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DIVISION OF REGULATORY COMPLIANCE & CONSUMER ASSISTANCE 
AUDITOR’S REPORT 

SEPTEMBER 27,2006 

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 Regulation in its audit qervice request dated 
July 26,2006. We have applied these procedures to the attached schedilles which were prepared 
by Utilities, Inc. of Pennbrooke in support of its filing for rate relief in Docket No. 060261-WS. 

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. 
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OBJECTIVES AND PROCEDURES 

RATE BASE 

General 
Objective: To determine that the utility’s filing represents its recorded results from 
continuing operations. 
Procedures: We reconciled the following individual component rate base balances to the 
utility’s general ledger as of December 31, 2005 and verified that adjustments required in 
Order No. PSC-O3-1OOO-PAA-WS, issued September 5,2003, were recorded. 

Utility-Plant-in-Service (UPIS) 
Objective: To determine that property exists and is owned by the utility. To determine that 
additions to UPIS are authentic, recorded at original cost, and properly classified in 
compliance with Commission rules and the NARUC Uniform System of Accounts. To verify 
that the proper retirements of UPIS were made when a replacement item was put in service. 
Procedures: We sampled UPIS additions for the period April 3,2003 through December 3 1, 
2005 for compliance with the stated objectives above. We verified that the utility properly 
recorded retirements to UPIS when a capital item was removed or replaced. We toured the 
utility plant sites to observe whether assets additions were completed and to ascertain if asset 
retirements were properly recorded. We sampled construction project additions and the 
corresponding source documentation. We verified that the utility used Commission approved 
AFUDC rates and traced the capitalized salaries to individual employee time sheets. Audit 
Finding No. 6 discusses our adjustments to allocate the transportation equipment plant 
balance to the utility’s wastewater system. 

Land and Land Rights 
Objective: To determine that utility land is recorded at original cost and is owned or secured 
under a long-term lease. 
Procedures: We verified that there have been no changes to utility land since its last rate 
proceeding by searching the county’s public records. 

Contributions-in- Aid-of-Construction (CIAC) 
Objective: To determine that additions to CIAC are properly recorded in compliance with 
Commission rules and the NARUC Uniform System of Accounts. To verify that CIAC 
additions are reflective of the utility’s Commission approved service availability tariff. To 
verify and insure that all donated property is properly accounted for and recorded as CIAC 
and UPIS. 
Procedures: We sampled CIAC additions for the period April 3,2003 through December 3 1, 
2005 for compliance with the stated objectives above. We scanned the utility’s cash receipts 
records for unrecorded cash and property. We reviewed developer agreements for unrecorded 
CIAC. We traced utility CIAC schedules to the general ledger and the utility’s authorized 
tariff rates. We toured the utility’s authorized service territory to look for new developments 
that may have included contributed property. Audit Finding No. 1 discusses our adjustments 
to correct the utility’s 2003 CIAC adjusting joumal entry that was made to allocate CIAC 
based on specific UPIS account balances. 
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Accumulated Depreciation 
Objective: To determine that accruals to accumulated depreciation are properly recorded in 
compliance with Commission rules and the NARUC Uniform System of Accounts. To verify 
that depreciation expense accruals are calculated using the Commission authorized rates and 
that retirements are properly recorded. 
Procedures: We traced the accumulated depreciation schedules to the corresponding UPIS 
schedules. We verified that the utility used Commission authorized rates to depreciate its 
UPIS accounts by calculating a sample of accumulated depreciation account balances to test 
for calculation errors. We verified that the utility properly recorded retirements to 
accumulated depreciation when the corresponding UPIS was removed or replaced. We 
recalculated a sample of accumulated depreciation account balances as of December 3 1,2005. 
Audit Finding No 2 discusses our adjustments to correct and include accumulated 
depreciation account balances that were left out of the utility’s filing. Audit Finding No. 3 
discusses our adjustments to the utility’s wastewater depreciation rates and the corresponding 
effect on its accumulated depreciation account balance. Audit Finding No. 6 discusses our 
adjustments to allocate the transportation equipment accumulated depreciation account 
balance to the utility’s wastewater system. 

