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Purpose 

To: Florida Public Service Commission 

We have performed the procedures described later in this report to meet the agreed-upon 
objectives set forth by the Division of Economic Regulation in its audit service request dated 
May 9, 201 1. We have applied these procedures to the attached schedules prepared by Florida 
Public Utilities Company in support of its 2010 Earnings Review filing in Docket No. 110133- 
GU. 

This audit was performed following General Standards and Fieldwork Standards found in 
the AICPA Statements on Standards for Attestation Engagements. Our report is based on 
agreed-upon procedures. The report is intended only for internal Commission use. 



Obiectives and Procedures 

General 

Definitions 

The term “Utility” used within this report refers to the Natural Gas Division of Florida Public 
Utilities Company. The term “FPUC” refers to Florida Public Utilities Company. The term 
“CUC” refers to Chesapeake Utilities Corporation, the holding company for Florida Public 
Utilities Company. 

Utility Books and Records 

Objectives: Our objective was to  verify that the Utility’s “Per Books” amounts agree to the 
general ledger and that the Utility maintains its accounts and records in conformity with the 
Uniform System of Accounts as adopted by the Commission. 

Procedures: We reconciled the filing to the general ledger. We sampled costs incurred to ensure 
the costs were proper and recorded in the appropriate account. 

Rate Base 

Objective: Our objective was to determine that the calculation of the Utility’s “FPSC Adjusted” 
Average Rate Base was properly calculated and supported. 

Procedures: We obtained supporting documentation for the adjustments to rate base and 
compared the methodology used in the filing to the prior rate order’ for consistency. Findings 1 
and 2 address our recommended adjustments to rate base. 

Utility Plant in Service 

Objectives: Our objective was to ensure the Utility Plant in Service amount was properly 
computed and verify that the adjustments to plant in the Utility’s last rate proceeding were 
recorded in its’ general ledger. 

Procedures: We determined the 13-month average plant as of December 31, 2010 using the 
general ledger and adjustments based on the assumptions used in the last rate case. We sampled 
additions booked in the test year and ensured retirements were booked when capital items were 
removed or replaced. Using the 13-month average plant, we recalculated the adjustment for non- 
utility plant and ensured the allocation basis was consistent with the prior rate case. We 
determined the Utility’s 13-month average plant as of December 31, 2010 using the general 
ledger and recalculated the general plant allocation. We traced the allocation basis to support 
and ensured it was consistent with the last rate case. 

See Order  Nu. PSC-08-0375-PAA-GU, issued May 27. 2009. Docket  No.080366-GU, I n  Re: Petition for rate increase bv 1 

Florida Public lltilities Cornoanv. 
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Land & Land Rights 

Objectives: Our objective was to  determine that Utility’s land is recorded at original cost and is 
owned or secured under a long-term lease, and to verify that the adjustments to land in the 
Utility’s last rate proceeding were recorded in its general ledger. 

Procedures: We determined the 13-month average land as of December 3 1, 2010. We reviewed 
Utility documents for the addition or sale of land. 

Accumulated Depreciation and Amortization 

Objectives: Our objective was to determine that accruals to accumulated depreciation and 
amortization are properly recorded and are calculated using the Commission’s authorized rates. 

Procedures: We determined the 13-month average of accumulated depreciation and 
amortization as of December 31, 2010 using the general ledger. We examined the Utility’s 
accumulated depreciation account true-up, sampled additions, and determined the Utility’s 
proper 13-month average of accumulated depreciation. We ensured that retirements to 
accumulated depreciation were made when a capital item was removed or replaced. Using the 
13-month average for accumulated depreciation, we recalculated the adjustment for non-utility 
accumulated depreciation and ensured the allocation basis was consistent with the prior rate case. 
We determined the Utility’s 13-month average accumulated depreciation as of December 3 1, 
2010 using the general ledger and recalculated the common plant accumulated depreciation. We 
traced the allocation basis to support and ensured it was consistent with the last rate case. 

Working CaDital 

Objectives: Our objective was to  determine that the Utility’s working capital balance is properly 
calculated and maintained consistent with the prior rate case. 

Procedures: We verified the Utility’s calculation of the 13-month average working capital as of 
December 31, 2010, using the balance sheet approach. The components were traced to the 
general ledger. We reviewed and recalculated the adjustments to working capital. 

Income Statement 

Objectives: Our objective was to determine that the calculation of the “FPSC Adjusted” Income 
Statement was properly calculated and supported. 

Procedures: We obtained supporting documentation for the adjustments to revenue and expense 
and compared the methodology used in the filing to the prior rate case for consistency. Findings 
3,4,  5, 6 ,  and 9 address our recommended adjustments to the income statement. 

Operating Revenue 

Objectives: Our objective was to determine that utility revenues are properly recorded in 
compliance with Commission rules and are based on the Utility’s Commission approved tariff 
rates. 



Procedures: We determined the Utility’s revenues for the 12-month period ended December 31, 
2010 using the Utility’s general ledger. We verified that the Utility is using its Commission 
authorized tariff rates by recalculating a sample of residential and general service customers’ 
bills in the test year period. 

Operation and Maintenance Expense 

Objectives: Our objective was to determine that operation and maintenance expenses are 
properly recorded in compliance with Commission rules and are representative of ongoing utility 
operations. 

Procedures: We determined operation and maintenance expenses for the 12-month period ended 
December 3 1,2010 using the general ledger. Due to time constraints, we traced a limited sample 
of invoices to the original source documentation. The Utility could not provide the allocation 
bases before the audit due date. The Utility did not provide answers to the questions regarding 
the sample in the time provided. Invoices received were reviewed to ensure the cost were utility 
related and had the proper amount, period, and classification. 

Depreciation and Amortization 

Objectives: Our objective was to determine that depreciation and amortization expense are 
properly recorded in compliance with Commission rules and that they accurately represent the 
depreciation of assets and the amortization of deferred assets from ongoing utility operations. 

Procedures: We verified the calculation of depreciation amortization expense for the 12-month 
period ended December 3 1, 201 0. Using the annual depreciation expense, we recalculated the 
adjustment for non-utility depreciation and ensured the allocation basis was consistent with the 
prior rate case. We determined the annual depreciation expense for the Utility and recalculated 
the general plant depreciation allocation. We traced the allocation basis to the support. 

Taxes Other than Income 

Objective: Our objective was to determine that taxes other than income expenses are properly 
stated. 

Procedures: We determined the taxes other than income expenses for the 12-month period 
ended December 31, 2010 using the general ledger. We reviewed the 2010 regulatory 
assessment fee returns. No exceptions were noted. 

Income Taxes 

Objective: Our objective was to determine that the income taxes balance was properly stated 

Procedures: We determined the 12-month balance for income tax using the general ledger. We 
recalculated the interest synchronization adjustment using the same methodology as the last rate 
case. 
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Capital Structure 

Objective: Our objective was to determine that the calculation of the “FPSC Adjusted” Capital 
Structure was properly calculated. 

Procedures: We determined the 13-month average for the direct and allocated capital structure 
using the Utility’s and CUC books. We traced the cost rates to source documentation and 
recalculated the cost of capital schedule. Findings 7 and 8 address recommended adjustments to 
the cost of capital schedules. 
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Audit Findinm 

Finding 1: Rate Base 

Audit Analysis: Rule 25-7.1352 requires each investor-owned natural gas utility to file an 
earnings surveillance report by the 15th day of the second month following the reporting period. 
This report is expected to represent the Utility’s books and records on a basis consistent with the 
most recent rate case order. 

We examined the Utility’s computation of average rate base in the filed Earnings Surveillance 
Report for the test period, We were unable to reconcile the book average of each rate base 
component reported in the filing to the Utility’s books. The Utility explained that the differences 
were due to best estimates being used for the month of December at the time of filing 
preparations. However, months other than December were different than the general ledger. We 
determined that this was due to  improper exclusion or inclusion of accounts and calculation 
errors as described below. 

We compared the filing to the Utility’s last order and found some inconsistencies in calculating 
rate base. In the order, the prior acquisition adjustment was added to plant and the associated 
amortization was added to accumulated amortization. The Utility classified these accounts as 
working capital. In comparing the calculation of working capital, ‘we found additional accounts 
that the Utility should have included or excluded. The following schedule provides the working 
capital exceptions between the prior order and the filing. 

sts in working capital. The Utility did remove the 
llocated number. However, if allowed the should 

Utility maintains a schedule ofdirect cost. Direct 



Using the actual ledger nionthly balances and appropriate accounts, we have determined the 
book average for each rate base component on the schedules following this finding. For detail 
on the working capital account included, please see Exhibit 4 and 5. 

Effect on the Filing: Plant should he increased by $1,179,763 and accumulated depreciation and 
aniortization decreased by $1 97,798. Construction work in progress and working capital should 
be reduced by $71,223 and $1 1,571,728, respectively. 



Note 1: The Utility included an average balance of $34,503,288 in total plant for the acquisition adjustment related to the merger with CUC but 
trailsterred the amount to a proforma adjustment in the filing. The prioi- approved aiqabitior. adjustc..ent of $1,163,776, w!lirh !he IJtility included in 
working capital, was added to stafPs numbers. The remainder of the difference is due  to the use of incorrect December balances. 

Note 2: The difference is mainly due to staff removing leased plant of $(600,158) as was done in the prior rate case, including the amortization of prior 
approved acquisition adjustment from tbe last rate case of$(484,085), and the difference in December balances 

Note 3: The difference is mainly due to overstatemellt of the cash balance of$2,099,829, overstatement of regulatory assets of $1,6S6,180, aCCOUlltS 
payable under-statement of$2,376,688, and the Utility exclusion of deferred environmental cost of $5,606,507. See Exhibit 4 and 5 for the detailed 
differences by account. 

8 



Finding 2: Rate Base Adjustments 

Audit Analysis: The Utility included adjustments of $37,883,320 to reduce rate base in the 
Average 2010 Earnings Surveillance Report. We examined the support and computation of each 
adjustment. 

The adjustment to remove plant of ($1,876,631) and accumulated (depreciation of $595,630 for 
non-utility was incorrectly calculated, The Utility used the averagl: balances as of October 3 1, 
2010 to compute these adjustments. On the following pages we compute the non-utility 
adjustment using the actual 201 0 13-month average plant and accumulated depreciation. The 
appropriate non-utility adjustments for plant and accumulated depreciation are ($1,883,979) and 
$623,947. The differences are a reduction to the non-utility plant adjustment of $7,348 and an 
increase to the non-utility depreciation adjustment of $28,3 17. 

