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ARTHUR ANDERSEN LLP

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of
City Gas Company of Florida:

We have audited the balance sheet of City Gas Company of Florida as of December 31, 1997 and
1996, and the related statements of income for the years then ended, and the statements of
retained earnings and cash flows for the year ended December 31, 1997, included on pages 10
through 19 of the accompanying Federal Energy Regulatory Commission Form 2. These
financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, these financial statements were prepared in accordance with the
accounting requirements of the Federal Energy Regulatory Commission as set forth in its
applicable Uniform System of Accounts and published accounting releases, which is a
comprehensive basis of accounting other than generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the assets, liabilities and proprietary capital of City Gas Company of Florida as of

December 31, 1997 and 1996, and the results of its operations for the years then ended, and its
cash flows for the year ended December 31, 1997, in accordance with the accounting
requirements of the Federal Energy Regulatory Commission as set forth in its applicable
Uniform System of Accounts and published accounting releases.

This report is intended solely for the information and use of the board of directors and
management of City Gas Company of Florida and for filing with the Florida Public Service
Commission and should not be used for any other purposes.

GO Lor
ARTHUR ANDERSEN

New York, New York
April 27,1998













rName Or xesponuaein UG 1S Lusu
CITY GAS COMPANY OF FLORIDA
A DIVISION OF NUI CORPORATION

\ESPONDENT

1. If any corporation, business trust, or similar organization or trustee (s), name of beneficiary or beneficiaries for whom trust
combination of such organizations jointly held control over the was maintained, and purpose of the trust.

respondent at end of year, state name of controlling corporation 2. If the above required information is available from the SEC
or organization, manner in which control was held, and extentof 10K Report Form filing, a specific reference to the report form
control. If control was in a holding company organization, show  (i.e. year and company title) may be listed provided the fiscal
the chain of ownership or control to the main parent company or  years for both the 10-K report and this report are compatible.

Tbsidbem e (5) state ro of

City Gas Company of Florida is a division of NUI Corporation.
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name of Responaent

1. Use the space below for important notes regarding the

Balance Sheet, Statement of Income for the year, Statement of
Retained Earnings for the year, and Statement of Changes in
Financial Position, or any account thereof. Classify the notes
according to each basic statement, providing a subheading for each
statement except where a note is applicable to more than one
Jstatement.

2. Fumish particulars (details) as to any significant contingent
assets or liabilities existing at end of year, including a brief
explanation of any action initiated by the internal Revenue Service
involving possible assessmenit of additional income taxes of
material amount, or of a claim for refund of income taxes of a
material amount initiated by the utifity. Give aiso a brief expiana-
tion of any dividends in arrears on cumulative preferred stock.

3. For Account 116, Utility Plant Adjustments, explain the

jori~~ ~¢ such amount, debits and credits during the year, and

SEE ATTACHED

CiTY GAS COMPANY OF FLORIDA
A DIVIg e e ATRPORATIC
A STATEN

For the Year Ended

Dec. 31, 19¢7

SOLIDATED BASIS

plan of disposition contempiated, giving references to Commis-

sion orders or other authorizations respecting classification of

amounts as plant adjustments and requirements as to disposition

thereof.

4. Where Accounts 185, Unamortized Loss on Reacquired

Debt, and 257, Unamortized Gain on Reacquired Debt, are not

used, give an explanation, providing the rate treatment given

these items. See General Instruction 17 of the Uniform System

of Accounts.

5. Give a concise explanation of any retained earnings restrict-

jons and state the amount of retained earnings affected by such

restrictions.

6. If the notes to financial statements relating to the respondent

company appearing in the annual report to the stockholders

are applicable and fumnish the data required by instructions
eand onpa "~ *"-18, such notes may be ~*~~hed hereto.
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Income taxes are paid to NUI (see below).
Operating Revenues and Purchased Gas and Fuel Costs

Operating revenues include accrued unbilled revenues through the end of each
accounting period.

