DOCKET NO. 080004-GU: Natural gas conservation cost recovery for
Florida Public Utilities Company

WITNESS: Direct Testimony Of Kathy L. Welch, Appearing On
Behalf Of Staff

DATE FILED: September 24, 2008

DOCUMIN! NWEMBTR-CATE
18986 SEPA4 S
FPSC-COMMISSICH CLERK



10

11

12

13

14

15

16

17

18

19

20

22

23

24

25

DIRECT TESTIMONY OF KATHY L. WELCH
Q. Please state your name and business address.
A. My name 1s Kathy L. Welch and my business address is 3625 N.W. 82nd Ave.,

Suite 400, Miami, Florida, 33166.

Q. By whom are you presently employed and in what capacity?
A. I am employed by the Florida Public Service Commission as a Public Utilities

Supervisor in the Division of Regulatory Compliance.

Q. How long have you been employed by the Commission?

A, [ have been employed by the Florida Public Service Commission since June, 1979.
Q. Briefly review your educational and professional background.

A. I have a Bachelor of Business Administration degree with a major in accounting

from Florida Atlantic University and a Masters of Adult Education and Human Resource
Development from Florida International University. I have a Certified Public Manager
certificate from Florida State University. [ am also a Certified Public Accountant licensed
in the State of Florida, and I am a member of the American and Florida Institutes of
Certified Public Accountants. I was hired as a Public Utilities Analyst 1 by the Florida
Public Service Commission in June of 1979. [ was promoted to Public Utilities

Supervisor on June 1, 2001,

Q. Please describe your current responsibilities.

A. Currently, T am a Public Utilities Supervisor with the responsibilities of

Tr

administering the District Office and reviewing @&%U%%H?aﬁamm)%égﬁg‘resources to
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complete field work and issue audit reports when due. I also supervise, plan, and conduct
utility audits of manual and automated accounting systems for historical and forecasted

financial statements and exhibits.

Q. Have you presented testimony before this Commission or any other
regulatory agency?
A. Yes. 1 have testified in several cases before the Florida Public Service

Commission. Exhibit KI.W-1 lists these cases.

Q. What is the purpose of your testimony today?

A. The purpose of my testimony is to sponsor the staff audit report of Florida Public
Utilities Company (FPUC or Utility) which addresses the Utility’s filing in the natural gas
conservation cost recovery clause docket. This audit report is filed with my testimony

and is identified as Exhibit KLW-2.

Was this audit prepared by you or under your direction?

Yes, I was the audit manager in charge of this audit.

Q. Please describe the work vou performed in this audit.

We prepared a trial balance using the general ledger and reconciled all
conservation accounts to the filing. We reconciled the beginning true-up provision to the
last order and work papers and prepared a recalculation using the filing and Commussion
approved interest rates. We multiplied therms from the company’s statistics report by the
ordered rates and compared the result to the ledger and filmg. We compared the

differences to billing corrections and selected some bills and recalculated them to

o
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determine that the tariff rates were used. We selected a sample of the vouchers recorded
in the general ledger and traced them to source documentation. We verified that the
incentives paid by voucher met the program guidelines. We reviewed the payroll file for
new employees and obtained their job titles to determine if they were conservation

employees.

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

A. Audit Finding No. 1

Audit Finding No. 1 discusses a demonstration kitchen. We reviewed an invoice
paid to Relwood Installation Corp, paid in September 2007 for $6,250. The invoice was
for a demonstration kitchen. The kitchen is in the front of the gas appliance showroom in
the West Palm Beach office building and appears to be part of the appliance sales display.
According to the company strategy brief:

[tlhe Energy Star kitchen contributes to conservation by promoting efficient
use of energy efficient appliances. The kitchen creates an educational
-environment to engage customers in exploring the various features of an
appliance that make the appliance more energy and/or resource efficient. One
of the major myths of energy efficiency is that energy efficient products
sacrifice looks and performance to achieve efficiency. The high end look of
the kitchen and appliances demonstrate that energy efficiency and style are

not mutually exclusive.

Audit Finding No. 2

Audit Finding No. 2 discusses a car wrap. FPUC paid $6,549.75 to Signs for

Tomorrow for a car wrap around two Chevy Trucks used in the electric divisions. The

-3
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wrap advertises the conservation programs. The invoice was charged 46% to gas and
54% to electric divisions. The company agrees that the costs should be 100% clectric.
Therefore, expenses in the gas system should be decreased by $3,012.89, with a related

adjustment to interest of $112, for a total increasc to the over-recovery of $3,125.

