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DIVISION OF REGULATORY COMPLIANCE & CONSUMER ASSISTANCE
AUDITOR’S REPORT

JULY 17, 2008

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES

We have performed the procedures described later in this report to meet the
agreed upon objectives set forth by the Division of Economic Reguiation in its audit
service request dated March 27, 2008. We have applied these procedures to the
attached schedules prepared by Progress Energy Florida, Inc. in support of its 2007
filings for Nuclear Cost Recovery Clause relief in Docket No. 080009-E!.

This audit was performed following general standards and field work standards
found in the AICPA Statements on Standards for Attestation Engagements. This report
is based on agreed upon procedures which are only for internal Commission use.




OBJECTIVES AND PROCEDURES

GENERAL

To verify that the company’s 2007 Nuclear Cost Recovery Clause (NCRC) filings in
Docket No. 080009-EI are consistent and in compliance with Section 366.93, F.S. and
Chapter 25-6.0423, F.A.C.

SPECIFIC

1.

Objective: Verify that the company’s filing ts properly recorded on its books and
records according to the Code of Federal Regulations (CFR) Uniform System of
Accounts. (USoA)

Procedures: We reconciled the company’s filing to the general ledger and verified
that the costs incurred were posted to the proper USoA account.

Objective: Verify that Schedule T-1 is accurately calculated and that it includes the
correct balances from the supporting schedules of the company's 2007 NCRC filing.
Procedures: We reconciled and recalculated a sample of the monthly revenue
requirement accruals displayed on Schedule T-1 to the supporting schedules in the
company's 2007 NCRC filing. '

Objective: Verify that the carrying cost amounts displayed on Schedule T-3, which
rolls forward to Schedule T-1, are accurately calculated and that they include the
correct balances from the supporting schedules of the company’s 2007 NCRC filing.
Procedures: We reconciled and recalculated a sample of the carrying cost accruals
displayed on Schedule T-3 to the supporting schedules in the company’s 2007
NCRC filing. We recalculated a sample of the Allowance for Funds Used During
Construction (AFUDC) balances displayed as Other Adjustments in the filing and
reconciled the rates applied by the company to its approved AFUDC rates in Order

- No. PSC-05-0945-FOF-EI, issued September 28, 2005.

Objective: Verify that the Deferred Tax Return Requirement amount displayed on
Schedule T-3A, which rolls forward to Schedule T-1, is accurately calculated and
that it includes the correct balances from the supporting scheduies of the company's
2007 NCRC filing.

Procedures: We reconciled and recalculated a sample of the monthly deferred tax
carrying cost accruals displayed on Schedule T-3A to the supporting schedules in
the company’s 2007 NCRC filing. We recalculated a sample of the monthly carrying
cost balances for deferred tax assets based on the equity and debt components
established in Order No. PSC-05-0945-FOF-EI.

Objective: Verify that the Construction Period Interest (CPI)} amount displayed on
Schedule T-3B, which rolls forward to Schedule T-3A, is accurately calculated and
that it includes the correct balances from the supporting schedules of the company’s

2007 NCRC filing.




Procedures: We reconciled and recalculated a sample of the monthly CPI accruais
displayed on Schedule T-3B to the supporting schedules in the company’'s 2007
NCRC filing. We recalculated the company’s CPI rate and reconciled the component
balances to the company’s general ledger.

. Objective: Verify that the jurisdictional nuclear construction amounts, displayed on
Schedule T-6 of the company’s 2007 filing, which rolls forward to Schedule T-3, are
accurately calcutated and are supported by original source documentation.
Procedures: We recalculated a sample of monthly jurisdictional nuclear construction
expenditures displayed on Schedule T-6 of the company's 2007 NCRC filing. We
sampled and verified the construction and transmission cost expenditures and
traced the invoiced amounts to supporting documentation. We reconciled the
jurisdictional factors applied by the company to the eligible carrying cost to the
factors approved in Order No. PSC-06-0972-FOF-EI, issued November 22, 2006, in
Docket No. 060007-El. Audit Finding No. 1 discusses our analysis and discloses
additional information concerning the company's balances for generation,
transmission and future use land.




AUDIT FINDING NO. 1

SUBJECT: LAND AND LAND RIGHTS

AUDIT ANALYSIS: The company’s filing and general ledger include the foilowing
balances for land and land rights for the Levy Units 1 and 2 nuclear plant projects.