Costs of purchased gas and fuel are recognized as expenses in accordance with the gas
cost adjustment clause. Such clause provides for the periodic reconciliation of actual
recoverable gas costs and the estimated amounts that have been billed to customers.
Under or over recoveries are deferred when they arise and are recovered from or
refunded to customers in subsequent periods.

Income Taxes

The Division accounts for income taxes in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 109, “Accounting for Income Taxes”, which
requires the liability method to be used to account for deferred income taxes. Under this
method, deferred income taxes related to tax and accounting basis differences are
recognized at the statutory income tax rates in effect when the tax is expected to be paid.

Investment tax credits are being amortized over the estimated service lives of the
properties that gave rise to the credits.

The Division participates with NUI in filing a consolidated Federal income tax return.
The provisions for income taxes shown in the accompanying financial statements have
been computed on a separate company/division basis.

.2 Division’s deferred tax asset as of December 31, 1997 and 1996 is comprised
primarily of FAS 109 deferred tax  with an offsetting regulatory liability. The
Division’s deferred tax liability as of December 31, 1997 and 1996 is comprised
primarily of deferred taxes related to liberalized depreciation and plant acquisition
adjustments.

Impairment of Long-Lived Assets

During the current year, the Company adopted Statement of Financial Accounting
Standards No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to be Disposed of” (SFAS 121). SFAS 121 requires the Division to review
such  ets for henever circ ices indicate that the carrying
unt of an as able. The adoption of SFAS 121 did not have
impact on the results of operations, financial condition or cash flows of the  vision.

lation

On October 29,1996 the FPSC voted to authorize the Division to increase its base rates by $3.75

llion annually. The rate increase reflects a rate base amounting to $91.9 million, reflecti  the

addition of inve :nts in system improvements and expansion projects. Under the approval, the
allowed return on equity is 11.3% with an overall after-tax rate of return of 7.87%. The Division
had been granted interim rate relief of $2.2 million effective in September 1996. The permanent
increase, which is effective in December 1996, includes the interim adjustment.






Commitments and Contingencies

Capital Spending. Construction expenditures for the fiscal year ending September 30, 1998, are
estimated at $16.5 million.

Gas Procurement Contracts. Certain of the Division’s long-term contracts for the supply, storage
and delivery of natural gas include fixed charges that amount to approximately $11.4 million
annually. The Division currently recovers, and expects to continue to recover, such fixed charges

through its gas cost adjustment clause.

Other. The Division is involved in various claims and litigation incidental to its business. In the
opinion of management, none of these claims and litigation will have a material adverse effect on
the Company’s resuits of operations or its financial condition.

Subsequent Event

On March 31, 1998, the Division announced its acquisition of a propane distribution system
serving approximately 1,200 customers from the City of Port St. Lucie. The Division will pay
approximately $1.1 million to the city for the system and estimates an additional $600,000 on
u ading and conversion work. The propane system serves 1,200 customers through
underground distribution piping. The Division expects to complete conversion of customers on
the underground sections of the system from propane to natural gas during 1998.
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v of Respondent For the Year Ended

CITY GAS COMPANY OF FLORIDA
ADIVISION N purn Anmaam szt Ao As smem
_ {OFCC ROCEDURE
—

1. For each construction overhead explain: (3) the nature and extent of work, etc., the overhead charges are intended to cover, (b)
the general procedure for determining the amount capitalized, (c) the method of distribution to construction jobs, (d) whether
different rates are applied to different types of construction, (€} basis of differentiation in rates for different types of construction,
and (f) whether the overhead is directly or indirectly assigned.

Administrative costs are not charged to construction.
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CORPOR. .. - STRUCTURE

Company: CITY GAS COMPANY OF FLORIDA- A DIVISION OF NUI CORPORATION

Provide an updated organizational chart showing all affiliated companies, partnerships, etc.

Effective
Date JANUARY 1, 1997

See information regarding affiliated companies in the enclosed Form 10-K filed with the
Securities and Exchange Commission

























