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DIVISION OF REGULATORY OVERSIGHT
AUDITOR’S REPORT

AUGUST 7, 2000

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES

We have applied the procedures described later in this report to audit the accompanying Rate
Base, Net Operating Income and Capital Structure schedules for the historical 12-month period ended
December 31, 1999, for the Florida Division of Chesapeake Ultilities Corporation. These schedules
were prepared by the company as part of its petition for rate relief in Docket No. 000108-GU.

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




SUMMARY OF SIGNIFICANT FINDINGS

The utility did not make the adjustment per Commission Order No. 23166, issued July 10, 1990, to
disallow $509,422 in acquisition adjustment. '

The utility did not remove purchased gas adjustment (PGA) revenues, PGA expenses, and PGA taxes
by $5,790,925, $5,791,942, and $28,983, respectively, for 2001 from its Minimum Filing
Requirements (MEFRs) filing.

The utility understated Account No. 242.8, Flex-Rate Liability by $10,305.
SUMMARY OF SIGNIFICANT PROCEDURES

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

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

Verify - The item was tested for accuracy and compared to the substantiating
documentation.

Reviewed -The exhibit amounts were reconciled with the general ledger. The general
ledger account balances were traced to subsidiary ledgers and selective analytical
review procedures were applied.

Examined - The exhibit amounts were reconciled with the general ledger. The
general ledger account balances were traced to subsidiary ledgers. Selective analytical
review procedures were applied, and account balances were tested to the extent
further described.

Confirmed - Evidential matter supporting an account balance, transaction, or other
information was obtained directly from an independent third party.




RATE BASE: Examined account balances for utility-plant-in-service (UPIS), contributions-
in-aid-of-construction (CIAC), accumulated depreciation, and accumulated amortization of CIAC
from June 30, 1989. Reconciled rate base balances authorized in Commission Order No. 23166,
issued July 10, 1990, to the June 30, 1989 general ledger balance. Tested plant account balances
using stratified sample methods. Examined supporting documentation for sample CIAC additions
selected using auditor judgment and agreed to FPSC-approved tariff amounts, Compiled working
capital accounts. Tested additions to accumulated deprecation and accumulated amortization for
proper rates and calculations. Tested working capital for interest-bearing amounts, unfunded
reserves, and non-utility transactions using auditor judgment.

NET OPERATING INCOME: Compiled and reviewed utility revenue and operating and
maintenance accounts for the year ended December 31, 1999. Chose a judgmental sample of
customer bills and recalculated using FPSC-approved rates. Verified a judgmental sample of
operation and maintenance expenses and examined the invoices and other supporting documentation.
Tested the calculation of depreciation expense. Examined support for taxes other than income and
income taxes

CAPITAL STRUCTURE: Compiled components of the capital structure for the year ended
December 31, 1999. Agreed interest expense to the terms of the notes and bonds. Confirmed note

balances at December 31, 1999,



Exception No. 1
Subject: Capitalized Sales Tax on Plant Additions

Statement of Fact: The utility reported 1999 year-end balances of $4,000,202 and $1,053,519 for
Accounts 376, Mains (Plastic), and 381, Meters, respectively.

Recommendation:

Account 376 Mains (Plastic)
The 1999 ending balance is overstated by $2,324. The utility charged additional sales tax of $1,114

($18,571 *.06) and $1,210 ($20,161*.06) on the total amount of two invoices. The utility should
reduce Account 376 by $2,324 ($1,114 + $1,210).

Account 381 Meters
The utility charged additional sales tax of $575 ($9,582.07 *.06) on the total amount of an invoice.
The utility should reduce Account 381 by $575.




Exception No. 2
Subject:  Acquisition Adjustment

Statement of Fact: In Commission Order No. 23166, issued July 10, 1990, the Commission
disallowed $509,422 in acquisition adjustment. The utility reported a 1999 year-end acquisition
adjustment balance of $509,422 in its general ledger. The utility did not make the Commission-
ordered adjustment to its books. However, it did remove this amount in its MFRs filing.

