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I. EXECU11VE SUMMARY 

AUDIT PURPOSE: We have applied the procedures described in Section II of this 
report to audit selec:lcd ii.CIIIlS of Exhibit I, the Earnings Survellbncc report of 
Peoples Gas System, Inc. for the year ended December 31. 1996. 

DISCLAIM PUBLIC USE: This is an inu:mal accounting report prepared after 
pctfonnlng a limited scope audit; accordingly, this document must not be rdied on 
for my purpose except to :assist the Commission SUIJf in the pctfonnancc of their 
duties and rcsponsibWtics.. Substantial additional work would have to be performed 
to satl.s1)' generally accepted n.udit stnndnrds and produce a udited flnaDCial 
~onts for public use. 

OPINION': Subject to tho Audit Disclosures contained in this report, the Earnings 
Swve!llaoce report represc:nu utility boo.b and rcoords which arc maintained in 
sub:s1antial compliance with Commission Directives. The expressed opinions atcnd 
only to the scope of work ·described in Section II of this n::port. 

SUMMARY FJNDINGS: 
Taxes - otherthnnineome, were undematcd in the amount of$11,784. 
Outside services employed expense wns ovastlllcd in the amount of $61,399. 
Outside services employed contains payment for services that arc applicable to 

other tJum tho year ended IDe«mber 31, 1996. Amowu.s sllould be wnortlzed and 
current year c:xpcnscs reduced by $425,723. 

(I) 
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n. AUDIT SCOPE 

The opinions conUI!ncd in this rcpon are b4sccl on the audit work deac:ribod below. 

COMPILED: The audit staff reconciled exhibit amoUDIJ with the gc:ncnl 
Ledger, visually -nnc:d 10001111ts for error or lnoconsistcncy, dltcloscd any 
unresolved c:rror,lmaufarity, or incoosiJtcnc:y IUid, CXtq)t as noted, performed 
no other audit work. 

RATE BASE: Compiled r.~e bac for the year ended 12131196. Compiled plant 
additions and retirementS from IOII/19 to 12131196. Tested plAnt additio.os and 
nlliremeots for coiTCCiaccount clD$sification, correct cost Wld correct property wlits. 
Reviewed oomputatlons of average rate base and working capital. 

NET OPERATING INCOME: Compiled oet opcnting income for the year mdcd 
12131/96. Recalc:uWcd depreciation expense for the year ended 12131196. Reviewed 
selected c:xpensc ec:counts that bad fluctuations of I 0 per cc:ot or greater durinalhc 
year. Vc:rificd unblllcd a.od flex revc:oues. Rcooodlcd gross receiptS taxes, pcopa1y 
taus mel the rqulaloly as:scssouent fcc. 

CAPITAL STRUCTURE: eon;piled capital1ttuctwe for the year ended 12131/96. 
Reviewed computations of averoge capital struCIUnl 

OTli£R: Reooocllcd nne base to capital structwe. Reviewed aUoca1ioos of plant 
and e:xpensc for conslstmcy with the last rate cue. Reviewed comp1111y's updated 
FPSC edjiiSIIIlCIIts. Revi~-ed outside CPA work poper3 of the annual audit. 
Reviewed '1\'0fk paper~ of selcc:ted internal audits. Reviewed accounts for public; 
imaae ed\'ertising. contributions and dues that should be excluded for surveillance 
lq)OitiDg. 

(2) 



ill. AUDIT DISCLOSURES 

AUDIT DISCLOSURE !NUMBER I 

SUBJECr: Taxes Other Than (!)come 

STATEMENT OF FAC'J'S: 

The "'Per Boob" amolllll ofTexa Other Than locome reponed in !be 
compell)''s l l/31196 Surveillance Report was $21,730,000. This amow11 is 
comprised of many dlf!'erent taxes inclllllina Ad Valorem taxes ofS4.1SS,987 and 
Reaulatory Asseument Fees of$189,778. Propttty w paid in 1996,less tmanl 
reimbursemeoiJ, was $.4,1 ,64,880. 

