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DIVISION OF AUDITING AND FINANCIAL ANAL \'SIS 
AUDITOR'S REPORT 

JUNE 5, 1998 

TO: FLORJDA PUBLIC SERVICE COMMISSION AND OTUER INn :RI::STt-.1> PARTI ES 

We have applied the proccdun:s described! later m th1s reponto audit the nccomp:mying Fuel 
Adjustment Clause schedules for the two historical six month periods ended September 30. 1997 
l1lld March 31, 1998 for Florida Power Corporation (FPC). These M:hcdulcs were pr.:pnn:<l by FPC 
us pnr1 of its petition for cost n:covery m Docket 98000 l-EI. There h no confidential mformallon 
ussociatcd wi th this audit, and th~:rc nrc no oudi~ MalT mtnonty or>• mom 

This ts on internal accounting rcpon prepared aner pcrformmg u hmu~-d l'COpe oudu 
Accordingly, this repon should not be relied upon for nny purpose except to nss1st the Comm1ssion 
stall' in the performance of their duties. Substnntinl additional work would have to be performed 
t1 sntisfy gcncmlly accepted auditing ~'1llndnrds and produce audited financial statements for pubhc 
usc. 

In our opinion, the schedules referred to nbovc present fu1rly. mall matcnal respects. the 
utility's books and rceords maintained in conformity \\1th the accounting practices prCM"nbcd hy 
the Florida Public Serv1cc Commission. The attached findings discuss all dtiTcrcnccs and other 
rnnttcrs which were noted during our examination 
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SUMMARY OF SlGNlFICANT FINDINGS 

The Utility has complied with FPSC Order PSC-97-0359-FOF-EI. dated March 3 I. I 997. in 
which FPC was penni !led to recover the gas conversion costs of various peaking umts. The Utility 
has also excluded replacement fuel cos&s at CRJ from fuel cost recovery and determined the value 
of the CR3 replacement cost regulatory asset. The Company has suspended accruals to its reserve 
for dismantlement offossil-fueled generating stations. Finally. FPC has adjusted its reponed capital 
structure, verified and adjusted its coal inventory as required and properly valued the Tiger Boy 
regulatory asset. 

SUMMARY OF SIGNIFICANT PROCEDURES 

Our audit was performed by examining. on a test basis. certain transact-ions and account 
balances which we believe are sufficient 10 base our opinion. Our examination did not entail a 
complete review of all fifWICial transactions of the company. Our more imponant audit procedures 
arc summarized below. The following definitions apply when used in this repon: 

Scaued -The documents were read quickly looking for obvious errors. 

<.:omplled - Tbe exhibit amounts were reconciled with the general ledger, nnd accounts were 
scanned for error or inconsistency. 

t:umlaed - Th.e exhibit amoun.IS were reeo.neiled with the general ledger. Tbe general ledger 
account balances were traced to subsidilll)' ledgers. Selective analytical review procedures were 
applied. and account balances were tested to the extent further described. 

Verify- The item was tested for accuracy. and substantiating documentation WillS exammed. 

REVENUE: Compiled Fuel Adjustment Clause (FAC) revenue and agreed tu the filing. 
Recomputed FAC revenues using approved FPSC rate factors and company-provided KWH soles 
Reconciled Utility FAC revenue recap 10 the FPC billing register (CURSTO II M repon) on a test 
basis. Reconciled FPC total revenues from the FAC filing to the general ledger. Judgemenllllly 
selected and tested certain customer bills to ensure the proper F AC revenue rate was being charged. 

EXPENSES: Compiled FAC expenses. Agreed expenses to FPC journal entries. Tested fuel 
poyments by tfBC;ing selected purcbases lo supporting invoices for proper time period, vendor name. 
amount, type of fuel and account classification. 

TRUE-UP: Reco;nputed FAC I1Ut>Up and interest using FPSC approved amounts and interest rates. 

OTI-1 ER: Performed analytical review on FAC generation and purchase costs to funher defme the 
scope and level of risk of the audit 
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DISCLOSURE NO. I 

SUBJECT: Recoverable CtystaJ River 3 Costs. 

STATEMENT OF FACT: The Crystal River 3 nuclear generating plant wus shut down in 
September, 1996 for a planned outage. Other problems which were identified during the outage 
prompted an exttnded shutdown until February I 5, 1998. 

During the long outage period, the Utility had to meet its megnwutt demand load without the 
services of the Crystal River 3 nuclear generating plant. This situation required the use of other 
generating facilities which consumed more expensive fuels. FPC calculated dun its nuclear 
replacement fuel costs were S 170,962,000 on a system basis and S 165,224,060 on a retail basis. 
The FPSC auditor performed a reasonableness test of the replacement fuel costs and determined that 
the FPC calculation fit within the upper and lower limits of the audit test. 