Recommendation: Per Commission Order No. 23166, the utility should remove $509,422 from
Account 114.1, Excess Cost of Acquisition-New-CFG Adjustments.




Exception No. 3
Subject: PGA Revenues, PGA Expenses, and PGA Taxes

Statement of Fact: The utility included the following PGA revenues, PGA expenses, and PGA
taxes in its MFRs.

1999 2000 2001
PGA revenues $7,806,424 $7,195,543 $5,790,925
PGA expenses $7.665,881 $7,159,530 $5,761,942
PGA-related taxes $39,070 $36,013 $28,983

In accordance with Commission Order No. PSC-92-0924-FOF-GU, issued September 3, 1992, it is
appropriate to remove PGA-related items that are recoverable through the PGA Cost Recovery
Clause.

The projected amounts for the years 2000 and 2001 assume no over/under recovery.

Recommendation: The above amounts should be removed from the MFRs as shown above.




Exception No. 4
Subject: Common Equity

Statement of Fact: The utility reported a 1999 year-end common equity balance of $11,216,456
in its general ledger. The MFRs reported a 1999 year-end common equity balance of $11,809,982.

The utility’s general ledger reports a 1999 ending balance of $11,216,456 and a 2000 beginning
balance of $11,809,982. The utility does not record closing journal entries for the expense and
revenue summary accounts. However, it does reflect the net effect in the beginning balance of the
next year. The difference, $593,526 ($11,809,982-311,216,456), is net income.

Recommendation: The 2000 opening balance of common equity reflects an adjustment to include
net income. The utility should be required to make these journal entries to the general ledger
accounts as part of its end of year closing entries. Closing and adjusting entries posted for the
purpose of recording net operating income should be visible in the utility’s general ledger accounts.




Exception No. S
Subject: Misstated Flex-Rate Liability

Statement of Fact: The utility reported a 13-month average balance for flex-rate hability of
($46,880).

13 Month

Account Account Title Average
2428 Flex Rate Liability - 10/94 - 9/95 $23,490
242 81 Fiex Rate Liability - 10/95 -9/96 $23.390
Total Flex Rate Liability $46,880

Working Capital
In MFRs Schedule B-13, the utility reported an adjustment of ($46,880) to miscellaneous current

liabilities to reflect the flex-rate liability 13-month average balance.

Cost of Capital
In MFRs Schedule D-1, the utility reported an adjustment of $46,880 to reflect the flex-rate liability

13-month average balance. The average balance should be increased by $10,305 to account for an
amount, $66,981, included in the calculation as a debit rather than a credit entry to the account.

Recommendation: The 13-month average balance for flex rate liability should be as scheduled
below:

13-Month 13-Month
Average per Average per
Account Account Title Company Adjustment Audit
242 8 Flex Rate Liability - 10/94 - 9/95 $23,490 $10,305 $33,795
242 .81 Flex Rate Liability - 10/95 -9/96 $23.390 $23.390
Total Flex Rate Liability $46,880 $10,305 357,185

Working Capital
An additional $10,305 should be removed from the current liabilities section of working capital. This

adjustment reflects an amount, $66,981, included in the 13-month average as a debit instead of a
credit amount. This change will have the effect of increasing the 13-month average balance of
working capital from $498,227 to $508,532.

Cost of Capital
The flex-rate liability, a zero-cost component of the capital structure, should be increased by $10,305.

This will not change the weighted average cost of capital, 8.26 percent, because of its small size.




SCHEDULE G-1

FEDHIBA FUBLIC SERVICE COMMESION
COMPANY: FLORIDA DIMSION OF CHE SAPEAKE UTIITIES CORP.
DOCKET NO.: £00100-G

RATE BASE FOR THE

CALCULATION OF THE PROJECTED TEST YEAR RATE BASE
L VI

PLUS ONE, AND THE PROJECTED TEST VEAR.

