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DIVISION OF REGULATORY OVERSIGHT 
AUDITOR’S REPORT 

JULY 12,2001 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES 

We have applied the procedures described later in this report to audit the accompanying 
Environmental Cost Recovery Clause (ECRC) Schedules 2A and 3A for the historical 12-month 
period ended December 3 1,2000, for Gulf Power Company. The attached schedules were prepared by 
the utility as part of its support in Docket No. 01 O007-E~ 

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

The company’s Environmental Cost Recovery Clause (ECRC) plant in service does not reflect 
a retirement; operation and maintenance (O&M) expense is overstated; SO, emission allowance costs 
associated with non-separated wholesale sales are overstated and being credited to the fuel clause. 

SUMMARY OF SIGNIFICANT PROCEDURES 

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

Scanned - The documents or accounts were read quickly looking for obvious en-ors. 

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

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. 

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

INVESTMENT: 
service; traced all plant additions to supporting vendor invoices; reconciled plant in service and 
depreciation expense for each capital project; traced depreciation rates to Commission Order No. PSC- 
98-0921-FOF-E1, issued July 7, 1998, the company’s last depreciation study; verified separation of 
dismantlement expense from depreciation expense; traced SO, allowance activity per the filing to 
supporting documentation; recalculated recoverable capital investment costs. 

Obtained supporting documentation for all additions to environmental plant in 

REVENUE: 
company’s undocketed Revenue Sharing Refund Audit, Audit Control No. 01-073-1-1. 

The ECRC revenue audit procedures and related work papers are included in the 

EXPENSE: 
company’s filing; obtained a list of outside vendors; compiled all accounts payable and traced to 
supporting vendor invoices; performed a judgmental sample of Southern Company Services (SCS) 
O&M expenses and traced each to supporting documentation; reviewed all legal expenses recovered 
in the ECRC; verified adjustments made to O&M expense for costs recovered in base rates per 
Commission Order No. PSC-94-0044-FOF-E1, issued January 12, 1994; scanned SO, allowance costs 
related to the company’s non-separated wholesale sales for the period ended December 3 1,2000. 

Reconciled operation and maintenance (O&M) expense per the general ledger to the 

OTHER: Recalculated the company’s true-up and interest provision for the period ended December 
3 1,2000; traced interest rates used in the calculation of the interest provision to the 30-day commercial 
paper rates. 
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DISCLOSURES 

Disclosure No. 1 

Subject: Plant in Service 

Statement of Fact: 
1440 for the replacement of flow monitors at the Smith Plant. As of December 3 1 , 2000, the company 
incurred $246,986 in plant expenditures related to the replacement of these flow monitors. These plant 
expenditures are still in construction work in progress (C WIP) pending research to identify the proper 
retirements, and are inchded on the company's Environmental Cost Recovery Clause filing, Schedule 
SA, page 5 of' 13, for the year 2000. PE 1440 also includes a cost of removal of $1,000 and salvage of 
$2,400 (shown on filed Schedule 8A, page 5 of IS)  for the historical period ended December 3 1 , 
2000, but does not include the associated retiremcnt(s). 

During the calendar year 2000 the company established plant expenditure (PE) 

The company states that the retirements associated with this ECRC plant will be retired in July 
2001 when it is able to identify the proper retirements. 

Recommendation: 
associated with the cost of removal and salvage related to the replacement of flow monitors at the 
Smith Plant. 

Once the retirements are identified, the coinpany should retire the plant 
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Disclosure No. 2 

Subject: Operation and Maintenance (O&M) Expense 

Statement of Fact: The company’s Environmental Cost Recovery Clause (ECRC) filing and 
general ledger reflect a total O&M expense of $2,503,606 and $2,345,112, respectively, for the 
historical period ended December 3 1,2000. This yields a difference of $158,494 ($2,503,606 - 
$2,345,112) between the company’s filing and its general ledger. 

During the prior year’s ECRC audit an error was discovered in which the company incurred 
$1 56,568 in O&M expenses that were not recovered. At that time the company stated that it would 
recover these O&M expenses in its June 2000 ECRC filing. These O&M expenses in the amount of 
$156,568 were recovered in the company’s June 2000 ECRC filing. 

After recovering these O&M expenses the difference between the company’s ECRC filing and 
its general ledger is $1,926 ($158,494 - $156,568). This difference is the result of the company 
recovering environmental expense work order 470CIU twice. The company’s ECRC O&M expense is 
overstated by $1,926 for the historical period ended December 3 1,2000. The company states that it 
will adjust the expenses in its July 2001 ECRC filing. 

Recommendation: 
expenses for an expense that was recovered in error during the period December 3 1 , 2000. 

The company should make an adjustment for $1,926 to its ECRC O&M 
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Disclosure No. 3 

Subject: SO, Emission Allowance Costs 

Statement of Fact: 
states, “each investor-owned electric utility (IOU) shall credit its Environmental Cost Recovery Clause 
(ECRC) for an amount equal to the incremental SO, emission allowance cost of generating the energy 
for each non-separated wholesale power sale.” 

Commission Order No. PSC-O0-1744-PAA-E1, issued September 26,2000, 

On April 20,200 1, the company filed direct testimony to support Gulf Power Company’s 
request for an exception to the Commission’s proposed regulatory treatment of these SO, emission 
allowance costs related to non-separated wholesale power sales. The company’s testimony states, 
“Gulf is currently crediting the SO, allowance costs associated with non-separated wholesale sales 
through the fie1 clause, along with the incremental cost of fuel associated with these sales. From an 
administrative perspective, it is less burdensome for Gulf to continue this regulatory treatment than it  
would be to change its practices to treat the allowance cost credit separately through the ECRC.” 

The company’s fuel clause filing was credited $2,956,043 in SO, allowance costs related to the 
non-separated wholesale sales for the period ended December 3 1,2000. Upon reviewing the 
interchange bills that include these SO, emission allowance costs, the company discovered an error in 
its August billing. The error resulted in the company reporting variable O&M dollars instead of SO, 
emission allowance dollars. The company’s SO, allowance costs would have been $2,570,247 had this 
error not occurred. The error results in an overstatement of $385,796 ($2,956,043 - $2,570,247) in 
SO, allowance costs for the period ended December 31,2000. The company states that it will correct 
this error in its July 2001 fuel clause filing. In addition, the company has implemented checks and 
balances to safeguard against the possibility of making similar errors. 

Recommendation: 
recover $385,796 in its fuel clause to correct this reporting error. 

This disclosure is provided for informational purposes. The company should 
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