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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, 2011. 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. OQur 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.

I See Order No. PSC-08-0375-PAA-GU, issued May 27, 2009, Docket No.080385-GU, In Re: Petition for rate increase by
Florida Public Utilities Company.




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 n 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: Qur 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 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: Qur 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.

QOperating 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.
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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.

Onperation 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 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 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 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: OQur 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.




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.



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 Eamings 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.

Accounts to Exclude From Working Capital Calculation in the Filing

Cost Typel Account Account Name Reason for inclusion or exclusion

The Commission has not allowed deferred rate case

costs in working capital. The Utility did remove the
allocated number. However, if allowed, they should
be included a the direct cost and not an allocated

Allocated [17601860 |Deferred Rate Case - Miscellaneous Deferred Debits number.

Utility maintains a schedule of direct cost. Direct
Allocated }17991860 |Regulatory Assct- Miscellaneous Deferred Debis Cost should be charged.
Allocated |17991890 [Regulatory Asset - Unamnostized Loss on Reacquired Debt This account should be in Capital Structure

This account was included in Plant In Service in the
Direct 17991 140 |Repulatory Asset- Acquisition Adjustment last case,

This account was included in Accumulated
Direct 17991150 |Regulatory Asset- Accumulated Amort Acquisition Adiustmeni  JAmorization in the last case.

Accounts to Include From Working Capital Calculation in the Filing

Cost Typet Account Account Name Reason for inclusion or exclusion
Charge direct costs for regulatory asset instead of

Direct 17961860 |Regulatory Asset- Miscellaneous Deferred Debits allocated cost.

Direct 19111420 {Long-term Accounts Receivable This is a proper working capital account

Direct 19701832 |Prelim. Nat. Gas Survey & Invedigation This is a proper working capital account

Direct 19901840 {Clearing Accounts This is a proper working capital account

Direct 19901841 |Clearing Accounts 2 This is 2 proper working capital account
Direct 19901864 [Clearing Accourt - Miscellaneous Deferred Debits This is a proper working capital account
Drirect 19911860 |Piping & Convesrsicn -~ Miscellaneous Deferred Debits This is a propet working capital account




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 $197,798. Construction work in progress and working capital should
be reduced by $71,223 and $11,571,728, respectively.




Computation of Rate Base Averages
Acct, M Description Dec-00 Jan-10 Feb-10 Mar-10 Apr-1D May-10 Jun-10 Jul-10 Aug-10 Sep-l0 Qct-10 Nov-10 Dec-10 £3-Mo Average
Plant In Service
1619)Plant in Service § 111,678,263 |8 111694376 ]S LILB20,125)5 111923828 |§ 1119623565 111514074 |5 112,158,654 | § 11L,R93,166 [§ 511,893,166 | § 113,022617|F 113369002 |§ 113627452 )5 114,551,250 % 112,431,408
1010] Allocated Plant §  312N3W|5 3284685 (3 3279572 |8 326261818 33050005 34132025 34865625 15356385 3,540686[5  3,444905[5  3.446787{5 3439044 |F 34682265 1,398,418
1140)Acq Ad. § 35777662 |8 3s27iee|S 352776625 35894106 |3 35894106 [ S 35894106 [§ 35894106 [ 5 35,894,106 |3 35,894,106 |5 35943552 |§ 359435520 % 35943552(5 35943562(% 35.767,064
Total Per Saff $ 250228234 |3 1502563 |8 1503773508 1si080553 s usil61,54618 151221302 |8 151539322 |5 1503220108 (51327956 |5 152511074 |8 152759341 1§ 153,010,148 |5 (51,963,028} % 151,596,891
Total Per Rling $ 14908183218 149110351 |5 149230957 ($ 149,934,151 | $ 150006083 | § 15007606315 150,393,947 18 150177531 |5 150,182,579 18 151365730} 151,612,124 1§ 151870,659}§ 152,370,659 | § 150,417,129
Difference H 1,146,402 1 § 1,146,372 | § 1,146,402 | § 1,146,402 | § 1,145,463 | § 1145329 [ § 1,145376 ( § 1,1453719 | § 1,145379 ( § 1145335 | § 1,147,217 [ § 1,139,489 | § 1,592,369 1 § 1,179,763
See Nok | below
[
Accurmuled Deprecintion and A matization
1630] Acc. Dep $ (8151309 8 (384509 5 (38785008 Q0015814 5 (353503700 §  (39627594)] 8 (39.869,383) § (40,173,061} §  (35,072816) § (15300168)) § {35436,060)| § (35,605.802)| § (35433,305)f § (37.711,175)
1086{Acc. Dep. Allomied S (13665628 (1,384,975 (1394382 S (1408266)| 3 (1426617[ 5 (1,945033)[$  {1463,070)$ (8L S (1,490,190 5 (1A03.271)| 8 (1416820)| 8 (1,401,964} 8 {1421.441) $ {1,423 405}
2520|Acy. For Consirue 0 (23B709) 5 (23069560 5 (2317690 8 (2,288,698)| 5 (2322503)| 8 (234570345 (2,072,706)] 8 (2,05402Df 5 (2324199 § (21393104 5 (2733,130)| 8 (2734.630)| §  (2,044,570)[ § {2,308,071),
1130{A/ Acq Ad). S (463326 8 (470,953 @59 s (4762058 (4B s (4m1459)) 5 qasaoes) s (arsTiz)| s 48o33myls  (dol%es)f s (4M5AD)| 5 (497218 8 (499.845) 8 {434.085)
1762|Acc. Aset Remoy, 5 - s 5 B E - s - s - s - s - |s savssends  (samenls  (saeesos  (sdes1ee| s (5528209 5 (2.100,788)
Total Por Sulf s 42320006]8 (426133998 (2034150 § (31898 (3578120)] 5 (3sveTIoN S (38804955 (441953448 (4TINS (7636805 (4SSL6SNES (4STIAMILS (44927460)( 5 (44.028.525)
Totat Per Filing § (42,420071[ § (42710028} 8 (43,036,255)| 8 (43,297,257) $  (43,692,363)| §  (44,019807)F 8 (44,015,245H 8 (44327316)] §  (44,901,781)| §  (44,890405)] § {45.662472)f § (45,875,967 § (46,093,271} 3 (44,226,322)
Dilference 5 S0,165 | § 96,134 | § 102,103 | § 108,073 1 8 114,42 | § 120,019 | § 125997 | § 131973 | § 129347 | § 126721 | § 119,770 | § 41,22418 1165802 |8 197,798
See Note 2 below
Construcion Yok In Progress
1050{CWIP Per Sall 3 929,835 | § 1,115,700 | § 122651518 1,739,597 | 8§ 2036517|8 2179506 % 1934606 L%  2500396§% 34699 (% 3148572|% 357802005  3STBIOT([F 2,903,236 |5 2,369,503
CWIP Per (b 3 92983518 1,115,701 | § 1,226516 | § 1,739,599 1§ 2,0365191% 2179508 | $ 1934600715 250039818 341694 |$ 31483745 357031 )5  3573,109(§  3.828109/% 2,431,727
Dilference 5 s 1|8 s {Z)| s 2] s 2) s (3S (3)] § {2)| § (2] $ (2] 3 2) § (925,983)| 5 (71,223)
I
Waorking Cuital
Working Capital Bocks | (9345625)[ 8 (Se00s8| s (14598 Todm|s (o4seasd)s (24412805 (13,707083)| § (148504100 3 (13,430202)1 8 (2861BEARN S (1511934THS (16558,136)| 5 (5.995,166)] § (12,028.974)
‘Working Caital Pa Co. | § (458,751)| 3345577 | % 29231430 | § 2159989 | § (368,650)| & (2,324904)[ 3 (3,404,553} § (2715857 § (84559911 8 (2909990 §  (2,538,166) $ (53,059) § 1,646,325 [ § (457.247)
Dilference 5 (8.386,83M)) 5 (92496355 (I0069,366) 5 (99394675 (1o,L1,544)) 5 (10116376)) § (10302510 5 (12,135554)] §  (12,584,693)] §  (15,708,696)] 8 (13,181,182) § (16,505,077) 5 {11.641,491) 5 (11,571,728)

SesNok 3 below

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

transferred the amount to a proforma adjusimeni in the filing, The prior app

..... ] T
rovea acquisi

e

ticn adjustment of

working capital, was added to staff’s 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 the last rate case of $(484,085), and the difference in December balances

$1,263,776, which the ltility included in

Note 3: The difference is mainly due to overstatement of the cash balance of $2,099,829, overstatement of regulatory assets of $1,656,180, accounts
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.



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 average balances as of October 31,
2010 to compute these adjustments. On the following pages we compute the non-utility
adjustment using the actual 2010 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 $28,317.

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 ($211,773) 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 entrics.

In the Utility’s adjustment to working capital, the Utility’s working capital liabilities were
increased by (5211,733) 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 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

Account 13-Mo.

Number Description Average
1540]Plant Material & Operating Supplies $ 41,009
Non-Utility Rate 9%
Non-Utility Adjustment k] (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
$211,773 reduction to working capital in the Utility’s adjustments for interest payable.



Working Capital Adjustment

Non-Ltility Adjustixais
Account T3-Mo. Avg
No. Deseriptiaon Dec {9 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Juk-10 Aug10 Sep-10 Oct-10 Noy-10 Dee-10 Per Stafl
12301420 | Acc. Rec -Machandise 3 47613|5 404745 33938]§ 1789318 4069318 43,5411 % 39906 1 § 435568 631555 18729|8 9879|5 3059713 - 33073
12501420 | Acc,. Rec-Service 5 4E21]$ 437098 42,179 {5 48,551 [ § 40242 [ $ 3913218 3768518 41,784 [§ 40294 1§ 50493 (8 45099]3 5690813 §  40.561
14211550 | Appliance Tnv. - Merchandise 3 189330 [ & 179,759 |8 169558 |5 161268 | & 158756 (% 176,576 | § 168273 3 T71075 | & 1643985 165031 ][5 16513118 173,853 $ - § 157,193
14241550 | Merchandise-Leased Eq. ] 61601 |5 6160013 6L60L[3 6161 |8  6160i[% 61601 |3 61,6011 3% 61,601 |3 61,600 15 61600 (3 61601 |5 61601 § 61,6001 |5 61,601
14241551 | Merchandise-Leased Eq. - Ainoit, 5 24665 8 @578 (56908 (26,204)| 8 (2671 § (272300 $ (277431 § (38256)| 3 (25,256)| 8 (28256)[ 5 (28,256) § (28256)] 3 (28256)[ § (27,151)
22132350 | Merchandise - Customer Deposits ] 12950 [ § 120950] 8 129508 12950[§ i2950]% 12950 | % 12950 | § 12950 |$ 1295008 12950[% (21003 (2,100) $ (2,100} 8 9477
Account T3-Mo. Avg | 13-Mo. Avg
No. Description Per Staff Per Filing | Diflerence
12301420 fAcc. Rec.-Merchandise § 33,075
12501420 |Accownts Receivable-Savice ¥ 40,561
Total $ 73636 |35 L1348 (4,118)
14271550 [Appliance lov. - Merchandise ] 157,193
14241550 |Mechandise-Leased Eq 5 61,601
14241551 [Merchandise-Leased Eq. - Amort. $  (27,151)
Total 3 191,643 [ 5 2050171 % (13374
22132350 |Merchandise - Customer Deposits § 14BN S (2433 § 10042
Total 150,998 | § 138,448 | 8 (7.450)
Prior Rate Cise Adjustments
Account T3-Mo. Avg
No. Description Dec09 Jan-10 Feb-10 Mar-I0 Apr-10 May-10 Jun-10 Jul-19 Aug10 Sep-10 Qet-l) Nov-1§ Dec-19 Per Stalf
17741430 |Uirecovered Avea Exp. Costs $ 1,698,235 { §1,518,282 | $1,387.609 | § 123369615 114162913 1273873 % 1,257,956 T 1318912 |3 1,291500 | § 1,265,434 [ §1,233,642 | § 1,157,931 51,129,590 [ $1,303.668
17601860 |Deferred Rate Case T 54R0221% 532396]% 520820 % 50822415 49376815 483,367 |5 470,791 [$ 4382173 5641 [3 433,065 § 420489 [$ 377275 [$ 264,699 ;Iigggiz
Account 13-Mo. Avg [3-Mo. Ave
No. Deseription Per Stalf Per Filing | Difference
17741420  |Uswecovered Area Exp. Cosls $ 1,303,668 | $1,305079 {5  (L411)
17601860 | Deferred Rate Case 5 466039 | % 466,061 ]% {2)
Total S 1,769,728 1 $1,771,140 | §  (L412)
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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 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 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 O & 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 eamings 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, O & 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 to remove franchise and gross
receipt taxes as done in prior rate case).
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Revenues by Account

O & M Gas Expense

Account No. Description Amount
4010{Fuel $ 25,668,414
40411]Other Fuel 3 363,315
4015}Base b 35,034,625
4199|Propane $ 992,581
4800} Other Gas 3 -
4952 |Unbilled b 71,671
4953 {Conservation 3 2,088,331
49601 Rate Refund Provision 3 256,659
4999|Misc Revenues $ 790 483
499A | Misc Allowance & Adj 3 (9,831
499B {Bili Collection Charge 3 28,925
499G |Change of Account 3 46,048
499P |Returned Pymt Charge 3 34,463
499R [Disconnect/Reconnect 3 341,276
4995 |Seasonal Reconnection 3 322,807

Per Staft 3 66,100,167
Per Filing $ 62,045,080
Difference 3 4,055,087

Difference Explanation:

4020 §Franchise Tax $ (4.533.755)

4025]Gross Receeipt Tax $ (2,277,899
Weather Refund Provision { $ 4,562,577
Calculation Error g 3,304,165
Total S 4,055,087

Taxes Other Than Income by Account

Account No. Description Amount
5881 |Franchise Tax 3 1,533,755
5882|Gross Receeipt Tax 5 2,282,780
5883 |PSC Assessment § 346,450
8200| Taxes Other Than Income $ 75,907
8210{Payroll Taxes $ 538,266
821DjInter-Dept Payroll Taxes 3 (39,451)
8220|Property Taxes $ 1,587,438
8290 |Misc Taxes Other M 21,419

Per Staff $ 6,346,565
Per Filing 3 2,149,024
Difference 5 1,107,541 |
Difference Explanation:
5881(Franchise Tax % 1,533,755
5882 |Gross Receeipt Tax 3 2,282,780
5883 |PSC Assessment 3 346,450
XX10 Weather Refund Estimate | $ {264,579
Caleulation Error $ 299,135
Total $ 4,197,541

Account No. Description Amount
5011|Salaries $ 472,929
5012]Overtime 3 2,442
5014]Bonus 5 6,712
5020{Lodging and Travel $ 14,501
5021 Meals % 4.568
5023 [ Seminars & Training % 1,606
5024 |Cell Phones 3 4,822
5025 Total Uniforms 3 744
5026 Membership & Subscriptions | $ 2,610
50291 Supplies/Misc Debt Exp $ 59,702
5031 Vehicle Fuel 3 2 899
5032] Vehicle Depreciation 3 790
5033[Vehicle Insurance $ 597
5034 Vehicle Leasing $ 1,048
5039{Other Vehicle Exp % 10,095
504D}Inter-Dept Benefits $ 36,384
505D |Inter-Dept Payrofl Tax $ 39,451
5060[Legal 3 10,860
3061 | Consulting/Sub-Contractors | $ 11,336
5069 Other Qutside Services $ 14,178
5070]Shipping/MDelivery $ 35,170
5078 Maintenance $ 27
5079|Other Facilities Cost $ 14,864
50801 Advertising $ 304,160
5081 |Printing and Printing Material | $ 3,684
5082 |Outdoor Banner/Signage $ 83,172
5083 |Print Advertising 5 142,777
5085 |Radio Advertising $ 27.100
5086 Print/Production $ 36,277
50871 Television h 42,264
508%{Other Comm. Exp 3 54,171
5090 Customer Satisfaction 5 729,314
5714|Firm Commodity Other 3 228,408
5726|Commaodity Firm Trans FGT | § 2,340,716
5732{Firm Trans D1 FGT 3 3,690,824
5800)Cost of Gas 3 19,642,366
5882 |Unithy Tax b 6,015
5890 Cost of Gas Other 3 9,896
59541 Conservation Recovery 3 -

Per Staff % 28,089,474
Per Filing, 5 24 883,716
Difference $ 3,203,758
Difference Explanation:
5881 |Franchise Tax $ (1,533,755)
3882 Gross Receeipt Tax 5 (2,282,780)
3883 |PSC Assessment $ (346,450)
Weather Refund Provision (3 3812577
Calculation Error Ey 3,554,166
Total $ 3,203,758




O&M Other Expense

Account Description Amount
61 XX| Payroll $ 7,981,814
62XX|Dept Exp 3 1,918,971
63X X{Vehicle b 781,348
64 XX |Health $ 893,224
653 XX |COBRA $ 8,953
66X N JOther Benefits $ 1,155,451
67XX|HR $ 45,179
68X {Co Event & Choice $ 8,547
70 XX [Sales, Ad, &Comm $ 726,981
71 XXICR, Collections, Cust Sve{ $ 208,650
72 XX]Outside Services 3 688,055
73XX{Fees & Assessments $ 544 538
74XX |Investor Relation $ 136,405
75XX|Insurance $ 424,547
76XX|Safety 3 2,570
77 XX|Facility $ 594,589
78 XX | Maintenance $ 249 865
8010 |Misc Service Revenues 5 (36,315)
Total Per Staff $ 16,423,372
Total Per Filing 3 16,250,686
Difference lmﬁ_”
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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 O & 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 tesulted in a net income decrease of $608,747. The estimate is based
on customer usage over a five-year period. The Utlity 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 CO/Division 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, 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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Non-Utilty Rant Adjusment