AV
HISTORIC BASE YEAR, THE HISTORIC BASE YEAR

PAGE 1 OF 28

TYPR A 3

HISTORIC BASE VEAR DATA: 123183
HISTORIC BASE VIR + 1@ 120300
PROJECTED TEST YEAR: 1231501
WITHESS: WILLIAMS:

LINE
HO. DESCRIFTION
UTILITY PLANT
1 PLANT I SERVICE
2 CONSTRUCTION WORK i PROGRESS
3 ACOWSITION ADIUSTMENT
- COMMON PLANT ALLOCATED
5 PLANT HELD FOR FUTURE USE
] TOTAL
DEDUCTIONS
ACCUM PROV-DEPR & AMORT
L] CUSTOMER ADVANCES FOR CONSTRUCTION
2 TOTAL DEDUCTIONS
10 PLANT NET
ALLOWANCE FOR WORKING CAPITAL
AL BALAHCE SHEET METHOD
R TOTAL AATE BARE
13 NET OFERATING INCOME
1 RATE OF RETURM

2 B, T, G918 G2, 018, G2 p.2t

BASE YEAR BASE YEAR BASEYR +t PROJECTED
ADJUSTED 2310 TESTYEAR PROJEGTED
123199 COMPANY AVERAGE AVERAGE UNADJUSTED TESTYEAR
(PER BOOKS) ADJUSTMENT YEAR YEAR ~ AVERAGH YR. ADJUSTMENTS
325,200,648 ($22,702) 525205914 326509008  £31,990.292 {822,702}
3927603 ta $927.603 1322064 $1322,064 {31,922 054)
$775.529 (STTE.629) 501 Fazes o3z ($832.031)
30 ($87.328} ($87,328) 3o Ead {$108.133)
30 30 s0 30 30 30
528,992 839 {SONS X5y 326108202 K31 043003 $34.428.187 ($2.586,727)
(58,069,002) $741,857  (48,127.505) (FU. 934,813}  {$11319,815) $707.832
$190,399 30 (5196,399) 257 928! 828 30
$9.088 491 S7AS S8 (S83rse34) (810202041 $11,587,943 $707.832
11977, 47 (31480005 $17.782.347  $10.841,382 STZMAT 844  ($1.879,100)
(58.591.010)  $7.089.237 $498,277  {39190,574} ($10,862,111) 311,015,387
$11,338.337 $8.544.237  $18.280.574  S11.844.7TH $12.1085.434 39.136, 287
11,157,028 {S118.187)  $1.041.881 $341.670 $505.851 1221.368
rararire—— e e e et
1021% 3.TO% | 431%
——l

PROJECTED
TEST YEAR
AR ADJUSTED
531,958,550

30

50
{$108.,135}
$0

331,848 655

510,812,902}
(s267.82m)

30.888.010!
320,568,445

. $1sazse

L321,321.700

7

3.19%

G-2p.22,G-2p.1-3, G-S pi.2
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SCHEDULE G-3

CALCULATION OF THE PROJECTED TEST YEAR - COST OF CAPITAL

FLORIDA PUBLIC SERVICE COMMISSION

EXPLANATION: PROVIOE A SCHEDULE CALCULATING A, 13 MONTH AVERAGE COST

OF CAPITAL FOR THE PROJECTED TEST YEAR

COMPANY: FLORIDA DIVISION OF CHESAPEAKE UTILITIES GORP.

DOCKET NO.: 000 108-GU

TYPE OF DATA SHOWN:
PROJECTED TEST YEAR {23101
WITNESS: WILLIAMS

ADJUSTMENTS

LINE

NO. DESCRIPTION FERBOOKS SPECIFIC  PRORATA ADJUSTEC RATIO COST RATE WEIGHTED COST
1 COMMOM EQUITY 11.822978  {1.503,682) O 10,289 208 48 28% 12.00% S.70%
2 LONG TERM DEBT ] SITT.TY o 8377913 2991% 752% 2.25%
3 SHORT TERM DEST 0 2,119,503 ¢ 2,119,103 2.94% B03% O.60%
+ CUSTOMER DEPOSITS 760,257 o o 189,257 3.70% 0.44% 0.24%
s DEFERRED TAXES 1322243 o ¢ 1382213 6.53% 0.00% 0.00%
L] FLEX RATE LIABILITY o 48,280 Q 48,880 0.22% S30% 0.0%%
7 TAX C;iEDlT 308,078 [+ ] 08.078 LA4% 0.00% 0.00%
] TOTAL 143511438  7.010,274- G 24321700 100.00% 5.0%%

SUPPORTING SCHEDULES: G.1 p.56.G8 p.t
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SCHEDAWALE G-2

CALCULATION OF THE FROMCTED TEST YEAR - NOt - SUMMARY

TFLORIOA PUBLIC SERVICE COMMISSION

COMPANY: FLORWSA DVISION OF CHESAPEAKE UTILITIES CORA.