Working capital includes an adjustment for ($2,141,361) in the filing. This adjustment consists 
of several adjustments which include ($158,448) for non-utility accounts, ($1,771,140) for prior 
rate case adjustments, and an adjustment to working capital of ($21 1,773) for the Utility’s share 
of accrued interest on debt. These adjustments used incorrect numbers as explained in Finding 1. 
On the following page, we re-compute the adjustments using the appropriate book averages for 
the remainder of the adjustment entries. 

In the Utility’s adjustment to working capital, the Utility’s working capital liabilities were 
increased by ($21 1,733) to reflect a total interest payable amount of ($433,028). This amount is 
a 24.58% allocation of CUC’s total interest payable. The percentage is computed by dividing the 
Utility’s total allocated debt from CUC to CUC’s total debt. The 13-month average used to 
determine this allocation percentage was incorrectly calculated and we could not verify the 
interest payable amount to CUC’s books. 

We reviewed the prior orders and identified working capital ad.justments excluded from the 
filing. The most recent order included an adjustment to reduce the Plant Material and Supply 
account by 9% for non-utility. The filing does not include an adjustment to the Plant Material 
and Supply account. 

Working Capital Adjustments 

Number 
1540 

Dcscription Average 
Plant Material & Operalina Supplies $ 41,009 

Non-Utility Adjustment S (3,691) 
Nan-Utility Rate 9% 

Effect on the Filing: The adjustments to plant and accumulated depreciation for non-utility 
should be increased by $7,348 and $28,3 17, respectively. The adjustments decrease plant and 
accumulated depreciation by the same amounts. The adjustments to working capital should be 
decreased by $12,553 ($3,691 + $7,450 + $1,412). Further investigation is needed on the 
$21 1,773 reduction to working capital in the Utility’s adjustments for interest payable. 
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Finding 3: Income Statement 

Audit Analysis: Rule 25-7.1352 requires each investor-owned natural gas utility to file an 
earnings surveillance report by the 15th day of the second month following the reporting period. 
This report is expected to represent the Utility’s books and records on a basis consistent with the 
most recent rate case order. The book balance of income tax expense is discussed in Finding 6. 

We examined the calculation for each income statement component used to calculate net 
operating income for the 12-month period ended December 3 1, 20 10. Except for depreciation 
and amortization expense, we could not reconcile the income statement book balances per the 
filing to the Utility’s books. The Utility explained that the differences were due to best estimates 
used for the month of December at the time of filing preparation. In addition, revenues do not 
agree with the books due to a weather adjustment which is discussed Finding 4. 

We reviewed the ledger accounts used by the utility to compute each income statement 
component and identified the following revenue accounts that the Utility did not exclude from 
the filing. The Utility failed to remove both the revenues and expenses for gross receipts and 
franchise taxes from the filing. The gross receipt and franchise taxes were included in the filing 
in 0 & M Gas Expense instead of Taxes Other Than Income Tax ,md have been removed from 
schedule following this finding. These items are not used for e:miings review purposes and 
should have been removed from the filing. Revenues and taxes other than income should be 
reduced by $3,811,654 and $3,816,535. 

Effect on the Filing: Revenues, 0 & M Gas Expense, and O&M Other Expense should increase 
by $4,055,087, $3,203,758, and $172,686, respectively. Taxes Other Than Income should 
increase by $381,006 ($4,197,54 1 book difference less $3,816,535 Ito remove franchise and gross 
receipt taxes as done in prior rate case). 
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O&M Other Expensc 

Account I Description I Amaiint 
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Finding 4: Weather Reduction Estimate 

Audit Analysis: The Utility’s per books filing includes a reduction for a weather refund estimate 
of $4,562,577 in revenue and a decrease in 0 & M gas expense of $3,812,577. Also, an increase 
to taxes other than income taxes of $264,579 and a decrease in income taxes of $405,832 were 
made. These adjustments resulted in a net income decrease of $608,747. The estimate is based 
on customer usage over a five-year period. The Utility stated “The Company hooked the 
$750,000 reduction to revenues and corresponding contingent liability for regulatory risk related 
to the “come hack” filing and earnings review as is reflected in the financial statements of FPU.” 
The working capital and cost of capital side of this entry was not included in the filing. 

The weather refund estimate is recorded under CompanyiDivision XX. The Utility stated that 
the “The COBivision XX was created specifically for acquisition related entries. The Company 
desires to isolate these entries so that it can isolate and track all acquisition related activities and, 
if necessary, to simplify any reporting differences between Regulatory accounting and US 
GAAP accounting.” 

We have excluded the weather refund estimate from the all calculations presented in this report. 
The weather adjustments made were removed in Finding 3 and Finding 6 because the filing 
should reflect actual revenue and expenses at December 31, 20110. We did not review the 
calculation behind the estimate. Any weather adjustment to show future operations should have 
been included as a proforma adjustment. 

Effect on the Filing: The adjustments for this finding are included in the adjustments in Finding 
3 and Finding 6. 
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- 
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FN41 

- 
FN41 ' 
m43 
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- 
FN43 
Grand 
Total 
- 
- 
- 
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Nan-Utility Accumulated Depreciation 

13 Mo. Avg. Account No. Allocalion % 1 M&J % I PropaneRerr:rveI M&J Rcserve I Total Reserve 
180 3741 I $ 5,645 INa Alloc. I I O%( $0 I I U  I XU 

37501 $ (295,190)1N/P/M I 16%1 O%I ($47.:?30)( $0 I ($47,230) 
I I tn  I t n  
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Finding 5: Income Statement Adjustments 

Audit Analysis: The adjustments filed in the Earnings Surveillance: Report increased operating 
income by $38,340 for the 12-month period ended December 31, 2Ci10. We could not reconcile 
any of the adjustments to the books. Each adjustment calculation wa.s reviewed and recalculated. 
The adjustments to income taxes ai-e discussed in Finding 6. 

The last rate case included adjustments to the area expansion program (AEP) for the removal of 
revenues, amortization expense, and regulatory assessment fees. In tlhe filing, the Utility includes 
adjustments of $550,304 and $547,552 to remove AEP revenues a id  amortization expense from 
the income statement. The Utility failed to remove the entire book balance of AEP revenues of 
$995,094 and amortization expense of $990,117 and made an adjustment for regulatory 
assessment fees of $4,975. Revenues and amortization expenses should increase by $444,790 
and $442,565 to remove the residual amounts and agree to the books. Taxes other than income 
should be decreased by $4,975 to account for AEP taxes on the incoine statement. 

AEP Revenues and Expenses 

We examined the Utility’s calculation to remove $116,691 of non-utility depreciation expense. 
The Utility did not use the ledger balances as the basis for computing the non-utility adjustment. 
Instead, the Utility used a depreciation schedule that we could not reconcile to the books. The 
schedule following the finding computes depreciation using the booked depreciation expense for 
the year. The non-utility adjustments for depreciation expense should increase by $9,495 to 
remove the appropriate allocation of non-utility depreciation expense. 

We reviewed the adjustments related to the purchased gas adjustment (PGA) in the filing. PGA 
revenues and cost of gas expenses were both reduced by $22,805,173. The Utility did not 
provide support for the calculation of the PGA amounts included in the filing. We reconciled the 
ledger to the PGA audit and found PGA revenues and expenses understated by $3,228,603 and 
$3,103,192. 
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I’GA Adjuntrncnt 

PGA Revenue Accounts 

Per Books 
Per Filing 
Difference 

Conservation revenues and cost of gas expenses were reduced by $2,079,23 1 and $2,080,579, 
respectively in the filing. The Utility 
excluded revenue taxes of $9,100 and expense account FNOO-XXXXX-XXXX-910V totaling 
$4,146. The conservation adjustment to revenue and cost of gas should increase by $9,100 and 
$4,146, respectively. 

The Utility included a $0 adjustment for rate refund. There is $256,659 relating to rate refunds 
in operating revenues. Rate refund is a disallowed revenue source and should be removed from 
operating revenues. 

Effect on the Filing: The AEP adjustments to remove revenue, amortization expense and taxes 
other than income should increase by ($444,790), ($442,565), ($4.,975), respectively. The non- 
utility adjustment to depreciation expense should increase by ($9,495). PGA revenue and cost of 
gas adjustment should increase by $3,228,603 and $ 3,103,192, respectively. Conservation 
revenues and expenses adjustments should increase by ($9,100) and ($4,146), respectively. The 
adjustment for rate refund should increase by ($256,659). 

We reconciled the ledger to the coniservation audit. 
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Conservation Adjustments 

Conservation Revenue Accounts I 
Account I 

- 
03 
42 
'12 
,01 
867 
,06 
118 
144 
110 
100 
104 
187 
196 
148 
178 
168 
$90 
E60 
136 
178 
170 
27 

864 
160 
684 
172 
777 
100 
217 
264 
171 
314 

725 
579 
1 Ph 

- 

- 

- 
- 

- 

- - 
- 
- 
- - 
- 
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Finding 6: Income Tax Expense and Adjustment 

Audit Analysis: The Utility reported a book balance of $4,203,422 for Income taxes in the 
December 2010 Earnings Surveillance Report. The income tax expense, in the filing, does not 
agree with the books. The Utility attributes the difference to a weather refund provision resulting 
in a tax implication of $405,832 (See Finding 4) and the use of best estimates for the month of 
December at the time of filing. We reviewed the accounts used to calculate the income tax 
expense and identified a non-operating income tax account included in the calculation. We have 
excluded the non-operating account. The proper book balance for the income tax expense is 
$4,291,2 17. 

lncornc Tar Reconciliation to Book Balance 

I I 

Account 
No. Dcseriptioii Amount 

Difference Explanation: I 
9310 -95OdTotal N O ~ - O ~  ~ a x  1 %  

The Utility increased the tax expense by $76,948. However, none o f  the calculation bases for the 
income tax adjustments reconcile to the books. 

The Utility increased taxes by $32,476 to synchronize interest expense on debt with interest 
expense deducted for income tax calculations. The increase W;IS derived by subtracting the 
interest expense per books from the interest deduction calculated by the Utility. Based on the 
adjustments to rate base and the capital structure stated in this report, we calculated the imputed 
interest to be $1,556,683. This is $509,457 less than the Utility's interest expense balance of 
$2,066,140. The income tax synchronization adjustment should i:ncrease by $164,047 to reflect 
the appropriate interest synchronization adjustment. 
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Interest Syncliroiiizatian 

AEP’s revenues and expenses were understated in the filing. The AEP tax adjustment should 
increase by $1,690 because the expense adjustments off-set the revenue adjustment resulting in a 
$0 net income tax effect for these items. 