Propane
Co. | AcoountNo.{ 13-Mb. Awe. | Alloation| % | M&J % PropanePlant| M&J Phnt] TotalPlant
FN41 10100 37400 $ 56,6861 N/P/IM 1600% 0.00%d $ 30701 § - ¥ 9,070
3741 § 12,910 | No Alloc. 0.00% 00094 $ = $ ) -
3750 % 478,088 | N/P/M 1600%  0.00% § 764941 § o $ 76,494
37611 5 20,555,597] No Alloc. 0.00% 0.00% - 3 = $ =
3762 § 21,764,890 No Alloc. 0.00%  0.00%d $ - § - $ -
3780 $ 279,534 No Alloc. 0.00% 0.00°%4 % - 3 -
3790 ¢ 1,786,551 | No Alloc. 0.00%  0.00% 3 - b 3
3800 & 17457,537| No Alloc. 0.00% 0.00% § - 3 = ] =
3802 % 1,147,012] No Allec. 000% 0.00% & o $ o $ o
38108  4.262014| No Alloc. 0.00% 0.00% $ - ¥ - |3 =
3820 §  2.111,790] No Alloc. 0.00% 0.00%9d § - b 5 =
3830 §  1.587,690| No Alioc. 000% 000°%q4 § - 1% 3
3840 $ 616,809| No Alloc. 0.00% 0.00% § - |8 - 13 -
38500 § 39,025 | No Allec. 0.00% 0.00% § - 1S R -
33700 % 387,081 N/P 16.00% 0.00% § 619331 8% - 5 61,933
38900 $  3,545,163) No Alloc. 0.00% 0.00°%4 $ - 13 T -
3890 § 10,317 N/P/M 1600%  0.00% % 165118 b 1,651
3900 103,772 N/P/M 1600%  0.00%d $ 16603[ $ - 1% 16,603
3910 $ 34,082 | N/P/IM 1600%  0.00% 545315 B E 5,453
3911 % 367,551 N/P/M 1600%  0.00% $ 588081 % - $ 58,808
3914 % 51,167 N/P/IM 1600%  0.00% § 8,187] % - 3 3,187
3914 3 347,852 | N/PIM 1600% 0.00% $ 5565613 - is 55.656
39211 % 137,627| N/PM 1600%  0.00% $ 220201 % - 18 22,020
30238 2509774 N/P/M 1600% 0.00% 3 4015641 § - h 401,564
3924 % 36,900 N/P/M 1600% 0.00% $ 59041 % - 13 3,904
39300 § 9,562 | N/P/M 1600%  0.00%d $ 1,530} % = $ 1,530
3540 § 245,469 N/P 1600%  0.00% § 392751 8 - $ 39275
3960 $ 250,279 N/P 1600% 000 $ 4004513 - $ 40,045
39700 § 224,005 | N/P/M 1600%  0.00% $ 358411 % B 35,841
3980{ $ 136,467 | N/PM 16.00%}  0.00%| § 21,8351 % - b 21,833
FN41 Total ¥ 80,553,202 3 861,869 | 3 - b 861,869
FiN43 10100 303G $ 213,641| No Alloc. 0.00%  0.00°d § - § - $ -
3740 § 44,422 No Alloc. 0.00%4 0.00%4 $ - 5 - § -
3750 § - | N/P/M 2100%  1.00% § - 5 - b -
3764 % 8,115,922| No Alloc. 000%  0.00% $ - |8 - E -
376213 7,049,915 No Alloc. 0.00%  0.00% $ - 13 - S -
3780 S 54,808 No Alloc. 000%  0.00% § - 15 R K -
3794 § 285,821] No Alloc. 0.00%  0.00% - 18 - 135 -
3801 3 6,513,746] No Alloc. 0.00%  0.00°d § - |3 - ] -
3804 % 933,206| No Alloe, 0.00% 0.00% § - |3 - 1§ -
3810 § 1,781,251 No Alloc. 0.00% 0.00% $ - $ = 3 o
38200 3 1.237,467| No Alloc. 0.00% 0.00°% $ - $ = $ o
3830 % 569.999] No Alloc. 0.00%  000% § - 13 - |3 -
3840 § 369,167 No Alloc, 0.00%9 000% S - i - |3
3850 § 10,350[ No Alloc, 0.00%  0.00% § B E - IS -
38700 § 453,309] N/P 2100%  0.00% $ 951951 § - 1 93,195
3890 § 418,725] N/PIM 2100%  1.00%d $ 8793218 4,187} ¢% 92,119
3900 5 1354374 N/P/M 2100% 1.00% $ 2844195 13,544] ¢ 297962
391Q 8 31,223| N/P/M 210004 1.00°%d § 6357158 3i2|$ 6,869
3912 § 265,896| N/P/M 21.00%  1.00%] $ 5583818 2659]8 58,497
013 § 65,192 N/P/M 21.00% 1.00% § 136901 % 652] % 14,342
3014 % 1 88,926] N/P/M 21.00% 1.00% 3 396741% 188031 % 41,564
3922 § 1415901 N/PM 2100%  1.00% S 29733918 14,159] % 311,498
3924 § 24,383 N/P/M 2100%  1.00% § 5120( % 2441 % 5,364
3930 % 1,861 | N/P/M 2100% 1.00% § 39118 19(% 410
35400 § 103,161 N/P 2100%  0.00% § 2166445 - 13 21,664
3960 § 157.370| N/P 2100% 0.00% $ 3304818 - $ 33,048
3970 § 141,032] N/P/M 2100%  1.00% § 2961718 14101 % 31,027
3980] § 57,050 | N/PM 21.00%]  1.00%] § 11980 | § 57018 12,551
FN43 Tatal § 31878207 3 0824651 %  39.646] 3 1022110
Grand Total § 112,431,409 3 1844334015 39646 (5 1,883.979
Total Per Filing 3 1,876,631
! Drifference | § (7,348)
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Non-Utility Accumulated Depreciation

Propane
Co. Account No. 13 Mo. Avg. Allocalion Y M&:J % | Propane Reserve| M&J Reserve Total Reserve

FN41 | 1080C 37411 § 5,645 [No Alloc. 0% 30 $0 $0
37501 § {295,190)|N/P/M 16% 0% ($47 230) $0 ($47.230)
3761} § (4,193,514)|No Alloc. 30 $0 $0
37621 § (12,224,663)|No Alloc. 30 50 30
3780} % (110,469fNo Alioc. £0 30 30
3790] § (535,184){No Allec. 0 50 $0
38011 § {5,120,284)|No Alioc. 30 $0 3¢
31802 § (1,032,186){No Alloc. 30 $0 30
3810| $ (1,553,004)|No Alloc, 30 $0 $0
3g20| § {607,194} No Alloc. £0 $0 $0
38301 3 (589,025)|No Alloc. $0 30 $0
3840] $ {229,060)|No Alloc. 30 30 50
3850] ¢ (16,283} No Alloc. $0 $0 50
38701 § (82,694)|N/P 16% 0% {$13,231) $0 (813,231
3900] $ (22,644} N/P/IM 16% % ($3,623) $0 {$3,623)
3910] § (8,43 0)N/P/M 16% 0% ($1.349) 30 {51,349)
39121 § {44 300)|N/P/M 16% 0% ($7.088) 50 ($7.088}
39131 § (16,46 N{N/PM 16% 0% (32.635) $0 ($2,635)
3914] $ (138,304} N/P/M 16% 0% ($22.129) $0 (322,129
39211 § (57,809 N/P/M 16%| 0% ($9,249) $0 ($9.249)
3922 § (954,192)|N/P/IM 16% 0% (3152,671) $0 ($152,671)
3524] § (27,762 N/P/IM 16% 0% ($4,442) $0 {$4,442)
39301 § (9,562)|N/P/M 16% 0% ($1,530) 50 ($1,530)
39401 § (123,76 3)|N/P 16% 0% {$19,803) 0 ($19,803)
3960/ § (61,51 M{N/P 16% 0% ($9,842) 0 ($9,842)
3970 (77.623)|N/P/M 16% 0% ($12,420) 0 (512,420}
39801 § (26,155)|N/P/M 16% 0% ($4,185) 50 (54,185)
FN41 Totat 3 {28,151,635) ($311,426) 50 (§§] 1,453)
FN43 | 1080 3030] $ (121,592) $0 30 $0
37501 $ 7.611 |[NP/M 21% 1% $1,598 $76 $1.674
37611 3 (1,918,050} No Alloc. 0 50 i
37621 % (3.565,623)|No Alioc. 0 30 i
37301 § (7.26MNo Alloc. 50 $0 b0
37901 § (111,921)|No Alloc. 30 30 50
38011 § (1,849.215}|No Alloc. 50 30 30
3802) § (1,008,608)|No Alloc. 80 $0 30
3810( § {946,006)|No Alloc. $0 $0 30
3820 § (353,84 1)No Alloc. $0 $0 50
3830{ § (307.348)|No Alloc. $0 $0 50
38401 $ (110,535}|No Allec. $0 $0 $C
3850] § {2,440)|No Alloc. $0 30 10
38701 § {55,243} {N/P 21% ($11,601) 30 (511.601)
3900] % (391, 290)|N/P/M 21% 1% ($82,171) ($3,913) ($86,084)
39101 § (27,84 |N/P/M 21% 1% ($5,847) (3278) ($6.125)
3912 § 28.812 [N/P/M 21% 1% $6,051 $288 $6,339
3913| § (24,61 9| N/P/M 21% 1% ($5,170) ($246) ($5.416)
3514 § (93,065){N/P/M 21% 1% ($19.544} (3931) ($20,474)
3921] 3 7,403 IN/P/M 21% 1% $1,555 374 51,629
39221 % (613897 [N/P/M 21% 1% ($128.918) ($6,139) (3135,057)
3924| § (9, 580) | N/P/M 2% 1%% ($2,012) ($96) {$2,108)
3930] § (184 [N/P/M 21% 1% (339) 50 (340)
3940] $ (79,034){N/P 21% ($16,597) [¢] ($16,597)
39601 § (96, 773)|N/P 21% ($20,322) 50 {$20,322)
39704 § (69.250)|N/P/M 21% 1% ($14,543) ($693) {$15.235)
3980] % (14,099 |N/P/M 21% 1% {3},961) ($141) ($3,102)
FN43 Total 1 {11,733,498) ($300,521) ($12,000) (3312521}
Total 3 (39,8R85,134) Total Per Staff] {$611.947) ($£12,000) ($623,947)
Total Per Filing ($584,422) ($11,208) ($595,630)

Difference $27,525 5792 $28.317
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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 program (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 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 income statement.

AEP Revenues and Expenses

ALEP RAF @[ Amtz. of
Month Revenue | $0.005 AEP

Jan-10] $192236 | § 961 | $ 191,275

Feb-10} $141,501 [ $§ 708 | $ 140,793

Mar-10] $ 163,986 { $ 820} $ 163.166
Apr-10| $ 101,730 | § 509 | $ 101,222
May-101 8 70,410 [ § 3521 % 70.058
Jun-10] 8 48196 | § 241§ 47955

Jul-10] § 38162 |§ 191 | § 37971

Ang-101 § 36493 | § 182 ] $ 36311
Sep-10) § 3533613 177 |3 35,159

Oct-10] § 4141313 207} 8 40237
Nov-10] § 48,857 |3 244§ 49581
Dec-10| § 76,774 | $ 384 | % 76,360

Total Per Staff { $995,094 } $4.975 ] $990,117
Total Per Fihng| $ 350,304 | $ - $ 547,552
Difference S 444,790 | 54,975 | 5 442,565

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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PGA Adjustment

PGA Revenue Accounts

Account Descripfion Amount
4010|Fuel $ 25668414
401 1[Other Fuel $ 365325
Per Books 5 26,633,739
Per Filing $ 22805137
Difference $ 3228403

PGA Expense Accounts
Account Description Amount

3714 |Firm Commodity Other 3 228,408
§726|Commodity Firm Trans FGT[ §  2.340,716
5732|Firm Trans D1 FGT $ 3,690,824
5800]Cost of Gas § 19642366
5882 |Utility Tax 3 6,015
Per Books 3 25,908,328
Per Filing $ 22,805,137
Difference $ 3,103,192

Conservation revenues and cost of gas expenses were reduced by $2,079,231 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-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), (5442,565), (84,975), 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 (39,100) and ($4,146), respectively. The
adjustment for rate refund should increase by ($256,659).
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Non-Utility Depreciation Expense Adjustment

Account | Depreciation Propane M&J Propane M&] Total
Co. No. Expense Allocation and Rate | Allocation and Rate Expense Expense Non-Utility
FN41 37411 8 1,411 |No Alioc. N/P/M %[ $ = 5 = 5 =
3750] $ 14,820 |N/P/M 16% | N/P/M 0%| % 23711% - § 2,371
3761 § 312,304 [No Alloc. No Alloc. 3 - § - $ -
3762 % 608,307 |No Alloc. No Alloc. ¥ 3 - 3 =
378G] § 10,620 {No Alloc. No Alloc. 3 - $ - $ -
3790] § 67,900 |No Alloc. No Alloc. 3 = $ = $ -
3801( § 592,328 [No Alloc. No Alioc. $ = $ = $ =
3802 § 127,351 |No Allec. No Alloc. b - $ - 3 -
38100 $ 144,800 [No Alloc. No Alloc, ] $ = 3 =
3820 % 63,169 [No Alloc. No Alloc. 5 = 3 o $ o
3830] 5 53,788 [No Alloc. No Alloc. $ = $ = $ -
38401 § 18,489 |No Alloc. No Alloc. $ - $ S 3 =
38501 $ 3,030 |No Alloc. No Alloc. ¥ = $ - $ =
3870 3 18,185 |N/P 16%(|N/P 0%l § 29101 § - § 2,910
39001 § 2,695 [N/P/M 16%|N/P/M 0% $ 43113 = $ 431
3910| 8 2,460 [IN/P/M 16%|N/P/M 0%] $ 39418 = $ 394
39121 § 2,484 |N/P/M 16% | N/P/M 0% % 9718 - $ 397
3913[ § 40,864 |N/P/M 16%|N/PM 0% § 6,538 | § - 5 6,538
39141 § 38,606 |N/P/M 16% [N/P/M 0% § 617718 - ] 6,177
39211 § 18,109 [N/PIM 16% | N/P/M 0%] $ 2897158 = $ 2,897
3922] § 216.874 |N/P/M 16%|N/P/M 0% $ 34700 | § = $ 34.700
3924 § 1,903 [N/P/M 16%|N/P/M. 0%] § 30413 - $ 304
39301 § 224 |N/P/M 16% | N/P/M 0%] § 368 = $ 36
3940] $ 17,676 |N/P 16%|N/P 0% $ 2,828 | 8 - $ 2,828
3960| § 16,749 |N/P 16% |[N/P 0%] $ 2,680 |5 - $ 2,680
39701 § 20,604 IN/P/IM 16%|N/P/M 0% 3% 329718 - 3 3,297
3980] § 8,179 jN/P/M 16%|N/P/M 0%] $ 130913 - k3 1,309
FN41 Total 3 2623920 3 67,269 [ § - 5 67,269
FN43 3030] 3§ 1,260 = $ - $ -
3761 $ 202,334 [No Alloc. No Alloc. $ = $ o $ =
3762 § 197,415 [No Alloc. No Alloc. 3 - $ - 8 -
3780} $ 2,088 $No Alloc. No alloc. $ - § = $ o
3790 § 10,784 {No Alloc. No Alloc. $ - 3 - $ =
38011 & 221,245 [No Alloc. No Alloc. § o 3 = $ =
38021 § 105,765 [No Alloc. No Alloc, $ = $ - $ -
3810| % 60,599 |No Alloc. No Alloc. 3 - § = £ -
3820( § 37,020 [No Alloc. No Alloc. $ - 3 - $ -
3830] § 19,378 INo Alloc. No Alloc. ] - $ - 5 -
3840] $ 11,050 [No Alloc. No Alloc. 5 = § = $ =
3850| $ 807 [No Allcc. No Alloc. $ - b = $ -
3870] 21,300 [N/P 21%|N/P $ 4473 1% - ] 4,473
3900] § 35,207 N/P/M 21%|NPM 1%] 3 739318 352 1% 7,746
3910| § 3,132 |[N/PIM 21%|N/P/M 1%] $ 658 | 8 3118 689
3912 § 2,280 |N/PM 21%IN/P/M % § 479 1§ 2318 502
3913 § 26,441 IN/P/M 21%]|N/P/M 1%] § 6,183} % 204 | § 6.477
3914) § 20,976 |N/P/M 21%|N/P/M 1%] $ 4405 | % 21018 4.615
3922] § 121,444 IN/P/M 21%|N/P/M 1% 8 25503 |8 1214 1% 26,718
39241 $ 1,272 {N/P/M 2 1% N/PM 1%] § 26718 i3]18% 280
3930 § 72 |N/PM 21%|N/P/M 1%] $ 15]8% 115 16
3940 $ 7,404 IN/P 21%]|N/P $ 1,555 [ % - 3 1,555
3960[ § 10,673 |N/P 21%]|N/P 5 2241 1% - 3 2,241
39701 § 12,972 |[N/P/M 21%|N/P/M 1%] $ 2,724 | § 130 [ § 2,854
3980 § 3,420 [N/P/M 21%]|N/P/M 1%] § 718 1§ 3418 752
FN43 Total % 1,145,338 3 56615 [§  23021% 58,917
Total Y 3769267 3 123884 | % 2302 5% 126,186
Per Filing| $ 114542 1% 2,145 1% 116,691
Difference| § (9,342)] § (153)] § (9,495)
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Conservation Adjustments

Conservation Revenue Accounts

Account
No. Description Amount
4953 |Conservation $ 2,088331
Per Filing $ 2,079,231
Difference $ 9,100
Conservation Expense Accounts
Account
No. Description Amount
5011 jSalaries 3 393,503
5012 |Overtime 3 2,442
5014 |Bonus 3 6,712
5020{Lodging and Travel i) 14,501
5021 [Meals 3 4,567
5023 |Seminars & Training 3 1,606
5024{Cell Phones 3 4,818
5023 |Total Uniforms ] 144
5026 |Membership & Subscriptions $ 2,610
5029{Supplics/Misc Debt Exp b 59,700
5031 |Vehicle Fuel i 2,904
5032 |Vehicle Depreciation h 787
5033{Vehicle Insurance $ 590
5034 |Vehicle Leasing 3 1,048
5039|0ther Vehicle Exp 3 10,078
504D |Inter-Dept Benefits 3 35,268
305D |Inter-Dept Payroll Tax 3 33,490
5060]Legal $ 10,860
5061 {Consulting/Sub-Contractors 3 11,336
50690ther Outside Services $ 14,178
5070|Shipping/Delivery 3 35,170
5078 |Maintenance 3 27
5079|Other Facilities Cost 3 14,864
5080]Advertising $ 304,160
5081|Printing and Printing Material 3 3,684
5082Y0utdoor Banner/Signage 3 83,172
5083 |Print Advertising $ 142,777
5085 |Radio Advertising 3 27,100
5086{Print/Production 3 36,277
5087|Television $ 42264
5089{Other Comm. Exp $ 54,171
5090[Customer Satisfaction 5 729314
5954|Conservation Recovery S -
Per Ledger ] 2,084.725
Per Filing 3 2,080,579
Difference $ 4.146
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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 tmplication 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

Account
No. Description Amount
83 10|State Income Tax 3 631,843
8320|Federal Income Tax 3 2,555,848
8390|Investment Tax Credit $ (30,497)
8410} State IT True Up 8 (22,023)
8420|Federal IT True Up g (3,040)
8500{DIT Debit 3 1,534,723
8510|DIT True-Up b 226,795
8600|DIT Credit $ (398,534}
8610fDIT Credit True Up 3 {203,808)
Per Ledger 3 4291217
Per Filing by 4,203,422
Difference $ 87,795
Difference Explanation:
9310 -950( Totai Non-Op Tax 3 (12,669)
X¥10 Weather Refund Estimate 3 405,832
Calculation Error b (305,368)
Total 5 87,795

The Utility increased the tax expense by $76,948. However, none of 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 Synchronization

13-Mao. Caost
Description Avgerage Rate | Interest Expense
LongTerm Debt 5 12827454 7.18%) § 920,931
Short-Term Debt 3 4,641,082 1.78%} § 170,487
Customer Deposit 3 7.629,696 6.00%]| $ 457,828
ITC 3 82,546 9.01%| % 7.437
Common Equity $ 264856171 10.85%| 3% o
Deferred Taxes $ 837632! 0.00%] $§ -
Total $ 60,042,715
Interest Expensef § 1,556,683
Interest Per Books | § 2,066,140
Adjustment Amount | $ {509,457)
Tax Rate 38.575%
Effect on Income Tax Per Staff | § 196,523
Effect on Income Tax Per Filing | § 2,476
Difference | § 164,047

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 resuiting in a
$0 net income tax effect for these items.