The FPSC, in its Order PSC-97-0359-FOF-El, dated March 31, 1997. authorized FPC to 
r cover replacement fuel costs associated with its extended outage at Crystal River No. 3 nuclear 
unit. In Order PSC97-084Q.S.El, dated July 14, 1997, the FPSC approved 11 stipu.lotion and ordered 
FI'C to ecase collection of the replacement fuel costs, and to refund the cost of replacement fuel 
previously collected. The estimated collection of replacement fuel during April-June 1997 totaled 
S 16.4 million. FPC refunded II total of$ 16,5 19,446.28 including interest in July n.nd August. 1997. 

Pursuant to the July order, FPC is allowed to recover part of rcplucemcnt fuel costs plus 
interest over a twelve month period which begins after the Crystal River 3 nuclear generating plant 
re-enters commercial service for a period of founecn consecutive: days. The total costs arc 
$32,321,458 plus interest. The founecn day period was met on Mnrch I. 1998. Therefore. the 
recovery period wiU extend from April I, 1998 to March 31, 1999. 

FPSC Order PSC-97-084Q.S-EJ also allowed FPC to establish 11 regulatory assct for the 
unrecovered replacc:ment fuel costs ond to amonize the regulatory asset on its book.s over four years. 
Funher, FPC was allowed to suspend its fossil dismnntlement nceruals for four years and opply the 
11mount of such suspended accruals t.ownrd the amonization of the regulatory ossct. The expense 
account to which the amortization is charged is general ledger account 40757. Amorti7.ation 
l!xpense-Fuei·Retail. 

Tite Utility calculated $62,875,680 wou.ld be the retail fossil fuel dismantlement accrual 
amount for the 48 month period July 1997 through June 200 I. This some amount was then recorded 
as o regulatory asset in general ledger account 18233, Other Regulatory Assets. in August 1997. 
The $62,875,680 regulatory assct is to be amonized over 48 months at S 1,309,910 per month. The 
expense occount Ito which the IID'IOrti.zatlon is charged is general ledger account 407 57. Amonizatioo 
Expense· Fuel-Retail 
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DISCLOSURE NO. I 

SUBJECT: Recoverable Crystal River 3 Costs. 

STATEMENT 'OF FACf: The Crystal River 3 nuclear generating plant was shut down in 
September. 19% for a planned outage. Other problems which were identified during the outage 
prompted an extended shutdown until Fcbnwy IS, 1998. 

During the long outage period, the Utility had to meet its megawan demand load without the 
services of the Crystal River 3 nuclear generating plant. This situation required the use of other 
generating facilities which consumed more expensive fuels. FPC calculated that its nuclear 
replacement fuel costs were $1 70,962,000 on a system basis and S 165.224,060 on a retail basis. 
The FPSC auditor performed a reasonableness test of the replacement fuel COS1S and dcterm incd that 
the FPC calculation fit within the upper and lower limits of the audit test. 

The FPSC, in its Order PSC-97-0359-FOF·El, dated March 31. 1997, authorized FPC to 
•~'COver replaument fuel costs associated with its extended outose at Crystal River No. 3 nuclear 
unit. In Order :PSC-97-0840-S-El, dated July 14, 1997. the FPSC changed its instructions and 
ordered FPC to cease collection of the replacement fuel costs, and to refund the cost of 
replacement fuel pn!Viously collected. The estimated collcct.1on of replacement fuel during April· 
June 1997 totaled $16.4 million. FPC refunded a total ofS 16,S 19,446.28 mcluding Interest in July 
nnd August, 1997. 

Pursuant to the July order, FPC is allowed to recover pan of replacement fuel costs plus 
interest over a twelve month period which begins after the Crystal River 3 nuclear generating plant 
re-enters commercial service for a period of fourteen consecutive days. The total costs are 
$32,321,458 plus interest The fourteen day period was met on March 1, 19911. Therefore, the 
recovery period will extend from April I, 1998 to March 31, 1999. 

FPSC Order PSC-97-0840-S-EI also allowed FPC to establish a regulat.ory asset for the 
unrecovered repLacement fuel costs and to amortize the regulatory asset on its books over four years. 
Furthcf, FPC was allowed to suspend its fossil dismantlement accruals for four years and apply the 
amount of such 1SU$pended ac:cruals toward the amortization of the regulatory asset. The expense 
account to which lbc amortization is charged is general ledger account 407S7, Amonization 
Expense-Fuel-Retail. 

