MEMORANDUM

AUGUST 28, 2000

TO: DIVISION OF RECORDS AND REPORTING
FROM:  DIVISION OF LEGAL SERVICES (C. KEATING) WK~
RE: DOCKET NO. 000108-GU - Request for rate increase by Florida Division of

Chesapeake Utilities Corporation.

Attached is the testimony of Hillary Sweeney and the testimony of David Draper to be
filed in the above-referenced docket.
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DIRECT TESTIMONY OF HILLARY Y. SWEENEY
Q. P]ease state your name and business address.
A My name is Hillary Y. Sweeney and my business address is Hurston North
Tower, Suite N512, 400 W. Robinson Street, Orlando, Florida, 32801.

Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Regulatory
Analyst III in the Division of Regulatory Oversight.

Q. How Tong have you been employed by the Commission?
A. I have been employed by the Florida Public Service Commission since
November, 1993.

Q. Briefly review your educational and professional background.

A. In 1993 I received a Bachelor of Science degree in Accounting from Florida
A & M University. In November, 1993, I was hired in the Division of Water and

Wastewater at the Florida Public Service Commission as a Regulatory Analyst I.
I was assigned primarily to review staff-assisted rate cases. In August 1997,
I transferred to the Division of Auditing and Financial Analysis to work in the
Orlando District office as an auditor at the Regulatory Analyst III level.

Q. Please describe your current responsibilities.

A. Currently, [ am a Regulatory Analyst III with the responsibilities of
planning and directing audits of regulated companies, and assisting in audits of
affiliated transactions. I also am responsible for creating audit work programs

to meet a specific audit purpose.

Q. Have you previously presented expert testimony before this Commission or
any other regulatory agency?
A Yes. I testified in the Mid-County Services. Inc. rate case, Docket No.
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971065-SU and sponsored specific audit findings in that docket.

Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of thé
Florida Division of Chesapeake Utilities Corporation, Docket No. 000108-GU. The
audit report is filed with my testimony and is identified as HYS-1.

Q. Was this audit report prepared by you?

A. Yes, 1 was the audit manager in charge of this audit.
Q. Please review the work you performed in this audit.
A For the rate base, I examined account balances for utility-plant-in-service

(UPIS). contributions-in-aid-of-construction (CIAC), accumulated depreciation,
and accumulated amortization of CIAC and brought the balances forward from
June 30, 1989. I also 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 and matched to the Commission-
approved tariff amounts, and compiled working capital accounts. [ also tested
additions to accumulated depreciation and accumulated amortization for proper
rates and calculations., tested working capital for interest-bearing amounts,
tested unfunded reserves, and tested non-utility transactions.

For the net operating income, I compiled and reviewed utility revenue and
operating and maintenance accounts for the year ended December‘Sl, 1999. 1 chose
a judgmental sample of customer bills and recalculated them using Commission-
approved rates. I verified a judgmental sample of operation and maintenance
expenses and examined the invoices and other supporting documentation. I tested

the calculation of depreciation expense and examined support for taxes other than
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income and income taxes.

For the capital structure. I compiled components of the capital structure
for the year ended December 31. 1999. reconciled interest expense to the terms
of the notes and bonds. and confirmed note balances at December 31, 1999.

Q. Please review the audit exceptions in the audit report.

A. Audit Exceptions disclose substantial non-compliance with the Code of
Federal Reguiations Titie 18, Part 201, Uniform System of Accounts (USCA),
Commission rules, Commission orders, and formal company policy. Audit Exceptions
also disclose company exhibits that do not represent company books and records
and company failure to provide underlying records or documentation to support the
general ledger or exhibits.

Audit Exception No. 1 discusses the capitalized sales tax on plant
additions. The utility reported 1999 year-end balances of $4,000,202 and
$1,053,519 for Accounts 376, Mains (Plastic). and 381, Meters. respectively. The
1999 ending balance in Account 376 (Mains-Plastic) is overstated by $2.324. The
utility charged additional sales tax of $1,114 ($18,571 x .06) and $1,210
(820,161 x .06) on the total amount of two invoices. I recommend that the
utility should reduce Account 376 by $2,324 ($1,114 + $1,210).

The utility aiso charged Account 381 (Meters) with an additional sales tax
of $575 ($9,582.07 x .06) on the total 6mount of an invoice. The uti]ity should
reduce Account 381 by $575.

