month average rate base as Type of data shown 

C ~ t i p n j .  FLORIDA POWER CCRPSRATIOY 

Gocket ilo MX1824-EI 

adlusted for the test year, and the prior year if the test year is 

projected. Provide .'.?toil cf AI! adicstmenrs on schedule 8-4. Prolected Tesl Year Er~ded 12/31/02 

YX Prior Year Ended 12r31m 

Witness- Myers I Slusser 

Adjusted 5 moi;ih Average Rate Base 

Commission Ul!Iily 
Line Total Company Non-Electric rolai kdjuslrnepts Adjusted per 

Commission No Description Per Books Utlllly E!ec!nc Schedule 8-4 

1 

2 
3 
4 

5 
6 

4 7  
8 

9 
10 
11 

12 

13 
14 
15 

16 
17 

18 
19 

20 
21 

22 
23 
24 
25 

Elec Plant in Service 
Acc Provision for Depreciaiion and Amortization 

Net Plant in Service. 

Construction Work in Progress 

Elec Plant Held for Future Use 

Nuclear Fuel (Net) 

Ne1 Utility Plant 

Working Capital Allowance 
Unamortized Gain on Sale of Property 

Regulatory Practices Reconciliation 

Rate Base Total 

6,a40.676 
2,474,055 

3,366,620 

163,248 
8,233 

51,475 

3,589.576 

. (2,210) 

3.587.366 

Net Operating Income 338.796 

Rate of Relurn 9.44% 

6 , a m . m  5.aa 
3,474,056 

3,366,620 5,4998 
163.248 (60,904) 

8.233 
51,475 

3,589,576 (55.406) 
(2,210) (9.047) 

3,587,366 ( W W  

338.796 

9 44% 

6.846.174 

3,474.056 

3,372,118 

102,344 

8.233 
51.475 

3,534,170 

(1 1,257) 

3.522.913 

Supporting Schedules: Recap Schedules: 



SCHEDULE 8-3 Adjusted Rate Base Page 4 of 4 

FLCRIDA PUSLIC SERVICE COMMISSION Explanation: Provide a schedule oi 13 month average rate base as 

adjusted for the iest year, and the prior year if the lest year is 

projected. Provide rletatl of 3!! adiw:ments on schedule E-4 

Type of data shown: 

Ccnijmy: FLGRIDA POWER CC!?PCPA?!O.'I 

Docker No. W 8 2 4 E I  !Nitness: Myers I Slusser 

Projecfed Test Year Ended 12/31/02 
12/31/00 :(x Prior Year E n d d  

Adjustea 13 month Average Raie Base 
IThnusandsl 

(A) iB) iC) (0) 
Company Tofal Utitily durisdictional Juris Uhty 

Line Adjustmenl? with Comission Separation kdiusled per 
NO Description Schedule a-4 & Company Adjs Factor Company ii Comm 

1 

2 

4 

5 
6 

co 7 
8 
9 

10 
11 

12 

13 
14 
15 
16 
17 

18 
19 

20 
21 

22 

23 
24 
25 

Elec Plant in Service 
Acc Provision for Depreciation and Amortization 

Net Plant in Service 

Construction Work in Progress 
Pland Purchased or Sold & Held for Future Use 
Nuclear Fuel (Ne0 

Net Utility Plant 

Working Capital Allowance 

Unamortized Gain on Sale of Property 
Regulatory Practices Reconciliation 

il5.5j8) 
(273,554) 

262.C36 

262,036 

3,980 

6,830,656 
3.1%,502 

3.634.154 

102,344 
8,233 

51,475 

3,796,206 

(7.277) 

Various 
Various 

Various 
0.7697 

Various 

Various 

3,398,116 

93,064 
6,337 

48,867 

3,546,384 

(12,279) 

Rate Base Total 266.016 3.788.929 3.534.105 

Ne1 Operating Income 374.702 

Rate of Return 9.89% 

328,447 

9.29% 

Supporting Schedules: 
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SCHEDULE C-3a Company Ne1 Operahng Income Adpslmenls Page 4 01 5 

FLORIDA PUBLIC SERVICE COMUISSION Explinabon List a! proposed company aquslmenls lo net epperabng Type oldalash3wn 

Income for the lest year, and the pnor year d fhe feesl 
Company FLORIDA POWER CORPOR4113N year I; crcqeclad - Pwecled Test Yes Ended lahxlac 

AX %: Yi.i h ? r d  12/31/2001! 
Oocnel No J0324-EI Mness MyerdSusssr 

Line 

NO (Dasoipbbn! 