Accumulated Amortization of CIAC 
Objective: To determine that accruals to accumulated amortization of CIAC are properly 
recorded in compliance with Commission rules and the NARUC Uniform System of 
Accounts. To verify that CIAC amortization expense accruals are properly recorded and 
calculated based on the rates and method used in the utility’s last rate proceeding. 
Procedures: We traced the accumulated amortization of CIAC schedules to the 
corresponding CIAC schedules. We verified that the utility used Commission authorized rates 
to amortize its CIAC accounts by calculating a sample of accumulated amortization account 
balances to test for calculation errors. We recalculated a sample of accumulated amortization 
of CIAC account balances as of December 31, 2005. Audit Finding No. 1 discusses our 
adjustments to correct the utility’s 2003 CIAC adjusting entry and the corresponding 
accumulated amortization of CIAC account balances. 

Working Capital 
Objective: To determine that the utility’s working capital balance is properly calculated in 
compliance with Commission rules. 
Procedures: We recalculated the utility’s working capital balance as of December 3 1,2005. 

Other Rate Base Items 
Objective: To determine that other component balances affecting rate base are properly 
stated and authorized by Commission rules or prior orders. 
Procedures: Determine that adjustments to include allocated rate base from subsidiary 
Operations are properly reported in the filing. Audit Finding No. 5 discusses our adjustments 
to WSC allocated rate base balances based on the affiliate transaction investigation performed 
in Docket. No. 060253-WS. Audit Finding No. 5 discusses our adjustments to allocate UIF 
allocated rate base balances to the utility’s wastewater system. 
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NET OPERATING INCOME 

General 
Objective: 
operations. 
Procedures: 
balances to the utility’s general ledger for ‘the 12-month period ended December 3 1,2005. 

To determine that the utility’s filing represents its results from continuing 

We reconciled the following individual component net operating income 

Revenues 
Objective: To determine that revenues are properly recorded in compliance with Commission 
rules ,md are based-on the utility’s Commission iqproved tariff rates. 
Procedures: We traced revenues to the general ledger and utility billing registers and selected 
a sample of customer bills from each customer rate class on a random basis and recalculated 
the bills using the Commission approved tariff rates. 

Operation and Maintenance Expenses (O&M) 
Objective: To determine that operation and maintenance expenses are properly recorded in 
compliance with Commission rules and were reasonable and prudent for ongoing utility 
operations. 
Procedures: We sampled O&M expense items from the general ledger based on auditor 
judgment. We reviewed the sample for the proper utility system, water or wastewater 
classification, NARUC account, amount, period and recurring nature. We examined invoices 
and supporting documentation to determine if the above objectives were met. Audit Finding 
No. 7 discusses our adjustments to O&M expense balances. Audit Finding No. 8 discusses 
our adjustments to the allocated WSC O&M expense balances based on the affiliate 
transaction investigation performed in Docket. No. 060253-WS. Audit Finding No. 10 
provides information on the utility’s transportation expense balances. 

Taxes-Other-Than-Income (TOTI) 
Objective: To determine that taxes other than income tax expense is properly recorded in 
compliance with Commission rules and was reasonable and prudent for ongoing utility 
operations. 
Procedures: We obtained the regulatory assessment fee filings and reconciled them to the 
general ledger. We obtained the property tax bills for review and to determine if the amount 
booked reflects the discount amount. Audit Finding No. 9 discusses our adjustments to 
regulatory assessment fee and property tax balances. 

Depreciation Expense 
Objective: To determine that depreciation expense is properly recorded in compliance with 
Commission rules and that it accurately represents the depreciation of UPIS assets and 
amortization of CIAC assets for ongoing utility operations. 

Procedures: We recalculated a sample of UPIS depreciation expense and CIAC amortization 
expense balances for the period using Commission approved rates and we verified that CIAC 
amortization expense was properly netted against depreciation expense. Audit Finding No. 1 
discusses our adjustments to correct the utility’s 2003 accumulated amortization of CIAC 
account balance and the corresponding effect on the CIAC amortization expense balances that 
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are netted against depreciation expense. Audit Finding No. 3 discusses our adjustments to the 
utility’s wastewater depreciation rates and the corresponding effect on depreciation expense 
balances. Audit Finding No. 4 discusses adjustments to the WSC allocated depreciation expense 
balances based on the affiliate transaction investigation performed in Docket. No. 060253-WS. 
Audit Finding No. 5 discusses our adjustments to allocate the UIF and WSC allocated 
depreciation expense balances to the utility’s wastewater system. Audit Finding No. 6 discusses 
our adjustments to allocate the depreciation expense balance on transportation equipment to the 
utility’s wastewater system. 

