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Ms. Llewellyn; 

The enclosed audit report is forwarded for your review. If you desire to file a response to 
the audit, please file one with the Division of Records and Reporting so it may be forwarded for 
consideration by the staff analysts in their review of the audit. 

Sincerely, 

Denise N. Vandiver 
Bureau Chief - Auditing Services 
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DIVISION OF AUDITLNG AND FINANCIAL ANALYSIS 
AUDIT REPORT 

JUNE lo, 1999 

TO: FLORJDA PUBLIC SERVlCE COMMISSION AND OTEER INTERESTED PARTIES 

We have applied the procedures described later in this report to audit the accompanying 
Earnings Surveillance Report schedules of Rate Base, Net Operating Income, and Capital Structure 
for the twelve month period ending December 31, 1998.These schedules were prepared by the 
utility. There is no confidential information associated with this audit, and there are no audit staff 
minority opinions. 

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. 

In our opinion, the schedules referred to above present fairly, in all material respects, the 
utility's books and records, maintained in conformity with the accounting practices prescribed by 
the Florida Public Service Commission. The attached finai'ngs discuss all differences and other 
matters which were noted during our examination. 
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SUMMARY OF SIGNIFICANT FINDINGS: 

The company recorded advertising expenditures and association dues which do not appear 
to be chargeable to the ratepayers. 

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 transa& ‘om of the company. Our more important audit procedures 
are summarized below. The following definitions apply when used in this report: 

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

Verify- The item was tested for accuracy, and substantiating documentation was examined. 

Compiled -The exhibit amounts were reconciled with the general ledger, and accounts were 
scanned for error or inconsistency and, except as otherwise noted, performed no other audit 
work. 

RATE BASE Compiled components of Rate Base and agreed to the Surveillance Report 
as filed by the Company. Tested the 13 month average calculations. Examined supporting 
documentation for selected 1998 plant additions. Reviewed transactions in clearing 
accounts, prepayments, miscellaneous deferred debidcredits to determine that they were 
properly classified and utility in nature. 

NET OPERATING INCOME: Compiled components of Net Operating Income and 
agreed to the Surveillance Report as filed by the Company. Recomputed unbilled revenue 
as of December 31, 1998. Tested the calculation of depreciation expense using the rates 
determined in the company’s latest Depreciation Study. Tested advertising expenses to 
verify expenditures were properly classified and allowable. Judgementally selected and 
tested outside services, office expenses and miscellaneous general expense for supporting 
documentation. Obtained support for taxes other than income. 

CAPITAL STRUCTURE: Compiled components of Capital Structure and agreed to the 
Surveillance Report as filed by the Company. Verified that the cost rates used are 
appropriate. 

Other: Read external audit work papers and board of directors’ minutes for the twelve 
month period ended December 31,1998. Looked for items related to regulatory issues. 
Verified that adjustments made in prior orders were made and were calculated properly. 
Scanned expense allocations from TECO Energy to Tampa Electric and tested selected 
computations. Reviewed all Audit Service Request issues. 
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DISCLOSURES 

Disclosure No. 1 

Subject: Industry Association Dues 

Statement of Fact: Tampa Electric Company’s (TEC) General Ledger at December 3 1, 1998 had 
a balance of $898,039 in Account No. 930.02, Miscellaneous Expense - Company Dues. Included 
in this amount were the following expenses not removed fiom the surveillance report: 

Nature Conservancy ................................................. $2,500 
................................... Employees Health Coalition (A) 5,574 

Tampa Chamber of Commerce (A) ....................................... 
Total &zz! ............................................................. 

(A) Allocated ffom TECO Energy. 

Recommendation: It does not appear that these expenses should be included in O&M expense. for 
regulatory purposes. The work of these organizations does not directly benefit rate payers. 

The Nature Conservancy is an ecological organization to preserve wetlands and the ecosystem. 

In the 1997 Surveillance audit the company agreed that the Employees Health Coalition charges 
should be omitted for regulatory purposes. 

Payment to the Tampa Chamber of Commerce is for “Drug-Free Workplace annual dues” and not 
economic development activities. 
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Disclosure No. 2 

Subject: Conservation and Environmental Clause Adjustments 

Statement of Fact: The Company made adjustments to the Earnings Surveillance Report for 
revenues and expenses recovered through the Energy Conservation Cost Recovery Clause (ECCR) 
and the Environmental Cost Recovery Clause (ECRC). 

The adjustments for revenue were the same as filed in the ECCR and ECRC filings as of March 3 1, 
1998 and December 31,1998. The ECCR expense adjusted on the surveillance report is $277,042 
less than the $19,990,109 reported on the sling and the adjusted ECRC expense is $90,228 less than 
the $3,601,491 on the filing. 

The company stated, estimated expenses are used to adjust the monthly earnings surveillance reports 
since these amounts are used to book deferred true-up amounts. The true-up filing amounts are the 
actual monthly amounts per general ledger that have been adjusted during the monthly review 
process to exclude charges that are determined to be non-recoverable through the clauses. 
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Disclosure No. 3 

Subject: Advertising Charges 

Tampa Electric Company (TEC), on its 1998 Surveillance Report, included charges for 
I n f o m a t i o ~ c t i o n a l  Advertising (A/C#909.12) and Sales Related Advertising (A/C#913.01). 
A judgmental sample of the invoices processed in accounts 909.12 and 913.01 were reviewed to 
determine proper accounting treatment. 