AEP Adjustment Income Tax Effecl 

I I Amt.Per I Amt.Per I 1 

The Utility did not report the entire revenue and expense amounts related to conservation in the 
filing. The tax adjustment related to 
conservation was overstated by $1,9 1 1. 

We computed the income tax adjustment below. 

Conservation Adjustmcnt Income Tar Effect 

38.575% 38.575% 

The Utility’s computation of PGA resulted in a $0 income tax effect. Below we compute the 
PGA adjustment to income tax expense. 

PGA Adjustment Income Tax Effect 

Amt. Per Stan Amt. Per Filin Difference 
PGA Revenues 26,033,739 $ 22,805,137 $ 3,228,603 
PGA Expenses 

38.575% 38.575% 
(4 ,3771 

Finding 5 explains that the non-utility adjustment was incorrectly calculated. The income tax 
provision for the Utility should increase by $3,663 for the $9,495 decrease in the depreciation 
deduction due to the non-utility adjustment. 
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Income T a x  on Non-Utility Deprccintion Adjiistment 

Description 
Revenues Refunded 
Tax Rate 
Errect on Income Taxe 

I 
Difference 
Tax Rate 
Income Tal- Adjustment ( S  

Amt. Per Staff Amt. Per 
$ 256,659 $ 

s (99,006) $ 
38.575% 

The Utility did not include a dollar amount to remove the rate refund from revenues, which 
resulted in a $0 income tax effect. Below we compute the rate refund adjustment to income tax 
expense. 

Rate Refund Effect on lncamc Tar 

Effect on the Filing: The book balance of income tax expense should increase by $87,795. The 
tax adjustment for Conservation should decrease by ($1,911) and the PGA income tax should 
decrease by ($48,373). The tax adjustment for AEP should increase by $1,061. The tax 
adjustment for non-utility depreciation should increase by $3,663. The tax effect of the interest 
synchronization adjustment should be reduced by ($164,047). The tax effect of the rate refund 
should be decreased by ($99,006). 
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Finding 7: Utility’s Capital Structure Components 

Audit Analysis: The Utility’s capital structure is composed of the Utility‘s 13-month average for 
customer deposits, deferred taxes, investment tax credits, and an a.llocation of debt and equity 
from CUC’s consolidated 13-month average. We examined the calculations of the Utility’s 
capital structure components. None of the 13-month averages, except for the investment tax 
credit reconciled to the Utility’s books. 

The Utility included customer deposits of $7,628,340 in its capital structure at a cost rate of 
6.21%. We reviewed the computation of the cost rate and could not reconcile to the Utility’s 
books. The 13-month book average and cost rate for customer deposits are $7,629,696 and 6%. 

Customer Dcposit 13-Month Average 

The Utility included investment tax credits of $82,545 in its capital structure at a 9.01 percent 
cost rate. We agreed the 13-month average to the Utility’s books. The Utility did not provide 
the calculation for the cost rate. 

The Utility included deferred taxes of $8,154,499 in its capital structure at zero cost. We could 
not reconcile the amount to the Utility’s books. Using the ledger, $8,376,321 is the appropriate 
13-month average for deferred taxes. The deferred taxes are undersitated by $221,822. 

af.r.rdTaxcr Il-Mo *r,*x* 

R 7 716 x33  

16 1,629,696 
$ 457,828 

Effect on the Filing: Using the book balances, the effect on the filing would be a 13-month 
average increase of $1,356 to customer deposits and $221,822 to deferred taxes. The cost rate of 
customer deposits should decreased by .21%. 
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Finding 8: CUC’s Capital Structure Components 

Audit Analysis: The Utility’s capital structure is composed of the ‘IJtility’s 13-month average for 
customer deposits, deferred taxes, investment tax credits, and an ,allocation of debt and equity 
from CUC’s consolidated 13-month average. We examined the calculations of CUC’s capital 
structure components and could not reconcile any of the components back to CUC’s books. 

The Utility reported a book average of $ $54,333,798 for common equity, $26,289,530 for long- 
term debt, and $9,518,444 for short term debt. The book average equals the rate base amount in 
the filing. These amounts were calculated using improper 13-month averages for the CUC 
capital structure components. 

The filing’s December 2010 balances ofthe CUC capital structure components do not agree with 
the books. The Utility attributes the differences to its books not bei.ng closed at the time of filing 
preparation. The 13-month filing average of long-term debt included Sharp Energy’s long term 
debt and the unamortized debt expense of FPUC. 

The short term debt included in the filing included a negative cash adjustment account in the 
month of December 2009 of ($834,677) for a 13-month avera.ge effect of ($64,205). The 
negative cash adjustment account shows the amount of outstanding checks that would exceed 
CUC’s cash balance but are still honored by the bank. However, they did not include the 
negative cash adjustment balances for any of the other months. The actual 13-month average 
effect for this account would have been ($2,264,436). Staff re:moved the entire $2,264,436 
from short term debt in the schedule on the following page. 

Short term debt also had an error of $900,000 in January in .the filing. The Utility used 
$64,090,415 and the balance was $64,990,415. This error was corrected along with the other 
balance errors in the schedule on the following page. 

We corrected the errors and calculated the hook balances for the CUC capital structure 
components below using the appropriate 13-month averages and a staff adjusted rate base of 
$60,042,715. (See the Reconciliation to Rate Base on the following page.) 

The Utility reported an average cost rate of 6.96% for long-term debt. This rate was composed 
of CUC’s convertible debenture and five senior notes, FPUC’s three mortgage bonds, and Sharp 
Energy’s two promissory notes. Sharp Energy is a subsidiary of CUC that is not related to 
Florida operations and should not be included in the Utility’s cost rate calculation. 

The rate is a 13-month average of the composite debt’s weighted average cost. To compute the 
monthly weighted average cost rate, the Utility multiplied the yield to maturity rate for each debt 
by the percentage of outstanding long-term debt at month-end and summed the weighted cost. 
This method of calculating the cost rate for long term debt was no’t used in the last rate case for 
FPUC. 

In the last rate case, the Utility divided the total interest and debt amortization expense by the 13- 
month average long-term debt net of unamortized debt expense. When this method is applied, 
the cost rate is 7.16%, resulting in a .20% increase in the cost rate. 



Long Term Debt Cost Rate 

Description 
Total Interest and Amort Enp 
Total Lone-Term Debt 
UnarnortizedDebt Expense 
Net Long-Term Debt 
Cost Rate Per Staff 
Cost Rate Per Filing 
Difference 

$ 107,065,343 
$ 3,935,148 

The filing includes an adjustment to reclassify all of the short-term debt to long-term debt. The 
debt was reclassified because in 2010, CUC retired two of FPUC’s mortgage bonds with short- 
term financing and planned to restructure the debt into a 5.96% unsecure long term debt in July 
201 1. The debt has been restructured but the Utility could not provide all the cost related to the 
issuance of the debt. We do not have all the information needed to justify this adjustment or 
consider its impact on the capital structure of the Utility. The adjustment should be excluded to 
reflect the actual capital structure at December 31, 2010. Any changes related to future periods 
should be shown as a proforma adjustment. 

The Utility reported an average weighted cost rate of 7.88%. We computed the weighted cost 
rate using staff adjusted rate base on the next page. Our calculation shows a weighted cost rate 
of 7.23%. This is a reduction of .65%. 

Effect on the Filing: Common equity and long term debt should decrease by $6,317,992 and 
$8,785,520. The cost rate of long-term 
increased by .20%. The weighted cost rate of the Utility should be reduced by .65%. 

Short-term debt should increase by $4,641,082. 
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Reconcilialion to Rate Base 

Class of Capital 

Weighted Cost Rate Per StaN 

Y....., " 
Rrroiiciled lo 
RB Per SIsN Ratio Cost Rate Weighted Cost 
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Finding 9: Expense Sample Scope Limitation 

Audit Analysis: The Utility’s expenses consist of a combination of direct and allocated expenses 
from FPUC and CUC. We selected a sample of expense for the year. The source documentation 
provided was insufficient to determine if the amounts were proper. 

Effect on the Filing: This is for information purpose only. 
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Exhibits 

Exhibit 1: Rate Base 

FLORIDA PUBLIC UTILITIES COMPANY 
NATURAL GAS 
AVERAGE RATE OF RETURN 
For the 12 Months Ending December31,ZOlO 
RATE BASE 

PER BOOKS 

FPSC ADJUSTMENTS: 

ELIMINATIONS TO WORKING CAPITA1 
ELIMINATE ACQUISITION ADJ. 
RATE REFUND PENDING - 2009 
ELIM. COMMON PLANT 

TOTAL FPSC ADJUSTMENTS 

FPSC ADJUSTED 

FLEX RATE REVENUES 

ADJUSTED FOR FLEX RATE REVENUES 

PROFORMA ADJUSTMENTS 
ACQUISITION ADJUSTMENT 
TRANSACTION & TRANSITION COSTS 

TOTAL PRO FORMA ADJUSTMENTS 

PRO FORMA ADJUSTED 

SCHEDULE2 
PAGE 1 OF 2 

(11 ( 2 )  (3) 14) 1s) (61 (7) (8) 
ACCUMULATED NETPROPERN CONSTRUCTION NET 

PLANTIN DEPRECIATION & PLANTIN HELD FOR WORK IN  UTILIN WORKING TOTAL 
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATF BASE 

$150,417.129 ($44,226,322) $106,190,806 $ 0  $2,431,727 $108,622,533 ($487.247) S108.168.28G 

$0 so so 
(234,503,288) $0 ($34,503,288) 

so $0 
($1.876.631) $595,630 ($1,281,001) 

$0 152,141,361) ($2,141,361) 
($34,503,288) ($34,503,288) 

$0 $42,330 $42,330 
($1,281,001) ($1,281,001) 

($36,379,919) $895.630 ($35,784,289) $0 $0 ($35,784,289) ($2,099,031) ($37,883,320) 

$114,037,210 ($43,630,592) $70,406,517 $0 $2,431,727 $72,838,244 ($2,856,2781 $70,281,967 

so SO so $0 so so so j u  

$114,037,210 ($43,630,692) $70,406,517 $0 $2,431,727 $72,838,244 ($2,556,278) $70,281,967 