STATEMENT OF OPINION: 

We n:vle"'w tax mums and propcny tax usctsmcnts paid by the compsny and 
delcnnincd that T exa Ot.bc: Than locomc is Ulldcnlatcd by S II, 784. This amount Is 
lhe sum of two edj11S11Da!U. First, Ad Valomn taxes should be incac:asal $8,893 in 
onler to equal the lltnOWII of taxes paid in 19961cas reimbunemcms &om 1crw11s. 
The compe.ny p&ld all propeny taxes timely, tDklna the maximum dlscount available. 
Scc:ood, Rqulatory Asscssmc11t Fees should be increased $2,891 due 10 an 
adjustmellt relating 10 199S wccs oot being booked until J1111wuy 1996. 

(3) 



AUDIT DISCLOSURE NUMBER l PAGE l OFl 

SUBJECT: Rcsla1c:ment ofFPSC AdjustmentJ 

STATEMENT OJ! FACTS: 

In the survclllaoc:c rcpon for the period ended 121311%, the company used the 
same amourus pn:stribed ln Commission order 9111 SO-OU fora number of the 
FPSC adjustmenl$ that are rcquin:d for the repon. It was requested that the above 
ilems be 11pd•tcd to reOcc:t the oorrcc:t amountJ for the year ended 12131196. 

For the adjnSimcnts paWnina to employee Klivities, n:iscdlmw.ls Jcncnl 
ClCJICil'O and civic:/fOCill club dues the company revicwccl 1996 activity and provided 
amounts per bQolcs. For the other adjustments, as ahown below, the adjustJnent was 
determined by using the amount of the adjustment used in order 9111 50..(JU • 
divided by the account bllance ln the td year 10 determine the per cent the 
adjustmCill was of the lOIII accounL This per cent wu then applied to the 1996 
biiii!Q'S 10 del..., inc: tbc applkablc adjustment for the curtail period. The amounts 
as used oa tbc surveillance repon aod as reviJccl are as follows: 

(000 Omitted) 
Tat Year Test Year e~·Of!n• 1996 Reviled 
Amguot Adiu:nmsmt A mpuQ'I Adiu3fmsot 

Plmu $323.~7 $4,~ 1.36 $390,976 $5.317 
A~;~;. Ocpr. I 19,016 1,456 1.22 152,063 1.855 
M&Slnv. 1,763 152 8.62 1,780 153 
Oepredalion 14,018 296 2.10 17,089 359 
Maint. or 
Struc. lmpr. S63 87 lS.4S 632 98 
MovingExp. 6S IS 23.08 96 22 
AGADuea 188 49 26.06 220 S1 
Employ~ Act NA 180 151 
Misc. Gen. Exp. NA II 0 
C'JVic/Soe. Dues NA 48 17 

(4) 
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AUDIT DISCLOSURE NUMBER 2 PAGE20F2 

STATEMENT OF OPlMON: 

The met.bodoloar IIIOd by the company 10 updAic the required adjUSimcnts, 
usia& the pcm:llllaC lllCibod 1J ,...'ODab\C for ~~~n'CiJI.ulcc report purposes. It, in 
cffrd, keeps the lldjUJUnmts at tbc same ratio for CWTCnt activity as it was in lhcir 
last nse order. Bucd on vabiJ diJc:ussions wilh utility periO!IIltl, the upd••ina of 
the various Sllldlcs requln:d 10 come up wilh ac:ruaJ CWTCnt lldjusuncnts would be 
extrc~:DCiy time consuming. In the event of a rate case, lhe company should be 
requinld to updAte tbo vatiousltUdies and ~ew all i1m!IS on lheir books and records 
for lillY adjU$li11CiliS needed 10 praent factual nile buc and Cxpen$C stai.Cments for 
theliling period. 

Howe\oer,lhc amounts that the company bas fumiabcd per lhcir ~ew of 
-=counts is UlldcriWcd. The rm- incJIICicd only IICCOWlt 930.2 - MUcdlaneous 
emeni c:xpenXIIDCI c:xpcase smcmem• of xlcclcd anloyccs. Subsequent audit 
wade rcvea1ed crroq in IIOCOIIII1 c:odin& lhllt resulted in additional amounts no1 beiDa 
inducted in tbc 930.2 ICCOIIIIL If they bid been coded properly, the IIJlOIIDI of the 
oompany'J adjU$1mcnt would ba"-e been srcau:r. 
NOTE: Please ace Audit DiJclosure Number 6. 