Acct Na, Praoject No. Description Land Cost Other Cost Total Land

1071000 20059051 Land - Generation $52,008,983 $521,276 $52,530,259
1071000 20064886 Land - Transmission 8,930,645 10,780 8,941,425
1071000 20065752 Land - Held for Future Use 27,667,950 0 27 667,950
Total Land $88,607,578 $532,056 $89,139,634

The “Other Cost” balances above include company cost autside of the clasing process refated o the land purchased.

The company's calculations of the above future use and transmission use land
batances are displayed below.

Land Purchases Amount Acres Price/Acre
Rayonier land price $46,579,500 3,105.00 $15,000
Closing cost 1,617,172

Totals 348,196,672
Lybass land price $39,084,959 2,159.00 $18,103
Clasing cost 1,326,947

Totals $40,410,906

Total Used/Useful

Lybass purchase Land Use Percent Percent
Generation 84.08 4.36% 29.92%
Transmission ' 220.39 10.21% 70.08%
Future Use 1,844.53 85.43% -

Totals 2,159.00 100.00% 100.00%

"Future Use - : Amount
Fair market value $15,000
Future use acreage 1,844.53

Total Future Use Value $27 687,950

Transmission Use Amount
Total Lybass Cost $40,410,906
Future Use Value 27,667,950
Remaining Value $12,742,956
Transmission Percent 70.08%

Total Transmission Value $8,930,645

(Small differences are atfributed to rounding errors)

The company cited 18 CFR 101, Electric Plant Instruction 7G as justification and
support for its valuation and allocation methodology.

When the purchase of land for electric operations requires the purchase of more land
than needed for such purpases, the charge to the specific land account shall be based




upon the cost of the land purchased, less the fair market value of that portion of the land
which is not to be used in electric operations.

The company asserts that the purchase price it paid for the Lybass property was
above its fair market value (FMV) because the sale was influenced by the previous
purchase of the Rayonier property. The company therefore used the $15,000 per acre
price of the Rayonier purchase as the FMV multiplier to determine the land held for
future use balance of $27,667,950. The remaining Lybass purchase price of
$12,742,956 was allocated between the generation and transmission land accounts
based on percentage of estimated use. The remaining purchase price includes 100
percent of the closing cost.

Other applicable CFR citations include 18 CFR 101, Definitions 9 and 23.

Cost means the amount of money actually paid for property or services.

_Original cost, as applied to electric plant, means the cost of such property fo the person
first devoting it to public service.

A first alternative valuation method would use $18,103, the actual FMV per acre
purchase price of the Lybass property, to determine the future use land balance. The
Lybass property contains the entire land area that is designated by the company for
future use and the valuation method is supported by all three of the CFR citations
referenced above. The following reflects our calculated generation, transmission and
future use land balances.

Description Land Cost Other Cost Total Land
Land - Generation $50,296,511 $521,276 $50,817,787
Land - Transmission : 4,919,043 10,780 4,929,823
L.and - Held for Future Use 33,392,024 0 33.392.024
Total Land $88,607,578 $532,056 $89,139,634
Future Use Amount

Fair market value $18,103

Future use acreage 1,844.53
Total Future Use Value $33,392,024
Transmission Use Amount

Total Lybass Cost. $40,410,906

Future Use Value 33,392 024

Remaining Value $7,018,882

Transmission Percent 70.08%
Total Transmission Value $4,919,043

(Small differences are attributed to rounding ervors)

A second alternative valuation method would use $16,274, the average FMV per acre
purchase price of both the Rayonier and Lybass properties, to determine the future use
land balance. This method would treat the entire land purchase as one transaction,
which is the ultimate use for the two parcels of land purchased. The following reflects




our calculated generation, transmission and future use land balances.

