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Purpose 

To: Florida Public Service Commission 

We have perfonned 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 
January to, 2012. We have applied these procedures to the attached summary exhibit and to 
several related schedules prepared by Florida Public Utilities Company in support of its 2011 
filing for the Gas Conservation Cost Recovery in Docket No. 120004-GU. 

This audit was perfonned 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. 
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Objectives and Procedures 

General 

Definition 

Utility refers to the Florida Public Utilities Company. 
GCCR refers to the Gas Conservation Cost Recovery. 

Revenue 

Operating Revenues 

Objectives: The objectives were to determine the actual therms sold for the period January 1, 
2011 through December 31, 2011, and whether the Utility applied the Commission approved 
cost recovery factor to actual therm sales for the GCCR. 

Procedures: We reconciled the 2011 filing to the Utility's monthly Revenue Reports. We 
computed the factors by rate code and compared them to the last Commission Order No. PSC 
1O-0705-FOF-GU. We selected a random sample of residential and commercial customers' bills 
and recalculated each to verify the use of the correct tariff rate. No exceptions were noted. 

Expense 

Operation and Maintenance Expense 

Objectives: The objectives were to verify that Operation and Maintenance (O&M) Expense 
listed on the Utility'S CT-3 filing was supported by adequate documentation and that the 
expenses are appropriately recoverable through the GCCR. 

Procedures: We traced expenses in the filing to the general ledger. We judgmentally selected a 
sample of O&M Expenses for testing. The source documentation for selected items was 
reviewed to ensure the expense was related to the GCCR and that the expense was charged to the 
correct accounts. We reviewed new builders' agreements to determine they included the 
appropriate incentive information. During our audit, we determined that several invoices were 
incorrectly charged to conservation recoverable expenses or to the incorrect division. All 
adjustments except those in findings one to three were corrected by the Utility in the amended 
filing included in its revised direct testimony and attached to this report. Payroll is discussed in 
Audit Finding No.1. Builders' agreements are discussed in Audit Finding 2. Audit Finding No. 
3 discusses non-recoverable expenses. 
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True-up 

Objective: The objective was to detennine if the True-Up and Interest Provision as filed on 
Schedule CT -3 was properly calculated. 

Procedures: We traced the December 31, 2010 True-Up Provision to the Commission Order. 
We recalculated the True-Up and Interest Provision amounts as of December 31, 2011, using the 
Commission approved beginning balance as of December 31, 2010, the Financial Commercial 
Paper rates, and the 2011 GCCR revenues and costs. No exceptions were noted. 

Analytical Review 

Objective: The objective was to perfonn an analytical review of the Utility's GCCR Revenues 
and Expenses to detennine if there were any material changes or inconsistencies from the prior 
year. 

Procedures: We compared 2011 to 2010 revenues and expenses. We requested explanations 
from the Utility for significant variances. Audit Finding No.1 discusses variances. 
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Audit Findings 

Finding 1: Increased Conservation Payroll and Associated Costs 

Audit Analysis: An analytical review of costs charged to conservation recoverable expenses 
showed large increases in payroll and travel as follows: 

Comparison of Costs 

GAS CONSERVATION: 

Last Rate 
CaseHTfY 

2007 2008 2009 2010 2011 
% 

OF 2010 
% 

OF 2007 
LABOR {including taxes and benetlts $ 473,194.00 $ 488,948.00 $ 537 466.00 $ 471,414.00 $ 853,163.00 180.98%1 180.30% 
TRAVEL $ 8,068.00 $ 4, 1,666.00 $ 25,491.00 $ 127,016.00 498.28%1 1574.32% 

The increase in payroll relates to the following: 

1. Costs for three departments that had not been allocated in the prior years were found to be 
included in this period. 

New Costs Allocated 

Division Services 
Payroll With 
Benefits and 

Tax 

Other 
Allocated 

Costs 

Total 
Division 

Costs 
GR410 Fleet Manager $ 444.28 $ 159.41 $ 603.15 
1M 430 Information Management $ 4,162.53 $ 102.84 $ 5,465.31 
PR431 Propane $ 5,380.89 $ 856.16 $ 6,231.05 

$ 10,581.10 :Ii 1,118.41 :Ii 12,306.11 

Conservation employees do have fleet vehicles. According to the Utility there is an employee in 
the propane division that processes invoices for contractors that relate to the conservation 
program. 