Audit Finding No. 3

Audit Finding No. 3 discusses entertainment and spouse expenses. A company
employee was reimbursed for expenses for a Builder Development Conference in Bonita
Beach in May of 2007. The expense included entertainment costs of $1,011.96 for
employees and their spouses and a builder and his wife. These costs were charged to
West Palm Beach Supervision expenses.

In June 2007, $1,875 was paid to the SGA Builders and Developers Conference.
This includes the conference registration for a developer. the spouse of an employee
participant and the spouse of the developer. This cost also includes an Eco Tour for the
both the employee and developer participants and their spouses.

According to the utility representative:

[s]pouses of the builders and developers are invited and are encouraged to
participate in all meetings, social events and educational seminars. The
thought process behind inviting the spouses is based on the theory that if you
convince the spouse, they too will encourage the use of natural gas and will
want to attend future events. It is vital that the industry reach out to and
educate the decision makers that will impact future expansion of natural gas.
To balance out the networking and social interaction, FPU and other
participating companies invite their spouses as well to attend and to assist

with the marketing of natural gas and the conservation programs under which

_4-
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Street Journal Interest Rates.

we provide incentives in the form of rebates and services.

Audit Finding No. 4

Audit Finding No. 4 discusses interest rates. FPUC did not use the correct Wall

This error resulted in an understatement of the over-

recovery of $1,004. The true up account needs to be credited with the $1,004 of interest.

Q.

A,

Does that conclude your testimony?

Yes.



DOCKET NO. 080004-GU: Natural gas conservation cost recovery for
Florida Public Utilities Company

WITNESS: Direct Testimony Of Kathy L. Welch, Appearing On Behalf
Of Staff

EXHIBIT KLi-1: History of Testimony Provided by Kathy L. Welch



Docket No. 080004-GU
Exhibit KLW-1 (Page 1 of 1)
History of Testimony
Provided by Kathy L. Welch

In re: Application for approval of rate increase in Lee County by Tamiami Village
Utility, Inc., Docket No. 910560-WS

In re: Application for transfer of territory served by Tamiami Village Utility, Inc. in
Lee County to North Fort Myers Utility, Inc., cancellation of Certificate No. 332-S
and amendment of Cerificate 247-S; and for a limited proceeding to impose
current rates, charges, classifications, rules and requlations, and service
availability policies, Docket No. 940963-SU

In re: Application for a rate increase by General Development Utilities, Inc. (Port
Malabar Division)} in Brevard County, Docket No. 911030-WS

In re: Dade County Circuit Court referral of certain issues in Case No. 92-11654
(Transcall Americd, Inc. d/b/a ATC Long Distance vs. Telecommunications
Services, inc., and Telecommunications Services, Inc. vs. Transcall America, Inc.
d/b/a ATC Long Distance) that are within the Commission's jurisdiction, Docket
No. 951232-TlI

In re: Application for transfer of Certificates Nos. 404-W and 341-S in QOrange
County from Econ Utilities Corporation to Wedgefield Utilities, Inc., Docket No.
960235-WS

In re; Application for increase in rates and service availability charges in Lee
County by Gulf Utility Company, Docket No. 960329-WS

In re: Fuel and purchased power cost recovery clause and generating
performance incentive factor, Docket No. 010001-El

In re: Application for staff-assisted rate case in Highlands County by The
Woodlands of Lake Placid, L.P., Docket No. 020010-WS

in_re: Application for rate increase in_Marion, Orange, Pasco, Pinellas, and
Seminole Counties by Utilities, Inc. of Florida, Docket No. 02007 1-WS

In re: Petition for issuance of a storm recovery financing order, by Florida Power
& Light Company, Docket No. 060038-E|

In re: Nuclear cost recovery clause, Docket No. 080009-El|
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Staff Audit Report

FLORIDA PUBLIC SERVICE COMMISSION
DIVISION OF REGULATORY COMPLIANCE AND
CONSUMER ASSISTANCE
BUREAU OF AUDITING

Miami District Office

Florida Public Utilities Company
Gas Energy Conservation Clause Audit

Twelve Months Ended December 31, 2007

DOCKET #080004-GU
AUDIT CONTROL NO. 08-037-4-4

Kathy L. Welch
Audit Manager

lliana Piedra
Regulatory Analyst
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DIVISION OF REGULATORY COMPLIANCE AND CONSUMER ASSISTANCE
AUDITOR’S REPORT

July 3, 2008

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED
PARTIES

We have performed the procedures enumerated later in this report to meet the agreed
upon objectives set forth by the Division of Economic Regulation in its audit service
request. We have applied these procedures to the attached schedules, prepared by
Florida Public Utilities Company, in support of its filing for conservation docket 080004-

GU.
This audit is performed following general standards and field work standards found in

the AICPA Statements on Standards for Attestation Engagements. This report is based
on agreed upon procedures which are only for internal Commission use.
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OBJECTIVES AND PROCEDURES:

Objective: The objective of the audit was to reconcile the schedules to each other and
to the general ledger.