AEP Adjustment Income Tax Effect

Amt. Fer Ami. Per
Description Staff Filing Difference

AEP Revenues $ 995094 |3 550304 | § 444,790
AEP Amortization $ 990,1171% 5475521 8% 442,565
AEP Taxes 5 49751 % = 3 4,975
Difference 3 i]9$ 27521% (2,750)
Tax Rate 38.575%! 38.575%

Effect on Income Taxe{ § (DK (L061)| $ 1,061

The Utility did not report the entire revenue and expense amounts related to conservation in the
filing. We computed the income tax adjustment below. The tax adjustment related to
conservation was overstated by $1,911.

Conservation Adjustment Income Tax Effect

Description Amt. Per Staff | Amt. Per Filing | Difference
Conservation Revenues $ 208833118 2070231183 9100
Conservation Expenses $ 2,084,725 | $ 2,080,579 % 4,146
Difference % 36075 (1.2483] $ 4955
Tax Rate 38.575% 38.575%

Effect on Income Taxes | § (1.301)] 5 520 | § (1911)

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 Tncome Tax Effect

Description Amt. Per Staff Amt. Per Filing Difference
PGA Revenues 5 26,033,739 | § 22,805,137 1% 3,228,603
PGA Expenses 3 25908328 | § 22,805,137 1 % 3,103,192
Difference $ 125411 | § - $ 125,411
Tax Rate 318.575% 38.575%
'Effect on Income Taxed § (48,377)] $ - 5 (45.377)]

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 Tax on Non-Utility Depreciation Adjustment

Description Amount
Non-Utility Depreciation Ady. Per Staff | § (126,186}
Non-Utility Depreciation Ad]. Per Filng| $ {116,691)
Difference $ (9,495)
Tax Rate 38.575%
[ncome Tax Adjustment $ 3,663

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

Rate Refund Effect on Income Tax

Description Amt, Per Staff Amt. Per Filing Difference
Revenues Refunded 3 256659 | % - ¥ 256,659
Tax Rate 38.575% 38.575%|
Effect on Income T axe] & (99,006)] © - | 5 (95,006)]
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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.
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).

The tax



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 allocation 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 Deposit 13-Month Average

Month Amount Per Co. Difference

Dec-09] $ 7,406,035

Jan-10] § 7,468,423

Feb-10] $ 7,524,220

Mar-10| $ 7,618.358

Apr-10] $ 7,686,996

May-10] $ 7,689,290

Jun-101 $ 7,667,651

Jul-10] $ 7,677,366

Aug-10| § 7,666,136

Sep-10] § 7,654,439

Oct-10] $ 7,688,080

Nov-10] § 7,699,219

Pec-10) § 7,736,833
13-Mo. Avg. Customer Dep. 3 7,629,696 | § 7628340 | § (1,356)
Interest Expense % 457,828 | § 473994 1§ 16,166
Cost Rate 6.00% 621% 0.21%

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 understated by $221,822.

Deferred Taxes 13-Mao Aerage

Description Ace No Dec-09 Jan-10 Feb-10 Mar-10 Apr-1¢ May-16 Jun-10 Jul-10 Aug-19 Sep-10 Oct-10 Now-18
Deferred hcome Taxes (Nan-Current) (25X %2832 {7.629450 (7.986,.219) (8.354.81% {8.734, 3B} {B.573097)] (B 5463209 £9.365 719 {9.274713¥ {9,274713)] (8,539 508 {8.572.000)] (8512253
i Regulatory Liability ADIT - Property  [2R0X2822 (139349 {139.349) {139 344} {139.349)] {1353489) (139349) {1310.347) (130349 (139349) (139,340 (139349 (139,349
Deferred ncome Taxes (Currant) 25X3X2831 581387 652,901 705 326 687,835 699926 711,054 703,991 669,968 669968 525,861 515,861 525.86)
Total ADIT Per TB (7.185412) (7.472667) (7.788,3138 (B,186252) (8,012516) (7974615 (8801.077) (2,744 054) (8.744094)] (8,172,936 (3,185 579)| (8,125,74]
Total ADIT PerCo (7185413 (7,472.668) (7.788,339 (8,1 B6,253) {8,012517y {79746 61 (8,801.078) (8,7440935)] (8,744095) (8,172,997 {8,185 579) (8,245 416
Differrence {1) (1) (1) (1} (1} {1) {1 {1) {1) (1) {0 {119.675

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 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 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 removed 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.
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Long Term Debt Cost Rate

Description 13-Mo. Ave. 13-Mo. Avg.
Total Interest and Amort. Exp. $  7.528.093
Total Long-Term Deht § 107,065,343
Unamortized Debt Expense 3 1,935,148
Net Long-Term Debt $ 105,130,195

Cost Rate Per Staff

7.16%

Cost Rate Per Filing

6.96%

Difference

0.20%

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
2011. 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. Short-term debt should increase by $4,641,082. The cost rate of long-term
increased by .20%. The weighted cost rate of the Utility should be reduced by .65%.



Reconciliation to Rate Base

Uniliy's Utility s
Utility/CUC Utility cuc cuc CcucC Reconciled to | Reconciled to
13-Month Direct Adjusted % of Pro-Rata cucC Utilicy Rate Base Rate Base
Class of Capital Average Adjustments Average Total Adjustment Allocation Direct Per Stalf Per Filing Difference
Commeon Equtiy § 221,064,275 $ 221,064,275 60.26%] § 194,578,658 | § 26485617 % -{§ 264856171 % 32,803,609 1% (6,317,992}
Long Tern Debt 3 107065343 | $ -8 107,065,343 29.18%| § 94237890 | § 12,827454] 8% -1% 12,827454 1§ 21,612974 | % (8,785,520)
Short Term Debt | 28,737,153 | _|$  38.737.153 10.56%| 5 34,006,071 | § 4,641,082 | § 15 Feai082 1% -5 4,641,082
Customer Deposit |$ 7,629,696 15 (7,629,696 § . 0.00%| $ -13% -|$ 762569 |3 7,620,696 | § 7,628,340 | § 1,356
Def Income Tax § 83763215 (8376321} % - 0.00%] § -1 % 1% 8376321 ]% 8376321 % 8,154,499 | § 221,822
Tax Credii kS 82,546 [ § (82,546} $ - 0.00%] § -1 B E 82,546} % 82,546 ) % 82545 % 1
Tatal S 382,055,334 | 3 (10,088,562)] 3 366,806,772 TO0.0000] 5 303,012,610 5  43.054,153 ] 5 16,008,502 [ 5 60,042,715 | 5 70,281,067 | §  (10,239,251)
Weighted Cost Rate Per Staff
CHIY &
Recanciled to
Class of Capital] RB Per Staff Ratio Cost Rate | Weighted Cost
Common Equtiy 26,485,617 44 11% 1.85% 4.79%
Long Term Debt 12,827,454 21.36% 7.16% 1.53%
Short Term Debt 4,641,082 7.73% 1.78% (.14%
Customer Deposit] 7,629,696 12.71% 6.00% 0.76%
[oiT 8,376,321 13.95% (1.00% 0.00%
Tax Credit 82,546 0.14% 9.01% 0.01%)
Total 60,042,715 100.00% 7.23%
Per Filing 7.88%
Differemce -0.63%
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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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Exhibit 1: Rate Base

Exhibits

FLORIDA PUBLIC UTILITIES COMPANY SCHEDULE 2
NATURAL GAS PAGE 10F 2
AVERAGE RATE OF RETURN
For the 12 Months Ending December 31, 2010
RATE BASE
{1) {2} (3 (G {5) {6} (7) (8)
ACCUMULATED NET PROPERTY CONSTRUCTION NET
PLANTIN  DEPRECIATION &  PLANTIN HELD FOR WORK IN uTILITY WORKING TOTAL
SERVICE AMORTIZATICN SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE BASE
PER BOOKS $150,417,129 (544,226,322) $106,190,806 50 $2,431,727 5108,622,533  ($457,247) $108,165,286
FPSC ADJUSTMENTS:
ELIMINATIONS TO WORKING CAPITAL $0 S0 50 SO ($2,141,361)  (52,141,361)
ELIMINATE ACQUISITION ADJ. {$34,503,288) 30 ($34,503,288) (534,503,288) ($34,503,288)
RATE REFUND PENDING - 2009 50 S0 50 $42,330 $42,330
FEIM. COMMON PLANT {51,876,631) $595,630 (51,281,001} ($1,281,001) ($1,281,001)
TOTAL FPSC ADJUSTMENTS {536,379,919) 5595,630 (535,784,289) $0 50 ($35,784,289) (52,099,031) ($37,583,320)
FPSC ADJUSTED $114,037,210 {543,630,692) §$70,406,517 50 $2,431,727  $72,838,244 (52,556,278 570,281,967
FLEX RATE REVENUES $0 $0 50 50 50 S0 S0 50
ADJUSTED FOR FLEX RATE REVENLUES $114,037,210 (543,630,692} 570,406,517 $0 $2,431,727  §72,838,244 (52,556,278} 570,281,967
PROFORMA ADJUSTMENTS
ACQUISITION ADJUSTMENT $34,679,776 {6776,408)  $33,903,368 $33,903,3683 533,903,368
TRANSACTION & TRANSITION COSTS 51,821,821 51,821,821
TOTAL PRO FORMA ADIUSTMENTS 534,679,776 {5776,408) 533,903,368 50 S0 533,003,368 51,821,821 535,725,189
PRC FORMA ADJUSTED $148,716,986 (544,407,100} $104,309,885 50 $2,431,727 5106,741,612  ($724,457} $106,007,156
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Exhibit 2: Income Statement

FLORIDA PUBLIC UTILITIES COMPANY SCHEDULE 2
NATURAL GAS PAGE 2 OF 2
AVERAGE RATE OF RETURN
For the 12 Months Ending December 31, 2010
INCOME STATEMENT
(1) (2} {3} (4 {5) (6) (7) (8) (9) (10) (11)
GAIN/LOSS TOTAL NET
OPERATING 0 & MGAS O&M DEPREC. & TAXES OTHER  INCOME TAXES D.IT. LT.C. ON OPERATING OPERATING
REVENUES EXPENSE OTHER AMORTIZATION  THAN JNCOME CURRENT (NET) (NET) DISPOSITION EXPENSES INCOME
PER BOOKS 562,045,080 5 24,885,716  $16,250,686 $5,763,835 $2,149,024 $4,203,422 553,252,683 $8,792,397
FPSC ADJUSTMENTS:
1} INTEREST SYNCHRONIZATION 532,476 $32,476 (532,476
2) ELIMINATE FUEL REVENUES AND EXPENSES & (22,805,137} $ (22,805,137) S0 (522,805,137) S0
3) ELIMINATE CONSERVATION ($2,079,231) (52,080,579} $520 ($2,080,059) 5828
4)NON-UTILITY DEPRECIATION EXPENSE {$116,691) $45,014 ($71,677) $71,677
5) ELIMINATE AEP REVENUES AND EXPENSES (5550,304) (5547,552) (51,061) (5548,614) {51,650
6) RATE REFUIND PENDING S0 $0 50 S0
S0 50 50
30 S0 50
S0 50 S0
50 s0 S0
50 $0 50
$0 50 $0
$0 $0 50
TOTAL FPSC ADJUSTMENTS {§25,434,672)  {$24,885,716) S0 {5664,243) 50 576,948 SO $0 S0 (525,473,012) $38,340
FPSC ADJUSTED 536,610,408 50 516,250,686 $5,099,592 $2,149,024 54,280,370 $0 50 $0 827,779,671 $8,830,737
FLEX RATE REVENUES - DEFICIT/{SURPLUS) 50 $0 $0 50
ADIUSTED FOR FLEX RATE REVENUES $36,610,408 S0 516,250,686 55,099,592 $2,149,024 $4,280,370 sl 50 s0 §27,779,671 8,830,737
ACQUISITION ADJ. - AMORT £XP {DEDUCTIBLE) $87,228 {633,648) 553,580 ($53,580;
ACQUISITION ADJ, - AMORT EXP (NCON-DEDUCTIBLE) $1,077,384 $0 $1,077,384 (51,077,384
TRANSACTION/TRANSITION COSTS - AMORT EXP (DEDUCTIBLE) $238,368 ($91,950) $146,418 {$146,418,
TRANSITION COSTS - AMORT EXP (NON-DEDUCTIBLE $203,064 S0 $203,064 {$203,064,
TOTAL PRO FORMA ADJUSTMENTS 50 50 s0 $1,606,044 50 3125599} S0 SO 50 51,480,445  {$1,480,445,
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Exhibit 3: Capital Structure

FLORIDA PUBLIC UTILITIES € OMPANY SCHEDULE 4
NATURAL GAS

CAPITAL STRUCTURE

December 31, 2G10

FPSC ADIUSTED BASIS

LOW POINT MIDPOINT HIGH POINT
ADJUSTMENTS COST WEIGHTED | COST WEIGHTED | COST WEIGHTED
ADJUSTED RATIO| RATE COST RATE COST RATE COST
AVERAGE PER BOOKS  NON-UTILITY BOOKS PRO-RATA  SPECIFIC BALANCE {%) (%) (%) (%o} (%) {%0) (%)

COMMON EQUITY $54,333,79% ($1,281,001) $53,052,797 $14,430,588 (334,679,776} $32,803,609 4667%| 9.85% 560%] 10 85% 506%| 11.85% 5.53%
LONG TERM DEBT $76,289,53¢ $26,285,530 (§14,195,000)  $9,518444 $21,612974 30.75%) 6.96% 2.14%;  6.96% 2.14%)  6.96% 2.14%
SHORT TERM DEBT $9,518,444 $9,518,444 ($9,518,444) $0 000% 1.76% 0.00%| 1.76% 000%]| 1.76% 0 60%
CUSTOMER DEPOSITS $7,628,340 $7,628,340 $7.628340  1085%] 6.21% 067%| 6.21% 067%| 621% 067%
DEFFER ED INCOME TAXES $8,154,499 $8,154.499 $8,154,499  1160%| 0.00% 0.00%|  0.00% 0.00%]  0.00% 0.00%
TAX CREDITS - WEIGHTED COST $82,545 $82,545 $82,545  0.12%| 8.42% 001%] 9.01% 0.01%|  9.5%% 0.01%
TOTAL AVERAGE $106,007,156 ($1281,001) $504 726 155 $235,588  ($34,679.776) $70,281.967 100.00% 7.42% 7.88% 8.35%!
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Exhibit 4: Working Capital Assets

Source Descriplion ACC NO. Dec-10 T3-§0 Avg Per Ilmg Dillerence
Common General Disbursements - Cash 11101312 (3,073,102) (2,183,146)
Commnon Depository Account - Cash 11401310 746,776 176,117
Comimon Working Funds (2,326,326} (2,007,029)
Common Working Funds 54% (1,256,216) (1,083,795) 1,016,034 (2,099,829)
Utility Imprest Account - Petty Cash 11301350 4,896 3,438
Ulikity Petty Cash - Petty Cash 11701350 (2,100) 9,477
Utility Petty Cash - Pelty Cash 2 11701351 5,500 4,731
Utility Petty Cash - Pelty Cash 3 11701352 1,200 1,200
Utility Cash 9,496 18,845 18,845 0
Common Petty Cash - Petty Cash 11701350 500 885
Comimon Petty Cash Allocation 52% 260 460 - 460
Utility Accounts Receivable - Accounis Recavable 12201420 53,246,748 4,350,051
Utility Employee Receivables - Other Accownts Receivable 12901430 6l 921
Utitity Misc Acc Receivable - Other Accourts Receivable 12991430 {2,025) 76,634
Utility Acc Receivable - Gas and Other 5.244,784 4,427,606 4,318,899 108,707
Utility Unbilled Revenue - Accrued Utility Revenue 12751730 2,902,993 2,307,010 2,244,105 62,905
Utility Provision for Bad Debts 12251440 (96,128) (77,710) {56,385} 8.675
Utility Gasoline Inventory - Plant Materials & Operating 14301540 3,047 13,295
Utility Construction/Service Inventory - Plart Materials 14311540 493,004 588,803
Uulity Cyule Count Adjustment - Plant Materials & Op 14341540 = (113,309}
Utility Physical Inventory Adjustment - Plait Materials & 14351540 11,989 9,431
Utility Purchase Price Variance - Plant Malterials & 14381540 - 15,690
Utility Construction/Service Inventory Clearng - Plant 14391540 25,071 2217
Utility Piant Material & Operating Supplies 513,111 516,128 292,116 224.012
Conunen Prepaid Insurance - Prepayments 15101650 14,713 43,152
Commoen Prepaid Maintenance - Prepayments 15201650 20,121 25,773
Common Prepaid Other - Prepayments 15501650 7,041 135,234
Commen Prepaid Insurance - Prepayment 41,875 204,160
Common Prepaid Insurance - Prepayments 54% 22,613 110,246 112,648 (2.402)
Utility Prepaid Insurance - Prepaymenis 15101650 119,692 43,961
Utility Prepaid Other - Prepayments 155016350 46,618 17,553
Utility Prepaid Insurance - Prepayments 165,730 61,515 57,378 4,137
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Jource Lescnption Atc No. Dec-1U {3-Vlo Avg Fer Filing Ditlercnce
Utility Envirgn Regulatory Assets - Other Regulatory Assets 17201823 6,168,012 6,396,186 6,757,008 (360,822)
Common Retirement Plans - Other Regulatory Assets 17811823 8,276,002 4,695,407
Common Other Reguiatory Assets 8,276,002 4,695,407
Common Other Regulatory Assets 64% 5,296,641 3,005,060 4,300,418 {1,295,358)
Ulility Unrecovered Piping & Conversion - Misc Deferred Debit 17731860 938,679 975,215 974,759 456
Utility Regulatory Asset - Miscellaneous Deferred Debits 17991860 63,198 76,323 - 76,323
The following non-utility accounts have same dollar offsetting adjustments (50 net effect on rate base)