Included in these amounts were charges for the following: 

Tampa Home Show 

Company stated the Home Show was a cosponsorship and Tampa Electric was to be charged 2/3 of 
the costs and the other 1/3 charged to TECO Energy (allocated to Peoples Gas). Tampa Electric was 
actually charged 100% of the following costs: 

Susan Shulins (Set up show) .......................................... $1,870 
Chef Warren Productions ............................................. 1,403 
Helinger Advertising (Golf shirts) ...................................... 

Energy Technology Resource Center Charges 

’ Along with displays and information on electricity related matters the ETRC also provides seminars 
on various non electric areas. Some of the non electric seminars offered are Food Manager 
Certification and Training Workshop, Introduction to the Internet, Baker’s Aid, Managing & 
Motivating People, and seminars on the products of other companies. 

Based on our review, approximately 68% of the seminars offered did not appear to be related to 
Tampa Electric’s business. Tampa Electric was actually charged 100% of the following costs: 

Ad in Florida Business Insight (3,243X3) ............................... $ 9,729 
Printing seminar schedules (Rinaldi) .................................... 11,339 
Mailing seminar schedules (Hill Mailing) ................................ 2,445 
Printing seminar schedules (Martin Litho) 10,630 
Postage to mail schedules (Postmaster) _&MI1 

a 1 4 3  

........................ 
.................................. 
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Disclosure No. 3 (Continued) 

TECO Energy Ads 

The ads were for TECO Energy and should have been charged to TECO Energy and then allocated 
to Tampa Electric using its allocation percentage. 

Other 

Ad in Florida Manufacturing & Chemical Roster ......................... $ 2,140 
Lakeland Chamber of Commerce ...................................... 1,270 
Bartow Chamber of Commerce ........................................ 1.059 
Plant City Chamber of Commerce ...................................... 1,325 
TrendMagaZine .................................................... 3,885 
Naylor Publications ................................................. 

u!xi 
Typestyles & Design - Golf brushes for sponsorship for 
golftoumaments .................................................. $ 1,381 

500 Florida Healthcare Engineers - Sponsorship dinner 
Rosenbluth Int’l - Cruise for employee at trade show ....................... _L2M 

u!m 
........................ 

Recommendation: The above advertising does not appear to be chargeable to the ratepayers for the 
reasons stated. In the 1997 Surveillance audit the company agreed that the non-utility portion of the 
ECRC charges should be adjusted for regulatory purposes., 

Commission Order No. 7046, Florida Gas Company, disallowed for ratemaking purposes advertising 
expenditures with no tangible benefits to the ratepayers. Order No. 701 8, Southern Bell, held that 
the burden of proving reasonableness of advertising expenditures is on the utility. 

-6- 



Disclosure No. 4 

Subject: Current and Deferred Income Taxes 

Statement of Fact: The current and deferred income tax liability reported on the December 1998 
Earnings Surveillance Report differed from the current and deferred income tax liability recorded 
on the utility’s December 1998 general ledger as follows: 

sIBYmI 
Current Income Taxes: $ 57,194,731 
Deferred Income Taxes: $345,655,472 

GL 
$ 51,401,888 

$344,252,502 

DIFFERENCE 
$5,792,843 
$1,402,970 

The utility explained these differences as follows: 

$3.703.200 + $2.089.643 - $5.792.841 - 

The $3,703,200 is the current tax on the $9,600,000 Florida Municipal Power Authority (FMPA) 
contract reassignment cost. The contract reassignment cost was booked in account 557.98 but is 
excluded from the surveillance report. Because the FMPA contract reassignment created a loss, it 
produced a tax benefit. Therefore, if the loss is excluded from the surveillance report, the 
corresponding tax benefit must also be excluded causing the current income taxes reported on the 
surveillance report to be greater than what is recorded on the general ledger. 

The $2,089,643 is the current tax on the Gatliff Coal Purchase Cost adjustment. The Gatliff Coal 
Purchase Cost adjustment was booked as a “below-the-line” expense in account 426. Again, 
because the Gatliff Coal Purchase Cost adjustment is excluded from the surveillance report, the 
corresponding current tax benefit must also be excluded. .. . 

- : $684.321 + $718.650 - $1.402.970. 

The $718,650 is the deferred tax on the Gatliff Coal Purchase Cost adjustment. The rationale 
described for the current income taxes applies to deferred income taxes as well. Because the Gatliff 
Coal Purchase Cost adjustment is excluded from the surveillance report, the corresponding deferred 
tax benefit must also be excluded. 

The $684,321 is the deferred tax on a total of $1,774,000 of 1996 deferred revenue true up 
adjustments that were made during 1998. These. amounts were debited “below-the-line” in account 
426 and are also excluded fbm the Surveillance report. However, since these adjustments are utility 
related, FERC requires the related deferred tax be recorded “above the line”. The surveillance 
report was adjusted to remove the tax benefit related to these adjustments. 

Opinion: The utility’s explanations for these differences are reasonable. 
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