CAPITAL STRUCTURE 

General 
Objective: To determine that the components of the utility’s capital structure and the 
respective cost rates used to arrive at the overall weighted cost of capital are properly recorded in 
compliance with Commission rules and that it represents the ongoing utility operations. 

- ,  

Procedures: We reconciled the following individual component capital structure balances to the 
utility’s general ledger as of December 31,2005. Audit Finding No. 11 provides information on 
the utility’s capital structure component balances that were determined in the affiliate transaction 
investigation performed in Docket. No. 060253-WS. 

Long-Term-Debt 
Objective: To determine that long-term debt balances represent actual obligations of the utility’s 
parent and that they are properly recorded in compliance with Commission rules. 
Procedures: We traced long-term debt balances to the original documents and verified the terms 
and interest rate of each note payable. 

S hort-Term-Debt 
Objective: To determine that short-term debt balances represent actual obligations of the 
utility’s parent and that they are properly recorded in compliance with Commission rules. 
Procedures: We traced short-term debt balances to the original documents and verified the 
terms and interest rate and period. We recalculated test year interest expense. 

Accumulated Deferred Income Taxes 
Objective: To determine that accumulated deferred income taxes are properly stated and 
calculated based on the recorded differences between utility book and taxable income. 
Procedures: Recalculated a sample of deferred tax balances for the period using Commission 
authorized rates and federal tax rates. Audit Finding No. 12 provides information on the utility’s 
deferred tax balances. 

Customer Deposits 
Objective: To determine that customer deposit balances represent actual obligations of the 
utility and are properly recorded in compliance with Commission rules. 
Procedures: We traced a sample of customer deposit balances to supporting documentation and 
verified that customer deposits were r e h d e d  and credited with interest payments in compliance 
with Commission rules. 
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AUDIT FINDING NO. 1 

SUBJECT: ADJUSTMENT TO CONTIBUTIONS IN AID OF CONSTRUCTION 

SUMMARY: The utility’s water and wastewater rate base balances are understated by $18,65 1 
and $35,332, respectively, as of December 31, 2005 and its water and wastewater net 
depreciation expense balances are understated by $7,473 and $10,154, respectively, for the 12- 
month period ended December 3 1 , 2005. 

STATEMENT OF FACT: The utility was purchased in 2003. When Utilities, Inc. recorded 
the purchase of Pennbrooke Utilities Inc. to its general ledger it recorded the contributions in aid 
of construction (CIAC) balances as undistributed contributions instead of allocating them to the 
appropriate utility plant in service accounts. A balance of $842,934 was recorded in 2003 for 
water and $1 , 195,63 I for wastewater. 

Rule 25-30.140, F.A.C. requires CIAC for contributed property to be depreciated using the same 
depreciation rates as the utility plant in service (UPIS) associated with the contribution. 

Our review of the utility’s tariff and the prior period workpapers indicated that most of the 
transferred CIAC was related to contributed UPIS. The utility recorded contributed UPIS for 
Section J of its service territory in 2003. The remaining additions were for tap fee collections. 

$9 

The balance of $752,858 ($842,934 - $90,076) for contributed water UPIS and the entire balance 
of $1,144,388 for contributed wastewater UPIS was re-allocated to the appropriate CIAC sub- 
accounts based on the utility’s water and wastewater transmission and distribution account 
balances as of April 2003. 

9 
$0’ 

The audit staff estimated the maximum tap fees collected based on the utility’s tariff rate times 
the number of additions by meter size to be $108,900 as of December 2005. 

The schedules that follow show the audit staffs allocation and calculations of the corrected 
,v balances and the corresponding computation of accumulated amortization of CIAC and CIAC 

amortization expense for the 12-month period ended December 3 1,2005. ‘lo 

EFFECT ON GENERAL LEDGER: The following entries are needed to correct the utility’s 
general ledger balances to properly record the retirements discussed above. See the audit staff 
schedules and calculations that follow. 