Audit Exception No. 2 discusses the acquisition adjustment. In the
utility’'s last rate case, Docket No. 891179-GU, the Commission issued Order No.
23166, on July 10, 1990. In this order., the Commission disallowed $509,422 in

acquisition adjustment. The utility reported a 1999 year-end acquisition
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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 Minimum Filing Requirements (MFRs). Per Commission Order No.
23166, the utility should remove $509,422 from Account 114.1, Excess Cost of
Acquisition-New-CFG Adjustments.

Audit Exception No. 3 discusses PGA revenues, PGA expenses, and PGA taxes.
The utility included its PGA revenues, PGA expenses, and PGA taxes in the NOI
schedules in the MFRs.  In accordance with Commission Order No. PSC-92-0924-FOF -
GU, issued September 3, 1992, 1in Docket No. 911150-GU, it is appropriate to
remove PGA-related items that are recoverable through the PGA Cost Recovery
Clause from the NOI schedules. While the projected amounts for the years 2000
and 2001 assume no over/under recovery, I recommend that these amounts should be
removed from the NOI schedules in the MFRs.

Audit Exception No. 4 discusses common equity. The utility’s general
ledger reports a December 31, 1999 balance of $11,216,456 and a 2000 beginning
balance of $11,809.982. The MFRs show a 1999 year-end common equity 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-
$11,216,456), is net income. The opening balance for the year 2000 for 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.
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Audit Exception No. 5 discusses the flex-rate liability. In the cost of
capital schedules, the utility reported a 13-month average balance for flex-rate
Tiability of ($46,880). This represents a liability of $23.490 for the period
October, 1994 through September, 1995, plus a Tiability of $23.390 for the period
October, 1995 through September, 1996. MFR Schedute B-13 reflects an adjustment
of ($46,880) to miscellaneous current liabilities to reflect the flex-rate
11ability 13-month average balance. MFR Schedule D-1 also reflects an adjustment

of $46,880 to flex-rate 1iability the 13-month average balance. The utility made

-an arithmetic error when calculating the 13-month average. An additional $10,305

should be removed from the current 1iabilities section of working capital. This
change will have the effect of increasing the 13-month average balance of working
capital from $498.227 to $508.532. The flex-rate 1iability., a zero-cost
component of the capital structure, should also be increased by $10,305. This
increase will not change the weighted average cost of capital. 8.26 percent,
because of its small size.

Q. Does this conclude your testimony?

A, Yes, it does.
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Audit Report

FLORIDA PUBLIC SERVICE COMMISSION

DIVISION OF REGULATORY OVERSIGHT
BUREAU OF AUDITING SERVICES

Orlando District Office

FLORIDA DIVISION OF
CHESAPEAKE UTILITIES CORPORATION

RATE CASE AUDIT
HISTORICAL 12-MONTH PERIOD ENDED DECEMBER 31, 1999

DOCKET NO. 000108-GU
AUDIT CONTROL NO. 00-159-3-1

Mike Buckley, Au]{t Staff
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Robert Moore, Andi)

ThomasE. Stamb/ augh, Audit Staff {/
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Audit Report

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 Utilities 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.
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Audit Report

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 (MFRs) 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 wé believe are sufficient to base our opinion. QOur 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.
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audit Report

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. Recenciled 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 * :
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Audit Report

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 (320,161*.06) on the total amount of two invoices. The utility should
reduce Account 376 by $2,324 (31,114 + $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.
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Audit Report

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.
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Audit Report

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.

[N
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Audit Report

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-$11,216,456), 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.
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Audit Report

Exception No. 5
Subject: Misstated Flex-Rate Liability

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

_ 13 Month

Account Account Title Average
2428 Flex Rate Liability - 10/94 - 9/95 $23,490
242.81 Flex Rate Liability - 10/95 -9/96 $23.390

Total Flex Rate Liability 346,880

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
2428 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 $57.185

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 ital
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 sma;& size,
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CALCULATION OF THE PROJECTED YEST YEAR - COIT OF CAPITAL
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EXPLANATION: PROVIDE A SCHEDULE CALCULATING A 13 MONTH AVERAGE COST
OF CAPITAL FOR THE PROJECTED TEST YEAR

COMPANY: FLORIDA DIVISION OFF CHESAPEAKE UTILITIES CORP.

