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DIVISION OF REGULATORY OVERSIGHT 
AUDITOR’S REPORT 

February 21,2001 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES 

We have applied the procedures described later in this report to audit the accompanying 
schedules of Rate Base, Net Operating Income, and Capital Structure, for the projected test year ended 
December 3 1,2001 , for St. Joe Natural Gas Company, Inc. The attached schedules were prepared by 
the utility as part of its petition for rate relief in Docket No. 001447-GU. 

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. 
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SUMMARY OF SIGNIFICANT FINDINGS 

The company capitalized interest to plant in service without prior Commission approval; 
company began maintaining continuing property records in 1993; plant in service I S  understated; 
operating revenues are overstated; 1999 regulatory assessment fee (RAT;) return does not reflect 
conservation revenues; company receives rental income from its non-regulated operations; 
uncollectible account has increased; capital structure is overstated. 

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 transactions 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. 

Compiled - The exhibit amounts were reconciled with the general ledger, and accounts were scanned 
for error or inconsistency. 

Reviewed - The exhibit amounts were reconciled with the general ledger. The general ledger account 
balances were traced to subsidiary ledgers, and selective analytical review procedures were applied. 

Verify - The item was tested for accuracy and compared to the substantiating documentation. 

RATE BASE: Obtained supporting documentation for rate base components; verified per book rate 
base amounts for the historical base year ended December 3 1, 1999; performed a judgmental sample of 
plant additions, retirements, and adjustments for the 10 year period 1990 through 1999; compiled 
accumulated depreciation for the 10 year period 1990 through 1999 and traced depreciation rates to 
Commission orders; verified the reasonableness of the projected schedule of plant additions and 
retirements for the 24-month period ended December 3 1,200 1 ; reviewed the company’s continuing 
property records (CPRs); verified working capital using the balance sheet method. 

NET OPERATING INCOME: 
components; verified per book net operating income amounts for the historical base year ended 
December 3 1, 1999; scanned and verified operating revenues for the historical base year ended 
December 3 I ,  1999; obtained amortization schedule for 1994 and 1995 overearnings per Commission 
Order No. PSC-96- 11 88-FOF-GU; performed a judgmental sample of operation and maintenance 
(O&M) expense for the historical base year ended December 3 1, 1999; scanned all advertising 
expenses and industry association dues; obtained a copy of the company’s pension plan; compiled 
depreciation expense and verified that depreciation rates are in accordance with Commission Order No. 
PSC-98-1686-FOF-GU; reconciled taxes other than income; traced the 1999 and 2000 RAF returns to 
the general ledger; scanned and reviewed the 1999 federal and state income tax returns. 

Obtained supporting documentation for the net operating income 
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CAPITAL STRUCTURE: 
computed the 13-month average capital structure and difference between audit averages and company 
averages; computed the cost of capital; identified differences between audit and company cost of 
capital; reconciled the capital structure with the rate base; identified differences between audit and 
company reconciliation with the rate base; compared customer deposit interest rate to Commission 
Rule 25-7.083(5)(a); obtained supporting documentation on short-term loan to company from 
stockholder with majority share of dividend distribution. 

Obtained monthly capital account balances from the general ledger; 

OTHER: 
December 31, 1999 and 2000; scanned the company’s outside auditor’s workmg papers for the 12- 
month historical period ended December 3 1 1999. 

Scanned the company’s board of directors’ minutes for the 12-month periods ended 
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EXCEPTIONS 

Exception No. 1 

Subject: 

Statement of Fact: Commission Rule 25-7-0141, F.A.C. states, utility sha 
for funds used during construction without prior Commission approval.” 

Allowance for Funds Used During Construction (AFUDC) 

1992 through 1999 

108 - Accumulated Depreciation 

1 not accl 

Debit Credit 

$22,399 

le allowance 

216 - Unappropriated Retained Earnings 

During April 1992 the company capitalized interest in the amount of $90,553 related to the 
Phase II - Florida Coast Paper Company construction project. This interest amount was capitalized to 
Account 376 - Mains - Steel. The Commission has not authorized an AFUDC rate for this company. 

$22,399 

Recommendation: 
make the following adjustment to its plant in service account. 

Since there is not a Commission order authorizing AF7JDC, the company should 

403 - Depreciation Expense 

ll Account I Debit I Credit II 

$2,898 

11 216 - Unappropriated Retained Earnings I $90,553 I 
11 376 - Mains - Steel I I $90.553 11 

In addition, the utility should make the following adjustments to accumulated depreciation to 
appropriately reflect the above plant in service adjustment. 

II 2000 1 Debit I Credit II 
11 I08 - Accumulated Depreciation I $2,898 I II 

II 2001 I Debit I Credit II 
11 108 - Accumulated Depreciation $2,898 I 
11 403 - Demeciation ExDense I I $2,898 11 
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DISCLOSURES 

Disclosure No. 1 

Subject: Continuing Property Records (CPRs) 

Statement of Fact: The company did not maintain CPRs before 1993. During 1993 the company 
performed a physical inventory of all its plant asset accounts. Plant account balances recorded in the 
general ledger were reconciled to the actual count of each plant item. For some of the accounts, the 
investment cost of material and labor were estimated for the earlier years where the quantity was 
known and used in determining the approximate unit cost. 