NARUC 
Acct. No. Account Description 

2 15 
2 15 
271 CIAC Water Acc. Amtz. 
272 CIAC WIWater ACC. h t z .  
407 CIAC Water Amtz. Exp. 
407 CIAC WIWater Amtz. Exp. 

Retained Earnings - Water 
Retained Earnings - WIWater 

Debit Credit 
$11,178 
$25,178 

$18,651 
$35,332 

$7,473 
$10,154 
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EFFECT ON FILING: The utility’s water and wastewater rate base balances should be 
increased by $18,651 and $35,332, respectively as of December 31, 2005. The utility’s water 
and wastewater net depreciation expense balances should be increased by $7,473 and $10,154, 
respectiveiy, €or the 12-month period ended December 3 1,2005 
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General Ledger Adjustment Entries 

Utility NARUC 
Acct. No. Acct. No. Acct. Description 

2 15 Retained Earnings 
271 1000 272 CIAC Undistributed 
271 1010 272 CIAC Water Tax 
2711043 272 CIAC Mains 
271 1045 272 Service Lines 
2711048 272 Hydrants 
4071000 407 CIAC Undistributed 
4071010 407 CIAC Water Tax 
4071043 407 CIAC Mains 
4071045 407 Service Lines 
4071048 407 Hydrants 

2721000 
2721006 
2721008 
2721098 

4073000 
4073006 
4073010 
4073098 
4074008 

215 
272 
272 
272 
272 
272 
407 
407 
407 
407 
407 
407 

Retained Earnings 
CIAC Sewer Undis. 
CIAC Services Ww 
CIAC Mains Ww 
CIAC Manholes 
CIAC Force Ww 
CIAC Sewer Undis. 
CIAC Services Ww 
CIAC Tax 
CIAC Manholes 
CIAC Mains Ww 
CIAC Force Ww 

Sum of: 2 15 Retained Earnings 
2 15 Retained Earnings 
272 CIAC Water 
272 CIAC WIWater 
407 CIAC Water 
407 CIAC WIWater 

System 

Water 
Water ACC. Amort. 
Water Acc. Amort. 
Water ACC. Amort. 
Water ACC. Amort. 
Water ACC. Amort. 
Water Amortz. Exp. 
Water Amortz. Exp. 
Water Amortz. Exp. 
Water Amortz. Exp. 
Water Amortz. Exp. 

WIWater 
WIWater Acc. Amort. 
WIWater Acc. Amort. 
WIWater Acc. Amort. 
WIWater Acc. Amort. 
WIWater Acc. Amort. 
WIWater Amortz. Exp. 
WIWater Amortz. Exp. 
WIWater Amortz. Exp. 
W/Water Amortz. Exp. 
WIWater Amortz. Exp. 
WIWater Amortz. Exp. 

Water 
WIWater 
Water Acc. Amort. 
W/Water Am. Amort. 
Water Amortz. Exp. 
WIWater Amortz. Exp. 

Debit Credit 

$1 1,178.47 
$226,306.35 

$641.04 
$185,170.63 

$43,639.89 
$16,787.84 
$17,502.85 

$398.46 
$19,067.63 

$4,487.86 
$1,818.33 

$25,177.50 
$377,866.97 

$50,414.35 
$305,325.01 

$0.45 
$57,458.94 
$29,842.92 

$1 1.52 
$4,895.5 1 

$0.23 
$29,446.38 
$5,666.61 

$11,178.47 
$25,177.50 

$18,650.97 
$35,33 1.78 

$7,472.50 
$10,154.29 
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Utilities Inc. OfPennbrwke 
Analpis OfCIAC Contributed Plant 
TcstYearEndedDcCmber31,2005 

Balance Additions Balance Additions Balance Additions Balance 
2005 12/2005 4n003 2003 12/2003 2004 12/2004 

Cash $90,076 56,227 596,303 $9,000 $105,303 $3,597 $108,900 
Total CIAC 
NET CIAC to Allocate S752,858 

Utility NARUC PlantBalance Percent Allocated 
Acct. No. Acct No at Transfer of Total CIAC 
3315043 331 WaterMains 582.155 75.20% 566.135 
3335045 333 Services 
3355048 335 Hydrants 