Procedures: We prepared a trial balance using the general ledger and reconciled all
conservation accounts to the filing.

Objective: The objective was to verify that the true-up was calculated correctly.

Procedures: We agreed the beginning true-up provision to the last order and
workpapers. We prepared a recalculation using the filing and Commission approved
interest rates. Audit finding four discusses the company use of the incorrect interest

rates.

Objective: The objective of the audit was to determine that the company has applied
the approved conservation cost recovery factors to actual therm sales and properly

calculated revenues.

Procedures: Therms from the statistics report were multiplied by the ordered rates and
compared to the ledger and filing. Differences were compared to billing corrections.
Some bills were selected and recalculated to determine that the tariff rates were used.

Objective: The objective of the audit was to determine that the actual energy
conservation program expenses filed by the company agree with source documentation
and meet the requirements of the programs.

Procedures: We reconciled the filing to the general ledger detail. We selected a
sample of the vouchers recorded in the general ledger and traced them to source
documentation. Audit finding one discusses the demo kitchen. Audit finding two
discusses the car wrap. Audit finding three discusses entertainment and spouse

expense.

We verified that the incentives paid by voucher met the program guidelines.

We reconciled the payroll taxes on the payroll file to the support in the last audit. We
reviewed the ledger to determine that all the corrections from the last audit were made.
We reviewed the payroll filte for new employees and obtained their job titles to determine

if they were conservation employees.
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Exhibit KLW
Staff Audit Report

AUDIT FINDING NO. 1

SUBJECT: DEMO KITCHEN

AUDIT ANALYSIS: An invoice paid to Relwood Installation Corp in September 2007
for $6,250 was for a demo kitchen. It was charged to account 121.4010.909 — West
Paim Advertising expense. The kitchen is in the front of the gas appliance showroom in
the West Palm Beach office building and appears to be part of the appliance sales

display.

According to the company strategy brief, “the Energy Star kitchen contributes to
conservation by promoting efficient use of energy efficient appliances. The kitchen
creates an educational environment to engage customers in exploring the various
features of an appliance that make the appliance more energy and/or resource efficient.
One of the major myths of energy efficiency is that energy efficient products sacrifice
looks and performance to achieve efficiency. The high end look of the kitchen and
appliances demonstrate that energy efficiency and style are not mutually exclusive.”

The kitchen also benefits appliance sales and may be more appropriately recorded
below the line.

EFFECT ON GENERAL LEDGER: This finding is reported for informational purposes.

EFFECT ON FILING: This finding is reported for informational purposes.
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AUDIT FINDING NO. 2
SUBJECT: CAR WRAP

AUDIT ANALYSIS: Florida Public Utilities paid $6,549.75 to Signs for Tomorrow for a
car wrap around two Chevy Trucks used in the electric divisions. The wrap advertises
the conservation programs. The invoice was charged 46% to gas and 54% to electric
divisions. According to a company representative the costs should be 100% electric.

EFFECT ON GENERAL LEDGER: The following entry should be made to the Iedger
but not included in next years filing costs:

114.4010.909-Marianna Conservation Advertising $1,506.45 %

115.4010.909-Fernandina Conservation Advertising 1,506.44
121.4010.909 West Palm Cons. Advertising 1,506.45
123.4010.909 Brevard Conservation Advertising 1,506.45

EFFECT ON FILING: Gas costs should be decreased by $3,012.89 and interest of
$112 for a total increase to the over-recovery of $3,125.
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AUDIT FINDING NO. 3
SUBJECT: ENTERTAINMENT AND SPOUSE EXPENSES

AUDIT ANALYSIS: A company employee was reimbursed for expenses for a Builder
Development Conference in Bonita Beach in May of 2007. The expense included
entertainment costs of $1,011.96 for employees and a builder and his wife. These costs
were charged to account 121.4010.907-West Palm Beach Supervision expenses.

In June 2007, $1,875 was paid to the SGA Builders and Developers Conference for
registration for spouses and an Eco Tour for both the spouses and the participants.
One of the registrations paid was for a developer and his wife.