The company’s CPRs provide the following details for each plant account: description, service 
date, quantity, original cost, additions, transfer date and amount, retirement date and amount, and year 
end balance. 

Recommendation: 
sampled plant transactions to the company’s CPRs for the year ended December 31’ 1993 to the 
present. Due to the fact that the company did not maintain CPRs prior to 1993, the audit staff was 
unable to trace plant transactions directly to the company’s CPRs for the years prior to 1993. However, 
the audit staff traced all sampled plant additions, retirements, and adjustments to the company’s 
supporting documentation (work orders, invoices, etc.). In addition, the CPRs were tied to the general 
ledger for the historical year ended December 31, 1999. As of December 31, 1993 the company’s 

This disclosure is provided for informational purposes. The audit staff traced 

’ CPRs are in accordance with Commission Rule 25-7.014 (2), Records and Reports in General. 
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Disclosure No. 2 

397 - Communication Equipment 6 db Gain Antenna 

Subject: Plant In Service 

$1,850 

Statement of Fact: 
plant in service items for the projected test period ended December 3 1,2001. 

The company’s Minimum Filing Requirements (MFRs) reflect the following 

Account 

378 - Measuring and Regulating (M&R) Station 
Equipment - General 

il Account I Descrbtion 1 Amount 1 

Description Amount 

Meter Station No. 5 $17,993 

11 387 - Other Equipment I TRACE - Program Interrogator/Mobile Antenna I $6,448 11 
11 387 - Other Equipment I FCC Filing Fee Trace System 

In addition the company’s MFRs reflect a retirement for the following plant item for the 
projected test period ended December 3 1,2001. 

Recommendation: As of December 31, 1999, the following plant items were no longer in service. 

II Account I Descrir, tion 1 Amount 11 
(1 387 - Other Equipment I TRACE - Program InterrogatorMobile Antenna I $6,448 11 
11 387 - Other Equipment I FCC Filing Fee Trace System I $250 I( 

397 - Communication Equipment 6 db Gain Antenna I $1,850 

The addition to Account 387 - Other Equipment which totals $6,698 ($6,448 + $250) was 
related to transponders. According to the company these transponders are no longer being used and 
should have been retired at the end 1998. The addition to Account 397 - Communication Equipment in 
the amount of $1,850 was replaced with a new antenna in May 2000. According to the company the 
old antenna should have been retired in May 2000. 

During August 2000 the company retired $17,993 from Account 378 - (M&R) Station 
Equipment - General because it was thought to be related to the Florida Coast Paper Company M&R 
Station. After the company filed its (MFRs) it was discovered that this M&R Station was for City Gate 
which is still active and in use and should not have been retired. 
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Based on the findings above the audit staff believes the following adjustments should be made 
to plant in service to appropriately reflect retirements made during the projected test period ended 
December 3 i , 2001. 