2. Marketing Division 400 allocated $86,840.06 in payroll, including benefits and taxes, and 
$20,118.14 of associated costs such as travel, cell phone, and vehicle related expenses to 
conservation recoverable expenses. Only one employee was listed in this division and the 
position appears to be related to gas operations business development. This employee could not 
be found in supporting documentation for prior years. 

3. Marketing Division 413 was allocated using a 42% allocation rate. Based on a chart of 
employees showing allocation based on conservation duties, the employees whose salaries are in 
this division are shown on the chart at a 25% allocation. Changing this division to 25% would 
reduce salaries with taxes and benefits by $22,621 and other costs such as cell phones, vehicles, 
and uniforms by $3,893. 

4. The Utility has increased the allocation percents for all of its marketing employees in 2011. 
Changing the allocation percents causes a shift from base rate expenses to conservation 
recoverable expenses. However, based on our analysis, which follows, the Utility operating and 
maintenance expenses included in base rates have also increased. 
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Comparison of Expenses In Base Rates 
Dkt. 080366--GU 

HTIY1007 1010 lOll 
Total 0 & M Payroll $ 6,680,357 $ 8,299,300 $ 9,836,000 
Conservation Included $ (524,618) $ (402,656) $ (628,677) 
Net Base Rate Payroll $ 6,155,739 $ 7,896,644 $ 9,207,323 
Less Acq. Adj. case: (Dkt. 1l0133--GU) 
Tag 3 $ (3,338,850) 
TagS $ 920,499 

$ 3,737,388 $ 7,896,644 $ 9,207,323 

5. Some of the employees allocated to FPUC's Gas Division's conservation recoverable 
expenses, may also be working on the Indiantown and Chesapeake Divisions conservation 
programs. However, no costs were charged to those divisions. 

Effect on the General Ledger: This finding is included for informational purposes. 

Effect on the Filing: This finding is included for informational purposes. 
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Finding 2: Developer Agreements 

Audit:Analysis: The Utility entered into four new developer agreements in 2011 .. Three of the 
four agreements contained the incorrect builder conservation rebate allowances. Commission 
Order No. PSC 10-0551-PAA-EG established rebate allowances on September 2, 2010. One 
contract included a heater rate of $400 instead of the $500 allowed in the order. One had the 
wrong tankless water heater rate of $450 instead of $550. And, the third had the wrong water 
heater and wrong cooking appliance rates of $450 and $100, respectively, instead of the ordered 
rates of $550 and $150. When the Utility begins paying on these contracts they will either not 
comply with the order or the contract. No payments were made under these contracts in 2011. 

The Utility representative has responded that regardless of when the agreements may have been 
written, the Utility has been paying the rebates using the most recently approved dollar amounts. 
For each builder/developer that submits rebates using an older affidavit form, the Utility notifies 
them that the rebates have increased and provides them with a new affidavit form with the new 
rebate dollar amounts. 

Contracts that reference the Commission ordered rates instead of a fixed fee would enable 
compliance with the Commission ordered rates even if they changed during the time period the 
contract is in effect. 

Effect on the General Ledger: This finding is for information purposes. 

Effect on the Filing: This finding is for information purposes. 
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Finding 3: Non-recoverable Costs Allocated 

Audit Analysis: The Utility included two invoices for promotional items in its conservation 
recoverable costs. The invoices, paid in May, were to Creative Marketing Concepts for 
$3,737.65 and to MTN, Inc. for $9,548.90. These costs were charged to Marketing Division 412 
and the costs for this division are allocated 60% to gas and 40% to electric. Therefore, $7,971.93 
should be removed from conservation recoverable costs. True-up interest on this amount is not 
material and was not adjusted. 

Effect on the General Ledger: To correct the ledger, Retained Earnings should be debited by 
$7,971.93 and the under-recovery account credited by $7,971.93. 

Effect on the Filing: Gas conservation expenses should be reduced by $7,971.93 which causes a 
reduction to the under-recovery by the same amount. 
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