$34.679.776 1S776.4081 $33.903.368 533,403,368 $33,903,368 
$1,821,821 $1,821,821 

$34,679,776 ($776,408) 233,903,368 $0 $0 533,903,368 $1,821,821 $35,725,189 

$148,716,986 ($44,407,100) $104,309,888 $0 $2,431.727 $106,741,612 ($734,457) $106,007,156 
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Exhibit 2: Income Statement 

FLORIDA PUBLIC UTILITIES COMPANY 
NATURALGAS 
AVERAGE RATE OF RETURN 
For the 12 Months Ending December 31,2010 
INCOME STATEMENT 

SCHEDULE 2 
PAGE 2 OF 2 

(1) (2) (31 (4) (5)  (6) (7) (8) (91 (10) 111) 
GAIN/LOSS TOTAL NET 

O N  OPERATING OPERATING OPERATING 0 & M GAS O & M  DEPREC. & TAXES OTHER INCOMETAXES D.I.T. I.T.C. 
REVENUES EXPENSE OTHER AMORTIZATION THAN INCOME CURRENT (NET) (NET) DISPOSITION EXPENSES INCOME 

PER BOOKS $62,045,080 S 24,888,716 $16.250.686 $5,763,835 $2,149,024 $4,203,422 $53,252,683 $8,792,397 

I FPSC ADJUSTMENTS: 
1) INTEREST SYNCHRONIZATION 
21 ELIMINATE FUEL REVENUES AND EXPENSES $ (22,805,137) $ (22,805,1371 
3j ELIMINATE CONSERVATION ($2,079,231) (52,080,579) 
4]NON-UTlLlTY DEPRECIATION EXPENSE 
51 ELIMINATE AEP REVENUES AND EXPENSES ($S50,304) 
6) RATE REFUND PENDING so 

TOTAL FPSC ADJUSTMENTS 

(S116.691) 
($547,552) 

$32,476 
$0 

$520 
$45,014 
(51,061l 

so 
$0 
so 
$0 
$0 
$0 
$0 
so 

$32,476 ($32.476: 
(S22.805.137) so 

($2,080,059) $828 
($71,6771 $71,677 

($548,614) ($1,690,' 
$0 SO 
$0 $0 
$0 $0 
$0 so 
$0 $0 
so $0 
$0 $0 
SO 50 

(525,434,672) ($24,885,716) so ($664,243) so $76.948 $0 $0 $0 ($25,473,012) $38,340 

FPSC ADJUSTED $36.610.408 SO $16,250,686 $S,OYY,SY2 $2,14Y,024 $4,280,370 $0 $0 $0 $27,773,671 $8,830,737 

FLEX RATE REVENUES - DEFICIT/(SURPLUS) $0 so SO $0 

ADJUSTED FOR FLEX RATE REVENUES $36,610,408 $0 $16,250,686 $S,OY9,5Y2 $2,149,024 $4,280,370 $0 $0 $0 $27,779,671 8.830.73) 

ACQUISITION ADJ. - AMORT EX? (DEDUCTIBLE) $87,228 ($33,648) $53.580 ($53.580; 
ACQUISITION ADJ. ~ AMORT EXP (NON~DEDUCTIBLE) $1,077,384 $0 51,077,384 ($1,077,384: 

TRANSITION COSTS ~ AMORT EXP (NON-DEDUCTIBLE $203.064 $0 $203,064 ($203.064: 
TOTAL PRO FORMA ADJUSTMENTS SO $0 $0 51,606,044 so (SlZ5,SYY) so $0 $0 $1,480,445 ($1,480,445: 

TRANSACTIONITRANSITION COSTS - AMORT EX? (DEDUCTIBLE) 5238,368 (SY1.950) $146.41~ ($146.418: 
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Exhibit 3: Capital Structure 

AVERAGE 

COMMON EQUlTY 

LONG TERM DEBT 

SHOKT TERM DEBT 

CUSTOMER DEPOSITS 

DEITERED INCOME TAXES 

‘TAX CREDITS - WElGHlED COST 

TOTAL AVERAGE 

LOW POINT MIDPOINT HlGtI POlNl 

ADJUSTMENTS COST WEIGHTED COST WEIGHTED COST WEIGHTED 
ADJUSTED RAT10 RATE COST RATE COST KATE COST 

PERBOOKS NON-UTILITY BOOKS PRO-RATA SPECIFIC BALANCE (%) (%) (%I (“4 (W ( 6 )  (%I 

$54,333,798 ($1,281,001) S53.052.797 $14,430.588 ($34,679,776) $32,803,609 46 67% 9 85% 4 60% 10 85Yo 5.06% I I . 8 5 %  5 53Yo 

$26,289,530 $26,289,530 ($!4,195,000) $?,5>8,444 $21,612,974 30.75% 6.96% 2.14% 6.96% 2.14% 6 96% 2 14% 

59,518,444 $9,518,444 ($9.51 8.444) $0 000% 1.76% 000% 1.76% 0 00% I .76% 0 00% 

$7,628,340 $7,628,140 57,628,340 10 85% 6.21% 067% 6 21% 067% 621% 0 67% 

$8,154,499 $8, IS4.499 $8,154,499 11.60% 0.00% 0.00% 0.00% 0.00% 0 00% o no% 

$82,545 $82,545 $82.545 0.l2Sb 8.42% 001% 901% 0.01% Y 59% 0 01% 

$106,W7,156 (51,281,001) $104,726,155 $235,588 ($34,679,776) 170,281,967 10000% 7.42% 788% 8 3516 

5CHEDUI.E 4 
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Exhibit 4: Working Capital Assets 

I I I I I 62,905 
112751730 I 2,902,993 I 2,307,010 I 2,244,105 I Utilily IUnbilled Rweiiue - Accrued Utility Reveiiue 

I I I I I (96,128)l I (77.710)l (86.385)1 I 8.675 
I l l i l ity IProvisioii for Bad Debts 112251440 I 

I I I I I 
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Exhibit 5: Working Capital Liabilities 

cocnmon 
Common 
Cuomon 
Coiiiiiiaii 
Common 
Common 

~ 

Common lTotal Accounts Payable - Withholding I 1s 
52%1 e (20,275.81) S 1,391.19 I Coninion ITotal Allocated Accounts Pnysble - Withholding I 

I 
80111 ITolsl Accounts Payable I I $ (5,587,255.89)i I $ (5,2Y3,425.23)1 I 16 (2,916,737.00)1 $ (2,376,688.23) 

i I,,'*," 1,,,,.-1 -p .,,-. . . . Q b u  IA  - l a x  Coiiections ra able 
y i m i i - 1 6  FL Taxes Other - SUTA ( 5 6 8 9 4 ) s  (2 1,267.96) 
wagel-an Payeb le 6 12,399.30 S (24,649 93) 

12% 5 6,44764 $ (12,817.96) Tolal  Accrued Payroll Taxa 
Franchise Tax - Tax Collections Payable 27822410 16 - $  (635,100 65) 

(329,876.60) - ,"*" -.._.-,> 
Accrued Utility Tax - Tax Collections Payable 27892410 e - s  

Common [Total Tax Collecl Payable 1 s  - 1 s  ,ror,ri I Loll I I 

I 
64%1 16 - 1 1 6  (617,585 44)l 

54,758 I 9  
Coninion ITotnl Tnx Collect Pqab le  
Cumrnon ITutal Accrued Taxes - Gencrnl 1 1 6  6,447 63 I 16 (1,423,845 8111 6 (1,478,604 0O)l $ 
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28052281 F (798,204 36) $ (61,784 95) 
(2,403,790 98) 

- $  (733,419 08) 

Stonn Reserve - Accum Provision lor Property hsurance 
Stonn Reserve - Accum Prov~sian for Property hsurance 

Tolal Strom Reserve $ (798,204 36) $ 

Ullllty 
28052281 $ - $  Common 

Common Allocated Storm Reserve 
UVtll (346 03) 

$ 
(795,204 03) $ (794,858 00) $ 

Tlw rollowing mort-utiliq account has a same dollar offsetting adjustment (L6U net effect on rate bare) 
Utility hlerchnndiro Do\mpaymcntr Billed in Advance - Custemar Deposits 2213235u 

Total Liabilities 

Total Assels + Liabilities 

Common E UVtll 

10.042 05 6 - 5  (1 14,280.95) 5 (124,323.00) $ 

$ (31,547,792.53) $ (30,865,420.54) $ (22,516,983 00) $ (8.348.437.54) 

$ (9,995,165.84) 5 (12,028,974.48) 5 (457,247.00) $ (11,571,72748) 

I I I (61,784 95)l IStonn Reserve - Accum Provision lor Property hsurance 128052281 I F  (798,204 36)l $ 
JStonn Reserve - Accum Prov~sian for Property hsurance (2,403,790 98)l 

Ullllty 

~ ,""" 
128052281 1 %  - I $  Common 

(794,858 00) $ (346 03) 4 ",,I a 
I 
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Exhibit 6: Staff Adjusted Rate Base 

RATEBASEPERSTAFF SCHEDULE 2 
PAGE 1 OF 2 

(1) ( 2 )  (3) (4) ( 5 )  (61 171 (81 
ACCUMUUTED NET PROPERTY CONSTRUCTION NET 

PLANT IN  DEPRECIATION & P U N T  IN HELD FOR WORK IN UTILITY WORKING TOTAl 
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS P U N T  CAPITAL RATE BASE 

$2,360,503 $109,928,869 (512,028,9741 597,899.89S PER BOOtS $151,596,891 ($44,028,828) $107,568,366 $0 

FPSC ADJUSTMENTS: 

ELIMINATIONS TO WORKING CAPITAL $0 $0 $0 
ELIMINATE ACQUISITION ADJ. ($34,503,2881 $0 
RATE REFUNDPENDING - 2009 SO $0 

(534,503,288) 

ELIM. COMMON PLANT ($1,883,979) $623.947 ($1.260.032) 
REMOVE NON UTILITY MATERIALS AND SUP. 