Told Remove Remwe Ganlloss Franchlse R Aeglaalo!y lnleresl Inslf Remove 2000 
Company Recoveratle Recoveratla on sde gross recepl Pracbces on Tax Promobond Economu: Sub-lold 
Per Bwks Fuel ECCR of @ant b e s  Defvlency .4d"snjn$ Dwelopmenl Page 1 

1 OperabngRwenues 

2 %esofBechEnergy 
3 Sdes to Ubmate C u s k "  5 2.502.163 f (1.226.261) S ;65,223) 5 (!18.813) s 1.W1.866 

4 SdesfuResale 
5 

5 i)ther i?paabng Revenues' 
7 Deferred Fuel Revenue 

8 UnbEed Revenues 
9 Other Operahng Revenues 

:0 Tokt Cpera6ng Revenues 

275.583 275.583 
2.777.746 (1.226.261) 165.223) (118,813) 1,367.449 

(9.234) 
30,095 

(9.234) 
30.095 

92.578 92.578 
2,891,185 (1,226,261) (65.223) (1 18.813) 1.480.888 

I1 
\D 12 OperabgExpnses 

13 
14 
15 
16 
17 
18 
19 

Operabn end Maintenance Expense: 
Fuel and Purchased Power - 
ReuxrereHe Fud Used la Bee. Gen. 1.202.768 (1.282.768) 
Delerred Fuel Gpense (102.556) 102,556 
Recbic Energy Purchasedfw Resde 16.401 16.401 
Fuel Handing Eigense 5,321 5.321 

1,201,934 (1.180.212) 21,722 

0 

20 Olher Operebn and Manlenance Exp - 
21 Energy Conswvabn Cost Recovery Exp 65.041 (65.041) -. 
22 O m s  
23 Told Operabn and Maintenance 

24 
25 
26 
27 
28 
29 
31 
32 
33 

522.104 6.998 (2.325) (40) 526,737 
1,789.079 [1.180.212) (65,041) 6.998 12.325) (40) 548.459 

Depreaabon and Amorbzabon 402,625 (24,624) (275) 
Tams Ouler Than Income 213.280 (750) (11) (1 18,588) 

Cumnl Income Taxes - FederdlSlale 206.954 46,337 145 845 (87) 
Promon fa Deferred Income Taxes - Ne1 (51,693) (46.726) (105) 
Chzge Equdenl lo Investment Tax Crec6t 

(Gan)toss on Dlsposd of UUW R@@Y 
(Gan)toss on Reaqured Bonds 

(7.857) 
(2.189) 

Regtdatory PracCce; ReconcliaCon 

34 TOM Opmbng Expenses 

35 
36 Ne! OperaCng Income 

377.726 
93.931 

897 15 255,106 
(98.524) 

(7.857) 
(2.189) 

2.552 388 I1 205 9751 165.2871 11.3441 1118.6751 6.990 11.4281 1251 1.166.652 

3 338.797 I (20.286) S 64 S 1.344 f (138) S - f (6.998) S 1.428 S 25 S 314.236 

.lI 

Supporkng Schedules: Recap Schedules 



SCHEDULE C-3a Campany Net Cpereong Income Aqustmenls 

List al proposed company adluslmenk to net oparabng 

income :or the tesl year. and Ihe prior year d the test 

Page 5 of 5 

FLORIDA PUBLIC SERVICE COMMISSION Eqhiiabon. Type 01 data shuivn: 

Company. FLORIDA POWER CORPORATION yes is prqeckd. __ Projected Test Year Endcd ndwnoc 
XX ?vi Y e s  Ended !“33131(20W 

Dsker No 03824 El :v1lnlness- Mf.Jrs9uns 

(Thousands) iA) IQ iC) (01 (0 (F) (GI iH1 (1) (J) 

Line Merger Remove Remove MISC 2wo 
No. (Desapbn) Sub-totd Related lnleresl Del Tax AsscrKhg kteresl seking - searing - wu F q  Aquned 

Psge 1 costs Sk,!lCh PFUDC Deb1 Dues i3pense Revenue Decrembon Lease 
1 Operating Revenues: 

2 Sdes cl Bechic Energy 
3 Sdes to Usmate Customers s 1,091,866 s (3.2G9) 5 1.088.657 
4 SdesforResae 275.583 275.583 
5 1.367.449 (3.205) 1,364,240 
6 Olher CpraCag Revenues: 
7 Delenea Fuel Revenue 

8 UnbWRmnuer  

9 O h  Op-g Revenues 
10 TcU Operaling Revenues 

92.578 92,578 
1,480,888 (3.209) 1.477.679 

11  - 12 GperahngExpenses: 
0 13 

14 
15 
16 
17 
18 
19 

O p e ”  and Maintenance Expense; 

Furl and Purchased Porw 
Recoverable Fuel Used for Oec. Gen. 