{5) 
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ADD IT DISCLOSURE NUMBER 3 

SUBJECI': Out of Period ,Expense 

STATEMENT OF FACTS: 

In May 1996, lho company accrued an amount of $250,000 to IICClOWll 923, 
Outside consultan&s scrvic:es cxpente n:lati,•c to anticipated costs for a study being 
performed Ill' IBM. The compeny •mtcd that aauaJ costs expended were $188,600. 
In MAid! 1997, the company =dit.ed accouot923 in the amount of$61,400 to 
reflect ectwal COSIJ paid of$188,600. 

STATEMENT OF OPOOON: 

The campany's cost for account 923 is oveniated for lhc year ended 12131196 in 
the amount of$61,400. lbi.J an:tOunt sltould be deducted from the compeny's 
expenses as reported on tbc IUIVCillancc repon. 

(6) 



AUDIT DISCLOSURE NUMBER 4 

SUBJECT: OuiSldc Consullllnl Services Expense. 

STATEMEN"J OF FACTS: 

During the year ended 121311'96, the comp!lll)' used outside oonsuJUUllS to 
perfonn three ttudles for them. These studies were for: 

I. IBM to develop an lnformatloa Technology (Il) stJrategy for Peoples Gas' 
future business direction in the areas of new buiness opportunities and new or 
expanded services In the eutten1 (regulated) busiocu. 

2. mM to assist in~ lransfomuuion of the Mllnagemeat lftformation Seviccs 
(MIS) organization into a more nimble, adaptive organization. 

3. Stuan Murray and Associates to 8$5ist Peoples OilS in lnUISfonning the 
organi?ation and its culture from utility mind set to a more competitive market bAsed 
entity. 

For i1ems I and 2 a total amount of$188,600 wus expended to complete the 
studiC$. (Sec Audit Disclc»Ure nwnber 3.) For item 3, tbe company has expended 
$396,883 tbu.s fur and SAys " This oontraet is still in progress but I can not estimate 
the remaining cost$. However, the letter of 11~1 stlltCS the project Wll.S 

antieip~~ted to WI 6 to 7 mOnths and we have been billea for approximau:ly S months 
and Plwc 3 of3 bas just begun." The company accrued n total ofS4SO,OOO, to 
account 923 ouwdc OODSUI1an1 services during 1996. 

STATEMENT OF OPJ:NION: 

All tbrcc of the above studies should bcnclit more lha:n the current year ended 
12131196. All arc looldng at future operations of the company. These costs should 
be amorti2cd over both = t and fUlUrc periods for survciiiMCC n:port purposes. A 
minimum of three yca:s s!lould be used. Based on costs o:f$638,600, (S 188.,600 pi u.s 
$4SO,OOO) an amount of$:212,867, ($638,60013) should be cxpen.sed in the cwreot 
period. Tolcing into considctation Audit Disclosure Number 3, the total expensed in 
1996 would be $638,600. ($250,000 plus $450,000 minus $61,400) CUrmlt year 
expenses should be reduced in the amount of$42S,733, thu.s reducing tho IIDOWlt 

used for surveillance: report purposes to $212,867. 

(7) 
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AUDIT DISCLOSURE NUMBER 5 

SUBJECT: Dlredor Fees paid to Employees 

STATEMENT OF FACTS: 

Tho~mpony provided a list of tho m.cmbetsoflhc Board of Directors 
including ~pany affiliation and fees pllid. Two of the djrec:tors, John II.. Brnbson, 
Jr. and Ja.:k E. Uhl arc employees of Peoples 0115 System, Inc. Each of these 
individuals"'~ pald an ~~mount of$2,000 for din:etors fees during calendar year 
1996. The total amount of$4,000 was charged to account 930, Mi5cdlaneous 
Ocncral Expense& . 

(8) 



AUDIT DISCLOSURE NUMBER 6 

SUBJECT: Advertising/Working Fund Review 

STATEMENT OF FACTS: 

A judgmental sample of the transactions =rded via the llllUlllgers working 
funds was reviewed for proper acoountlng lrea1mcnt and to dctcnninc if there were 
itc:nu n:Jallna to employee activities or civic/soc:ial club dlllCS lhat were DOt recorded. 
(Audit disclosun: number :2.) 

A judgmental sample of the: invoices processed in .account 913- Advertising 
expc:nscs were review~ to determine if there were any lha1 wen: imaac enbnoc:ing in 
nahR. 