$0 ($2,132,4991 ($2,132,4991 
(534,503,288) ($34,503,2881 

so $42,330 $42,330 
1$1.260.032~ ($1,260,0321 

($3.6911 (53.6911 

TOTAL FPSC ADJUSTMENTS ($36,387,267) $623,947 ($35 ,76330)  $0 $0 ($35,763,320) ($2,093,860) ($37,857,1801 

FPSC ADJUSTED $115,209,524 1$43,404,578) 571,805,046 SO 52,360,503 $74,165,549 ($14,122,8341 $60,042,715 

FLEX RATE REVENUES so $0 so so $0 so $0 $0 

ADJUSTED FOR FLEX RATE REVENUES $115,209,624 ($43,404,578) $7i,a05.046 $0 $2,360,503 $74,165,549 ($14,122,834) $60,042,715 

PROFORMA ADJUSTMENTS 
ACQUISITION ADJUSTMENT $34,679,776 1$776.408) S33,W3,368 t77 ,,d.>Y_I,>YY ""3 ,c* $33,903,368 
TRANSACTION 5 TRANSITION COSTS $l,821,82l $l,82l,SZl 

TOTAL PRO FORMA ADJUSTMENTS $34,679,776 ($776,408) $33,903,368 $0 $0 $33,903,368 $1,821,821 535,725,189 

PRO FORMA ADJUSTED 5149,869,400 ($44,180,9861 5105,708,414 50 52,360,503 $108,068,917 ($12,301,0131 $95,767,905 
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Exhibit 7: Staff Adjusted Income Statement 

INCOME SlAlENENl PER STAFF SCHEVULE 2 
PAGE 2 OF 2 

I 

PER BOOKS I 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 1 1 1 1  
CANLOSS TOrAL NET 

OPERATING 0 & M GAS 0 & M DEI'REC. & TAXES OTIiEK INCOME TAXES D I.T. 1.T.C ON OPERATWG OPERATWG 
REVENUES EXPENSE OTHER AMORTEATION THAN INCOME CURRENT (NET) (NET) DISPOSITION EXPENSES MCOME 

$66,100,167 $28,089,474 $16,423,372 $5 763,835 $2,530,030 $4.29 1.21 7 $57,097.V28 ! 

5) ELIMINATE AEP REVENUES AND EXPENSES (SY95.094) 
6) RATE REFUND PENDING ($256,659) 

(5126.186) 
($990,117) ($4,975) 

$196.523 
($48,373) 
($1.391) 
S48,677 

so 
($99,006) 

$0 
$0 
$0 
SU 

$0 
$0 
SO 
SO 
SO 
$0 
90 
$0 

$0 

$196.523 
($25.956,701 ) 

($2,086,1 16) 
($77,509) 

(SYY5.092) 
(S99.006) 

$0 

$0 
so 
SO 
$0 
SO 
so 
SO 
50 
so 
$0 
$0 

$0 

iy,nm?39 

($196.523) 
($77,U38) 
(52,215) 
$77,509 

( $ 2 )  
($157.653) 

$0 
$0 
$0 
$0 
50 
10 
SO 
SO 
so 
SO 
50 

SO 
$0 

'TOTAL FPSC ADJUSTMENTS ($29,373,823) ($27,993,053) $0 ($1,116,303) ($4,975) $96,430 $0 $0 $0 ( $ ~ , 0 1 7 , 9 n i )  ($355,922) 

FPSC ADJUSTED $36,726,344 $96,421 $16,423,372 $4,647,532 $2,525,055 54,387,647 $0 $0 80 S28,0811.027 $8,646,3 17 

FLEX RATE KEVENUES - DEFICITI(SURPLUS) $0 $0 sn $0 

$36,726,344 $96,421 $16,423.372 54,647,132 $2,525,055 $4,387,647 eo $n SO $28,080.027 S8.646.317 ADJUSTED I:DR IFLEX RATE REVENUES 

$87,228 ($33,648) 853.580 ($53~580) 
11,077,384 $0 $1.077.384 ( $ 1  a77.384) 

($91,950) $ 1  46.41 8 ($146,4 18) 

$4,262,048 $0 $0 SO $29,560.472 $7,165.87Z1 

ACQUlSrllON ADJ ~ M O R T  EXP (DEDUCTIBLE) 
ACQUISITION ADJ - AhIORr EXP (NON-DEDUCTDLE) 
IRANSACTION/IRANSITION COSTS - AMORT EXP (DEDUCTIBLE) 
TRANSITION COSTS ~ AMORT EXP (NON-DEDUCTIBLE 
TOTAL PRO FORMA ADJUSTMENTS 
PRO FORMA ADJUSTED $36,726,344 $96,421 $16,423,372 $6,253,576 $2,525,055 

$238,368 
$203,064 $0 5203,064 ($203,064) 

$0 $0 $0 11,606,044 $0 ($125,5YY) $0 $0 SO $1,480,445 (11,480,445 

ACQUlSrllON ADJ ~ M O R T  EXP (DEDUCTIBLE) 
ACQUISITION ADJ - AhIORr EXP (NON-DEDUCTDLE) 
IRANSACTION/IRANSITION COSTS - AMORT EXP (DEDUCTIBLE) 
TRANSITION COSTS ~ AMORT EXP (NON-DEDUCTIBLE 

PRO FORMA ADJUSTED $36,726,344 $96,421 $16,423,372 
TOTAL PRO FORMA ADJUSTMENTS $0 $0 $0 

$87,228 ($33,648) 853.580 

$203,064 $0 5203,064 

11,077,384 $0 $1,077,384 
$238,368 ($91,950) $146.418 

11,606,044 $0 ($125,5YY) $0 $0 $0 $1,480,445 
$6,253,576 $2,525,055 $4,262,048 $0 $0 SO $29,560.472 

($53 580) 
($1.077.384) 

($146,4 18) 
($203,064) 

(11,480,4451 
$7,165,872 
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Exhibit 8: Staff Adjusted Capital Structure 
CAPITAL STRUCTURE PERSI'AFF SCHEDULE 4 

L I I I I I I 1 
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Purpose 

To: Florida Public Service Commission 

We have performed the procedures described later in this report to meet the agreed-upon 
objectives set forth by the Division of Economic Regulation in its audit service request dated 
May 9, 201 1. We have applied these procedures to the attached schedules prepared by Florida 
Public Utilities Company in support of its 2010 Earnings Review filing in Docket No. 110133- 
GU . 

This audit was performed following General Standards and Fieldwork Standards found in 
Our report is based on the AICPA Statements on Standards for Attestation Engagemen’ts. 

agreed-upon procedures. The report is intended only for internal Commission use. 
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Objectives and Procedures 

General 

Definitions 

The term “Utility” used within this report refers to the Natural Gals Division of Florida Public 
Utilities Company. The term “FPUC” refers to Florida Public Utilities Company. The term 
“CUC” refers to Chesapeake Utilities Corporation, the holding company for Florida Public 
Utilities Company. 

Utility Books and Records 

Objectives: Our objective was to verify that the Utility’s “Per Books” amounts agree to the 
general ledger and that the Utility maintains its accounts and recsords in conformity with the 
Uniform System of Accounts as adopted by the Commission. 

Procedures: We reconciled the filing to the general ledger. We sampled costs incurred to ensure 
the costs were proper and recorded in the appropriate account. 

Rate Base 

Objective: Our objective was to determine that the calculation of the Utility’s “FPSC Adjusted” 
Average Rate Base was properly calculated and supported. 

Procedures: We obtained supporting documentation for the adjustments to rate base and 
compared the methodology used in the filing to the prior rate order’ for consistency. Findings 1 
and 2 address our recommended adjustments to rate base. 

Utility Plant in Service 

Objectives: Our objective was to ensure the Utility Plant in Service amount was properly 
computed and verify that the adjustments to plant in the Utility’s last rate proceeding were 
recorded in its’ general ledger. 

Procedures: We determined the 13-month average plant as of Clecember 31, 2010 using the 
general ledger and adjustments based on the assumptions used in the last rate case. We sampled 
additions booked in the test year and ensured retirements were booked when capital items were 
removed or replaced. Using the 13-month average plant, we recalculated the adjustment for non- 
utility plant and ensured the allocation basis was consistent with the prior rate case. We 
determined the Utility’s 13-month average plant as of December 31, 2010 using the general 
ledger and recalculated the general plant allocation. We traced the allocation basis to support 
and ensured it was consistent with the last rate case. 

See Order No. PSC-08-0375-PAA-GU, issued May 27, 2009. Docket No.080366-G1J, I n  Re: Petition for rate increase bv I 

Florida Public Utilities Curnoany. 
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Land & Land Rights 

Objectives: Our objective was to determine that Utility’s land is recorded at original cost and is 
owned or secured under a long-term lease, and to verify that the adjustments to land in the 
Utility’s last rate proceeding were recorded in its general ledger. 

Procedures: We determined the 13-month average land as of December 31,2010. We reviewed 
Utility documents for the addition or sale of land. 

Accumulated Depreciation and Amortization 

Objectives: Our objective was to determine that accruals to accumulated depreciation and 
amortization are properly recorded and are calculated using the Commission’s authorized rates. 

Procedures: We determined the 13-month average of accumulated depreciation and 
amortization as of December 31, 2010 using the general ledger. We examined the Utility’s 
accumulated depreciation account true-up, sampled additions, and determined the Utility’s 
proper 13-month average of accumulated depreciation. We (ensured that retirements to 
accumulated depreciation were made when a capital item was removed or replaced. Using the 
13-month average for accumulated depreciation, we recalculated the adjustment for non-utility 
accumulated depreciation and ensured the allocation basis was consistent with the prior rate case. 
We determined the Utility’s 13-month average accumulated depr’eciation as of December 31, 
2010 using the general ledger and recalculated the common plant accumulated depreciation. We 
traced the allocation basis to support and ensured it was consistent with the last rate case. 

Working Capital 

Objectives: Our objective was to  determine that the Utility’s working capital balance is properly 
calculated and maintained consistent with the prior rate case. 

Procedures: We verified the Utility’s calculation of the 13-month average working capital as of 
December 31, 2010, using the balance sheet approach. The coinponents were traced to the 
general ledger. We reviewed and recalculated the adjustments to working capital. 

Income Statement 

Objectives: Our objective was to determine that the calculation of the “FPSC Adjusted” Income 
Statement was properly calculated and supported. 

Procedures: We obtained supporting documentation for the adjust!ments to revenue and expense 
and compared the methodology used in the filing to the prior rate case for consistency. Findings 
3,4,  5, 6 ,  and 9 address our recommended adjustments to the income statement. 

Operating Revenue 

Objectives: Our objective was to determine that utility revenues are properly recorded in 
compliance with Commission rules and are based on the Utility‘s Commission approved tariff 
rates. 



Procedures: We determined the Utility’s revenues for the 12-month period ended December 3 1, 
2010 using the Utility’s general ledger. We verified that the Utility is using its Commission 
authorized tariff rates by recalculating a sample of residential and general service customers’ 
bills in the test year period. 