Description Land Cost Other Cost Total Land
Land - Generation $51,306,150 $521,276 $51,827,426
Land - Transmission 7,284,204 10,780 7,284,984
Land - Held for Future Use 30,017,224 Q 30,017,224
Total Land 388,607 578 $532,056 589,139,634
Land Purchases Amount Acres Price/Acre
Rayonier land cost 346,579,500 3,105.00 $15,000
Closing cost 1,617,172
Totals $48,196,672
Lybass land cost $39,084,959 2,159.00 $18,103
Closing cost 1,325 947
Totals $40,410,906
Cambined land cost $85,664,459 5,264.00 516,274
Closing cost 2,943,119
Totals 388,607,578
Total Used/Useful
Lybass Site Land Use Percent Percent
Generation 94.08 4.36% 29.92%
Transmission 220.39 10.21% 70.08%
Future Use 1.844.53 85.43%
Totals 2,159.00 100.00% 100.00%
Future Use Amount
Fair market value $16,274
Future use acreage 1,844.53
Total Future Use Value $30,017.224
Transmission Use Amount
Total Lybass Cost $40,410,906
Future Use Value 30,017 224
Remaining Value $10,393,682
Transmission Percent 70.08%
Total Transmission Value $7,284,204

Additional information

During our review of supporting documentation for the land purchases it was discovered
that the fand balances reflected in the filing are overstated by $127,073 as described

below.

1. The company, in response to Document Request No. LV-12-07-PC, identified an invoice
totaling $20,612 for a survey of the Lybass property that was paid twice. The company
stated that it would correct the duplicate billing when it receives reimbursement from the

vendor.

{Small differences are attributed to raunding erors}



2. The company, in response to Document Request No. LV-11-07-PC, identified the “Other
Cost” balance of $10,780 included in the schedules above as a PEF Administrative
Overhead allocation that should not have been charged to the tand projects. The company
provided evidence that it removed and reclassified the amount in June 2008.

3. The company, in response to Document Reguest No. LV-12-07-PC, identified a $95,681
accrual that is included in the land balance that should have been reversed in 2007. The
company provided evidence that it removed the accrual in June 2008.

None of the three land valuation methods and resulting balances described earlier in
this finding includes the additional information discussed above.

The sales contract to purchase the Rayonier property1 and the direct testimony of
Daniel Roderick? indicate that the contract terms of the Rayonier property sale included
a deferred purchase price of The contingent liability becomes due when
PEF has received the Combined Construction and Operation License issued by the
U.S. Nuclear Regulatory Commission. The company has not included any accounting
entries in the current filing or its general ledger that records the deferred purchase
contingent liability. .

EFFECT ON THE FILING:

Action

Effect

Amount

Accept company fand valuation
Accept first alternative valuation

Increase future use land balance $5,724.074

Net $0

Accept second alternative valuation Increase generation land balance ($702,833)
Reduce transmission land balance ($1,646,441)

Increase fuiure use land balance $2.349.274

Net 5o

Accept additional information finding Reduce generation land balance {$20,612)
Reduce generation land balance ($95,681)

Reduce transmission land balance {$10.780)
{($127,073)

None

Reduce generation land balance
Reduce transmission land balance

$0

($1,712,472)
{$4,011,602)

EFFECT ON THE GENERAL LEDGER: An alternative valuation adjustment would
only apply to the balances of the individual projects within Acct. No. 1071000 with a net
effect of $0 on the account. The additional information adjustments have already been
made or will be made by the company in 2008.

We defer the appropriate treatment of the deferred purchase contingent liability to the
anailyst in this proceeding.

! Purchase and Sale Agreement, executed November 16, 2006, Page 21, Paragraph 44.
2 Confidential Testimony of Daniel L. Roderick on Behalf of Progress Energy Florida, filed March 11, 2008, Docket
No. 080148-El, Page 11, Lines 21-22.




EXHIBIT 1

Schedule T-1

Levy County Huctear Filing
Pre-Constrirction Costs and Canying Costs on Canstruction Cost Balance
Yryn-up Filing: Retall Revenue Requiremants Suminary

[Section (5)(c)1.a}

FLORIDA PUBLIC SERVICE COMMISSION

EXPLANATION: Provide the calcutation of the actual true-up of
fotal retail revenue requirements based on actual expenditures

COMBANY: for the current year and the previously ad expenditures For the Year Ended 12/3172007

Progress Energy - FL for such current year,
DOCKET NO.:

{80148-El Wilness:

(] U] 3} Q) 8] ) N
Line Actual Actual Acheal Actual Attisal Actual 12 Month
Ng. Juty August  Septamber  Dciober Novembes December Total
Jurigdictional Dollars