Uility Accounts Receivable-Merchandise - Accounts Receivable 12301420 - 33,075
Utility Accounts Receivable-Service - Accounts Receivable 12501420 - 40,561
Utility Acc Regeivable - Merchandise, Service, and Other - 73,636 77,754 (4,118)
Utility Unrecovered Area Expansion Costs - Accounts Rec 17741420 1,129,590 1,303,668 1,305,079 (1411)
Utility Appliance Inventory - Merchandise 14211550 - 157,193
Utility Merchandise-Leased Equipment - Merchandise 14241550 61,601 61,601
Utility Merchandise-Leased Equipment - Amortize Leased 14241551 (28.256) (27,151)
Utility Merchandise 33,345 191,643 205,017 (13,374)
Utility Deferred Rate Case - Miscellanegus Deferred Debils 17601860 364,699 466,059 466,061 (2)
The {ollowing accounts were included after stalf reviewed the trial balance:
Utility Long-tenm Accounts Receivable - Accounts Receivable 19111420 - 66,871
Utility Prelim Nat Gas Survey & Investigation - Other Prelim Survey&Investigation Chgs 19701832 31818 2,448
Utility Clearing Account - Clearing Accounts 19501840 - (4,469)
Utility Clearing Account - Clearing Accounts 2 19901841 - 102
Utilily Clearing Account - Miscellaneous Deferred Debits 195901860 - 62
Utility Piping & Conversion - Miscellaneous Deferred Debits 1991 {860 = 3,336
Toia 31,818 65,342 - D

33



Exhibit 5: Working Capital Liabilities

dource Description Ace No. Lec-19 T3-MG Avg Per Filing 1ilterence
Uity AP Hand Accrual - Accounts Payable 21002320 ¥ {368,570.34)| § (159,796.3%)
Utility Unmatched Receipis - Accounis Payabie 21102320 $ (78,759.30)| $ {15,132.23)
Utility Gas Bills Payable - Accounts Payable 21122320 3 (3,081,831.51)] § (624,722.16)
Utility Total accounts payable 3 (3,549,161.15)] § (799,650.78)
Common AP Hand Accrual - Accounts Payable 21002320 $ (574,962.98)( § (5,673,638.40)
Commeon Accounts Payable - NO DRILLDOWN 21022320 $ (3,161,738.70)[ $ (2,650,742 .42)
Total accounts payable $ (3,736,701.72)| § (8,324,380.82)
Total allocated accounts payable 34%] § (2,017,818.93)] § (4,495,165.64)
Common 401K Payable/Withholding - Accounts Payable 21322320 5 13334181 {1 § 73,484.46
Common 401K Loan Payable/Withholding - Accounts Payable 21352320 b (133,341.81)| § (86,251.14)
Common United Way Payable/Withholding - Accounts Payable 21412320 $ (827.04)] § (358.70)
Comimon Union Dues Payable/Witholding - Accounts Payable 21442320 $ (4,725.78)| § (1,330.16)
Common Savings Bonds Payable/Witholding - Accounts Payable 21452320 $ (370.00] § 55.00
Common Medical/Dental Fees Payable/Withholding - Accounts Payable 21502320 $ (33,086.34)] § 12,259.82
Common Life Insurance Payable/Withholding - Accounts Payable 21512320 $ (41.37)] $ 2,968.84
Common LTD Insurance Payable/Withholding - Accounts Payable 21522320 $ (136.22)| $ 864 .48
Common AD&D Insurance Payable/Withholding - Accounts Payable 21532320 $ (2.29)] $ (58.25)
Common Denial Only Fees Payable/Withholding - Accounts Payable 21552320 $ - 5 1,202.58
Common Qther Withholding/Misc - Accounts Payable 21552320 $ 19710 | § (161.57)
Common Total Accounts Payable - Withhelding 3 (38,991.94)| § 2,675.37
Common Total Allocated Accounts Payable - Withholding 52%{ § (20,275.81}] § 1,391.19
Both Total Accounts Payable $ (5,587,255.89)| § (5,293,425.23)| § (2,916,737.00)| $ (2,376,688.23)
Commun Property Taxes - Tax Collections Payable 27812410 5 S § {713,564.36)
Common Total Property Taxes - Tax Collections Payable Direct & - 3 (499,420.85)
Common Accrued Gross Receipts Tax - Tax Collections Payable 27882410 $ - 18 (373,810.52)
Common Accrued State Regulatory Tax - Tax Collections Payable 27852410 5 (0.c1) $ (92,890.36)
Commen Total Rev Tax Payable $ (0.01} § (466,700.89)
Commgon Total Rev Tax Payable 63%]| § 0.01){ $ (294,021.56)
Common Federal & FICA Withholding - Tax Collections Payable 27902 b 11,56881 { $ 1,539.14
Commoi FUTA - Tax Coilections Fayabie 27552410 $ 1,39943 1 5 ECBI.I0}
Common FL Taxes Other - SUTA 27 ] (568.94)] $ (21,267.96}
Cummeoen WageTax Payab Ie % 12,399.30 | & (24,649.93)
Common Total Accrued Payroll Taxes 52%]| § 6,447.64 | $ (12,817.96)
Common Franchise Tax - Tax Collections Payable 27822410 3 - 3 {635,100.65)
Cominon Accrued Utility Tax - Tax Collections Payable 27852410 $ - $ (322,876.60)
Common Total Tax Collect Payable $ § {964,977.26)
Common Total Tax Collect Payable 64%] 5 - 3 (617,585.44)
Common Total Accrued Taxes - General [ 644763 1% {1,423,84581)[ 5 (1,478,604.003} § 54,758.19
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Source Uescriplion AL NO. Dec-10 I3-ivlo Avg rer Filing Thilercnce

Utifity Federat - Prepaid -Current 24202364 $ 2,005,500.00{ & 308,600.00

Utility Federal - Accrued -Current 24202365 5 (2,515,303.00) 3 (906,899.0%)

Utility FL - Accrued -Current 34EL2365 5 (624,908.25)] & (159,110.07)

Utility Total income taxes 5 (1,134,311.25)] $ (757,409.16)

Common Federal - Prepaid -Current 24202364 $ = 3 495,030.77

Commaon Federal - Accrued -Current 24202365 % 45101295} 8 (701,303.05)

Common Federal - Aecrued -Prior 24202367 s 14,747.00 | § 75,705.92

Coannon FL - Prepaid -Current 24FL2364 E) 86,100.00 | § 36,161.54

Common FL - Accrued -Cuvent 24FL2365 $ 42496800 | § 106,637.08

Commen FL - Accrued -Prior 24FL.2367 3 14,000.00 | § 24,916.31

Common Total income taxes $ 990,827.95 | § 36,948.57

Common Total Allocated income laxes 54%[ § 535,047.09 | $ 19,952.23

Both Total income taxes b (599.264.16)| § (737,456.94) {659,677.00) (77,779.94)
Utiligy Customer Deposits - Accrued Interest 23302370 $ {362,98583)| $ (238,455.74) (237,988 00) (467.74)
Common Custonter Deposits - Accrued Interest 23302370 s - 5 112,958.64

Common First Mortgage Bond ! - Accrued Interest 23B12370 5 (116,004.22)] § (64,694.39)

Common First Mortgage Bond 2 - Accrued Interest 23B22370 $ (66,866.66)| $ (37,291.02)

Commen First Morigage Bond 3 - Accrued Interest 23832370 3 (60,533.33)| § (149,005.11})

Common Undefined Debt - Accrued Interest 23472370 b - ¥ (279,430.60)

Coemmon Total accrued interest $ {243 40421)| § (417,462.47)

Common Total acerued interest - Debi 53%| $ {129,004.23)| § (221,255.11} {221,255.00) (011
Uulity Regulatery Liabiity - Accum Provision for Rate Refunds 26992290 § - $ (42,330.23)

Lhility Qver-recovered PGC - Unrecovered Purchased Gas Costs 26PG1910 $ (1,525,377.53)| § (2,184,533.35)

Utility Accrued Other Expenses - Misc Current & Accrued Liabilities 27792420 $ (26,545.60){ 3 (18,297.02}

Utility Property Taxes - Tax Collections Payable 27812410 b} - 5 21,375.71

Utility ['ranchise Tax - Tax Collections Payable 27822410 $ (647,507.71)| § (116,421.84)

Util ity Accrued State Regulatory Tax - Tax Collections Payable 27852410 5 {144,001.00)] $ {27,682.25}

Utility Acerued Gross Receipts Tax - Tax Collections Payable 27882410 $ (239,132.46)| § (23,288.96)

Utility Accrued Utility Tax - Tax Collections Payable 27892410 $ (302,233.41)] § (31,071.41)

Utility FL Taxes Other - Sales Tax 27F1.2413 5 (77.811.03}] § (58,818.26)

Utility Total Mise Current & Accrued Liabilities $ (2,962,612.74)| § {2,481,067.61)

Conunon Self nsurance-Current - Accumulated Provision for Injuries & Damages 26202282 3 (234,306.74)] & {181,535.3%)

Common Accrued Other Expenses - Misc Current & Accrued Liabilities 27792420 $ (1,528.10)] § (1,808.56)

Common Accrued Tax & Audit Fees - Misc Current & Accrued Liabilities 27342420 5 - $ {55,472.75)

Common Total Misc Current & Accrued Liabilities $ (236,134.84)| § (238,816.69)

Common Total Allocated Misc Current & Accrued Liabilities 54%; % (127,51281)| $ (128,961 01)

Both Total Misc Current & Accrued Liabilities $ (3,090,125.55)| § (2,610,028.62) {2,485,960.00) {124,068.62)
Utility Conservation Cost Recovery Liahility - Other Deferred Credits 26012530 § (165,826.00)| $ (512,072.09) (511,553.00) (519.08)
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Sovurce Descriphion AT No. Tec-10 T3-MoAvg Per Filing ThiTerence

Unihity Deferred Environmental Costs - Other Deferred Credits 28102530 $ (5,611,068.93} $ (431,620.6%)

Utility Deferred Environmental Liability - Other Deferred Credits 28152530 $ 198,11991 [ § 15,403.60

Utility Deferred Environmental Liability - Other Deferred Credits 2 28152531 ] (6,169,751.00)| § (475,398.835)

Utility Total environmenial fizbilities 3 {11,582,700.02)] § (891,615.93)

Commen Deferred Environmental Liability - Other Deferred Credits 28152530 b3 - ] 130,872.55

Comnon Deferred Environmental Liability - Other Defesred Credits 2 28152531 [ - % (5,921,723.54)

Common Deferred Environmental Costs - Other Deferred Crediits 28102530 3 $ (5,179,448 24)

Common Total allocated environmental liabilities § - $ (10,970,299.23)

Both Tolal environmental liabilities 3 (11.582,700.02)] § (11,861,915.16) (6,255,408.00)] $ (5,606,507.16)

Common Accrued Payroll - Misc Current & Accrued Liabilities 27102420 $ (367,730.00)| $ (684,100.91)

Common Accrued PTO - Misc Current & Accrued Liabilities 27112420 5 (1,598,046.62)| § (1,640,941.18)

Common Accrued Bonus - Misc Current & Accrued Liabilities 27142420 $ (122,152.72)] § (9,396.36)

Common Accrued Severance - Misc Current & Accrued Liabilities 27162420 5 {185,732.49){ 1 (37,207.35)

Common Total accrued compensation 3 (2,273,661.83)] (2,371,645.79)

Common Total allocated accroed compensation 52%]| 8 {1,182,304.15){ § (1,233,255.81) {(1,235,134.00)) § 1,878 19

Utility Storm Reserve - Accum Provision for Property Insurance 28052281 5 (798,204.36) 3 (61,784.95)

Common Storm Reserve - Accum Provision for Property Insurance 28052281 $ - 3 (2,403,790.98)

Common Allocated Storm Reserve 3 - $ {733,419.08)

Both Total Strom Reserve $ (798,204.36)} § {795,204.03) (794,858.00) $ (346.03)

Common Accrued Pensions - Accum Provision for Pensions & Benefits 20002283 $ (12,347,955.34)| $ (8,575,796.88)

Coinmon Allocated Accued Pension & Benefits 52%] $ {6,420,936.78)| $ (4,459,414 .38}

Common Accrued OPRB (Current) - Accum Provision for Pensions & Benefits 27332283 $ (154,852.00)] (59,372.62)

Comimon Other Post Retirement Benefits - Accum Provision for Pensions & Benefits 26202283 ) (2,926,051.11)} $ (2,480,777.82)

Common OPRB-Retiree Claims - Accum Provision for Pensions & Benefits 29212283 5 53,39490 | § 12,023.90

Common OPRB-Retires Life Ins - Accum Provision for Pensions & Benefits 29232283 ] 456.46 | § 175.56

Common OPRB-Retiree Contributions - Accum Provision for Pensions & Benefits 29242283 5 (1,898.60)| % 523.82

Comnmon Allocated Other Post Retirement H (3,028,950.33)| § (2,527,427.135)

Commuon Allpcated Other Post Retirement 54%| § (1,635,633.19)] $ (1,364,810.66)

Buoth Total Pension & Benefits $ (8,056,569.97)| % (5,824,225.04) (5,595,486.00} § (228,739 04)

3 R
3 N

The Tullowing non-utility account has a smme doliar offsetting adjustment (S0 net effect on rate base)

Ulility Merchandise Downpayments Billed in Advance - Customer Deposits 22132350 $ - 3 {114,280.95) (124,323.003| & 10.042.05
Total Liabilities % (31,547,792.53)} § (30.865,420.54) (22,516,983.00) % (8,348.437.54)
Total Assets + Liabilities $ (9,995,165.84)] § {12,028,974.48) (457,247.00)] § (171,571,727.48)
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Exhibit 6: Staff Adjusted Rate Base

RATE BASE PER STAFF

PER BOOKS
FPSC ADJUSTMENTS:

ELMINATIONS TO WORKING CAPITAL
ELIMINATE ACQUISITION AR

RATE REFUND PENDING - 2009

ELIM. COMMON PLANT

REMOVE NON UTILITY MATERIALS AND SUP,

TOTAL FPSC ADJUSTMENTS

FPSC ADIUSTED

FLEX RATE REVENUES

ADJUSTED FOR FLEX RATE REVENUES

PROFORMA ADJUSTMENTS
ACQUISITION ADJUSTMENT
TRANSACTION & TRANSITION COSTS

TOTAL PRO FORMA ADJUSTMENTS

PRC FORMA ADJUSTED

SCHEDULE 2
PAGE 1 OF 2
(1) {2) (3) (4} (5 (6} 7 (8
ACCUMULATED NET PROPERTY  CONSTRUCTION NET
PLANT IN DEPRECIATION & PLANT IN HELD FOR WORK IN uTiLITY WORKING TOTAL
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE BASE
$151,596,891 ($44,028,525) $107,568,366 50 $2,360,503  $109,928.869  ($12,028974)  $97,899,895
50 50 50 S0 (32,132,499  [($2,132,499)
{334,503,288) $0 {$34,503,288) {$34,503,288) ($34,503,288)
50 S0 S0 542,330 $42,330
(51,883,979) $623,947 {$1,260,032} ($1,260,032} {$1,260,032)
($3,691) {$3,691)
{536,387,267) 5623,947 (§35,763,320) S0 50 (535,763,320)  (52,093,860)  {$37,857,180}
$115,209,624 {$43,404,578) $71,805,046 50 52,360,503 $74,165,549  ($14,122,834) $60,042,715
50 50 S0 50 40 50 50 50
5115,209,624 {$43,404,578) 471,805,046 S0 52,360,503 574,165,549 (514,123,834} 566,042,715
$34,679,776 {$776,408) $33,903,368 $33,903,268 $33,903,368
$1,821,821 $1,821,821
534,679,776 (5776,408} 533,903,368 50 S0 33,903,368 $1,821,821 $35,725,189
$143,889,400 ($44,180,986) $105,708,414 $0 $2,360,503  5108,068,917  ($12,301,013)  $95,767,905
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Exhibit 7: Staff Adjusted Income Statement
INCOME STATEMENT PER STAFF

48] @ (3

OPERATING (& M GAS O&M

4) (5}

DEPREC. & TAXES OTHER INCOME TAXES D.LT.

(®)

(7

(8)

IT.C

(%)
GAIN/LOSS
ON

SCHEDULE 2

PAGE 2 OF 2
(10} (an
TOTAL NET

OPERATING  QOPERATING

REVENUES  EXPENSE _ OTHER  AMORTIZATION THAN INCOME  CURRENT  (NET) (NET) DISPOSITION EXPENSES  INCOME
PER BOOKS 366,100,167  $28,080474 $16,423.372 $5.763,835 $2,530,030 $4,291.217 $57.087928  $5,002.239
FPSC ADJUSTMENTS:
1) INTEREST SYNCHRONIZATION $196,523 $196523  (8196.523)
2y ELIMINATE FUEL REVENUES AND EXPENSES $ (36,033,739) $ (25.908,328) (348,373) (525.956,701)  (577.038)
3) ELIMINATE CONSERVATION (52,088,331)  (32,084,725) ($1,391) (52,086,116) (32,215)
4) NON-UTILITY DEPRECIATION EXPENSE ($126,186) $48,677 (§77,509) $77,509
5) ELIMINATE AEP REVENUES AND EXPENSES ($995,094) (5990,117) ($4,975) 50 (§995,092) ($2)
6} RATE REFUND PENDING (8256,659) (599,006} (599.006)  (5157.653)
50 50 s0 -
50 50 50
$0 50 $0
50 50 30
$0 50 56
$0 30 50
$0 50 56
50 30 50
50 50 50
50 se 50
50 S0 50
$0 $0 80
30 $0 $0
TOTAL FPSC ADJUSTMENTS (320,373.823) (527,093,053) 50 751.116,303) §4.975) 595430 S0 50 $0 (529,017.901) (3355920
EPSC ADJUSTED $36.726,344 $96,421  $16423372 54,647,532 $2,525,055 34387647 30 $0 S0 $29080027  S86463(7
FLEX RATE REVENUES - DEFICIT{SURPLUS) $0 $0 50 $0
ADJUSTELD FOR FLEX RATE REVENUES $36,726,344 396,921 516,423,372 34,647,532 $2,525,055 $4,387 647 30 £0 <0 $28 OR0,027 58,646,317
ACQUISITION ADJ. - AMORT EXP (DEDUCTIBLE) 587,228 ($33,648) $53.580 {$53.580)
ACQUISITION ADJ. - AMORT EXP (NON-DEDUCTIBLE) $1,077,384 $0 $1077.384  ($1.077.384)
TRANSACTION/TRANSITION COSTS - AMORT EXP (DEDUCTIBLE) $238, 368 (591,950) 5146418 ($146,418)
TRANSITION COSTS - AMORT EXP (NON-DEDUCTIBLE $203,064 $0 . $203,064  (§203.064)
TOTAL PRO FORMA ADJUSTMENTS 30 %0 55 51,606,044 50 (31255997 30 %0 50 51480445 (51 480445)
PRO FORMA ADJUSTED $35,726,344 $08421 316423377 56,231,576 $2.505.055 TI60048 30 50 $0SI0.560477  §7165872
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Exhibit 8: Staff Adjusted Capital Structure

CAPITAL STRUCTURE PER STAFF SCHEDULE 4

CUST | WEIGHTED

RATIO | RATE COST
AVERAGE PER BOOKS PRO-RATA BALANCE (%) (%) (%)

COMMON EQUITY $221,064,268 ($194,578,651) 526,485 817 44 11%| 10.85% 4.79%
LONG TERM DEBT $107,065,342 {3594,237,888) $12,827 454 21 36%] 7.18% 153%
SHORT TERM DEBT $3§,737,153 (334,006,071 $4,641,082 773%|  1.76% 014%
CUSTOMER DEPOSITS 57,629,696 37,629,696 12.71%} 6.00% 0.76%
DEFFERED INCOME TAXES 58,376,321 $8,376,321 13.65% 0.00% 0.00%
TAX CREDITS - WEIGHTED COST §82,546 $82 546 0.14%| 9.01% 0.01%
TOTAL AVERAGE 382,055, 00 322,01 2,610) SO0, 115 T00.00%5 T3]
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Purpose

To: Florida Public Service Commuission

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, 2011. 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.