The Utllity calculated $62,875,680 would be tbe retail fossil fuel dJSmliJltlement accrual 
amount for the 48 month period July 1997 through J&me 200 I. This same amount was then recorded 
as a regula.toty uset in general ledser account 182.33, Other Regulatory Assets, Ill August 1997. 
The $62,875,680 regulatory asset Is to be amonized over 48 months at S 1,309,910 per month The 
expense account to which the amortization Is charged is 1,>encral ledger occount407:S7. Amonitation 
Expense-Fuel-RetaiL 
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DISCLOSURE NO. I (Coatiaued). 

The following schedule of fuel replacement costS remaining shows that after the above 
adjustmc:niS were made lhc:re was $70,026.922 charged to account 40757, Amonization Expense­
Fuel-Retail. This account is not recovered through the fuel clause hut is included in operating 
expenses. 

The following is a schedule of the reductions and uses of the FPC calculat.ed replacement 
fuel costS: 

Total Estimated Replacement Fuel Costs-RelliJI 
Less: 
Amount To Be Recovered in PAC 
Amount Included in Base Rau:s-Fossil Fuel DismantJement Accrual 
Balance Included in Current ()penlting Expense 

SI6S,224,060 

(32.321,458) 
162 !175.6801 
S70 026 922 

OPINION: FPC has complied with fl'SC orders directing the disposition and control of 
operating expense increases and true-up reductions caused by the shutdO\\•' of the Crystal River 3 
nuclear generating plant from Seplember, 1996 through March. 1998. The nccrunl ofrclllil fossil 
fuel dismantlement costs has been discontinued 8l:ll1 in its place FPC is now amonizing $62,875,680 
of replacement fuel costs. 



DISCLOSURE NO. 2 

SUBJECT: Adjustment Of Reponed Capital Structure. 

STATEMENT OF FACT: According to FPSC Order PSC-97~840-S-EI. "'the effect of the 
amonization of the CRJ Regulatory Asset, os well as the write-orr of the addiuo:nal operating and 
maintenanc:e expen.sc:s associated with the current extended outage of CRJ. on FPC's capital 
structure shall be excluded in calculating its common equity capita117.ation ratios used for purposes 
of surveillance reporting pursuant to Rule 25-6.1352, f.AC." 

The Utility has deducted S73,3S9,131 from the common equity component and has deducted 
SI06,447,443 from the variable long·tenn debt component of the capital structure before pr(}orata 
adjustments to reach a~FPSC Adjusted Retail" calculation of the capital structure. 

RECOMMENIDATION: The Utility has calculated these capital structure ndjustmcnt amount' 
correctly. Aa:ept the Utility calculations as evidence of compliance with the FPSC requirement to 
exclude the CR3 regulatory asset from the capital structure for purposes of surveillance rcpon1ng. 



DISCLOSURE NO. 3 

SUBJECT: Peaking Unit Cove.rsion Costs 

STATEMENT OF FACT: The Utility has invested in plant assets to convert the following 
generation "peaking'" units to bum natural gas as a fuel. The un its and ossociotcd doliurs nrc· 

Plapt apd Upil Nymbcr 
Suwanee Plant No.I 
DeBary Peaker No.7 
Banow Plant No.2 
Banow Plant No.4 
DeBary Peaker No.9 
Total 

Plant 
lnyc:atmcpl 
$1,663,304 
$2,653,806 
$1 ,222,462 
$1.222,462 

$675,736 
$74J7UO 

A sample of plant additions was tested and found to be accurately stated and supponed by 
docwnentation. The amortization was also aa:uratcly calculated U.' " g FPSC approved rates The 
total omount of non·gas plant removed was valued at $ 130,072. The retirements were closed tc. 
.-etirement wor¥ in progress and do not affect the dollars of invested gas plo.nt which will be 
=vered through the fuel clause. 

RECOMMENDATION: lnchlde the omortiution expense and return on invc:stment.associotcd 
with these plant additions, as recoverable costs in the Fuel Adjustment Clouse 

-6-



DISCLOSURE NO.4 

SUBJECT: Coal Inventory 

STATEMENT OF FACT: The Utility performed two cool inventories. Apnl8, 199'1 and October 
7, 1997, which pertained to the current audit The first inventory ditTercncc fell withm lhc +/- 3% 
pa.nunetef and no book adjustment was made. The second invcntOI) had a difference greater than 
+/-3%. An adjustment to book inventory for an amount which cqual..d lhc: difTerellCl between the 
actual adjll$1mCnt and +/- 3% was posted t.o the iS¢neral ledger. 