Delened Fuel Expense 

9rxDic Energy Purchased for Resde 16,401 16.401 
Fuel Handing Expense 5,321 5.321 

21,722 21.722 

a 

20 Ovler OperaQn and Mainlenance Eq ~ 

21 Energy ConsmQn Cost Recovery Eq 

22 Olher 526.737 (90,923) (3) 1.883 2 437,696 
23 Told OperaSon and Minlenance 548.459 (90.923) (3) 1.883 2 459.418 
24 
25 
26 
27 
28 
29 
31 
32 
33 

Depreaabon and Amdabon  377726 
Taxes Olher Than Income 93.931 
Current Income Taxes - Federd/Slete 255.106 26.378 
Provaon for Deferred Income Taxes - Net (98.524) 
Chwga Equdenl lo Investment Tax Credl 

(Gan)/Loss on Disposal of UUiIy Prop* 

(GqJkoss on Reaqured Bonds 

(7,857) 
(2,189) 

1,941 1 

Regulalory Pracbces Reconcllabon 

34 Told Operebng Expenses 1,166.652 (64.545) 1.941 (585) (2) i ,883 (1.238) (1.129) (1) 1,102977 
35 
36 Net Operabng Income S 314.236. S 64.545 S (1,941) S 585 s 2 S (1.883) S (1,571) f 1.129 S 1 s 374.702 
17 -. 

Supporting Scheddes. Recap Schedules: 



SCHEDULE 0-1 Cost of Capitai - 13-Month Average Page 9 of 17 

FLORIDA FUBLIC SERVICE CCMMISSION Explanation: Provide Ihe Company’s 13-month average cost of capital for: 

1) the test year. 

2) the prior year J !h> :est year is projec!ed. 3rd 
2 )  the test year oi {ha !asi rale case. 

Type of data shown: 

XYJUd~ - Prqecled Test Year Emled 

U Prior Year Ended 12/?1RM30 
Cmcmy.  FLORIDA POWER XRFGWiAT:i’fd 

OocKet No 0008268 Wiiness: Myers 

(4 (6) (C! - (Dl E! (F) (G! (HI (1) (4 

No Fer Books Utility (1) Per Rooks Adis. (2) System Adjustments Adj’d Reiatl Ratio Rate cost 

Line (Thousands) System Non- Flel Elect S p  Proforma Adjusted Pro Rala FPSC cost Weghled 

1 
2 Prior Year Ender-12/31/00 

7 Common Equity $1,951,095 ($24.&6) $1,926,639 $109.583 92,036,228 (5194,927) $1,841,302 52.10% 12.00% 6.25% 
4 Preferred Stock 33,497 33.497 33.497 (3.207) 30.290 0.86% 451% 0.04% 

5 Long-Term Debt 

7 Vartsbie Rate Debt 200,000 M0,OOO (109,041) 90,959 (8,709) 82.250 2.33% 6.41% 0.15% 
6 Fixed Rate Debt 1,287,937 1,287,937 (293.696) 994,241 (95,191) 899,050 25.44% 7.28% 1.85% 

8 Short Term Debt 
9 Revenue Decoupling 

F 
w 

10 Customer Deposits 

11 Active 

12 Inactive 

13 Investment Tax Credit 

14 Post ‘70 - Equity 

15 Post ‘70 - Debt 

16 Deferred Income Taxes 

17 FAS 109 Liabiltiy - Net 

18 Deferred Earnings 

19 Total Capital Structure 

129.767 

286 

103,737 

447 

65.554 

431,416 

(24,040) 

129,767 (9.643) 120.124 (1 1,501) 108.622 3.07% 6.5% o.m% 
286 286 (27) 259 0.01% 5.55% 0.00% 

103,737 103,737 103,737 2.94% 6.21% 0.18% 
447 447 447 0.01% 0.00% 0.00% 

65,554 65,554 (6,276) 

38.892 1.10% 11.88% 0.13% 

20.386 0.58% 7.21% 0.04% 

431,416 9,933 441,349 (42,256) 399,093 11 -29% 0.00% 0.00% 
(24,040) (5.190) (29,230) 2,799 (26,431) -0.75% 0.00% 0.00% 

36,208 36.208 36.208 36,208 1 02% 6 35% 0.06% 

8.90% $4,215,905 ($24,456) $4,191.449 ($298,048) $3,893,401 ($359,296) $3,534,105 100.00% 

20 

21 

22 
23 

24 

25 
26 (1). (2) See notes on atlached pages. 

27 
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