Operation and Maintenance Expense 

Objectives: Our objective was to determine that operation and maintenance expenses are 
properly recorded in compliance with Commission rules and are representative of ongoing utility 
operations. 

Procedures: We determined operation and maintenance expenses for the 12-month period ended 
December 31, 2010 using the general ledger. Due to time constraints, we traced a limited sample 
of invoices to the original source documentation. The Utility coulld not provide the allocation 
bases before the audit due date. The Utility did not provide answers to the questions regarding 
the sample in the time provided. Invoices received were reviewed to ensure the cost were utility 
related and had the proper amount, period, and classification. 

Deureciation and Amortization 

Objectives: Our objective was to determine that depreciation and amortization expense are 
properly recorded in compliance with Commission rules and that -they accurately represent the 
depreciation of assets and the amortization of deferred assets from ongoing utility operations. 

Procedures: We verified the calculation of depreciation amortization expense for the 12-month 
period ended December 31, 2010. Using the annual depreciation expense, we recalculated the 
adjustment for non-utility depreciation and ensured the allocation basis was consistent with the 
prior rate case. We determined the annual depreciation expense for the Utility and recalculated 
the general plant depreciation allocation. We traced the allocation basis to the support. 

Taxes Other than Income 

Objective: Our objective was to  determine that taxes other than income expenses are properly 
stated. 

Procedures: We determined the taxes other than income expemes for the 12-month period 
ended December 31, 2010 using the general ledger. We reviewed the 2010 regulatory 
assessment fee returns. No exceptions were noted. 

Income Taxes 

Objective: Our objective was to determine that the income taxes balance was properly stated 

Procedures: We determined the 12-month balance for income tax using the general ledger. We 
recalculated the interest synchronization adjustment using the same methodology as the last rate 
case. 
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Capital Structure 

Objective: Our objective was to determine that the calculation of the “FPSC Adjusted” Capital 
Structure was properly calculated 

Procedures: We determined the 13- non nth average for the direct and allocated capital structure 
using the Utility’s and CUC books. We traced the cost rates to’ source documentation and 
recalculated the cost of capital schedule. Findings 7 and 8 address reconmended adjustments to 
the cost of capital schedules. 
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Audit Findings 

Finding 1: Rate Base 

Audit Analysis: Rule 25-7.1352 requires each investor-owned natural gas utility to file an 
earnings surveillance report by the 15th day of the second month following the reporting period. 
This report is expected to represent the Utility’s books and records on a basis consistent with the 
most recent rate case order. 

We examined the Utility’s computation of average rate base in the filed Earnings Surveillance 
Report for the test period. We were unable to reconcile the book average of each rate base 
component reported in the filing to the Utility’s books. The Utility explained that the differences 
were due to best estimates being used for the month of December at the time of filing 
preparations. However, months other than December were differenf than the general ledger. We 
determined that this was due to improper exclusion or inclusion of accounts and calculation 
errors as described below. 

We compared the filing to the Utility’s last order and found some inconsistencies in calculating 
rate base. In the order, the prior acquisition adjustment was added to plant and the associated 
amortization was added to accumulated amortization. The Utility classified these accounts as 
working capital. In comparing the calculation of working capital, we found additional accounts 
that the Utility should have included or excluded. The following schedule provides the working 
capital exceptions between the prior order and the filing. 

number. However, if allowed, they should 
led ;d the direct cost and not an allocated 

mg-term Accomts Receivable 
:dim. Nat. Gas Survey & lnvesigation 

leain. Accounts 2 
leains  Account - Misceilanears Deferred Debits 
$ins & Convenian - Miscellaneous Deferred =bits 

IThis is i 
]This is i 
lThis is i 
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Using the actual ledger monthly balances and appropriate accounts, we have determined the 
book average for each rate base component on the schedules following this finding. For detail 
on the working capital account included, please see Exhibit 4 and 5. 

Effect on the Filing: Plant should be increased by $1,179,763 and accumulated depreciation and 
amortization decreased by $1 97,798. Construction work in progress and working capital should 
be reduced by $71,223 and $1 1,571,728, respectively. 
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Finding 2: Rate Base Adjustments 

Audit Analysis: The Utility included adjustments of $37,883,320 to reduce rate base in the 
Average 2010 Earnings Surveillance Report. We examined the support and computation of each 
adjustment. 

The adjustment to remove plant of ($1,876,631) and accumulated (depreciation of $595,630 for 
non-utility was incorrectly calculated. The Utility used the averag’e balances as of October 3 1, 
2010 to compute these adjustments. On the following pages we compute the non-utility 
adjustment using the actual 201 0 13-month average plant and accumulated depreciation. The 
appropriate non-utility adjustments for plant and accumulated depreciation are ($1,883,979) and 
$623,947. The differences are a reduction to the non-utility plant adjustment of $7,348 and an 
increase to the non-utility depreciation adjustment of $28,3 17. 

Working capital includes an adjustment for ($2,141,361) in the filing. This adjustment consists 
of several adjustments which include ($158,448) for non-utility accounts, ($1,771,140) for prior 
rate case adjustments, and an adjustment to working capital of ($21 1,773) for the Utility’s share 
of accrued interest on debt. These adjustments used incorrect numbsers as explained in Finding 1. 
On the following page, we re-compute the adjustments using the appropriate book averages for 
the remainder of the adjustment entries. 

In the Utility’s adjustment to working capital, the Utility’s working capital liabilities were 
increased by ($211,733) to reflect a total interest payable amount o:f ($433,028). This amount is 
a 24.58% allocation of CUC’s total interest payable. The percentage is computed by dividing the 
Utility’s total allocated debt from CUC to CUC’s total debt. The 13-month average used to 
determine this allocation percentage was incorrectly calculated and we could not verify the 
interest payable amount to CUC’s books. 

We reviewed the prior orders and identified working capital adjustments excluded from the 
filing. The most recent order included an adjustment to reduce the Plant Material and Supply 
account by 9% for non-utility. The filing does not include an adjustment to the Plant Material 
and Supply account. 

Working Capital Adjustments 

1540 Plant Malcriai & 0 eialin Su lies 
Non-Utility Rate 
Non-Utility Adjustment (3,691) 

Effect on the Filing: The adjustments to plant and accumulated depreciation for non-utility 
should be increased by $7,348 and $28,317, respectively. The adjustments decrease plant and 
accumulated depreciation by the same amounts. The adjustments to working capital should be 
decreased by $12,553 ($3,691 + $7,450 + $1,412). Further investigation is needed on the 
$21 1,773 reduction to working capital in the Utility’s adjustments f;or interest payable. 
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Finding 3: Income Statement 

Audit Analysis: Rule 25-7.1352 requires each investor-owned natural gas utility to file an 
earnings surveillance report by the 15th day of the second month following the reporting period. 
This report is expected to represent the Utility’s books and records o n  a basis consistent with the 
most recent rate case order. The book balance of income tax expensc is discussed in Finding 6. 

We examined the calculation for each income statement component used to calculate net 
operating income for the 12-month period ended December 31, 2010. Except for depreciation 
and amortization expense, we could not reconcile the income statement book balances per the 
filing to the Utility’s books. The Utility explained that the differences were due to best estimates 
used for the month of December at the time of filing preparation. In addition, revenues do not 
agree with the books due to a weather adjustment which is discussed1 Finding 4. 

We reviewed the ledger accounts used by the utility to compute each income statement 
component and identified the following revenue accounts that the Utility did not exclude from 
the filing. The Utility failed to remove both the revenues and expenses for gross receipts and 
franchise taxes from the filing. The gross receipt and franchise taxes were included in the filing 
in 0 & M Gas Expense instead of Taxes Other Than Income Tax and have been removed from 
schedule following this finding. These items are not used for earnings review purposes and 
should have been removed from the filing. Revenues and taxes other than income should be 
reduced by $3,811,654 and $3,816,535. 

Effect on the Filing: Revenues, 0 & M Gas Expense, and O&M O’ther Expense should increase 
by $4,055,087, $3,203,758, and $172,686, respectively. Taxes Other Than Income should 
increase by $381,006 ($4,197,541 book difference less $3,816,535 to remove franchise and gross 
receipt taxes as done in prior rate case). 
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Revcnucs by Account 0 si M Gas Expense 

Taxes Other Than Income by Account 
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Finding 4: Weather Reduction Estimate 

Audit Analysis: The Utility’s per books filing includes a reduction for a weather refund estimate 
of $4,562,577 in revenue and a decrease in 0 & M gas expense of $3,812,577. Also, an increase 
to taxes other than income taxes of $264,579 and a decrease in income taxes of $405,832 were 
made. These adjustments resulted in a net income decrease of $608,747. The estimate is based 
on customer usage over a five-year period. The Utility stated “The Company booked the 
$750,000 reduction to revenues and corresponding contingent liability for regulatory risk related 
to the “come back” filing and earnings review as is reflected in the financial statements of FPU.” 
The working capital and cost of capital side of this entry was not included in the filing. 

The weather refund estimate is recorded under Company/Division XX. The Utility stated that 
the “The COiDivision XX was created specifically for acquisition related entries. The Company 
desires to isolate these entries so that it can isolate and track all acquisition related activities and, 
if necessary, to simplify any reporting differences between Reg,ulatory accounting and US 
GAAP accounting.” 

We have excluded the weather refund estimate from the all calculations presented in this report. 
The weather adjustments made were removed in Finding 3 and Finding 6 because the filing 
should reflect actual revenue and expenses at December 31, 2010. We did not review the 
calculation behind the estimate. Any weather adjustment to show future operations should have 
been included as a proforma adjustment. 

Effect on the Filing: The adjustments for this finding are included in the adjustments in Finding 
3 and Finding 6. 
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Finding 5: Income Statement Adjustments 

Audit Analysis: The adjustments filed in the Earnings Surveillance Report increased operating 
income by $38,340 for the 12-month period ended December 31, 2010. We could not reconcile 
any of the adjustments to the books. Each adjustment calculation was reviewed and recalculated. 
The adjustments to income taxes are discussed in Finding 6. 

The last rate case included adjustments to the area expansion progralm (AEP) for the removal of 
revenues, amortization expense, and regulatory assessment fees. In the filing, the Utility includes 
adjustments of $550,304 and $547,552 to remove AEP revenues and amortization expense from 
the income statement. The Utility failed to remove the entire book balance of AEP revenues of 
$995,094 and amortization expense of $990,117 and made an adjustment for regulatory 
assessment fees of $4,975. Revenues and amortization expenses r.hould increase by $444,790 
and $442,565 to remove the residual amounts and agree to the books. Taxes other than income 
should be decreased by $4,975 to account for AEP taxes on the income statement. 