108 - Accumulated Depreciation 

Account I Debit I Credit 11 

$9,445 

378 - M&R Station Equipment - General 

1999 De I- 

I $17,993 

bit 

II 

Credit I 

I 
~~~ 

387 - Other Equipment 

2000 

403 - Depreciation Expense - Plant Account 378 

403 - Depreciation Expense - Plant Account 387 

403 - Depreciation Expense - Plant Account 397 

108 - Accumulated Depreciation 

$6,698 11 

Debit Credit 

$180 

$442 

$70 

$332 

397 - Communication Equipment I 1 $1,850 11 

2001 

403 - Depreciation Expense - Plant Account 378 

Debit Credit 

$540 

In addition, the utility should make the following adjustments to accumulated depreciation to 
appropriately reflect the above plant in service adjustment. 

I 403 - Depreciation Expense - Plant Account 397 $120 

11 108 - Accumulated Depreciation I $442 I II 

11 403 - Depreciation Expense - Plant Account 387 $442 

108 - Accumulated Depreciation 1 $22 I 
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Disclosure No. 3 

Subject: Operating Revenues 

Statement of Fact: 
revenues in the amount of $1,650,37 1 for the historical period ended December 3 1 ,  1999. Included in 
this operating revenue is a late fee in the amount of $4,118 related to Florida Coast Paper Company. 
This late fee became effective upon the delinquent date of January 23, 2000. 

The company’s Minimum Filing Requirements (MFRs)  reflect operating 

Recommendation: 
late fee in order to appropriately reflect operating revenues for the historical period ended December 
3 1,  1999. This late fee should be reflected in the company’s 2000 operating revenues. 

The company should reduce operating revenues by $4,118 for this out of period 
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Disclosure No. 4 

Subject: Conservation Revenues 

Statement of Fact: 
revenues on its Regulatory Assessment Fee (RAF) returns. 

As of December 3 1 ,  1999, the company was not including conservation 

Recommendation: This disclosure is provided for informational purposes. The audit staff obtained 
and reviewed the company’s 1999 and 2000 RAF returns. The audit staff discovered that the company 
reported accumulated conservation revenues in the amount of $530,686 on its 2000 RAF return. These 
conservation revenues in the amount of $530,686 include all conservation revenues received since the 
company’s conservation program began in April 1986. The above conservation revenues are reflected 
in the company’s general ledger as of December 3 1 , 2000. 
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Disclosure No. 5 

Subject: Rental Income 

Statement of Fact: In addition to providing regulated gas services, St. Joe Natural Gas Company, 
Inc. also provides merchandising and jobbing services, which is a non-regulated activity. In lieu of 
allocating its common plant in service, the company elects to record a rental payment. In September 
1984 the utility began receiving an annual rental payment in the amount of $2,520 from its non- 
regulated operations. This rental payment is recorded as a monthly journal entry in the amount of $210 
per month and is included in regulated revenues above the line. The rental payment has been 
unchanged since its inception. The annual rental payment is comprised of the following items. 

11 Flpor Space $760 

11 Equipment 1 $500 

Supplies 

Vehicle and Tools 

Total $2,520 

In addition to this rental payment the company also allocates other common expenses to the 
non-regulated operations, for example telephone and gasoline costs. Also when utility employees 
perform activities related to the non-regulated business their time sheets are coded for their non- 
regulated time and recorded as a non-regulated expense below the line. 

Recommendation: 
and reviewed the documentation related to this rental payment and has provide this information in the 
audit work papers. Since this rental payment has been unchanged since its inception, the analyst may 
want to review this rental'payment to determine if it should be increased. 

This disclosure is provided for informational purposes. The audit staff obtained 
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Disclosure No. 6 

Year Account Total FCPC Total Account Total 
. Excluding FCPC 

i 

1994 $2,062 $0 $2,062 

Subject: Uncollectible Accounts 

1997 

1998 

Statement of Fact: The company’s Minimum Filing Requirements (MFRs)  schedule C-2, page 41 
reflects an increase to operation and maintenance (O&M) expense in the amount of $29,620 for an 
uncollectible account. This uncollectible amount is related to the bankruptcy of Florida Coast Paper 
Company (FCPC). The company had a total FCPC uncollectible amount of $278,618. The company 
elected to expense $51,579 in 1998 and $197,419 in 1999. 

$3,290 $0 $3,290 

$5 8,275 $5 1,579 $6,696 

The company’s annual reports filed with the Commission reflect the following amounts for 
Account 904 - Uncollectible Accounts. 

I 

Recommendation: 
is unlikely to occur in the near future. The audit staff believes the uncollectible account related to 
FCPC in the amount of $29,620 ($278,618 - $51,579 - $197,419) should be removed from O&M 
expense in order to appropriately reflect uncollectible accounts for the purpose of setting rates. It may 
be appropriate to amortize this amount over some period of time. 

Based on the prior years uncollectible amounts the audit staff believes this event 
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Disclosure No. 7 

Class of Capital 

Common Equity 

Subject: Capital Structure 

Per MFRs Cost Rate Weighted Cost 

$2,374,8 10 10.00% 5.26% 

Statement of Fact: 
reflects the following 13-month average amounts related to its capital structure. 

The company’s Minimum Filing Requirements (MFRs) schedule D-1, page 1 

Short-Term Debt 

Customer Deposits 

$150,000 10.75% .37% 

$26,370 6.00% .04% 

Totals 

Other Deferred Credit - Florida Paper I $1,578,595 1 0.00% I .OO% 

$4,439,995 I = 5.67% 

~ ~~~ 

Other Deferred Credit - Gulf Correctional I $22,393 I 0.00% 1 .OO% 

Class of Capital 

Common Equity 

Accumulated Deferred Income Tax I $287,827 I 0.00% 1 .OO% 

Per MFRs Per Audit Overstatement 

$2,374,8 10 $2,325,058 ($49,7 5 2) 

Totals 

During 1995 the company received a short-term loan in the amount of $150,000 from a 
stockholder. The interest rate on this loan in 1995 was 10% and in 1996 it was changed to 10.75%. 
These interest rates represent what a local bank would offer the company. The total interest paid to the 
stockholder on this note as of December 3 1, 1999 was $7 1,79 I .  

$4,439,995 $4,225,946 ($2 14,049) 

Recommendation: 
company’s general ledger. The following table reflects an overstatement between the company’s 
capital structure amounts and the audit staff‘s capital structure amounts. 

The audit staff recalculated the company’s capital structure based on the 

Short-Term Debt I $150,000 1 $150,000 I 0 

Customer Deposits 1 $26,370 1 $26,370 1 0 

Other Deferred Credit - Florida Paper I $1,578,595 I $1,414,298 1 ($164,297) 

Other Deferred Credit - Gulf Correctional I $22,393 I $22,393 1 0 

Accumulated Deferred Income Tax I $287,827 I $287,827 I 0 
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I 

The audit staff's calculation for the above components of capital structure reflects a weighted 
cost of capital of 6.04%, which yields a difference of .37% (6.04% - 5.67%). These audited 
overstatements are related to the fact that the company used general ledger amounts before year end 
closing entries, and the audit staff used general ledger amounts after year end closing entries. 
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