STATEMENT OF OPINION: 

The worldng fund ISBDlplc amounted to $79,567. Ofthls amount, $4,621 or 
S.8 per CCIII, in the audito:rs opinion, were char&cd to the 1ncom:ct IIC<lOunt. They 
should have been charged to acoount 930.2 Mbcellancous general expensc. 
Therefore, these and other amounts DOt sampled, were not reviewed by the company 
in lhclr response 10 document request number IS. lnoludcd In lhc $4,621 that was 
DOt clw&ed to oa:ount 930.2 were the following amounts that should be disallowed 
for surveillance reporting : $1 ,706 for charitable contn'buti oos, $230 for public iiTUigC 
advmising and S61 for a luncbcon for a propane task force. lfthc working fund 
dlJburacments were properly accounted f.or. nddltionnl amounts would be excluded 
l.iom the slll'VCillanc:c ~ 

Altbouah the advenising sample did DOt contAin any image enhancing 
clwges, it did reveal that items related 1.0 elwiUible eontributloi\S 1M chamber of 
co~ dues were beiDa charged, in error to the accounL As is the case in the 
working fi!Dd review, these items were not included in the rcspoosc 10 document 
request number IS. They ,sbould have been and additionnl amounl5 sbould have be 
excluded tiom the slll'VCillance report. Spceilic amounts in the ndvertislng sample 
that should be disallowad !for surveillance reporting nrc; $1.8, 767 for contributions 
and $6,040 for chamber of oommcrco dues. 

(9) 
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PEOPLES OAS SYSTEM, INC. 
EARNING$ SURVEIUAHCE REPORT SUMMARY 

DECEMBER 1998 

(1) (2) 
ACTUAl FPSC 

~E'DUU:1 

(3) {4) (5) 
FPSC PRO FORMA PRO FORMA 

PER BOOKS AOJ.USTMENT ADJUSJEQ ADJUSTMENT ADJUSIEO 

L AVERAGE RATE OF RETURN 
~JURISOICTIONAI.~ 

N OPERATiNG INME 

AVERAGE RATE BASE 

AVERAGE RATE OF RETURN 

ll YEAR END RATE BASE 
(JIJRISOICTIONAl) 

s 

$ 

$ 

23,507 s 544$ 

246,589_ s __ ____!,549 $ 

9.53" 

251,_377 $ 8044 s 

24,051 $ os __ 24,051 

253,13a $ ·g $ .. __ 253,138 

9.50% • 9.50" 

257.421 

Ill. REOV1REID RATES OF RETURN 
AVERAGE CAPITAl STRUCTURE 

f\1. EARNED RETURN ON EQUITY 
(FPSC ADJUSTED BASIS) 
'- INcl!JO!RG (F'PSC ADJUSTED BASIS) 

em-that 

LOW 

MIDPOINT 

HIGH 

8.43" 

&.89" 

9.38-% 

Whoewf JcnQW4ug!J rnabls a l'aiM slalementln wrllln; wfth 
the Intent ID mislelld a pubic tefwnt In the pafoi lli1IIICII of Ills 
alliclll dulY thal_be guilty of. rnlldemolmr of the second degree 

. - punishltlle., lflovtded ~ ... s ~· ... 775.034. 

> 
1FrencisJ.Sivwd~Accoonlfng ~ 
(Niiiii lnd TlUe - ) 

., - Ffn8nclef 

FLEX RATE REVENUES 12.58" -
B. EXClUOING 

FLEX RATE REVENUES ~" 
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CAPITAL STRUCTURE 

FPSC ADJUSTED BASIS 
DECEMBER 1HG 

LOWI'OIHT 
COST wea><m> 

MTIO !tAT! COST 

-~__I!L_ l!!t 1!1 
14,ttt ....,. 1.17 J.OI 

0 ··- .... .... 
... u ·- I. DO 0.10 

....... .._ TAO U1 

J7 ·-m.o:- -- ..... <.7S 

tt.JC) 
.. _ 

uu ·-m n• -- !J!! 

lOWI'OIHT 
COST \OI1!DnB) 

MTIO M l11 con 
ADJUS11D I!! I!! I!! _, ...... U1 :ua 

0 .... .... -~ .,... 000 ,,. 
21Pit .. - 7.00 U7 .. ORO 

IZO.~ ...... IUS Qt - ·--~ u ... . 
W411. !OD.M lA I 

' 

SCHEDULE• 

.-con .......... 
COST - con -IIAT'I COST IIAT'I COST 

l!l I!! l!l --l!!l. 
1.17 .... - .... 
1.21 """ .... 0.00 

1.110 '·· 1.10 uo 1\10 

7.00 ..., 7.00 1.17 
<· 

IUS !UI IUS ... 
I 

.q -I 
l11! _ _ _ t~ 

.-con 
COST -IIAT'I con 
1!1 _!!!. 