AEP Revcnucs and Eipenser 

I RAF@)I A m b . o f ]  

We examined the Utility’s calculation to remove $1 16,691 of non-uiility depreciation expense. 
The Utility did not use the ledger balances as the basis for computing the non-utility adjustment. 
Instead, the Utility used a depreciation schedule that we could not reconcile to the books. The 
schedule following the finding computes depreciation using the boolked depreciation expense for 
the year. The non-utility adjustments for depreciation expense should increase by $9,495 to 
remove the appropriate allocation of non-utility depreciation expense. 

We reviewed the adjustments related to the purchased gas adjustment (PGA) in the filing. PGA 
revenues and cost of gas expenses were both reduced by $22,805,173. The Utility did not 
provide support for the calculation of the PGA amounts included in the filing. We reconciled the - 
ledger to the PGA audit and found PGA revenues and expenses understated by $3,228,603 and 
$3,103,192. 

17 



I’GA Adjustnicnt 

Conservation revenues and cost of gas expenses were reduced by $2,079,23 1 and $2,080,579, 
respectively in the filing. We reconciled the ledger to the conservation audit. The Utility 
excluded revenue taxes of $9,100 and expense account FNOO-XXXXX-XXXX-91OV totaling 
$4,146. The conservation adjustment to revenue and cost of gas should increase by $9,100 and 
$4,146, respectively. 

The Utility included a $0 adjustment for rate refund. There is $256,659 relating to rate refunds 
in operating revenues. Rate refund is a disallowed revenue source and should be removed from 
operating revenues. 

Effect on the Filing: The AEP adjustments to remove revenue, aniortization expense and taxes 
other than income should increase by ($444,790), ($442,565), ($4975), respectively. The non- 
utility adjustment to depreciation expense should increase by ($9,495). PGA revenue and cost of 
gas adjustment should increase by $3,228,603 and $ 3,103,192, respectively. Conservation 
revenues and expenses adjustments should increase by ($9,100) and ($4,146), respectively. The 
adjustment for rate refund should increase by ($256,659). 
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Conservation Adjustments 
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Finding 6: Income Tax Expense and Adjustment 

Audit Analysis: The Utility reported a book balance of $4,203,422 for Income taxes in the 
December 2010 Earnings Surveillance Report. The income tax expense, in the filing, does not 
agree with the books. The Utility attributes the difference to a weather refund provision resulting 
in a tax implication of $405,832 (See Finding 4) and the use of best estimates for the month of  
December at the time of filing. We reviewed the accounts used to calculate the income tax 
expense and identified a non-operating income tax account included in the calculation. We have 
excluded the non-operating account. The proper book balance for the income tax expense is 
$4,291,217. 

Income Tax Reconciliation to Book Balance 

I I 

Account 
No. Description Amount 

I I 
83101State Income Tax I $  

8410 State IT True Up 
8420 Federal IT True Up 
8500 DIT Debit 
85 10 DIT True-Up 
8600 DIT Credit 
8610 DIT Credit True Up 

Per Ledger 
Per Filing 

Difference s 

Difference Explanation: 
9310 -950 Total Non-Op Tax (12,6689) 

405,8!,2 

The Utility increased the tax expense by $76,948. However, none asf the calculation bases for the 
income tax adjustments reconcile to the books. 

The Utility increased taxes by $32,476 to synchronize interest expense on debt with interest 
expense deducted for income tax calculations. The increase was derived by subtracting the 
interest expense per books from the interest deduction calculated by the Utility. Based on the 
adjustments to rate base and the capital structure stated in this report, we calculated the imputed 
interest to be $1,556,683. This is $509,457 less than the Utility's interest expense balance of 
$2,066,140. The income tax synchronization adjustment should increase by $164,047 to reflect 
the appropriate interest synchronization adjustment. 
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Interest Synchroiiization 

I I Difference I S 1 6 4 m  

AEP's revenues and expenses were understated in the filing. The AEP tax adjustment should 
increase by $1,690 because the expense adjustments off-set the revenue adjustment resulting in a 
$0 net income tax effect for these items. 

AEP Adjustment Income Tax Effect 

AEP's revenues and expenses were understated in the filing. The AEP tax adjustment should 
increase by $1,690 because the expense adjustments off-set the revenue adjustment resulting in a 
$0 net income tax effect for these items. 

AEP Adjustment Income Tax Effect 

The Utility did not report the entire revenue and expense amounts related to conservation in the 
filing. The tax adjustment related to 
conservation was overstated by $1,9 1 1. 

We computed the income tax adjustment below. 

Conservation Adjustment Income Tax ENcet 

The Utility's computation of PGA resulted in a $0 income tax effect. Below we 
PGA adjustment to income tax expense. 

PGA Adjustment Income Tax ENeect 

compute the 

Difference 
PGA Revenues 
PGA Expenses 
Difference 
Tax Rate 3 8  575% 38.575% 

Finding 5 explains that the non-utility adjustment was incorrectly calculated. The income tax 
provision for the Utility should increase by $3,663 for the $9,495 decrease in the depreciation 
deduction due to the non-utility adjustment. 
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Finding 7: Utility’s Capital Structure Components 

Audit Analysis: The Utility’s capital structure is composed of  the Ulility’s 13-month average for 
customer deposits, deferred taxes, investment tax credits, and an allocation of debt and equity 
froin CUC’s consolidated 13-month average. We examined the calculations of the Utility’s 
capital structure components. None of the 13-month averages, except for the investment tax 
credit reconciled to the Utility’s books. 

The Utility included customer deposits of $7,628,340 in its capital structure at a cost rate of 
6.21%. We reviewed the computation of the cost rate and could not  reconcile to the Utility’s 
books. The 13-month book average and cost rate for customer deposits are $7,629,696 and 6%. 

Customer Deposit 13-Month Average 

The Utility included investment tax credits of $82,545 in its capital structure at a 9.01 percent 
cost rate. We agreed the 13-month average to the Utility’s books. The Utility did not provide 
the calculation for the cost rate. 

The Utility included deferred taxes of $8,154,499 in its capital stru.cture at zero cost. We could 
not reconcile the amount to the Utility’s books. Using the ledger, $8,376,321 is the appropriate 
13-month average for deferred taxes. The deferred taxes are understated by $221,822. 

~rerr.dTnler E - M ~ A . ~ . ~ ~  

Effect on the Filing: Using the book balances, the effect on the filing would be a 13-month 
average increase of $1,356 to customer deposits and $221,822 to deferred taxes. The cost rate of 
customer deposits should decreased by .21%. 
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Finding 8: CUC’s Capital Structure Components 

Audit Analysis: The Utility’s capital structure is composed of the Utility’s 13-month average for 
customer deposits, deferred taxes, investment tax credits, and an allocation of debt and equity 
from CUC’s consolidated 13-month average. We examined the calculations of CUC’s capital 
structure components and could n o t  reconcile any of the components back to CUC’s books. 

The Utility reported a book average of $ $54,333,798 for common equity, $26,289,530 for long- 
term debt, and $9,518,444 for short term debt. The book average equals the rate base amount in 
the filing. These amounts were calculated using improper 13-m~onth averages for the CUC 
capital structure components. 

The filing’s December 2010 balances of the CUC capital structure components do not agree with 
the books. The Utility attributes the differences to its books not being closed at the time of filing 
preparation. The 13-month filing average of long-term debt included Sharp Energy’s long term 
debt and the unamortized debt expense of FPUC. 

The short term debt included in the filing included a negative cash adjustment account in the 
month of December 2009 of ($834,677) for a 13-month average effect of ($64,205). The 
negative cash adjustment account shows the amount of outstanding checks that would exceed 
CUC’s cash balance but are still honored by the bank. However, they did not include the 
negative cash adjustment balances for any of the other months. The actual 13-month average 
effect for this account would have been ($2,264,436). Staff reimoved the entire $2,264,436 
from short term debt in the schedule on the following page. 

Short term debt also had an error of $900,000 in January in the filing. The Utility used 
$64,090,415 and the balance was $64,990,415. This error was corrected along with the other 
balance errors in the schedule on the following page. 

We corrected the errors and calculated the book balances for the CUC capital structure 
components below using the appropriate 13-month averages and a staff adjusted rate base of 
$60,042,715. (See the Reconciliation to Rate Base on the following, page.) 

The Utility reported an average cost rate of 6.96% for long-term debt. This rate was composed 
of CUC’s convertible debenture and five senior notes, FPUC’s three mortgage bonds, and Sharp 
Energy’s two promissory notes. Sharp Energy is a subsidiary of CUC that is not related to 
Florida operations and should not be included in the Utility’s cost rate calculation. 

The rate is a 13-month average of the composite debt’s weighted average cost. To compute the 
monthly weighted average cost rate, the Utility multiplied the yield to maturity rate for each debt 
by the percentage of outstanding long-term debt at month-end and summed the weighted cost. 
This method of calculating the cost rate for long term debt was not used in the last rate case for 
FPUC. 

In the last rate case, the Utility divided the total interest and debt amortization expense by the 13- 
month average long-term debt net of unamortized debt expense. When this method is applied, 
the cost rate is 7.16%, resulting in a .20% increase in the cost rate. 

25 



LoogTerm Debt Cost Rate  

Total Interest and Amon. Ex 

Unamortized Debt Expense 
Net Long-Tern1 Debt 6 105,130,195 
Cost Rate Per Staff 
Cart Rate Per Filing 6.96% 

$ 107,065,343 

ni<F”r-””.. 

The filing includes an adjustment to reclassify all of the short-term debt to long-term debt. The 
debt was reclassified because in 2010, CUC retired two of FPUC’s mortgage bonds with short- 
term financing and planned to restructure the debt into a 5.96% unsecure long term debt in July 
201 1. The debt has been restructured but the Utility could not provide all the cost related to the 
issuance of the debt. We do not have all the information needed to justify this adjustment or 
consider its impact on the capital structure of the Utility. The adjustment should be excluded to 
reflect the actual capital structure at December 31, 2010. Any changes related to future periods 
should be shown as a proforma adjustment. 

The Utility reported an average weighted cost rate of 7.88%. We computed the weighted cost 
rate using staff adjusted rate base on the next page. Our calculation shows a weighted cost rate 
of 7.23%. This is a reduction of .65%. 

Effect on the Filing: Common equity and long term debt should decrease by $6,317,992 and 
$8,785,520. The cost rate of long-term 
increased by .20%. The weighted cost rate of the Utility should be r’educed by .65%. 

