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DIVISION OF AUDITING AND SAFETY 
AUDITOR’S RIEPORT 

JULY 11,2002 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES 

We have applied the procedures described later in this report to audit the Energy 
Conservation Cost Recovery (ECCR) schedules for the historical twelve month period ending 
December 31, 2001 for Peoples Gas System (PGS) and PGS - West Florida Kegion. These 
schedules were prepared by the utility in support of Docket 020004-GU. There is no confidential 
information associated with this audit and there are no minority opinions. 

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 

Advertising expenses totaling $98,918 for PGS and $5,423 for PGS-WFR did not meet the- 
requirements of Rule 25-1 7.01.5 (9, Florida Administrative Code (F.A.C.). 

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 the report: 

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

RF,VENUE: Compiled Energy Conservation Cost Recovery (ECCR) revenue and agreed to the 
filing. Recomputed ECCR revenues using approved FPSC rate factors and company provided 
Therm sales. 

EXPENSES: Compiled ECCR expenses by program and cost category and agreed to the filing. 
Performed judgmental testing of advertising charges and supporting documentation to veri@ that 
they were properly recoverable through the ECCR. Analyzed programs over budget and the 
Common Costs program. 

TRUE-UP: Recomputed ECCR true-up and interest calculation using FPSC approved amounts and 
interest rates. 

-2- 



DISCLOSURES 

Disclosure No. 1 

Subject: Common Costs 

Statement of Fact: In Order No. PSC-98-1203-FOF-EG the Commission addresses the cost 
effectiveness of energy conservation programs. The individual programs must meet the Rate Impact 
Measure Test (RIM) to determine the cost effectiveness of an energy conservation program and the 
assurance that the program will provide benefits to the general body of ratepayers. 

Peoples Gas System (PGS) records all costs of the energy conservation programs, with the exception 
of Incentive Allowances, as Common Costs. 

By recording all program expenditures as Common Costs, the utility does not identify the cost 
effectiveness of the individual ECCR programs so a RIM test cannot be applied. 

Recommendation: 

The Company should record all expenditures to the appropriate energy conservation programs in 
order to determine the cost effectiveness of the programs and the assurance that the program will 
provide benefits to the general body of ratepayers. 
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Disclosure No. 2 

Subject: Advertising Expenses - Determination of ECCR Expenses 

Statement of Fact: Peoples Gas (PGS) entered into corporate sponsorship agreements with various 
sport entities; the Ice Palace, Orlando Magic, University of Florida and Florida State University. The 
sponsorship packages include radio and/or TV commercial time, signage in stadiums and arenas, 
print and web site advertisement. Also included are non ECCR related items such as; golf 
tournament sponsorships, seats to home games, receptions, giveaways, player appearances and 
community affairs. The sponsorships are usually packaged at a discount from individually priced 
services. 

In discussions with PGSs’ Marketing Communications Manager and ECCR Administrator it was 
learned that if PGS received at least retail value for its advertising dollars it would recover the total 
cost through the ECCR clause. @e. a corporate sponsorship included $150,000 of media advertising 
and $50,000 of non ECCR items, total $200,000, at a cost of $100,000, then the total cost of 
$100,000 would be recovered through the ECCR clause). 

Opinion: It is the auditors opinion that only a proportionate mount of the cost applicable to the 
ECCR items should be recovered through the clause. As in the above example only $75,000 would 
be recovered through the ECCR filing, ($150,00O/$200,000=75% X $1 OO,000=$75,000). 

The Florida State University radio contract showed specific amounts for broadcast costs and the non 
ECCR corporate sponsorship. Payments to the Ice Palace and Orlando Magic were allocated 
between ECCR and non ECCR items. An allocation was not able to be made for the University of 
Florida sponsorship because a list of the non ECCR values was not available. 

Recommendation: Idormation provided to s t a  for determination of ECCR allocations. No 
adjustment was made to the audit except for the non ECCR FSU amounts. See Disclosure No. 3 for 
all our adjustments related to advertising expense. 
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Disclosure No. 3 

Subject: Advertising Expenses - PGS including West FIorida (WFR) 

Statement of Fact: According to the Florida Administrative Code, Chapter 25-17.01 5, 
in order for advertising to be included as a conservation expense, it must meet certain standards. The 
stated standards are: 

I)  
2) 
3) 

1) identifies a specific problem 
2) 
3) 

shall be directly related to an approved conservation program 
shall not mention a competing energy source 
shall not be image enhancing. 

The d e s  hrther states that the Commission shalt consider if the advertisement: 

states how to correct the problem 
provides direction concerning how to obtain help to alleviate the problem. 

In its ECCR filings for the twelve months ended 12/3 1/01, PGS recorded advertising expenses of 
$806,002 and WFR recorded $1 16,593. 

Recommendation: 

During an analysis of advertising expense, audit staff determined that Peoples Gas has included 
advertising costs in its ECCR filing that did not conform to the rules set forth in the Florida 
Administrative Code. 

Co-op advertisements with housing developers did not contain verbiage approved by the PSC, the 
company charged items for Florida State University corporate sponsorship which were not ECCR 
related, and several advertisements did not fully meet the requirements, as noted above, and were 
allocated by the auditor between ECCR and non ECCR amounts. 

The following is a summary of amounts that should be removed. 

- PGS - WFR 
Co-op ads with developers, no direct relationship 
to an ECCR program $78,482 $1,008 
FSU Sponsorship - Non ECCR 12,070 2,130 
Allocated by FPSC Auditor - Only partly ECCR 8.366 2,285 

$98.9 18 $5.423 
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