DOCKET NO.: 000 108-GU

PAOE 30F 11

ADJUBTMENTS
LINE
HO. _ DESCRIPTION PER BOGKE  SPECIFIC _PRORATA ADJISTED RATIO COST RATE WEIGHTED COST
1 COMMON EQUITY 11,822.9T8  {1,533.082) D w2006 4nzeWm 12.00% SrO%
H LONG TEmM DEST ‘o earrem o 83rrer FrX LY 7.02% 2.28%
3 SBHORT TERM DEST o 2,119,103 o Z.119,103 2% s.0a% 0.80%
4 CUSTOMER DEPOBITE. RO 267 [ o raeasy ATo% aaa% [ ETTY
s DEFERRED TAXES 1302213 [ ¢ 1382213 5% 0.00% 0.00%
L FLEX MATE LIABRITY o 48,880 ° 40,080 t.27% LET 001%
r TAX CREDIT 08878 o 0__ 08978 144% o.00% 0.00%
s ToTAL 14311428 7,010,374 029321700 100.00% B00%
-
SUPPORTING SCHEDULES: G-1 po4.Ga p.1

239

jaxodey 3TPNY

(61 30 z1 obed) T-SAH ITATUXH

I L19THXd

‘ON 32300d

Nno5-80T000



SCHEDAR G-2

CALCULATION OF THE FROMECTED TEST YEAR - NOI - SUMMARY PAGE 10F 1
TUSHISA FORGE SERACE SOIEERON ARLTION: TROWEE THE CALCULLYSN OF RET DFERATINE WEOUY B
THE HISTORIC BASE YEAR, THE PFROJCTED NET FOR THE MISTORIC BASE YEAR DATA: 123189
COMPANY: FLORIDA DMIBION OF CHESAPEAKE UTILITIES CORP. YEAR ¢ 1, AND THE PROJSCTED TEST YRAR. HIETORIC BARE YEAR ¢ §; 123100
PROJECTED TEST YEAR: 123101
DOCKET NG:: 000108-GU WITHESS: WLLIAMS
THETORIE T Tome PROMECIED
uNE BASE YEAR COMBANY BARE YRAR TEAR + § TEST YEAR TEST YEAR TEST YEAR
N0, PER BOCKE ADAIITHBNTS ADJISTED 2000 2001 ADSISTMENTS AR ADISTED
OPERATING REVENUE:
1« OPERATING AEVENUES $17293.932 (5730.010) S16.538 022 $14,230.052 140100 50
2 REVENUL RELIEF b fo 0 ® »n ®
s CHANGSE N UNERLED REVENUSS ] 3a 52 b sa 10
. AEVENULE DUE TO GROWTH 0 o 1] 10 F ] w0
(] TOTAL REVENUES $17,290.932 13738,010) $14.850.022 354,750,052 313481004 30
DFERATING EXPENSES:
[ CONT OF GAS 0180034 o 39,430 224 17985543 45,790,923 w0 $3.700.923
’ OPURATION & MARNTENANCE Ba314.0%4 (3478,508} 12.030.49 34,270,400 84,897,575 50 $4007.576
[] . E1.130083 {838,718y 10009 $1.771.558 $1.977,184 154.047) $1,373,148
s AMORTIZATION vOTHER o [ d0 30 - %0 0
" TAXES OTHER THAN INCOME 1,187,818 [{13):] [ERTERT ] $1.207 488 S 16520 30 $8.135.210
" TAXES OTHEN THAN INOOME - GRW TN i "W ., ] = 0 0
" INCOME TAXES FEDERAL sa1nan (349.008) $213.001 wnim wsz.882) 30 (362542
19 HOOMA TAXES - BTATE MLIT4 1 T M {10,250} 1earey 30 h15.979)
1" HOOME TAXES - GROWTH - 0 10 i o ) il bod
15| INCOME TAXES - GROWTH - STATR 0. 3] so0 ] 10 10 $o
" 0 |l (1] n $o 17 A21) (ENT.IN)
1T CEFERRED TAXES - FEDERAL 224 10 12334 539.254 2344 10 139344
n DEFEARED TAXES - STATE 1] w0 o Lo L 0 0
" BEVESTMENT TAX CREDITS ] ] so_ 19.823 (e ey E] [$19,23)
20 TOTAL OPERATING EXPENSER 515,190,104 (0831842 $15.3t4.381 S13.000.302 $12890.143 {3774.38m) S12474TTS
n OPERATING INCOLYE §1, 157428 (S 181} 51.041 081 341870 2385851 3221,308 1807318
mrma— r—— D ]

TOPONTHG CCHECULEE: &L 3 ¥ G p2s

205 /10,00

11:43 AM

Jaxodsy 3TpnyY oI LIFTHX3A

T-SAH 3TqTyuxy

(€T J0 ¢1 =beg)

*ON 28YDog

NoH-80T000