Objectives 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 No. PSC-08-0375-PAA-GU, issued May 27, 2009, Docket No.080366-G1J, In Re; Petition for rate increase by
Florida Public Utilities Company.




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 depreciation 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 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 caiculation 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.
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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 31, 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 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 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.



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.



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 Eamnings 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.

Accounts to Exclude From Working Capital Calcuiation in the Filing

Cost Type| Account Account Name Reason for inclusion or exclusion

The Commission has not allowed deferred rate case

costs in working capital. The Utility did remove the
allocated number. However, if allowed, they should
be inclucied at the direct cost and not an allocated

Allocated [17601860 |Deferred Rate Case - Miscellaneous Deferred Debits number.

Utility maintains a schedule of direct cost. Direct
Allocated 117991860 |Regulatory Asset- Miscellaneous Deferred Debits Cost shouid be charged.
Allocated |17991890 |Regulatory Asset- Unamortized Losg on Reacquired Debt This account should be in Capital Structure

This account was included in Plant In Service in the
Direct 17991140 |Regulatory Asset- Acquisition Adiustment last case.

This account was included in Accumulated
Direct 17991150 |Regulatory Asset- Accumulated Amort Acquisition Adjustment  |Amortization in the last case.

Accounts to Include From Working Capital Calculation in the Filing .
Cost Type| Account Account Name Reason for inclusion or exclusion

Charge direct costs for regulatory asset instead of
Direct 17991860 |Regulatory Asset- Miscellanecus Deferred Debits aliocated cost.

Direct 19111420 tLong-term Accounts Receivable
Direct 19701832 |Prelim. Nat, Gas Survey & Invegigation
Direct 15901840 {Clearing Accounts

This is a proper working capital account
This is a proper working capital account
This is a proper working capital account

Direct 15901841 [Clearing Accounts 2 This is a proper working capital account
Direct 16901860 [Clearing Account - Miscellaneous Deferred Debits This is a proper working capital account
Direct 19911860 jPiping & Conversion - Miscellaneous Deferred Debits This is a proper working capital account




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 $197,798. Construction work in progress and working capital should
be reduced by $71,223 and $11,571,728, respectively.



Computation of Rale Base Averages
—
Acct, # Description Dec-09 Jan-10 Feb-10 Mar-10 Apr-I¥ May-10 Jun-10 Jul-10 Aug-10 Sep-H Oct-10 Nov-10 Dec-10 13-Mo Avernge
Plant b Service
1010]Platin Service S 111678263 |5 111694376 |$ 111820,125]8 111923828 |8 111962350 |5 111914074 |5 112158654 15 111,863,166 |§ 111,893,165 | % 113,122617]|% 1133690025 113,627452 |8 114,351,250)% 112,431 409
10}0{Allocaled Plant § 3272309 §  324eas|s  3279572|% 3262618 (% 330509035 14132125 3486562[5 3535638 |§  15406R6 |8 3444905 |5 3446787 )F 3430144 |5 3468226 )8 3,398,418
1146[ Acq Ad t 3s2re62 |5 35.2Tee2 |8 35277662 |8 35894106 |5 35,894,106 |5 35804106 |5 IS4 1065  35894:06 |8 35894106 |3 35943552 | § 35,943,552 $ 35943552 |8 35943552 | % 35,767,064
Total Per Shff S 150228234 |3 150,256,721 | § 150377359 [ 5 #sios0ss3[s 156154618 1sio2n3e2(s 151539322 % 151322910 |§ 151327958 §§ 15251107 |5 1527593418 1530101488 153563028)% 151,596,891
Total Per Rting 5 149081,832]% 14911035018 149230957 |§ 149,534,151 [$ 150,016,083 {8 150076063 |8 150,793,947 |5 150,177,530 1% 150,182.57% % 151365739 $ 1515612124 |8 ISLB70659 % 152370659 | ¢ 150,417,129
Diflerence s LIMENIIS  L463Z]S 4146402} 8 L146402]8  LM5463 ]S 11453298 L145376 |5 1145379 (8 LI45379 (S L145335)5 L1427} S8 113948908  1,592.3697% 1,179,763
See Nok 1 below
I
Avcumulited Deueciation and Amartization
1080[Acc. Dep s o609 s (8450980 5 (08,748,500 5 (9015014 s (393503700 5 (39627,594)| 5 (39.869,383)[ § (40173061 S {35072816)) 8§ (I5300168)) & (IFAIO060) 5 (35,605802) § (35433303) (37,711,175}
1080{ Acc. Dep. Allomied s (L3sesen)|s (13848 (13543808 (1408368 S (14266175 (LM5033)) 8 (1 A463.07)) 8 (1,481,549 % (1,450,150)( § {1,40327D)[ 8 (14l6,820)| § (1,401,964 $ (1,421, 441)( § (1,423,403}
2520|Acv: For Construc s @3m79[s  2ese)s (27608 (Rauseem)s (23225038 pusrals  pomwels  @ossozy)| s (23240998 (2139310 S (273030 S (273463005 (20446700 8 (2,302,071)
1150|A/A Acq Adj 5 (468,326)| $ (470.552)| 5 473,579 § (476,205)| $ (478,832)] $ (481,439) & (484,085)| & (486,712)| {489,338y & (421,965)| § (44,5¢1)| § (497218} § (499.845) § (484.085)
3762|Acc. Asset Remov. § L] 3 - s - |s L - |3 - |3 - |8 (s39ssamls (5428978 (Sde20s0)[ 8 (549512905 (55282083 % (2.100,788)
Total Per Sfl § (423209068 (426138958 (92.04150] 8 (43,180180 § (4351820 (43890789 8 (43.889.749M § (44195 34d)( 5 (4.TTZAIS) § (44762684 §  (54265L1 S (45.734,743) § (44,927.469)] § (44‘025,525_%
Total Per Fling s @2420070| 5 (200288 (30362555 (2972575 (43.692363) 8 (adc19807[ 8 (440152458 (94327.316)| 5 (44.90LTRI)[ 5 (44850405)| § (45.662,422)[ § (45,875.867) 8 (46.093.271)] § (44,226 312)
Difference [ 90,165 | § 96,134 | § 102,103 | § 108,973 | § 114042 | S 110,019 | § 12599731 % 131973 | § 129347 (8 126,728 | 119,7%0 | § 141,124 § § 1,165,802 | § 197,798
See Nok 2 below
Constructon Work In Progress
1¢50] CWIP Per Sail $ 9798351 § 1115700 § 1,226,515 1 § 1,719.597{ § 2,036,517 | § 2179,506 | § 1,934,606 | § 2,500,396 | § 31416939 | § 3,148572 | ¥ 3,578,029 & 3,578,107 | % 2902226 | % 2,360,503
CWIP Per (b 3 929835 |5 1M5701|S L2656 (S 173950918 20365195 2170508(8 19346098 2500393 [$  2416941)s 3148574 (S 357031 [§ 357810915 3B2.I09|S 24317127
Difference H @S {H s ] § )5 @5 2) 5 3 s (3]s 2] § 2] s BB 2 % (925,883)| § (71,223)
Working Caital
Working Capital Books | § (9345.621)| 8 (5.904.058)| 3 (71459378 (27wams)|s (oasoasafs (zda2so)s (3707063 & (485140008 (1343020} 5 (18518688)| £ (1611934T( 3 (I6SBIIENT  (9.995,166) § (12,028,974),
Working Caital Per Co. | § (458.751)| 5 3,345577|% 29234305 2159989 S (368,650)| & (2324904)| 3 (3.404.553)| 8 (25857 § (38455900 8 (2.909992)[ § (2,938,166 § (53,0595 8 1646325 | $ (457,24
i Difference s (B3SGE) S (940635 (10,069.366)[ § (99304675 (10411544 S (10,116376)[ § (I0I0L510} S (12,135554){ $  (12,584,693)| 5 (15,708,686)| § (13,181,182)| § (16,505,077 5 {11.641,491) § (1L.571,728)

Note 1:
transferred the amouni to a proforma adjustmeni in the filing.

See Noe 3 below

The Utility included an average balance of $34,503,288 in total plant for the

Lo mcilmm mesrmnwind A

M H

cquisition adjustment related to the m
t

The prior approved acquisition adjustment of $1,263,776,

which

working capital, was added to staff’s 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 donc in the prior rate case, including the amortization of prior
approved acquisition adjustment from the last rate case of $(484,085), and the difference in December balances

Note 3: The difference is mainly due te overstatement of the cash balance of 52,099,829, overstatement of regulatory assets of $1,656,180, accounts
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.
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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 average balances as of October 31,
2010 to compute these adjustments. On the following pages we compute the non-utility
adjustment using the actual 2010 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 $28,317.

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 ($211,773) 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 ($211,733) 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 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

Account 13-Mbo.

Number Description Average
1540|Piant Material & Operating Supplies $ 41,009
Non-Utility Rate 9%
Non-Utility Adjustment 3 (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
$211,773 reduction to working capital in the Utility’s adjustments for interest payable.



Worling Capital Adjustment

Non-Utility Adjustiments
Account T5-Mo. Avg
Nu. Descriphim Dec-09 Jan-10 Mar-10 Apr-1 May-10 Aug-10 Sep-10 Nov-10 Dec-10 Per Staff
12301420 | Acc. Rec.-Machandise 3 47,613} % 40474 17893 1% 4069313 43541 | § $ 63,155 18,729 $ 30,597 | & - $ 33075
12501420 | Acc.. Rec.-Service 3 4122118 43,709 48,551 | § 402423 39,132 1§ 5 40,294 50,493 $ 5908¢% 3 40561
14211550 | Appliance Inv. - Merchandise $ 185330 [ § 179,759 161,268 8§ 158,756 | § 176,976 | § $ 164,398 165,131 $ 173853 (% - $ 157,193
14241550 | Merchandise-Leased Eq. [ 61,601 | § 61,601 6J60E |5 61601 ]S 61601 | 3 5 61,601 61,651 5 6L60I]| % 616GI |3 61,501
142415510 | Merchandise-Leased Eq. - Amort. 3 (24,665} 5 (25,178) (262043 53 {26717 3 (27,2300 3 3 (28,250) (28,256) 5 {28256 8 (282503 § (27.151)
22{32350 | Merchandise - Custome Deposits 3 12950 (% 12,950 12956 (8 12950 ]% 12,950 | § £ 13,950 12,950 $ (210035 (21008 9477
Account 13-Mo. Avg | I3-Mo. Avg
No. Description Per Staff Per Rling
12301420  [Ace. Rec.-Merchandise ] 13075
12501420 | Accownts Receivable-Service 3 49,561
Total 3 736368 77,754
14211550 |Appliance Inv. - Merchandise 3 157,193
14341550 [Merchandise-Leased Eq 3 61,601
14241551 |Merchandise-Leased Eq - Amort 5 (27151
Total $ 191,643 [ 5 205,017
22132350 [Merchandise - Customer Deposits §  (114280)] § (124,323
Tutal 3 150,095 | 5 (58,343
Prior Rate Case Adjustments
Account [3-Mou. Avg
No. Descriptio Dec-09% Jan-10 Mar-10 Apr-10 May-10 Aug-10 Sep-10 Nov-19 Dec-10 Per Staff
17741420 |Unwecovered Avea Exp Costs 1,698,235 ] $1,518,282 % 1,233,656 | § 1141025 (38 1273873 $ 1,290,500 | § 1,265,434 $ 1,197,931 | $1,129,5%0 | $1,303.608
17601860 | Deterred Rate Case 548,022 13 532,396 508224 | § 4957081 % 483,367 5 445641 | 5 433,065 37727518 364659 | ¥ 406,059
$1,769,728
Account [3-Mo. Avg [ 13-Me. Avg
No Description Per Staff Per Fling
17741420 |Unrecovered Area Exp. Costs 1,303,668 | 51,305,079
17601860 |Deferred Rate Case 466059 [ § 466,061
Total 1,769,728 1 $1,771,140
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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 menth 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 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 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 O & 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, O & 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 ($4,197,541 book difference less $3,816,535 to remove franchise and gross
recelpt taxes as done in prior rate case).
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Revenues by Account

O & M Gas Expense

Total

Account No. Description Amount Account Ne. Description Amount
4010|Fue! 5 25,668,414 5011} Salaries $ 472,926
4(11]0ther Fuel g 365315 5012{Overtime $ 2442
4015|Base 5 35,034,625 5014{Bonus $ 6712
41991 Propane $ 992,581 5020 Lodging and Travel 3 14,501
4300}Other Gas $ - 3021 |Meals 3 4,568
4952 [Unbilled $ 71.071 5023} Seminars & Training 3 1,606
4953 |Conservation $ 2,088,331 5024 Cell Phones 3 4.822
4960|Rate Refund Provision ] 256,659 5025 Total Uniforms 3 744
499%|Misc Revenues b 799,483 5026]Membership & Subscriptions | § 2,610
499A |[Misc Allowance & Ad) $ {9.831) 5029{Supplies/Misc Debt Exp $ 39.702
499B|Bill Collection Charge 3 88,925 5031]{Vehicie Fuel 5 2,899
499G |Change of Account 3 46,048 5032} Vehicle Depreciation b 750
499P|Returned Pymt Charge 3 34,463 5033 | Vehicle Insurance 3 597
499R | Disconnect/Reconnect b 341,276 5034 Vehicle Leasing 3 1,048
4995 ]Seasonal Reconnection $ 322,807 5039{Other Vehicle Exp 3 10,095

Per Staff % 66,100,167 504D Inter-Dept Benefits $ 36,384
Per Filing $ 62,045,080 505D ]Inter-Dept Payroll Tax 3 39,451
Difference $ 4,055,087 5060|Legal 3 10,860
Difference Explanation: 5061 |Consulting/Sub-Contractors | 11,336
4020]Franchise Tax 3 (1,533,755 5069|Other Qutside Services $ 14,178
4025|Gross Receeipt Tax 3 (2,271.899) 5070{Shipping/Delivery $ 35,170
Weather Refund Provision | $ 4.562.577 5078 |Maintenance $ 27
Calculation Error $ 3,304,165 5079|Other Facilities Cost $ 14,864
Totat 3,055,087 | 5080 | Advertising 3 304,160
5081 |Printing and Printing Material [ $ 3,684
Taxes Other Than Income by Account 5082|Outdoor Banner/Signage 3 83,172
5083 |Print Advertising $ 142,777
Account No. Description Amount 5085 JRadio Advertising § 27,100
5086 |Print/Production 3 36,277
5881 |Franchise Tax $ 1,533,755 5087 |Television $ 42264
5882|Gross Receeipt Tax 3 2,282,780 508%]|Other Comm. Exp 5 54,171
5883 |PSC Assessment 3 346,450 5090] Customer Satisfaction $ 729,314
8200| Taxes Other Than Incorme | § 75,907 5714|Firm Cornmodity Other b 228 408
8210|Payroll Taxes $ 538,266 5726{Commodity Firm Trans FGT | § 2,340,716
221D Inter-Dept Payroll Taxes 3 (39,451 5732{Firm Trans D1 FGT 3 3,690,824
82201 Property Taxes 3 1,587,438 5800{Cost of Gas $ 19,642 366
8290|Misc Taxes Other 3 21,419 5882 |Unithy Tax 5 6,015
Per Staff $ 6,346,565 58901Cost of Cas Other 5 9,806
Per Filing $ 2,149.024 5954 |Conservation Recovery 5 -
Difference $ 4,197,541 Per Staft 5 28,089,474
Difference Explanation: Per Filing 5 24 885716
5881 |Franchise Tax 3 1,533,755 Difference $ m
58821Gross Receeipt Tax 3 2282780 Difference Explanation;
5883 |PSC Assessment 3 346,450 5881 |Franchise Tax $ (1,533,755}
pdh) ‘Weather Refund Estimate $ {264,579 538821Gross Receeipt Tax $ (2,282 780)
Calculation Ertor 3 299135 3883{PSC Assessment 3 (346,450}
Total 3 1.197,541 | Weather Refund Provision 3 3812577
Calculation Error % 3,554,166
$

3,203,758




O&M Qther Expense

Account Description Amount

61 XX|Payroll 3 7,981 814
620X | Dept Exp 3 15918.971
63 XX Vehicle % 781,348
64 XX |Health b 893,224
65 XX|COBRA 3 8,953
66| Other Benefits b 1,155,451
67 XX |HR $ 45,179
68 XX} Co Event & Choice $ 8,547
70XX|Sales, Ad, &Comm $ 726,981
71 XX|CR, Collections, Cust Svc| § 298.650
72 XX | Outside Services 5 688,055
73 XX]|Fees & Assessments $ 544,538
74 XX | Investor Relation $ 136,405
75XX|Insurance $ 424,547
76XX| Safety § 2,570
77XX]Facility 5 504,589
78XX|Maintenance 5 249 865
8010 Misc Service Revenues $ (36,315)

Total Per Staff 3 16,423 372

Total Per Filing 3 16,250,686

Difference 5 172,686
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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 O & 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/Diviston XX. The Ultility stated that
the “The CO/Division XX was created specifically for acquisition related entries. The Company
desires to tsolate 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, 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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Non-Utiity Pant Adjusment