Short-term debt should increase by $4,641,082. 
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Finding 9: Expense Sample Scope Limitation 

Audit Analysis: The Utility’s expenses consist of a combination of direct and allocated expenses 
from FPUC and CUC. We selected a sample of expense for the year. The source documentation 
provided was insufficient to determine if the amounts were proper. 

Effect on the Filing: This is for information purpose only. 
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Exhibits 

Exhibit 1: Rate Base 

FLORIDA PUBLIC UTILITIES COMPANY 
NATURAL GAS 
AVERAGE RATE OF RETURN 

SCHEDULE 2 
PAGE 1 OF 2 

Forthe 12 Months Ending December 31, 2010 
RATE BASE 

(1) (2) (31 (41 15) (6) (71 (8) 
ACCUMULATED NETPROPERN CONSTRUCTION NET 

UTILITY WORKING TOTAL PLANT IN OEPRECIATION & PLANT IN HELD FOR WORK IN  
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE EASE 

PER BOOKS 

FPSC ADJUSTMENTS: 

ELIMINATIONS TO WORKING CAPITAL 
ELIMINATE ACQUISITION ADJ. 
RATE REFUND PENDING ~ 2009 
ELIM. COMMON PLANT 

TOTAL FPSC ADJUSTMENTS 

SlSO.417.123 ($44,226,322) $106,190,806 $0 $2,431,727 $108,622,533 (5457,247) $108,165,286 

SO so so 
($34,503,288) $0 ($34,503,288) 

cn $0 _- 
($1,876,631) $595,630 ($1,281.0Ol) 

$0 (52,141,361) ($2,141,361) 
($34,503,288) ($34,503,288) 

SO $42,330 $42,330 
($1,281,001) ($l,28l,OOl) 

$595,630 (535,784,289) $0 $0 ($35,784,289) (52,099,031) ($37,883,320) (536,379,919) 

FPSC ADJUSTED $114,037,210 ($43,630,632) $70,406.517 $0 52,431,727 572,838,244 ($2,556,278) 570,281,967 

$0 $0 $0 $0 e n  Il” 50 FLEX RATE REVENUES so SO 

ADJUSTEO FOR FLEX RATE REVENUES $114,037,210 ($43,630,692) $70,406,517 $0 $2,431,727 $72,838,244 ($2,556,278) $70,281,967 

PROFORMA AOJUSTMENTS 
$34,679,776 ($776,408) $33,903,368 $33,903,368 533,903,368 

$1,821,821 $1,821,821 
TOTAL PRO FORMA AOJUSTMENTS $34,673,776 ($776,408) $33,903,368 $0 $0 $33,903,368 $1,821,821 $35,725,189 

ACQUISITION ADJUSTMENT 
TRANSACTION & TRANSITION COSTS 

PRO FORMA ADJUSTED $148,716,986 ($44,407,100) $104,309,885 $0 $2,431,727 $106.741.612 ($734,457) $106,007,156 
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Exhibit 2: Income Statement 

FLORIDA PUBLIC UTILITIES COMPANY 
NATURAL GAS 
AVERAGE RATE OF RETURN 
For the 12 Months Ending December 31,2010 
INCOME STATEMENT 

SCHEDULE 2 
PAGE 2 OF 2 

(1) (2) (3) (4) (8) (6) (7) (8) (9) (101 (11) 
GAINILOSS TOTAL NET 

OPERATING 0 & M GAS O & M  DEPREC. & TAXES OTHER INCOMETAXES D.I.T. I.T.C. ON OPERATING OPERATING 
REVENUES EXPENSE OTHER AMORTIZATION THAN INCOME CURRENT (NET) (NET) DISPOSITION EXPENSES INCOME 

PER BOOKS 

FPSC ADJUSTMENTS: 
1) INTEREST SYNCHRONIZATION 
2) ELIMINATE FUEL REVENUES AND EXPENSES 
31 ELIMINATE CONSERVATION 
4)NON-UTILITY DEPRECIATION EXPENSE 
5) ELIMINATE AEP REVENUES AND EXPENSES 
6) RATE REFUND PENDING 

TOTAL FPSC ADJUSTMENTS 

FPSC ADJUSTED 

$62,048,080 $ 24,885,716 $16,250,686 55,763,835 52,149,024 

$ 122,805,137) $ (22,805.137) 
($2,019,231) ($2,080,579) 

($850,304) 
so 

($116,691) 
LS547.552) 

$4,203,422 

$32,476 
$0 

ss20 
$45,014 
(51,061) 

so 
$0 
so 
so 
$0 
$0 
$0 
$0 

$53,252,683 58,792,337 

$32,476 1232.476 
($22,805,137) so 

($2,080,0591 $328 
($71.677) $71,677 

($548.614) (51,690: 
so S O  
so so 
$0 so 
so  so 
so so 
so so 
so SO 
so $0 

($28,434,672) ($24,885,716) so ($664,243) so $76,948 $0 $0 $0 ($25,473,012) S38.340 

S36.6lD.4D8 $0 51fi.25n.fixfi $5;099;892 22,149,024 $4.280.370 so $0 SO S27.779.671 58,830,737 

FLEX RATE REVENUES - DEFICIT/(SURPLUS) $0 so so so 

ADJUSTED FOR FLEX RATE REVENUES $36,610,408 SO $16,280,686 $S.O99,S92 52,149,024 $4,280,370 $0 $0 $0 S27.779.671 8.830.73i 

ACQUISITION AD]. - AMORT EXP (DEDUCTIBLE) 
ACQUISITION ADJ. ~ AMORT EXP (NON-DEDUCTIBLE) 
TRANSACTlON/TRANSlTlON COSTS ~ AMORT EXP (DEDUCTIBLE) 

$87,228 (533.6481 
$1,077,384 so 

$238.368 1S91,950) 

S53S80 ($53,580: 
$1,077,384 ($1,077,384: 

$146.418 lS146.418: 
TRANSITION COSTS - AMORT EXP (NON-DEDUCTIBLE $203.064 SO $203.064 ($203,064: 
TOTAL PRO FORMA ADJUSTMENTS so $0 so $1,606,044 $0 ($125,599) SO SO SO $1,480,445 ($1,480,445: 
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Exhibit 3: Capital Structure 

AVERAGE 

COMMON EQUKY 

LONG TERM DEBT 

SHORT TERM DEUl 

CUSTVMEK UEPOSlTS 

DEWERED INCOME TAXES 

TAX CREDITS ~ WEIGHTED COST 

LOW POINT MIDPOINT iiicli POINT 

ADJUSTMENTS COST WEIGHED COST WEIGHTED COST WEIGHTED 
ADKJSTED RATIO RATE COST RATE COST RATE COST 

PER BOOKS NON-UTILIIY BOOKS PRO-RATA SPECIFIC BALANCE (%I FA) W) (%) (%I (%I (% 1 

$54,333,198 (11,281,001) 553.052.797 $14,430,588 (134,679,776) $32,803,609 46.67% Y.85% 5 0 6 %  I I  85?4 5 53% 4.60% 10.85% 

126,289,530 $26,289,530 ($14,195,000) $9,518,444 $21,612,974 30.75% 6.96% 2 1 4 %  696% 2 14°/0 6 96% 2 14% 

$9,518,444 $9,518,444 ($9,518,444) $0 0.00% I .76% 0.00% 176% 0.00% I 76% 0 00% 

$7,628,340 $7,628,340 $7,628,340 10 8 5 %  6.21% 067% 621% 0 6 7 %  6 214. 0.67% 

$8,154,499 $8,154,49Y $8,154,499 11.60% 0.00% 0.00% 0.00% 0.00% 0 00% 0 00% 

$82,545 $82,545 $82,545 0.12% 8 42% 001% 9OlOb 0010b Y.5Y% 001% 

T C n N  AVERAGE 
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Exhibit 6: Staff Adjusted Rate Base 

RATE BASE PER STAFF SCHEDULE 2 
PAGE 1 OF 2 

(11 (2) 13) 141 (51 161 171 (81 
NET ACCUMULATED NET PROPERN CONSTRUCTION 

PLANT IN DEPRECIATION & PLANT IN HELD FOR WORK IN  UTILITY WORKING TOTAL 

SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE BASE 

PER BOOKS 

FPSC ADJUSTMENTS: 

$151,596,891 ($44,028,525) $107,568,366 $0 $2,360,503 $109,928,869 ($12,028,974) 597,899.89S 

ELIMINATIONS TO WORKING CAPITAL 50 50 
ELIMINATE ACQUISITION ADJ. ($34,503,2881 SO 
RATE REFUND PENDING - 2009 
ELlM. COMMON PLANT ($1,883,979) $623,947 
REMOVE NON UT lL lN  MATERIALSANDSUP. 

$0 

TOTAL FPSC ADJUSTMENTS 

FPSC ADJUSTED 

FLEX RATE REVENUES 

ADJUSTED FOR FLEX RATE REVENUES 

PROFORMA ADJUSTMENTS 
ACQUISITION ADJUSTMEN1 
TRANSACTION & TRANSITION COSTS 

TOTAL PRO FORMA ADJUSTMENTS 

PRO FORMA ADJUSTED 

SO 
(S34,503,288J 

$0 
($1,260,032) 

$0 ($2,132,499) (52,132,499) 
[$34,S03,288) ($34,503,288) 

so $42,330 $42,330 
($1,260,0321 ($1,260,032) 

1$3,6911 ($3,6911 

($36,387,267) $623,947 (S35.763.3201 so $0 ($35,763,3201 ($2,093,860) ($37,857,1801 

$115,209,624 (543,404,578) S71.805.046 $0 $2,360,503 $74,165,549 (514,122,8341 560,042,715 

so $0 so $0 SO so so so 
$115,209,624 ($43,404,578) $71,805,046 so $2,360,503 574,165,549 ($14,122,8341 $60,042,715 

$34,679,776 ($776.408) w,.YJ,,so1I .__ ""- --" $33,!303,368 533,903,368 

$34,679,776 ($776,408) $33,903,368 $0 
$1,821,821 $1,821,821 

$0 $33,903,368 $1,821,821 $35,725,189 

$149,889,400 ($44,180,986) $105,708,414 $0 $2,360,503 $108,068.917 (S12.301.0131 $95,767,905 
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Exhibit 8: Staff Adjusted Capital Structure 
CAPITAL STRUCTURE PER Sl'AFF SCHEDULE 4 
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