The amount of fuel expense decrease for Crystal River I &2 was (8,922) tons and 
(S3n,262.42). The amount of fuel expense inc:rease for Crystal River 4&5 was 2,708 tons and 
$133,S94.31. These amounts were talc.cn into considerution by rPC and the auditor in the 
calculation of total fe(:()Verable fuel expense for Pucl Adjustment Cl11u.se purposes. 

RECOMMENDATION: FPC states that it has complied with all nine procedures required for cool 
fuel inventory according to FPSC Order J>SC.97-03S9-FOF-EI. The analysis of the FPC inventory 
adjustment woricpepers indicates that this statement is true. Accept the FPC calculation of the coal 
inventory adjustment as accurate for PAC purposes . 
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DISCW SURE NO. ! 

SUBJECT: Tiger Bay Regulat.ory Asset. 

STATEMENT OF FACT: In FPSC Order PSC·97.{)6S2·S.EQ, the purchase of the T1gcr llay 
cogeneration ticillty was OUllined. with agreement on various stipulations by all parties as follows: 

FPC will buy the Tiger Bay cogeneration facility and will tenninatc the five purchased power 
agreements (PPAs) which Tiger Bay had negotiated with various fuel suppliers. Three of these 
contracts were signed with General Peat Co .. one with Ecopcat and one Wi th Timber2. 

The doll11r value of the original agreement totaled S445 million. Of this total. part it$ 
involved stipulated, and the FPSC approved, that $75 million would be placed 1n rntc bnsc. The 
remainder, $370 million, a "system" number, would be classified in a regulatory~~ account (Acct 
1823X, Other R·egulatory Asset!). 

FPC will continue to recover costs from its ratepayers through the Fuel Adjustment Clause 
(FA C) and Capacity Cost Recovery Clause (CCRC) as if the PPAs were Slill in effect and the full 
capacity payments and appropriate energy payments were being made 

In its response to an audit request, FPC states that "According to the stipulation approved 
in Order No. PSC-97.{)652-S.EQ the Tiger Bay regulatory asset would be amortized through the 
recovery ofPPA revenues less fuel expenses and debt costs. FPC has in fact bcc:n amortizing the 
regulatory asset En a.ccoun1 18237 according to these guidelines and bas reduced the regulatory asset 
from a beginning balance or S352,SS4.054 in July of 1997 to a February emding bulancc: of 
$345,923,991." 

The beginning general ledger balance, $352,554,054, 1s the wrcuul " amount compared 10 
the "system" amount or $370,000,000 previously stipulated The account, 18:237, is an Other 
Regulatory Asset accounL 

Examination of the general ledger by FPSC auditor reveals that the swcment by FPC or the 
account number, beginning balance in July 1997,and balance as of February, 1998 are accurate. 
The balance as of March 31, 1998 i.s $344,609,616. 

OPINlON: Review of journal entries support the amortization amounts stated m the general 
ledger. Worksheets supplied by PPC show that these documents arc based on the stipulations in 
Order No. PSC-97.{)652-S-EQ. 
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C O<MUUoontn: 

JUUA 1.. JotMON.~ 
J. TEAA Y DEA.sClN 
suu.-. r. C'I..AAK 
JoEGAACV. 
E LFON lACOOS. J"-

STATE OF FLORIDA 

l )1\ ~ 0t KJ: U')IU)\ .t k I ",_ '"" 
BIAM' A S llA W 
DnunOA 
(850)41 J-6770 

,tlublit 6trbitt ~mmission 

Mr. James A. McGee 
Florida Power Corporation 
P. 0 . Box 14042 
St. Petersburg. Florida 337334042 

June 17, 1998 

Re: Doc.ket No. 98000 I • El • Floricln Power Corponu.ion 
Audit Repon • Fuel - 12 Months Ended Mnrch 31. 1998 
Aydjt Contrpl lt 98-0S7-2-I 

Dear Mr. McGee: 

The enclosed audi! repon is forwarded for your review. Any cornpMy response filc:d wilh 
1his office within ten (10) ·vork days of the above: case will be: forwnrded for considemlion by the: 
staff ana.lyst in the prc:paralion of a recommendation for this case. 

Thank you for your coopcmtion. 

Sincerely. 

Kny Flynn 
KF/ABF 
Enclosure: 
cc: Public Counsel 

Division of Audit and Financial Analysis 

C APITAL CIIICU Omct CIHTU • l!WO Stnf\tAilD 0AI( BooU:VAilD • T Al.UIIA-'I:Sf£, FL JlJ99-0I~ 
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