1. Precanstiuction Revemue Requirements {Schedule T-2, line 7} s P ; N . 3
2. Construction Carrying Cost Revenus Requiremants {Schedule T-3, ine 7 224,666 460558 483321 544.738 1,713,284
3 Racoverable O8M Revenue Requirements (Schedule T4, line 24)
4. Deferred Tax Liability Camying Cost (Schedula T-3A, iine 8) - . 700 (285) 881} {004 (1841
5. Other Adjustments
8. Total Period Revenue Ftequiréments (Lines 1 though 5) 224 506 400,272 487,719 543 B35 17114435
7. Total Return Requiremenis from most recent Projections
8. Difference (Line § - Line 7} . [ B 3 224596 5 GE0Z7I 5 482738 f 541835 § 1711443




EXHIBIT 2

Levy County Nuclear Fifing
Pra-Construction Costs and Carrying Costs on Construction Cost Balancs

Schedude T-3 Yrus-usp Filing: Construction IBection {5)c)1.a.)
FLORIDA PUBLIC SERVICE COMMISSION EXPLANATION: Provida the caloulation of the final true-up of carrying costs
COMPANY: on consiruclion expenditures, based on aclual carying costs
Progress Enargy - FL on construction axpendilures far the prior yesr and previously For the Year Ended 123 1/2007
L5500 fited camying costs on construction expendilures for such prior vear,
DOCKET NO.:
QRO 4G-E} Withass:
U 0] (3] (Y] Ly (M) 3] o) *)
ine Baginning Actual Ackiant Actusl Al Aciuaf Actual 12 Montn
Na, of Parod July Augnrd Seplertber  October  Novermber  Decambe Tuaal
Jurisdiclional Doflars
1. Nuclear CWIP Addillons (Schedule T-6, ina 48) $ - % 4TGS2 3 1831101 3 1APS080 § odRM 4 BSGE2
2 Trarstars to Plamt in Service .
3 Other Adjustments (d) 154,36 310304 17589 THY 441
4 CWIP Hase Eligible for Return (PM CWIP Bal. + Line 1 -2+ 3) 42,708.804 ALEEOMD  AGATE AN SABS50) 50348519
5 Average Net CWIP Additions 21,353,262 A3TTIAE0 4SPB04 517743 a
6, Ratyrm on Average Net CWIP Additions (c}
. Equity Component (a} L16.874 233,178 280,593 A Ba5 47
. Equity Comp. aroased up foc taxes {h} 189,948 320,383 408 827 480,563 1,448.500
. Deant Cnmpcmm 34,720 71,4768 T4 603 84,185 264770
7. Total Retumn Requirarments {Line 6o + 6ic) e Ll Jeas e L IR L F L
8 Tetal Return Requiramants from most secant Projections
9. Differance {Ling 7 - Lina B) [ 3 224,060 AB0S58 §  4BIIZ1 § BAATIR T 1713384
Noies:
(a) T y Equity Camponant of 5.A5% rfigcts an 11.75% rekom ob aguity.

{b) Requikemant for tha payment of Incorme {axXes is catcuisied using 4 Federal incorme: Tax rate of 38.575%.
{e) AFUOC attush momhly rabe I8 calculatad using tho formuts M= {1 + AFI0N/ 2- 9] x 100; resiating i a mondbly accryal mie of 0.005484 (Rquily} and 0008825 (Lebt), which maulls in the anaual qate of 3 815%

3 Fafum on Bvorags fet Cansinacioe Work i Peograss [OWAPR) odiditiona that 13 being inchuded in ive Levy costs until such fime 25 Thasa COSIS 20 rac0varad under the

Gapactly Cost Recovery (COR) rate,

=10 -



EXHIBIT 3

Schedule T-3A

Levy Gounty Nuciear Filing
Pro-Canstruction Costs and Carrying Costs on Consttustion Cost Balance

{Soction (S . a,)
True-ugs Flling: Beterred Yax Carrying Costs '

FLORIDA PUBLIC SERVICE COMMISSION

- e ——————————

EXFLANATION: Proide the calGuation ol ha Actaal
defarced tax Camrang Coeig Tor the cument
COMPANY: your, Feor ths Yedr Ended 12/31/2007
Progress Energy - FI,
DOCKET MO
OADT4RE| Withess:
i 3 L5 L) (M) N) ) P
Lina Baginning Acduat Acdusl Achaal Actuat Aceai Actunl 12 Month
Ho, of Pesicel Ju Auenl  Sen Octobar Nowemsl  Decamber TeAn
Hurisicional Doty