Propane
Co. 1AcountNo.| 13-Mo. Ave. | Alleation] % [ M&J %{ PropanePlant{ M&J Phntf TotalPlant
FN41 1019 3740 $ 56.686 | N/P/M 1600% 0.00% $ 9,070 § - |3 9,070
37411 § 12,910] No Alloc. 0.00% 0.00% % = $ b =
3750 § 478,088 | N/PiM 1600% 0.00% § 764941 8 76,494
37611 §  20,555.597| No Allac. 000%{ _ 0.00% - |5 = =
37621 3 21,764,800| No Alloc. 0.00% _ 0.00% - 15 - 13
37800 % 279,534] No Alloc. 0.00% 000% % - 15 5 =
3790 3 1,786,551 No Alloc. 0.00% 0.00% $ - 15 §
3804 3 17457,537] No Alloc. 0.00% 0.00%q § - 13 3
38023 1,147,012] No Alloc. 000% 0.00% % - 18 3 =
38108 4262.,014] No Alkc. 0.00% _0.00% § - 1% - |3 o
38208 2.111,790| No Allec. 0.00% 0.00% § - 18 - i3 =
3830 § 1,587,690} No Alloc. 0.00%  0.00% 3 - 1% 3
3340 % 616,809] No Alloc. 0.00% 0.00% 3 - 15 $ =
3850 8§ 39,025{ No Alloc., 0.00% 0.00%d $ = 3 b =
3870 § 387,081 | N/P 1600%  0.00% $ 619331 % - 18 61,933
3390 §  3,545,163] No Alloc. 0.00% 0.00% % - 3 - 18 -
3890 § 10,317 N/P/M 1600% 000% § 165118 - 18 1,651
3900 % 103,772] N/PIM 1600% 0.00% $ 16603 % - 13 16,603
3914 % 34,082 | N/P/M 1600% 0.00%4 § 54531 8§ - 5,453
3917 § 367,551 N/PIM 1600% 0.00% $ 588081 % - 58,808
3913 3 51,167| N/P/M 1600%  0.00% 81871 % = b 8,187
3514 % 347,852| N/P/M 1600% _ 0.00% 556561 % - 13 55.656
3924 % 137.627] N/PIM 1600% 0.00°%4 $ 22020718 - 193 22,020
3922 §  2509,774{ N/P/M 1600%  0.00% $ 4015641 % - 3 401,564
3924 § 36,900 N/P/M 1600%  0.00%4 § 5904 | § - 5,904
3934 % 9,562 1 N/P/M 1600% 000%d $ 1,530 § - 13 1,530
3940 § 245,469 N/P 1600%  0.00% § 3927518 - 13 39.278
3964 § 250,279 N/P 1600% 0.00% § 40045( % - 18 40,045
3%70 § 224,005| N/P/M 1600% 0.00% $ 358411 % - 13 35,841
39801 § 136,467 | N/PM 16.00%| 0.00%{ $ 218351§ - |3 21,835
FN41 Total 3 80,553,202 3 861,869 {5 - |3 861,869
FN43 | 101 3030 $ 213,641] No Alloc. 0.00% 000% § - 13 - 13 =
3740 3 44,422 | No Alloc. 0.00%  000% § = |3 - 13 =
37500 % - | N/PiM 2100%  100% % - 1% - 1% -
37611 $  8,115,922| No Alloc. 0.00%  000°%4 3 - - b -
376085 7.049,915] No Alloc. 0.00% _0.00%4 $ - |5 = b S
3780 § 54,8081 No Alloc. 0.00%  0.00%4 § - |5 - 1% =
3790 § 285,821| No Alloc. 0.00% _ 0.00% % - 1% - I8 o
3801l §  6,513,746] No Alloc. 0.00%  0.00% 3 - 18 - 15 S
3804 3 953,296] No Alloc. 0.00%  0.00% $ - |8 i
33108 1,781,251] No Allee. 0.00% 0.00% $ - 1§ - |3
382( § 1,237.467] No Alloc. 0.00%  0.00% $ - |8 S
3830 3 569,999| No Alloc. 0.00% 0.00% $ - |8 - 13
3840 369,167] No Alloc. 0.00%  0.00% § - 1% - 13
3850 3 10,350] No Alloc. 0.00% 0004 3 - t8 - 138 -
3870 $ 453,309] N/P 2100%  0.00%4 $ 95,1951 § - 5 95,105
3860 § 418,725| N/P/M 2100%4 1.00% § 87932138 4187]%§ 92,119
3500 § 1334374 NV'P/M 2100%  1.00% § 28441518 13.544] 8§ 297,962
3914 § 31,223] N/P/M 210024 100% $ 65571 % 31215 6,869
3912 % 265,896 N/P/M 2100% 1.00°%d $ 55838|% 26391 % 58,497
3913 § 65,1921 N/P/M 2100% 10004 3 136901 % 6521% 14,342
3914 § 188,926 N/P/M 2100%  E00% $ 3067418 1889]8% 41,564
3922 F 1415901 N/P/M 2100% 10099 % 29733918 141359]8§ 311,498
3924 3 24.383| N/P/M 2100% 100%d $ 51201 % 24415 5,364
3930 § 1,861{ N/P/M 2100%  1.00% $ EE 1913 419
394d § 103,161 N/P 21009  0.00% § 216648 - I8 21,664
3960 % 1537.370] NP 21009  00G% § 33048 | % - 15 33,048
3970 3 141,032] N/P/M 2100%  100% 3 20617|% 14107 % 31,027
3580 8 57,050 | N/PIM 21.00%|  1.00%{ § 11,980 576]§ 12,551
FN43 Total $ 31878207 3 9824655 39.646| % 1,022,110
Grand Total $ 112,431,409 $ 18443348 39646 |8 1,883,579
Tota) Per Filing b 1 876,631
] Difference | § {7,348)
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Non-Utility Accumulated Depreciation

Propane
Co. Account No, 13 Mo. Avg. Allocation LA M&J % { Propane Reserve| M&.J Reserve Total Reserve
FN41 | 1080 37411 $ 5,645 INo Alloc. % 50 $0 50
37501 § {295,190){N/P/M 16% 0% (547,230) $0 ($47.230)
37611 $ (4,193,514}|No Alloc. 30 0 30
3762] § (12,224,663} No Alloc. 30 $0 30
37807 § (110,469 No Alfoc. 0 $0 $0
3796] § (535,184 No Alloc. 50 30 $0
3801} § (5,120,284)|No Alloc. $0 $0 30
3802] § (1,032,186} No Alloc. $0 $0 50
38i0] $ (1,553,004)|No Alloc. 0 $0 $0
38201 % {607,194)|No Alloc. $0 $0 $0
38301 $ (589,025)[No Alloc, 30 $0 $0
3840] % (229,060} No Alloc. 30 30 $0
3850 $ {16,283)|No Alloc. $0 $C $0
38701 § {82,694 |N/P 16% 0% {$13,231) $0 ($13,231)
3900{ 8 (22.644{N/P/M 16% 0% {$3,623) $0 ($3,623)
3910| $ (8,430} N/P/M 16% 0% (51,349 50 ($1,349)
3912 § (44,300)|N/P/M 16% 0% ($7,088) 50 (37.088)
3913( % (16,469)[N/P/M 16% 0% ($2.635) 30 ($2,635)
3914] % (138,304)|N/P/M 16% 0% ($22,129) $0 (§22.129)
3921 § {57 809} N/P/M 16% 0% (39,249 50 {$9.,249)
39221 § (954,1923IN/P/M 16% 0% ($152,671) 50 {($152,671)
3924[ § (27,762)| N/PIM 16% 0% ($4,422) $0 (34,447
3930 § {9,562)|N/P/M 16% 0% ($1.530) $0 ($1,530)
3940] § (123.768)|N/P 16% 0% ($19.803) 50 {$19.803)
3960| § (61,51 0){N/P 16% 0% ($9.842) 0 ($9,842)
3970 § (77,623)|N/PIM 16% 0% ($12.420) $0 ($12,420)
3980 (26,153)[N/P/M 16% 0% ($4,185) $0 ($4,185)
FN4T Total S (28,151,633) 5311,420) 50 S311,426),
FN43 | 1080 3030] § (121,592} 10 $0 $0
37501 % 7.611 |[N/P/IM 21% 1% $1,598 §76 $1.674
37611 § (1,918,050} No Alloc. $0 $0 $0
3762{ § (3,565,625 No Alioc. $0 $0 $0
3780 $ (7.264){No Alloc. $0 0 $0
3790) § (151,921){No Alloc. $0 0 30
3801] $ (1,849,215)|No Alloc. $0 $0 30
3802| $ (1,008,608)|No Alloc. $0 30 $0
3810] § (946,006)|No Alloc. 50 50 $0
38201 3 (353,84 1){No Alloc. 50 $0 $0
3830] % (307,34 8)|No Alloc. 80 30 $0
38401 § (110,535)|No Alloc. $0 [ 80
38500 § (2,440)|No Alloc. $0 i $0
38704 § {55,243)|N/P 21% ($11,601) $0 ($11,601)
3900{ § (391,290} N/P/M 21% 1% ($82.171) ($3,913) {386,084}
3910{ § (27,843 [N/P/M 21%) 1% (35,847) ($278) (86,125}
39121 $ 28,812 IN/P/M 21% 1% $6,051 $288 $6,339
3913| § (24,61 N|N/P/M 21% 1% ($5,170) ($246) (85,416)
3914| § (93,0635)|N/P/M 21% 1% {$19,544) (893 1) ($20,474)
39211 § 7,403 [N/P/M 21% 1% $1,555 374 $1,629
39221 § {613 89N N/P/M 21%| 1% ($128.918) ($6,139) ($135.057
3924] § (9,580)IN/P/M 21% 1% ($2.012) ($96) {$2,108)
3930( § (180 [N/P/M 2% 1% (339) (32) (540)
3940] $§ (79,034)|N/P 21% ($16.557) $0 ($16,597)
3960] $ {96,773)|N/P 21% ($20,322) $0 {$20,322)
3970 § {69,250){N/P/M 21% 1% ($14,543) ($693) (£15,235)
3950| $ (14,009} [N/P/M 1% 1% (52.961) ($141) (83,102
FN43 Total 5 (11,733,49%8) ($300,521) ($12 000) ($312,521)
Tatal $ (39,885,134) Total Per Sta ($611,947) ($12,000) {$623,947)
Total Per Filing ($584,422) ($11,208) ($595,630)
Difference $27,525 EEiEY 528,317 |
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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 program (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 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 income statement.

AEP Revenucs and Expenses

AEP | RAF @] Amiz of

Month Revenue | $0.005 AEP
Jan-10] $192236 | § 961 | § 191,275
Feb-101 $ 141501 [ § 708 ] $ 140,793
Mar-10]1 $ 163986 | § 820 $ 163,166
Apr-10] $ 101,730 5091 $101,222
May-10 70410 1% 352]% 70,058
Jun-10{ § 48,196 | § 241 1§ 47955

<

Jul-10j § 38,162 13 19118 37971
Aug-10 36493 | § 182185 36,311
Sep-10 35336 |§ 177 ]85 35,159
Oct-10{ 5 41413 |% 2071 % 40237
Nov-10] § 48857 1% 244153 49,581
Dec-10] 8 76,774 |5 384§ 76,390

Total Per Stalf | $ 995,004 | $4,975 | $ 990,117
Totl Per Filing| 3 350,304 | § - | $547,552
Difference 3 444,790 | 54,975 | $ 442,565

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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PGA Adjustment

PGA Revenue Accounts

Account Description Amgount
4010|Fuel $ 25668414
40} 1{Other Fuel 3 365,325
Per Books $§ 26033739
Per Filing § 22,805,137
Drifference S 3,228,000 |

PGA Expense Accounts
Account Description Amount

3714|Firm Commodity Other $ 228,408
5726]Commodity Firm Trans FGT| §  2.340,716
5732|Firm Trans D1 FGT $ 3,690,824
5800}Cost of Gas $ 19642366
5882 Culity Tax 3 6,015
Per Books $ 25908328
Per Filing $ 22,805,137
Difference $ 3,103,192

Conservation revenues and cost of gas expenses were reduced by $2,079,231 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-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), (34,975), 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).
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Non-Utility Depreciation Expense Adjustment

Account

Depreciation

Yropane M&J Propane M&J Tatal
Co. No. Expense Allocation and Rate | Allocation and Rate Expense Expense Non-Utility
FN41 37411 % 1.411 [No Alloc. N/P/M 0%} $ - 5 - M) =
3750] § 14 820 |N/P/M 16%|N/P/M 0%] $ 23711 % - $ 2,371
37611 § 512,304 |No Alloc. No Alloc. 3 - b - $ -
37621 § 608,307 |No Alloc. No Alloc. $ - 5 - 3 -
3780] § 10,620 [No Alloc. No Alloe, 3 - 3 $ -
3790] % 67900 |No Alloc. No Alloc. $ 3 - $ -
3801] § 592,328 |No Alloc. No Alloc. $ $ - $ -
3802| § 127,351 |No Alloc. No Alloc. $ $ - $ -
3810] § 144,800 |No Alloc. No Alloc. $ - $ - 3 -
3820 § 63,169 |No Alloc. No Alloc. 3 - $ - $
31830] % 53,788 [No Alloc. No Alloc. $ - $ - 3 -
38401 § 18,489 |No Alloc. No Alloc. $ - 3 - 3 -
38301 § 3,030 {No Alloc. No Alloc. $ - 3 - b -
3870 § 18,185 [N/P 16% | N/P 0%] $ 2910 § - $ 2,910
3900] $ 2,695 |N/P/M 16%|N/P/M 0%] $ 431 ] § - $ 431
39101 % 2,460 [N/P/IM 16%|N/P/M 0%4 § 3941 % - 3 394
3912 $ 2,484 [N/P/IM 16% i N/P/M 0%] $ 39718 - $ 397
3913 § 40,864 IN/PIM 16%|NP/M 0%] $ 653818 - $ 6,538
3914} § 38,606 |[N/P/M 16%|N/P/M 0%| § 61771 % - $ 6,177
3921 § 18,100 |N/P/M 16%|N/P/M 0%} $ 2,89713 % - $ 2,897
3922 § 216,874 [N/PAM 16%{N/P/M 0%] $ 34,7001 § - 3 34,700
3924 § 1,903 IN/P/M 16%|N/P/M 0%] $ 304 | § - $ 304
3930] 8 224 |N/P/M 16%|N/P/M 0%4 § 36165 - $ 36
39401 § 17.676 |N/P 16%|N/P 0%] $ 282813 - $ 2,828
3960] § 16,749 |N/P 16%|N/P 0%| % 2,680 1% 3 2,680
3970] § 20,604 IN/P/M 16% |NP/M 0% § 529718 - $ 3,297
3980 § 8,179 jN/P/M 16%|N/P/M 0%] § 1,309 1 § - 3 1,309
FN41 Total 5 2,623979 5 67,269 ] % - $ 67,269
FN43 3030) § 7,260 $ - $ - $ -
3761] § 202,334 [No Alloc. No Alloc. $ - 3 - $ -
3762] § 197,415 No Alloc. No Alloc, $ - b - 3 -
3780 § 2,088 |No Alioc. No Alloc, 3 - $ - $ -
3790 § 10,784 |No Alloc. No Alloc. 3 - $ - 3 -
3801} % 221,245 |No Alloc. No Alloc. $ - $ - 3 -
3802] § 105,765 |No Alloc. No Alloc. 5 - $ - b -
3810| § 60,599 |[No Alloc. No Alloc. $ - $ - $ -
3820] § 37.020 jNo Alloc. No Alloc. $ - $ - b -
3830] § 19,378 [No Alloc. No Alloc. $ - 8 - § -
3840| $ 11,050 |No Alloc. No Alloc, 3 - $ - $ -
38501 § 807 [No Altoc. No Alioc. $ - 5 - $ -
3870] § 21,300 |N/P 21%|N/P $ 44731 8 - $ 4,473
3900] § 35,207 {N/P/M 21%|N/P/M 1%] § 7393 1% 352 1% 7.746
3910 § 3,132 IN/PAM 21%|N/P/M 1%] § 658 | § 31{§ 689
3912] § 2,280 |[N/P/IM 21%]N/P/M 1%] § 479 1§ 23 (% 502
39131 § 29,441 |N/P/M 21%|N/P/M 1%} § 6,183 [ % 294 1§ 6,477
3914] § 20,976 |N/P/M 21% | NPAM 1%] $ 440518 210 | & 4,615
39221 % 121,444 [N/P/M 21%|N/PM 1%] 25503 1% 1214 | § 26,718
3924 § 1,272 W/ 21%{N/E/M 1%| % 267 | § 131% 280
3930| % 72 |WN/P/M 21%|N/P/M 1%] § 1519 11% 16
3940] § 7,404 |[N/P 21%|N/P $ 1,555 | § - § 1,555
3960 § 10,673 IN/P 21%]|N/P $ 2241 | % - ] 2,241
3970 § 12,972 {N/P/M 21%|N/P/M 1% § 2724 { § 130 | § 2,854
3680| § 3,420 |[N/P/IM 21%{N/P/M 1%] § T8 % 34158 752
FN43 Total % 1145338 % 556615 1% 230278 58917
Total P 3769267 3 123,884 1 § 2,302 1% 126,186
PerFiling} § 114542 | % 2,149 % 116,691
Difference| 3 (9,342)] § (153)| § (9,495)
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Conservation Adjustments

Conservation Revenue Accounts
Account
No. Description Amount
4953 |Conservation $ 2,088,331
Per Filing $ 2,079,231
Difference 3 9,100
Conservation Expense Accounts
Acconnt
No. Description Amount
5011 |Salaries $ 393,503
5012 |Overtime 3 2442
5014 |Bonus 3 6,712
5020|Lodging and Travel b 14,301
3021 [Meals 3 4,567
5023 [Seminars & Training 3 1,606
5024 |Cell Phenes ;) 4,618
50251Total Uniforms 5 744
5026 |[Membership & Subseriptions 3 2,610
5029 |Supplies/Misc Debt Exp 3 59,700
5031 |[Vehicle Fuel $ 2,904
5032|Vehicle Depreciation $ 787
5033 [Vehicle Insurance $ 596
5034 |Vehicle Leasing $ 1,048
5039|Other Vehicle Exp 3 10,078
504D{Inter-Dept Benefits $ 35,268
505D Inter-Dept Payroll Tax 3 33,490
5060|Legal 3 10,360
5061 |Consulting/Sub-Contractors 3 11,336
50690ther Outside Services $ 14,178
5070]Shipping/Delivery 3 35,170
5078Maintenance 3 27
5079|0ther Facilities Cost § 14,864
5080|Advertising k] 304,160
5081 |Printing and Printing Material 3 3,684
5082{Outdoor Banner/Signage 3 83,172
5083|Print Advertising $ 142,777
5085|Radio Advertising $ 27,100
5086{Print/Production $ 36,277
5087|Television b 42264
5089]|0Other Comm. Exp b 54,171
5090[Customer Satisfaction 3 729314
5954|Conservation Recovery $ -
Per Ledger s 2,084,725
Per Filing 3 2,080,579
Difference 3 4,146
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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 Ultility 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.

Xncome Tax Reconciliation to Book Balance

Account
Nao. Description Amount
8310]|State Income Tax 3 631,843
8320|Federal Income Tax 5 2,555,848
8390|Investment Tax Credit 3 {30,497)
8410{State IT True Up h (22,023)
8420|Federal IT True Up 5 (3,040)
8500{DIT Debit 5 1,534,723
8510[DIT True-Up $ 226,795
860C{DIT Credit $ (398,534)
8610|DIT Credit True Up $ {203,898)
Per Ledger $ 4,291,217
Per Filing 3 4,203,422
Difference $ 87,795
bifference Explanation:
9310 -950( Total Non-Op Tax 5 (12,669)
XX10 Weather Refund Estimate $ 405,832
Calculation Error 5 (305,368)
Total § 87,795

The Utility increased the tax expense by $76,948. However, none of 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 Synchronization

13-Mo. Caost

Description Avgerage Rate | Interest Expense
LongTerm Debt 12,827,454 7.18%| § 920,931
Short-Term Debt 4,641,082 1.78% 170,487

Customer Deposit 7,629,696 6.00% 457,828
Common Equity 26,485,617 1 10.85% o
Deferred Taxes 8,376,321 0.00% =

5
3 $
3 $
ITC 5 82,546 0.01%{ § 7437
5 $
§ 3
k]

Total 60,042,715
Interest Expense} $ 1,556,683

Interest Per Books | § 2,066,140

Adjustment Amount | § (509,457)
Tax Rate 38.575%

Effect on Income Tax Per Staff | § 196,523
Effect on Income Tax Per Filing 32,476
l Difference | § 164,047

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

Amt. Per Amt. Per
Description Staff Filing Difference

AFEP Revenues $ 995094 % 55030418 444,790
AEP Amostization $§ 990,1171% 547552]% 442,565
AEP Taxes $ 49751 % - $ 4975
Difference 5 115 2,752 | § (2.750)]
Tax Rate 38.575% 38.575%

Effect on Income Taxeg $ ('ﬁ) % (1,061) § 1,001

The Utility did not report the entire revenue and expense amounts related to conservation in the
filing. We computed the income tax adjustment below. The tax adjustment related to
conservation was overstated by $1,911.