According to the utility representative, “spouses of the builders and developers are
invited and are encouraged to participate in all meetings, social events and educational
seminars. The thought process behind inviting the spouses is based on the theory that
if you convince the spouse, they too will encourage the use of natural gas and will want
to attend future events. It is vital that the industry reach out to and educate the decision
makers that will impact future expansion of natural gas.”

“To balance out the networking and social interaction, FPU and other participating
companies invite their spouses as well to attend and to assist with the marketing of
natural gas and the conservation programs under which we provide incentives in the
form of rebates and services.”

EFFECT ON GENERAL LEDGER: This finding is reported for informational purposes.

EFFECT ON FILING: This finding is reported for informational purposes.
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AUDIT FINDING NO. 4

SUBJECT: INTEREST RATES

AUDIT ANALYSIS: Florida Public Utilities did not use the correct Wall Street Journal
Interest Rates. This error resulted in an understatement of the over-recovery of $1,004.

The attached schedule details the difference with the new rates.

EFFECT ON GENERAL LEDGER: The true up account needs to be credited with the
$1,004 of interest.

EFFECT ON FILING: Interest expense should be decreased by $1,004.
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COMPANY: FLORIDA PUBLIC UTILITIES COMPANY

SCHEDULE CT-3

PAGE 1 OF 3
ENERGY CONSERVATION ADJUSTMENT CALCULATION OF TRUE-UP AND INTEREST PROVISION
SUMMARY OF EXPENSES BY PROGRAM BY MONTH
FOR MCNTHS January-07 THROUGH Decemhber-07
CONSERVATION EXPENSE
BY PROGRAM JANUARY  FEBRUARY MARCH APRIL MAY JUNE JULY AUGUST SEPTEMBER OCTOBER NOVEMBER DECEMSER  TOTAL
Full House Resldential New Conatruction Prograc 16,847 19,864 20,988 80,995 8,435 28,761 14,955 19,284 12,995 20,146 10,232 38,953 290,495
Residential Appliance Replacemant Program 13,706 16,685 67,492 98,305 74,800 105,833 43,101 84,087 26,285 63,151 38,979 23,288 858,712
Conservation Education Program 778 1,482 1027 42,218 476 2,067 2,716 3460 165 2,308 639 208 57,544
Space Conditioning Program 850 {25} 568 477 671 4,953 806 736 715 740 643 650 11,481
Residential Censervation Service Program 447 1,102 1.050 1,956 1,973 1,690 1,400 9773 27,452 669 2,545 1a7 50,771
Residential Appliance Retention Program 27,830 40,556 61,969 28,365 252324 45,767 26,662 33,782 36,064 99,150 79,582 36,684 544 753
Dealer / Contractor a [
Commercial Conservation Service Program 758 7.204 4,022 1,326 250 8,217 1,149 6,658 30,629 (350) 1493 are 59,015
Residential Service Raractivation Program 40 459 560 829 (50) 16,494 17,806 35,938
Coammgon x).797 zns 37,424 41,626 39,571 86,8663 45,650 40,770 43617 50,607 43,820 46,950 539,954
TOTAL ALL PROGRAMS §1,710 119,118 194,559 29526% 165,055 282,718 137,117 198.498 154 416 254,227 176,034 150.852 2,249,573
LESS AMOUNT INCLUDED
IN RATE BASE
RECOVERABLE : =
CONSERVATION EXPENSES £1.710 119,118 194,559 295,269 155,055 282718 137,117 198,498 194 416 254 227 176,034 150,852 2,249,573
EXHIBIT NO.
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9A.

10.

COMPANY: FLORIDA PUBLIC UTILITIES COMPANY

CALCULATION OF TRUE-UP AND INTEREST PROVISION

FOR MONTHS

CONSERVATION REVENUES
RESIOENTIAL CONSERVATION
CONSERVATION ADJ. REVENLIES
TOTAL REVENUES

PREIOR PERIOD TRUE-UP AD. NOT
APPLICABLE TO THIS PERIOD

CONSERVATION REVERUE APPLICABLE

CONSERVATION EXPENSES (FROM CT-3,

PAGE 1, LINE 23)
TRUE-UP THIS FERIOD (LINE 5- 6)

{NTEREST PROVISION THIS PERICD
(FROM CT-3, PAGE 3, LINE 10)

TRUE-UP AND INTEREST PROVISION
BEGINNING OF MONTH

DEFERRED TRUE-UP BEGINMING
OF PERICD

PRIOR TRUE-UP COLLECTED
{REFUNDED)