1. Conatruction Period interest (Schedule T-3B, Ling 7) 3 3 H s 3 E s
2, Recoversd Coals Excluding AFUDE {Schadule T-2, Line 1+ Line 3}
3 Other Adustents (d) .72 T1.17% 4.63) M, 1083 R4.775)
4, Tax Bosis Loss Book Basis (Prior Mo Balance + Line 1+ 2 + 3} B 4770 { LS vk 10wy Al (Z8AITHS e
5 Deferrad Tax Llatiity (D71 on Tax Basia in Excess of Book {Line 4 * Tax Rale - - (1%,303) a0 s (60.662)  (102,131) e
8 Avaraga Accurittated OTA mag?) Az} [ 2T (8.000}
7. Canrying Costs on DTA (c)

a. Equity Componem {a) @ (e8) o) o o)

. Fauity Comp. grossed up for faxes (b} o 4n 1492y frod; (1 3603

¢ Dedl Companent (R} (44) Lo 1445 a5y
8, Votal Retum Requirements (Line 7h + 1) o =2 e 2 ==
1 Taigl Retum Requinsmensts fmm most cecent Projeclions
10 Diferanos {Ling 8 - Ling §) ) ¥ 3 {70] 4 285 4 {S51) 3 L] [1.H1)

Nolas;
{#) Thie trowrinity Bxjinity C-Ommponvani Of 8.85% retecin-en 11.75% rEum on sqly.

b} Fequinemant oy thhe payirert of income: tuom i calodated wning = Federal ncorme Tax rve of 30.575%, . .
:c:ﬂlmmmﬁuuhgﬂmumMQWBlm + AMOOPY 1 100 remng Iy 2 monthly sconu Toke of 006454 (Equiy) and 0.001626 (Debt). which rvsls m the arau rate o §.848%

U] Romn On wverage et Consiruction Work in Progress (CYWIR) 20tons shal i beng inchuded in the Levy costs wilil nich tine 3t Rese obAle s 1O ed i Ton Canacity Coml Recowery

{CCHYme.

Page 2ol ?
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EXHIBIT 4

Lovy County Nuclear Flllng
Pra-Conatruction Costs and Carrying Costs on Constraction Cost Balance {Section {(5)c)1.a.)
Schedule T-38 True-up Flling: Construction Period Interest )
FLORIBA PUYBLIC SERVICE COMMISSION EXPLANATION; Provide the caleulation of the: Actual

Construction Period interest for the current

COMPANY: year, For the Yoar Enced 12/31/2007

Progreas Energy - FL
DOCKET ND :

GB0145-ES Withess:

[0} & Ly {L} (M) (N} s} Py
Line Beginning  Achual Actual Actugt Actual Aotz Actisal 12 Menth
MO ol Penad July Auaant Septamnber  Qotober  Wovember  Decembar fotal
Junisdictional Dollars T

1. Baginning Balance 5 - s + FAZARASAT 3 4RZTORSH4 § A4BIIEIS 3 40412408
2. Addiions Site Solaction & Preconstructon (Schedula T-2, iine 1} - . -
3 Additions CongteucBon {Schodube T3, ine 1) . A2ABI AT 212977 834,001 178050 0,148,386 55,561,072
4 Other Acjusimonts
-] Average Batanco Eligible for CPI . AAETTA A2BH0038 4IB22075 5475455 50.886A78
6. Maonthiy CPY Rate (a)
7. Construclion Period Intarest for Tax {CPI)
8. Ending Batance Excluding CPI $ - % L% 240,547 3 427065 44 5I7A25 § 46412685 3 55581077 § SH5R1072

tax S0,
{3} GP! is not caloulgted untih constraction starts for tax puposes. Page 2 of 2
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EXHIBIT 5

Lavy Caummy Nucleic Pliig {Seciion 1
Pea-Construsction Comts anc Carryiag [Lro— ich.a]
St 14 i T Eongs ety Eapins Comtioner Flecton
FLGADA PURLIC SEFVICE COMMESI0ON EXPLARATION: e L T T . r ks g
CORPANY. willion 342 Sufecinn sel Conmurion sasgeres
 apreas Enargy - Pl e et Fo g Yo by Y3Y117008
DOCKET MO
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w | =) T T 13 ] " [ -
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