Conservation Adjustment Income Tax Effect

Description Amt, Per Staff | Amt. Per Filing Difference
Conservation Revenues $ 2,088,331 { § 2079231 | § 9,100
Conservation Expenses % 2,084,725 | % 2,080,579 | § 4146
Difference $ 3,607 8 (1,348)] $ 4955
Tax Rate 38.575% 38.575%

Effect on Income Taxes $ {1,3-91) 3 5201 % (1,911)

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

Description Amt. Per Staff Amt. Per Filing Difference
PGA Revenues 3 26,033,739 1% 22,805,137 { § 3,228,603
PGA Expenses 5 25908328 | § 22,805,137 [ § 3,103,192
Difference g 125411 | § - 3 125,411
Tax Rate 38.575% 38.575%
iF-ffect on Income Taxed & 48,377)| 8 EEE (48,377)

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 $9,493 decrease in the depreciation
deduction due to the non-utility adjustment.
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Income Tax on Non-Litility Deprectation Adjustment

Description Amount
Non-Utility Depreciation Adj. Per Staff | § (126,186)
Non-Utility Depreciation Ady. Per Filing| § (116,691
Difference $ (9,495}
Tax Rate 38.575%
Income Tax Adjustment $ 3,653

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 Income Tax

Description Amt. Per Staff Amt. Per Filing Difference
Revenues Refunded 5 256,659 { % - $ 256,659
Tax Rate 38.575% 38.575%

Effcct on Income Taxe] § (99,006)] © R (99,006)

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
decrcase 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: Ultility’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 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

Month Amount Per Co. Difierence

Dec-09] $ 7,409,035

Jan-10| $§ 7,468,423

Feb-10] $ 7,524,220

Mar-10{ $ 7,618 358

Apr-10{ § 7,686,996

May-10} $ 7,689,290

Jun-101 § 7,667,651

Jul-10| $ 7,677,366

Aug-1¢| § 7,666,136

Sep-10] § 7,654,439

Qct-10] § 7,688,080

Nov-10{ § 7,699,219

Dec-10} § 7,736,833
13-Mo. Avg. Customer Dep. 5 7,629,696 | 3 7.628340 1% (1,356)
Interest Expense $ 457828 | § 473994 | § 16,166
Cost Rate 6.00% 621% 0.21%

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 understated by $221,822.

Delerred Tazes 13-Mp Avwrage

Description Ace No Dec-09 Jan-10 Feb-10 Mar-10¢ Apr-10 May-10 Jun-10 Jui-1¢ Ang-10 Sep-10 Oet-10 Naw-10
Deferred hicorme Taxes (Nen-Cumrent) [25X32332 {7.629450) (?,986219) (835485 (8,734,718} (8.573093) (8,546320) {9.363.71%) (5.274.713)! (9.274713)) (8,559,508 (8,572.091) (8,512,253
Regulatory Lighility ADIT - Propesty  |2R0X2822 (135348 (139349) (13%.349 (139.349) {13934%) {139.349) (139,345) (135345 {129349) (139,349 {139349) {135,342
Deferred heome Taxes (Currant) 25X X2831 583387 652 501 705,826 687 833 699,926 711,054 703,991 669,968 669968 523,861 525,861 525861
Total ADIT Par TB (7.185412) {1.4T2667) (7,788,338 (8,186,252); {3,012516) {7.974615)  (8.80].07%) {8.744004)| (8.744094) {8.172.996 (8,185579) (8.125.74t
Total ADIT Per Co {7,185413) (7.472.668) {7,738,339 (8,186,253) (8.01251 {7.974.616) {8.801.078)] {8,744 095) {8.744095) (8.172.997 {8,1%5,579) (8245416
Drfferrence (1) (1) (1) {1 (1) () () (1)) {1) (1 {0} (119,675

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 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 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 removed 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 maturtty 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. ‘
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Long Term Debt Cost Rate

Description 13-Mo. Ave. 13-Mo. Avg.

Total Interest and Amort. Exp. 3 7,528,093
Total Long-Term Debt ¢ 107,065,343

Unamortized Debt Expense s 1,935,148

Net Long-Term Debt § 105,130,195
Cost Rate Per Staff 7.16%
Cost Rate Per Filing 6.96%
Difference 0.20%

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
2011. 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. Short-term debt should increase by $4,641,082. The cost rate of long-term
increased by .20%. The weighted cost rate of the Utility should be reduced by .65%.




Reconciliation to Rate Base

Utility's Utility's
Utility/CUC Utility CcucC cuc CcuC Recouciled to | Reconciled to
13-Month Direct Adjusted % of Pro-Rata cucC Utility Rate Base Rate Base
Class of Capital Average Adjustments Average Total Adjustment Allocation Direct Per Staff Per Filing Difference
Conunon Equiiy 5 221,064,273 § 221,064,275 60.26%| § 194578658 | § 26,485,617 | § § 20485617[% 32,803,609 % (6,317,992
Long Term Debt $ 107065343 [ § - | § 107,065,343 2918%] 5 94237890 |5 (28274545 -1 % 12827454 [§ 216129741 % (8,785,526}
Short Tem Debt |'$ 38,737,153 | § -1 § 38,737,153 10.56% $ 34096071 [§ 4641082 |% B 4,641,082 1§ BE 4,641,082
Customer Deposit 13 7,629,696 13 (7,629,696)] § - 0.00%] § Bk 1% 76296965 7,629,696 | § 7,628,340 1{ % 1,356
Def Income Tax $ 8376321 |F (83763213 § = 0.00%| § -i§ -1% 8376321]% 8,376,321 { § 8,154,499 | § 221,822
Tax Credit $ 82546 | % (82,546)] § = 0.00%] § -1% NE 82,546 | $ 82,546 | § 82,545 1§ i
Total 3 332,055.934 | 3 (lG,MWWWIZ&H T 43,050,153 | § 16,008,363 | 5 60,042,715 | 3 70,281,967 | 5 110,230,251)
Weighted Cost Rate Per Staff
Ty S
Reconciled to
Class of Capital| RB Per Stafl Ratio Cost Rate | Weighted Cost
Commen Lquiiy | 26,485,617 A7.11% 10.85% 179%)
Long Term Debt 12,827,454 21.36% 7.16% 1.53%
Short Term Debt 4,641,082 7.73%| 1.78% 0.14%
Customer Deposi 7,629,696 12.71% 6.00% 0.76%
DIT 8,376,321 13.95% (.00% (1.0G%
Tax Credit 82,546 0.14% 0.01% 0.01%
Total 60,042,715 100.00% 7.23%
Per Filing 7.88%
Differemce -0.65%
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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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Exhibit 1: Rate Base

FLORIDA PUBLIC UTILITIES COMPANY
MNATURAL GAS

AVERAGE RATE OF RETURN

Far the 12 Months Ending December 31, 2010
RATE BASE

PER BQOKS

FPSC ADJUSTMENTS:
ELIMINATIONS TO WORKING CAPITAL
ELIMINATE ACQUISITION ADJ.

RATE REFUND PENDING - 2009
ELIM. COMMON PLANT

TOTAL FPSC ADIUSTMENTS

FPSC ADIUSTED
FLEX RATE REVENUES

ADJUSTED FOR FLEX RATE REVENUES
PROFORMA ADJUSTMENTS
ACQUISITION ADJUSTMENT

TRANSACTION & TRANSITION COSTS
TOYAL PRO FORMA ADJUSTMENTS

PRO FORMA ADJUSTED

Exhibits

SCHEDULE 2

PAGE10F2

(1) (2} {3} {4) (5) (e) (7} (8
ACCUMULATED NET PROPERTY CONSTRUCTION NET

PLANTIN  DEPRECIATION &  PLANTIN HELD FOR WORK IN UTILITY WORKING TOTAL
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE BASE
$150,417,129 (544,226,322) $106,190,806 $0 $2,431,727 $108,622,533  ($457,247) $108,165,286
S0 S0 S0 50 ($2,141,361)  ($2,141,361)
($34,503,288) 40 ($34,503,288) (434,503,288} (534,503,288}
$0 $0 50 $42,330 $42,330
($1,876,631) $595,630  (51,281,001) (51,281,001} (51,281,001}
{636,379,919) $595,630 [$35,784,289) S0 $0 (535,784,289) (52,099,031) (537,883,320}
$114,037,210 ($43,630,692) 570,406,517 %0 $2,431,727  $72,838,244 ($2,556,278)  $70,281,967
S0 SO 50 50 50 50 0 40
$114,037,210 (543,630,692) 570,406,517 50 $2,431,727  $72,838,244 (52,556,278) 570,281,967
$34,679,776 ($776,408)  $33,903,368 $33,903,368 $33,903,368
$1,821,821 $1,821,821

$34,679,776 {5776,408) 533,903,368 50 §0 533,003,368 §1,821,821  $35725,180
$148,716,586 ($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 SCHEDULE 2
NATURAL GAS PAGE 2 OF 2
AVERAGE RATE OF RETURN
For the 12 Months Ending December 31, 2010
INCOME STATEMENT
(1) {2) {3) (4) (5} (5} (7) (8) {9) {10} (11)
GAIN/LOSS TOTAL NET
OPERATING 0 & M GAS O&M DEPREC. & TAXESOTHER  INCOME TAXES DT, I.T.C. ON OPERATING OPERATING
REVENUES EXPENSE OTHER AMORTIZATION  THAN INCOME CURRENT {NET) (NET) DISPOSITION EXPENSES INCOME
PER BOOKS $62,045,080 $ 24,885,716  $16,250,686 55,763,835 $2,149,024 $4,203,422 453,252,683 $8,792,397
FPSC ADJUSTMENTS:
1) INTEREST SYNCHRONIZATION $32,476 532,476 {$32,476
2) ELIMINATE FUEL REVENUES AND EXPENSES & (22,805,137) § {22,805,137) 50 {522,805,137) S0
3} ELIMINATE CONSERVATION ($2,079,231} (52,080,575} $520 ($2,080,055) 5828
AJNON-UTILITY DEPRECIATION EXPENSE (5116,691) $45,014 {$71.677) $71,677
5) ELIMINATE AEP REVENUES AND EXPENSES {$550,304) (5547,552) (51,061) {5548,614) (51,690
6) RATE REFUND PENDING 50 $0 S0 50
S0 S0 s0
$0 $0 50
50 50 $0
50 50 50
50 $0 50
50 50 $0
S0 $0 50
TOTAL FPSC ADJUSTMENTS {525,434,672)  (524,885,716) S0 (5664,243) S0 576,948 50 S0 S0 (525,473,012} 538,340
FPSC ADJUSTED 936,610 408 S0 516,250,686 45,099,592 52,145,024 $4,280,370 $0 50 50 $27,779,671 8,830,737
FLEX RATE REVENUES - DEFICIT/(SURPLUS) 50 50 50 50
ADJUSTED FOR FLEX RATE REVENUES $36,610,408 S0  S$16,250,686 $5,099,592 $2,149,024 54,280,370 50 50 50 $37,779,671 4,830,737
ACQUISITION ADJ. - AMORT EXP { DEDUCTIBLE) $87,228 {533,648) $53,580 (453,580,
ACQUISITION ADL. - AMORT EXP {NON-DEDUCTIBLE) $1,077,384 50 51,077,384 (51,077,384,
TRANSACTION/TRANSITION COSTS - AMQRT EXP (DEDUCTIBLE) $238,368 (391,950) $146,418 {$146,418;
TRANSITION CQSTS - AMORT EXP (NON-DEDUCTIBLE $203,064 $0 5203,064 {$203,064
TOTAL PRO FORMA ADJUSTMENTS S0 50 50 51,606,044 50 (5125,599) S0 50 S0 51,480,445 (51,480,445
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Exhibit 3: Capital Structure

FLORIDA PUBLIC UTILITIES COMPANY
NATURAL GAS

CAPITAL STRUCTURE

December 31,2016

FPSC ADJUSTED BASIS

SCHEDULE 4

LOW POINT MIDPOINT HIGH POINT
ADJUSTMENTS COST WEIGHTED | COST WEIGHTED ;i COST  WEIGHTED

ADIUSTED RATIO| RATE COST RATE COST RATE COST

AVERAGE PER BOOKS  NON-UTILITY BOOKS  PROQ-RATA  SPECIFIC  BALANCE (%) {%) (%) (%} (%) (%) (%)
COMMON EQUITY $54,333,798 ($1,281,001) $53,052,797 $14,430,588 (334,679,776} $32,803609 46.67% 9.85% 4.60%| 10.85% 506%| 11.85% 5.53%
LONG TERM DEBT $26,289,530 $26,289,530 (514,195,000)  $9,518444 $21,612974 30.75%) 6.96% 2.14%|  6.96% 2.14%) 6.96% 2.14%
SHORT TERM DEBT $9,518,444 $9,518444 (39,518,444) $0  0.00%| 1.76% 000%| 1.76% 000% 1.76% G.00%
CUSTOMER DEPOSITS $7.628,340 $7,628,340 $7.628,340  1085%| 621% 067%| 6.21% 0.67%| 621% 0.67%
DEFFER ED INCOME TAXES $8,154,499 $8,154,499 $8,154,499  11.60%| 0.00% 0.00%|  0.00% 0.00%| 0.00% 0.00%
TAX CREDITS - WEIGHTED COST $82,543 $82,545 $82,545  0.12%| 8.42% 001%| 9.01% 001%|  9.59% 0.01%
TOTAL AVERAGE $106,007,156 ($1,281,001) $104,726,155 $235,588  ($34,679776) $70.281 967 100.00% 742% 7.88% 8.35%
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Exhibit 4: Working Capital Assets

Suurce Description AcC No. Dec-10 T3-F0 AvE Per Filig Dillereice
Comman General Disbursements - Cash 11101312 (3,073,102 (2,183,146)
Common Depository Account - Cash 11401310 746,776 176,117
Common Working Funds {2,326,326) {2,007,029)
Common Working FFunds 54% (1,256,216) {1,083,795) 1,016,034 (2,099,829)
Utility lmprest Account - Peity Cash 1130E350 4,896 3,438
Diility Petty Cash - Petty Cash 11701350 (2,100) 9,477
Utility Petty Cash - Petty Cash 2 11701351 3,500 4,731
Utility Petty Cash - Petty Cash 3 11701352 1,200 1,200
Utility Cash 9,496 18,845 18,845 0
Common Petty Cash - Petty Cash 11701350 500 883
Common _ |Petty Cash Allpcation 52% 260 460 - 460
Utility Accounts Receivable - Accounts Receivable 12201420 5,246,748 4.350,051
Utility Employee Receivables - Other Accouits Receivable 12901430 61 921
Utility Misc Acc Receivable - Other Accounts Receivable 12991430 (2,025) 76,634
Utilsty Acc Receivable - Gas and Other 5,244,784 4,427,606 4,318,899 108,707
Utility Unbilled Revenue - Accrued Utility Revenne 12751730 2,902,993 2,307,010 2,244,105 62,905
Utility Provision for Bad Debts 12251440 {96,128) (77,710) (86.385) 8.675
Utility (Gasoline Inventory - Plant Materials &Operaling 14301540 3,047 13,295
Utility Construction/Service [nventory - Plart Materials 14311540 493,004 588,803
Utility Cycle Count Adjustment - Plant Materials & Op 14341540 - {113,309)
Utility Physical Inventory Adjustment - Plart Materials & 14351540 11,989 0431
Utility Purchase Price Vanance - Plant Materials & 14381540 - 15,690
Utlity Construction/Service Inventory Clearng - Plant 14391540 25,071 2,217
Utiiity Piani Maierial & Operatiig Supplies 533,111 516,128 282,116 224,012
Comimon Prepaid Insurance - Prepayments 15101650 14,713 43,152
Cominion Prepaid Mainteniarice - Prepaymierils 15201650 20,121 25,773
Common Prepaid Other - Prepayments 15501650 7,041 135,234
Common Prepaid Insurance - Prepayment 41,875 204,160
Common Prepaid Insurance - Prepayments 54% 22,613 110,246 112,648 (2,402)
Utlity Prepaid Insurance - Prepayments 15101650 19,092 43,961
Utility Prepaid Other - Prepayments 15501650 46,618 17,553
Utility Prepaid Insurance - Prepayments 165,730 61,515 57,378 4,137
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dource Descripiion Act No, Lec-10 L3-Mo Avg rer Filing Lhiference