TOTAL NET TRUE-UP
(LINES 7+8+9+9A+10}

Jenuary-07

SCHEDUWE €T
PAGE 20F 3

THROUGH December-07
JANUARY . FEBRUARY MARCH APRI MaY JUNE. JuLY AUGUST SEPTEMBER OCTOBER NOVEMBER DECEMBER  TOTAL
{267 ,860) (266.849)  (379.459) (z24.46%)  (186,367)  (174,986)  (153.607)  (140256) (131577)  (15636V) _ {181928)  (17537) (2.381,480)
(267.869) (266.848)  (279.488)  (224468)  (186362)  (174988)  (153.687) (140,256} (13577}  (156,351)  (1B4,.928)  (217.637) (2.381,480)
(22.360) {22,359) (22,359) (22.359) (22,359) (22,359 22,350 22,359 22,359 22.359) (22,359) {268,309}
(290,229) (289208)  (301.858)  (246827)  {208721)  (187.345)  {176.056)  (1628%5)  (153.936)  (178.710)  (204.288)  (239.396) (2649785}
91710 119,118 194,559 295,269 155,055 282,718 137,117 198,458 194 416 254,227 176,034 150,852 2.249.573
(198 519y (170,080 (107,289} 48442 {61,566} 85,372 (38,939 35,883 49,480 75,517 {25.254) (BUAAA) (400216
{1,308) (1.957) (2.475) (2.628) (2.619) (2.553) (2.448) (2.362) (2,085) (1.741) (1.546) (1,712) (25,434}
(268,309) (445776)  (595.464)  (682873)  (614.708)  (648632) (543453}  (562.480)  (S05,600)  (445846)  (3497T1) (357153 {268,308)
22,360 22 359 22,350 22,359 22359 22,359 22,359 22,359 72 359 72,359 22359 22,359 258 309
{445 776) (595.464)  (B82.870)  (614706) _ (B4BGID)  (543453)  (5A2480)  (SO6600)  (445845)  [M9711)  (367153) (425850} (4256501
EXHIBIT NO
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10.

c.

COMPANY: FLORIDA PUBLIC UTILITIES COMPANY

CALCULATION OF TRUE-UP ANQ WMTEREST PROVISION

FOR MONTHS

INTEREST PROVISION

BEGINMING TRUE-UP (LINE B-9}

EHDING TRUE-UP BEFORE INTEREST
(LINES B7+BS+BIA+B10)

TOTAL BEG. AND ENDING TRUE-UP
AVERAGE TRUE-UP (LINE C-3 X 50%)

INTEREST RATE - FIRST DAY OF
REPORTING BUSINESS MONTH

INTEREST RATE - FIRST DAY OF
SUBSEQUENT BUSINESS MONTH

TOTAL {LINE C-5 + C-6}
AVG. INTEREST RATE {C-7 X 50%)
MONTHLY AVERAGE INTEREST RATE

{NTEREST PROVISION
(LINE C-4 X C-9)

January-07

JANUARY

THROUGH December-07

FEBRUARY

SCHEDULE €T-3

PAGE 3 OF 3

MARCH APRIL MAY JUNE JuLy AUGUST SEPYEMBER OCTOBER NOVEMBER DECEMBER  TOTAL
(268,30%9) (445,776) {595,464) {682,879 (614,708} (548,632) {543,453) {562,480) {506,600) {445,846) (349,711} (357,153} (268,308}
(444 468) {693.507) {680,404) (512,078} (646,013) (540,900} (560,032) (504,238) {443,761} {347,970} (355,607} {423,538} {400,216)
{712,777} (1.039.283)  (1,275,868) (1,294,957) (1.260,719) (1,189.531) 11,103.485) (1.066,718) {850,351) {793.816) (705,318) (781,950 (668,525}
(356,388) (519.841) {637.934) {647 47®) {630,380} (594.766) (551.742) (533.359) (475.180) {396,908) {352,659) {390 545) (334,262)

4.30% 4.51% 4.53% 4.78% 4.96% 5.01% 528% 5.36% 527% 5.26% 5.27% 525%
451% 4.53% 4.78% 4.96% 501% 5.29% 5.36% 5.27% 5.26% 52T% 5.25% 527%
881% 5.04% 931% 9.74% 9.97% 10.30% 10.65% 1063% 10.53% 10.53% 10.52% 10.52%
441% 452% 4.66% 4.B7% 4.59% 5.15% 5.33% 5.32% 827% 5.27% 5.26% 526%
0.367% 0.377% 0.388% 0.408% 0.415% 0.429% 0.444% 0.443% 0.439% 0.43%% 0.438% 0.438%
{1,308) {1,857) (2 475) (2 628) (2,519 (2,553} {2 .448) (2362 {2.085} {1.741) {1,548) (1.712) (25 434}
EXHIBIT NO.
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