COCKET NG DCO168-GU

KS
THE HISTORIC BASE YEAR, THE PROJECTED NET OPERATING INCOME FOR THE HISTORIC
BASE YEAR + 1, AND THE PROJECTED TEST YEAR.

HISTORKZ

EXPLANATION: PROVIDE THE CALLULATION OF NET OPERATING INCOME PER 800KS FOR

PAGE 1 DF 2t

TYPE OF DATA SHOWH:

HISTORKS BASE YEAR DATA: 12131/99
HISTORIC BASE YEAR + 1@ 1231000
PROJECTED TEST YEAR:  12/31%01
WITNESS: WILLIAMS

T ARTONIC BASE

PROJECTED PROJECTED PROJECIED
LE BASE YEAR COMPANY BASE YEAR YEAR + 1 TEST YEAR TEST YEAR TEST YEAR
[7-% PER BOOKS ADJUSTMENTS ADJUSTED anon 001 ADJUSTMENTS AS ADJLISTED

OFERATING REVENLIE: =
1 OPERATING REVENUES $17,292.532 ($738.019) 18,555,022 $14,2130,052 313,401,994 $0 $13,451.984
2 REVENUE RELIEF jo o 50 o 50 L $0
a CHANGS # UNBILLED REVENUES 50 so $0 30 10 so so
+ REVERUES DUE TO GROWTH E7) io io S0 30 1) 30
] TOTAL REVENUES $17.293.932 13738,010) $18.355.922 314,238,052 $13.481,054 0
OPERATING EXPENSES:
[ £OSY OF GAS 29,150,224 10 39,150,224 $7.105.543 $5.700.925 30 35,790,923
T OPERATION & MAINTENANCE $4.314,014 ($478,508} 43,835,426 $4.228.450 34,817,375 0 4447575
[3 DEPRECATION & AMORTIIATION 51,138,853 (538,715} 31,099,538 $1,271,558 31,377,105 34,0471 $1373.148
* AMORTIZATION - DTHER 30 0 $0 50 - 30 50
10 TAXES OTHER THAN INCOME 1157818 8312} £1.187.103 $1.207 455 31,155,218 sa 31155218
1" TAXES OTHER THAN INCOME - GRWTH sa 30 50 S0 £ 30 bt
12 SCOME YAXES FEDERAL 211190 {309.099) $222.001 (310,118) 1552.542) 50 (362.512)
13 INCOME TAXES - STATE $52.174 {$14.929) $I728 (58.259) 1511975 (] $11.978)
1® INCOME TAXES - GROWTH - FEDERAL $0 0 $o 30 30 0 .l
18 INCOME TAXES - GROWTH - STATE $0- 30 $o 0 10 %0 $a
18 - INTEREST SYNGHRONIZATION $0 30 to 0 $a 3217.321) (3217.321)
17 DEFERRED TAXES - FEDERAL 12,234 [ $12.234 $39.254 $39.244 50 X
L] DEFERRED TAXES - STATE 30 s0 s0 30 0 ] 0
19 WYESTMENT TAX CREDITS sa [ so 1$19.523) (319,523 30 1$19,523)
-] TOTAL GPERATING EXPENSES £18,138.104 ($521.843) 515,514,261 313068382 512898143 221,388 312,074,775
21 CPERATING INCOME $1.157,328 $118,187] 31,041,661 $34+,870 3585851 §221,008 2007218
—l3110,18T) — Lo L —_—ties
“SUFFORTING SCHEDULES: G2, 006 A BID P SCH AT, A
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