Utility Environ Regulatory Assets - Other Regulatory Assets 17201823 6,168,012 6,396,186 6,757,008 (361,822)
Common Retirement Plans - Other Regulatory Assets 17811823 8,276,002 4,695,407
Common Other Repulatory Assets 8,276,002 4,695,407
Common Other Regulatory Assets 64% 5,296,641 3,005,060 4,300,418 (1,295,358)
Utility Unrecovered Piping & Conversion - Misc Deferred Debit 17731860 938,679 975,215 974,759 456
Utility Reguiatory Asset - Miscellaneous Deferred Debits 17991860 63,198 76,323 - 76,323
The following non-utility accounts have same dollar offsetting adjustments (30 net effect on rate base)
Utility Accounts Receivable-Merchandise - Accounts Receivable 12301420 - 33,075
Utility Accowtts Receivable-Service - Accounts Receivable 12501420 o 40,561
Utility Acc Receivable - Merchandise, Service, and Other - 73,636 77,154 4,118)
Utility Unrecovered Area Expansion Costs - Accounts Rec 17741420 1,129,590 1,303,668 1,305,079 (1,411)
Utility Appliance Inventory - Merchandise 14211550 - 157,193
Utility Merchandise-Leased Equipment - Merchandise 14241550 51,601 61,601
Utitity Merchandise-Leased Equipment - Amorlize Leased 14241551 (28,256) (27,151)
Utility Merchandise 33,345 191,643 205,017 (13,374}
Utility Deferred Rate Case - Miscellanecus Deferred Debits 17601860 364,699 466,059 466,061 (2)
Fhe following accounts were included after staff reviewed the trial balance:
Utility Long-term Accounts Receivable - Accounts Receivable 19111420 - 66,871
Utility Prelim Nat Gas Survey & Investigation - Other Prelim Survey&Investigation Chgs 19701832 31,818 2,448
Utiiity Clearing Account - Clearing Accounts 19901840 - (4,469)
Utility Clearing Account - Clearing Accounts 2 19901841 - 102
Utihity Clearing Account - Miscellangous Deferred Debits 19901860 = 62
Utility Piping & Conversion - Miscellaneous Deferred Debits 15911860 - 3,336

o] 31.818 68.349 - 68.349
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Exhibit 5: Working Capital Liabilities

dource Description AcC NO. Dec-1U T3-M0 Ave ter kiling Dillerence
Utality AP Hand Accrual - Accounts Payable 21002320 $ (388,570.34)[ $ (159,796.39)
Utility Unmatched Receipts - Accounts Payable 21102320 $ (78,75930) % (15,132.23)
Utility Gas Bills Payable - Accounts Payable 21122320 $ (3,081,831.51)1 § (624,722.16)
Utility Total accounts payable $ (3,549,161.15){ $ (799,650.78)
Commeon AP Hand Accrual - Accounts Payable 21002320 $ (574,962.98)] $ (5,673,638.40)
Common Accounis Payable - NO DRILLDOWN 21022320 $ (3,161,738.74)| $ (2,650,742.42)
Total acconnts payable 5 {3,736,701.72)1 § (8,324,380.82)
Total ailocated accounts payable 54%} $ (2,017,818.93)] § (4,495,165.64)
Comunon 401K Payable/Withholding - Accounts Payable 21322320 [ 133341.81 | § 73,484 40
Common 401K Loan Payable/Withholding - Accounts Payable 21352320 $ (133,341.81){ § (86,251.14)
Common United Way Payable/Withholding - Accounts Payable 21412320 $ (827.04)] $ (358.70)
Common Union Dues Payable/Witholding - Accounts Payable 21442320 3 (4,725.78)] § (1,330.16)
Common Savings Bonds Payable/Witholding - Accounts Payable 21452320 3 (370.00}| § 55.00
Common Medical/Dental Fees Payable/Withholding - Accounts Payable 21502320 5 (33,086.34) § 12,259.82
Conmmon Life Insurance Payable/Withholding - Accounts Payable 21512320 $ (41.37TH & 2,968.84
Common LTD Insurance Payable/Withholding - Accounts Payable 21522320 $ (136.22)] $ 864.48
Common AD&D Insurance Payable/Withholding - Accounts Payable 21532320 $ 229 % {58.25)
Comunon Dental Only Fees Payable/Withholding - Accounts Payable 21552320 $ - § 1,202.58
Common Other Withholding/Misc - Accounts Payable 21552320 $ 19710 1 § (161.57)
Common Total Accounts Payable - Withholding 5 (38,991.94)| § 2,675.37
Common Total Allocated Accounts Payable - Withholding 52%] § (20,275.81)| $ 1,391.19
Both Total Accounts Payable 3 (5,587,255.89)) § (5,293,425.23)| § (2,916,737.00} $ (2,376,688.23)
Common Property Taxes - Tax Collections Payable 27812410 $ = $ (713,564.36)
Common Total Property Taxes - Tax Collections Payable Direct $ - 3 (499,420.85)
Common Accrued Gross Receipts Tax - Tax Collections Payable 27882410 5 - $ (373,810.52)
Common Accrued State Regulatory Tax - Tax Collections Payable 27852410 5 0.0D] $ {92,890.36)
Common Total Rev Tax Payable $ 0.0D] $ (466,700.89)
Conunon Total Rev Tax Payable 63%] § (0.01)] $ (294,021.56)
Cominon Federal & FICA Withholding - Tax Collections Payable 27902410 $ 11,568.81 1 % 1,539.14
Common FRUFITD = TR il el 27952410 $ LR [ & (4921 11)
Common FL Taxes Other - SUTA 27FL241! 3 (568.94)| 3 (21,267.96)
Common WageTax Payab le 5 1236930 | § (24,649.93)
Common Total Accrued Payroll Taxes 52%| $ 6,447.64 | § (12,817.96}
Common Franchise Tax - Tax Collections Payable 27822410 $ - $ (635,100.65)
Common Accrued Utility Tax - Tax Collections Payable 27852410 $ - $ (329,876.610)
Comimoen Total Tax Coliect Payable $ - $ (964,977.26)
Common Total Tax Collect Payable 64%) 3 - $ (617,585.44)
Common Total Accrued Taxes - General % 644763 | § (1,423,84581)[ (1,478,604.00)] $ 54,758.19
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Source Descripiion Ace No. Uec-10 13-IVo Avg Fer piling Ihilerence

Uitility Federal - Prepaid ~Current 24202364 & 2,005,900 00 1§ 308,600.00

Utility Federal - Accrued -Current 24202365 § (2,515,303.00}| § {906,899.09)

Utility FL - Accrued -Current 24FL2365 $ (624,508.25)] § _(159,110.07)

Utility Total income taxes $ (1,i34311.25} $ (757,409.16)

Conunon Federal - Prepaid -Current 24202364 3 - § 495,030.77

Common Federal - Accrued -Current 24202365 $ 451,012.954 § {701,503.05)

Common Federal - Accrued -Prior 24202367 $ 14,747.00 | § 75,705.92

Comimon FL - Prepaid -Current 24F1.2364 $ 86,100.00 | 36,161.54

Common FL - Accrued -Curtent 24FL2365 $ 42496800 | § 106,637.08

Common FL - Accrued -Prior 24FL2367 5 1400060 | § 24,916.31

Common Total income taxes 3 990827951 % 36,948 57

Common Total Allocated income taxes 54%| % 53504709 ( § 19,952.23

Both Total income taxes $ (599,264.16)| $ (737,456.94) (659,677.00) (77,779.94)
Utility Customer Deposits - Acerued Inferest 23302370 5 (362,985.83}] & (238,455.74) (237,988.00) (467.74)
Common Customer Deposits - Accrued Interest 23302370 $ ~ 3 112,958.64

Common First Mortgage Bond | - Accrued Interest 23812370 5 (116,004.22)] $ {64,694.39)

Common First Mortgage Bond 2 - Accrued Interest 21B22370 $ (66,3066.66)| § (37,291.02)

Commen First Mortgage Bond 3 - Accrued Interest 231832370 3 (60,533.33)] & (149,005.11)

Commeon Undefined Debt - Accrued Interest 23772370 $ - $ £279,430.60)

Common Tolal accrued interest 5 (24340421 § (417,462 47)

Common Total accrued interest - Debt 53%| § (129,004.23)1 § (221,255.11) (221,255.00} 0.1y
Utility Regulatory Liability - Accurn Provision for Rate Refunds 26992290 $ - $ _(42,330.23)

Utility Over-recovered PGC - Unrecovered Purchased Gas Costs 26PG1910 3 (1,525,377.53)| § (2,184,533.35)

Utility Accrued Other Expenses - Mise Current & Accrued Liabilities 27792420 3 (26,5496 $ (18,297.02)

Utility Property Taxes - Tax Collections Payabie 27812410 $ ~ $ 21,375.71

Utility Franchise Tax - Tax Collections Payable 27822410 ] (647,507.71)| § (116,421.84)

Utility Accrued State Regulatory Tax - Tax Collections Payable 27852410 $ {144,001.00)] § (27,682.25)

Litility Accrued Gross Receipts Tax - Tax Cotlections Payable 27882410 3 (239,132.46) § (23,288.96)

Utility Accrued Utility Tex - Tax Collections Payable 27852410 5 (302,23341)] § (31,071.41)

Utility FL Taxes Other - Sales Tax 27FL2413 5 (77811.01)] § (58,818.26)

Utility Fotal Misc Current & Accrued Liabilities 3 (2,962.612.74)] § {2,481,067.61)

Commoen Seif Insurance-Current - Accumuiaied Provision for Injuries & Damages 26202282 ] 23430674 § {181,535.3%

Common Accrued Other Expenses - Mise Current & Accrued Liabilities 27792420 $ (1,828.10); $ _ {1,808.56)

Common Accrued Tax & Audit Fees - Misc Curtent & Accrued Liabilities 27342420 $ - $ (55,472.75)

Common Total Misc Current & Accrued Liabtiities $ (236,134.84)] § (238,816.69),

Common Total Allocated Mise Current & Accrued Liabilities 54%)] § (127,512.81)] § (128,961.01)

Both Total Misc Current & Accrued Liabilities ) (3,090,125.55)] § {2,610,028.62) {2,485,960.00) {124,068.62)
Utility Conservation Cost Recovery Liability - Other Deferred Credits 26002530 $ (165,826.00); § {512,072.09) {511,553.00) (519.09)

35




Jource Descriphion ACC NO. Dec-10 13-Mo Avg Per Filing Hhifierence

Utility Deferred Environmental Costs - Other Deferred Credits 28102530 kS (5,611,068.93)] § {431,620 69)

Utility Deferred Environmental Liability - Other Deferred Credits 28152530 ) 198,11991 | § 15,403.60

Utility Deferred Environmental Liability - Other Deferred Credits 2 28152531 $ (6,169,751.00)1 § (475,398.85)

Utility Totai environmental liabilities : $ (11,582,700.02)( ¥ (891,615.93)

Common Deferred Envirenmental Liability - Other Deferred Credits 28152530 $ - ] 130,872.55

Common Deferred Environmental Liability - Other Deferred Credits 2 28152531 $ - 3 (5,921,723.54)

Common Deferred Environmental Costs - Other Deferred Credits 28102530 $ - F (5,179,448.24)

Commaon Totaf atlocated environmental liabilities $ - [ (10,97¢,299.23)

Both Total environmental liabilities $ {11,582,700.02)| % (11,861,815.16) (6,255,408.00) (5,606,507.16)

Common Accrued Payroil - Misc Current & Accrued Liabilities 27102420 3 (367,730.00)| § (684,100.91)

Conumon Accrued PTO - Misc Current & Accrued Liabilities 27112420 5 (1,598,046.62) § (1,640,941.18}

Common Accrued Bonus - Misc Current & Accrued Liabikities 27142420 $ (122,152.72)] % (9,396.36)

Commen Accrued Severance - Misc Current & Accrued Liabilities 27162420 $ (185,732.49)| (37,207.33)

Common Total accrued compensation $ (2,273,661.83) § (2,371,645.7%)

Common Total allocated acerued compensation 52%| $ (1,182304.15)( § (1,233,255.81) (1,235,134.00} 1.878.19

Utslity Storm Reserve - Accum Provision for Property Insurance 28052281 3 (798,204.36)| & (61,784.95)

Common Storm Reserve - Accum Provision for Property Insurance 28052281 5 - $ {2,403,790.98)

Conunon Allocated Stonn Reserve b - $ (733,419.08)

Both Total Strom Reserve k3 (798,204.36)) § (795,204.03) (794,858.00) (346.03)

Common Accrued Pensions - Accum Provision for Pensions & Benefits 29002283 $ (12,347,955.34)| § (8,575,796.88)

Common Allocated Accued Pension & Benefits 52%]| $ (6,420,936.78)| § (4,459,414.38)

Common Accrued OPRB (Current) - Accum Provision for Pensions & Benefits 27332283 5 (154,852.00)] $ (59,372.62)

Comimon Other Post Relirement Benefits - Accum Provision for Pensions & Benefits 29202283 5 (2,926,051.11){ (2,480,777.82)

Common OPRB-Retiree Claims - Accum Provision for Pensions & Benefits 29212283 5 5339490 % 12,023.90

Common OPRB-Retiree Life Ins - Accum Provision for Pensions & Benefits 26212283 $ 45646 | 3 175.56

Common OPRB-Retiree Contributions - Accum Provision for Pensions & Benefils 26242283 $ {1,898.60) $ 523.82

Common Allocated Other Post Retirement 5 (3,028,550.35)| % (2,527,427.15})

Common Allocated Other Post Relirement 54%] § (1,635,633.19)} § (1,364,810.66)

Both Total Pension & Benefits $ (8,056,569.97)( § {5,824,225.04) (5,595,486.00) (228,739.04)

S .
$

The following non-utility account has a same dollar offsetting adjustment (30 net effect on rate base)

Utility Merchandise Downpayments Billed in Advance - Customer Depusits 22132350 3 $ {114,280.95) (124,323 00) 10.042.05
Total Liabilities $ (31,547,792.53)] $ (30,865,420 54} {22.516,983.00} {8,348,437.54)
Total Assets + Liabilities 5 (9,995,165.84)| § (12,028,974.48) (457,247.00) (11,571,72748)
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Exhibit 6: Staff Adjusted Rate Base

RATE BASE PER STAFF

PER BOOKS
FPSC ADJUSTMENTS:

ELIMINATIONS TO WORKING CAPITAL
ELIMINATE ACQUISITION ADY.

RATE REFUND PENDING - 2009

ELIM. COMMON PLANT

REMOVE NON UTILITY MATERIALS AND SUP.

TOTAL £PSC ADJUSTMENTS

FPSC ADJUSTED
FLEX RATE REVENUES

ADJUSTED FOR FLEX RATE REVENUES

PROFORMA ADJUSTMENTS
ACQUISITION ADIUSTMENT
TRANSACTION & TRANSITION COSTS

TOTAL PRO FORMA ADJUSTMENTS

PRO FORMA ADJUSTED

SCHEDULE 2
PAGE1OF 2
(1} (2) (3} (4 (s) (6} (7} (8)
ACCUMULATED NET PROPERTY  CONSTRUCTION NET
PLANT IN DEPRECIATION & PLANT IN HELD FOR WORK IN UTILITY WORKING TOTAL
SERVICE AMORTIZATION SERVICE FUTURE USE PROGRESS PLANT CAPITAL RATE BASE
$151,596,891 ($44,028,525) $107,568,366 50 $2,360,503 $109,928,869  ($12,028,974) 597,899,895
S0 50 50 S0 (52,132,4%9)  (52,132,499)
{$34,503,288) S0 ($34,503,288} ($34,503,288) ($34,503,288}
$0 50 ] $42,330 542,330
{$1,883,979} $623,947 {61,260,032) ($1,260,032) 151,260,032}
{$3,691) {$3,691)
{536,387,267) $623,947 (535,763,320} S0 50 ($35,763,320)  (52,093,860)  {$37,857,180)
$115,209,624 (543,404,578} $71,805,046 S0 52,360,503 $74,165,549  (514,122,834) 560,042,715
50 50 $0 $0 50 50 50 50
$115,209,624 (543,404,578) 571,805,046 50 $2,360,503 $74,165,549  ($14,122,834) 560,042,715
434,679,776 ($776,408] $33,503,368 $33,903,368 $33,903,368
$1,821,821 $1,821,821
534,679,776 {§776,408) $33,903,368 S0 (] 533,903,368 $1,821,821 $35 725,189
$149,883,400 {$44,180,986) $105,708,414 50 $2,360,503 $108,068,917  {$12,301,013} £95,767,905
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Exhibit 7: Staff Adjusted Income Statement

INCOME STATEMENT PER STAFF SCHEDULE 2
PAGE2 OF 2
(1 (2) (3) G (53 (©) @ %) {10) (11}
GAINVLOSS TOTAL NET
OPERATING O & MGAS O&M DEPFREC. & TAXES OTHER INCOME TAXES D.LT. IT.C ON OPERATING  OPERATING
REVENUES EXPENSE QOTHER  AMORTIZATION THAN INCOME CURRENT (NET) (NET) DISPOSITION EXPENSES INCOME
PER BOOKS 366,100,167 £28080474  §16,423.372 $5,763.835 $2.330,030 $4,291 217 $57.097 928 $£9.002239
FPSC ADJUSTMENTS-
1Y INTEREST SYNCHRONIZATION $195,523 $196,523 (3196,523)
2) ELIMINATE FUEL REVENUES AND EXPENSES 3 (26,033,739) § (25908.328) ($48,373) (325,956,761 (577,038)
3) ELIMINATE CONSERVATION ($2.088331) ($2.084,725) ($1,391) ($2,086,116) (52,215)
A)NON-UTILITY DEPRECIATION EXPENSE (5126,186) 348,677 ($77,509) $77,509
5) ELIMINATE AEP REVENUES AND EXPENSES ($995,094) ($990,117) ($4,975) 50 ($995,092) 52)
6) RATE REFUND PENDING (5256,659) (5$99,000) {599,006} {$157.,653)
30 30 $0 -
$0 $0 0
$0 30 $0
30 3¢ 0
30 30 ¢
50 $0 ki
30 30 30
30 30 30
$0 36 30
30 30 50
30 50 50
30 50 30
$0 $0 50
TOTAL FPSC ADJUSTMENTS ($29,373,823)  ($27,993,053) $0 (31,116,203} (54,975} $96 430 30 30 30 (329,017,901 ($355922)
FPSC ADJUSTED 336,726,344 396,421 $16423372 $4,647 532 $2,525 055 $4 387 647 $0 30 S0 528080027 $8,046,317
FLEX RATE REVENUES - DEFICITASURPLUS) $0 50 50 $0
ADJUSTED FOR FLEX RATE REVENUES $36,726,344 396,421 516,423,372 $4,647,512 $2,525,055 $4,387 647 30 50 S0 $28,080,027 $8.646 317
ACQUISITION AD}. - AMORT EXP (DEDUCTIBLE} $87,228 (333,648) §53,580 ($53.580)
ACQUISITION ADJ. - AMORT EXP (NON-DEDUCTIBLE) 81,677,384 30 $1,077,384 ($1.077.384)
TRANSACTION/TRANSITION CQSTS - AMORT EXP (DEDUCTIBLE) $238,368 (591,950} 3146418 (3146 418)
TRANSITION COSTS - AMORT EXP (NON-DEDUCTIBLE $203,064 30 $203,064 (5203 064)
TOTAL PRO FORMA ADJUSTMENTS $0 0 £0 $1,606,044 30 ($125599% 30 30 30 $1,480,445 (%1 480 445)
PRO FORMA ADJUSTED $36,726,344 $96,421 516423372 $6,253,576 $2,525,055 54,267 048 30 0O 50 529,560,472 $7.165 872
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Exhibit 8: Staff Adjusted Capital Structure

CAPITAL STRUCTURE PER STAFF SCHEDULE 4
COST [WEIGHTED
RATIO | RATE COST
AVERAGE PER BOOKS PRO-RATA BALANCE (%) (%) (%)
COMMON EQUITY §321,064,268 (3194578651 326,485,617 39.11%] 1085% 179%
LONG TERM DEBT 507,065,342 (394,137.888) $17.827,454 27.36%]  7.18% 133%
SHORT TERM DEBT $38,737,153 (334,096,071} $4.641 082 TT3%|  176% 014%
CUSTOMER DEPOSITS $7,620.6% $7,629,69% Z.71%| 6.00% 0.76%
DEFFERED INCOME TAXES $8.376,321 $8,376,321 13.95% 0.00% 0.00%
TAX CREDITS - WEIGH {ED COST $82,546 380,346 0.14%| 9.01% 001%
TOTAL AVETAGE TN, 008,008 G2 oI L,010) UL | 100.00% AR

39