U7 ..... .... u. .... 0.00 .... . ... .... .... 1.00 IUO 

7.00 ..., 7.00 U1 
• 

IUS I.2S IUS 1.71 

.;: .. 
---·~ 



• 

EARNED RETURN ON COMMON EQUITY 
FPSC ADJUSTED BASIS 

DECEMBER 18M 

A fPSC Ann ISTEJ) AVERAGE JUBISQJCDONAI. RETURN ON COMMON EO\J!IY 
INClUDING El EX RATE REVENUES. 

EXIII BIT I 

SCHEDULE& 

FPSC ADJUSTED AVERAGE EARNED RATE OF RETURN 
LESS: RECONCILED AVERAGE JU~SDICTIONAL 

__ ___,9o:.6:::..0 ($chocMt 1) 

WEIGHTED COST RATES FOR: 
LONG TERM DEBT 
SHORT TERM DEBT 
PREF'EAAEO STOCK 
CUSTOMER DEPOSITS 
TAX CREOJTS.WSGKTEDCOST(MIOPOINT} 

SUBTOTAL 

TOTAL 

DIVIDED BY RECONCILED COMMON EQUITY RATIO 

JURISDICTIONAL RETURN ON COMMON EQUITY 

8 fPSC AQ.JUSTEJ) AIIEBAGE J!IB!SQ!cnotW RETURN ON CQMMON EQUITY 
EXCLUDING FLEX BATE REVENUES 

NET OPERATJ!lG REVENUE EXClUDING FLEX BATE REVENUES 

RATE BASE EXCLUDING FLEX RATE REVENUES 

FPSC ADJUSTED AVERAGE EARNED RATE OF RETURN 
LESS: RECONCILED AVERAGE JURISDICTIONAL 

WEIGHTED COST RATES FOR: 
LONG TERM DEBT 
SHORT TERM OEBT 
PREFERRED STOCI< 
CUSTOMER DEPOSITS 
TAX CREOifS.WE!GHTEO COST(MIOPOINT} 

SUBTOTAL 

TOTAL 

DMOEO BY RECONCILED COMMON EQUITY RATIO 

JURISDICTIONAL RET(JRN ON COMMON EQUITY 
-1~ 

$ 

$ 

(3.01)% 
0.00% 
0.00% 
(0.67}% 
0.00" 
(3.68)% 

5.82% 

~6.35% 

12.6§ 'Yo 

263,138 ~ .. , lol2) 

9.47% 

(3.01)% 
0.00% 
0.00"' 

(0.67)% 
0.00" 

(3.68)% 

6.79"' 

46.35% 

12.49% 
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c-mbalcDcn: 
S\JS.o\N f. CLARK, CHAIRMAN 
J. TEJUlY DEASON 
JIJLIA L. JOHNSON 
DIANE K. KlESl.INO 
JOE (lAilCIA 

Mt. J1elc Ubi 
Pcoplea Oas Company 
Post Office Box 2S62 
Tampa, Flori.cla 33601-2562 

Dear Mr. Uhl: 

JuneS, 1997 

Uodockelcd - Peoples Gas Company 
Audit Repott - Earnings Review 
Audjt Control M 97::9SO.kl 

DIVISION OF RECORDS .t 
REPORTJNO 
BLANCA S. BA YO 
DIRECTOR 
(904) 413-6770 

The cncJOICCI audit report is forwatdcd for your review. Any company response ftlcd 
"ith this office within fiftcca (IS) work days of the above elate wiU be forwatdcd for 
coosldcration by the sWI' analyst evaluating this report. Please: refer to the Audit Control 
Number referenced above in ~ corTcspondence rqarding this audit. 

Thank you for your cooperation. If you have any questions, please call me at ( 904) 
413-6487. 

BSBicls 
Enclosure 
c:c: Public Counsel 

MacFarlane Forauson Law Firm 

Sincerdy, 

~~.~ 
Blanca S. Bay6 
Records and Reporting 

CAPITAL CIRCLE OfflCI! CI!NTEJl • 2.540 SHlJMARD OAK BLVD • TALLAHASSEE. FL 32399-0150 
""-~~...,...,., 
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