, Total Water Plant 

136;564 17.64% 132;806 
W 7.16% 

$774,162 100.M)% S752,858 

,3y\ 3602006 360 Sewerservices 1140,550 12.28% S146,844 
3602007 360 ForceMains 162,693 14.22% 169,978 

Total Wastewater Plant 51,144,388 100.00% S1,195,631 
3612008 361 Gravity 73.56% 

CIAC Balances 

Utility NARUC Balance Additions Balance Additions Balance Additions Balance GLBalance 
2005 12/2005 12/2005 Dflerence A m .  No. A m .  No. 4t2003 2003 12/2003 2004 12/2004 

271 1000 271 Undistributed CIAC 10.69% $90,076 $6,227 $%,303 $9,000 $105,303 $3.597 $108,900 $842,934 ($734,034) 
271 1010 271 CIAC Water Tax 0.00% 0 0 0 0 0 0 0 18,824 (18,824) 

0 585,488 0 585,488 19,353 566,135 2711043 271 CIACMains 67.16% 566,135 19,353 585,488 
2711045 271 SerficeLines 15.76% 132,806 7,260 140,066 0 140,066 0 140,066 7,260 132,806 
2711048 271 Hydrants “ l , & E U  0 5 5 . 7 9 2  Q 5 5 . 7 9 2 L 8 z I 1 2 9 1 2  

100.00% $842,934 $34,715 S877,649 S9,& $886,649 $3,597 $890,246 5890,246 SO 
Y 

2721000 271 CIAC SewerUnds. so SO so SO SO SO SO SO SO pe3  4 2721006 271 CIACServicesWW 12.28% 146,844 2,920 149,764 0 149,764 0 149,764 1,195,631 (1,045,867) 
271 CIAC Force WW 14.22% 169,978 0 169,978 0 169,978 0 169,978 2,920 167,058 

0 892,213 13,403 878,809 2721008 271 CIACMainSWW 73.50% 878,809 13,403 892,213 0 892,213 
2721010 271 CIACTax 0.00% 0 0 0 0 0 0 0 1 I6 (116) 
2721098 271 CIACManholes 0.00% Q m  4.805 0 4 . 8 0 5  Q 4 . 8 0 5 4 . 8 0 5  Q 

$1,195,631 $21,128 $1,216,759 SO $1,216,759 $0 $1,216,759 $1,216,875 ($116) 

Accumulated Amortization of CIAC Balances 

Utility NARUC Rule Balance Additions Balance Additions Balance Additions Balance GLBalance 
2004 lU2004 2005 12/2005 12/2005 Difference Acct. No. Acct. No Rates 4t2003 2003 12/2003 

2721000 272 Undistributed CIAC 3.33% S21,972 $2,071 $24,043 $3,360 $27,403 $3,570 $30,974 $257,280 ($226,306) 
2711010 272 CIACWaterTax 2.22% 0 0 0 0 0 0 0 641 (641) 
2711043 272 CIACMains 2.33% 
2711045 272 Service Lines 2.50% 

t, 2711048 272 Hydrants 

2721000 272 CIAC Sewer Unds. 
2721006 272 CIAC Services WW 2.86% 

272 CIACForceWW 2.63% 
2721008 272 CIACMainsWW 3.34% 
2721010 272 CIACTax 
2721098 272 CIAC Manhole 

138,094 8,937 147,031 
32,395 2,270 34,665 

S205,612 S13,278 S218,890 

so so $0 
37,789 2,824 40,613 
43,743 2,978 46,721 

226,157 19,694 245,850 
0 0 0 
Q Q Q 

S307,689 $25,495 $333,184 

13.152 o L t 1 1 2  

19,519 
4,669 
j&Ll 

529,408 

so 
4,993 
5,667 

29,744 
0 

m 
$40,563 

166,549 19,519 186,068 897 
39,334 4,669 44,004 364 
W l & Q 1 6 . 8 7 2  M 

$248,298 $29,618 $277,917 $259,266 

$0 $377,867 
45,606 4,993 50,598 184 

275,594 29,744 305,338 13 

$0 so 

52,388 5,667 58,054 595 

- 160 E!Q 224 m 
0 0 0 

$373,748 $40,563 $414,311 $378,980 

185,171 
43,640 

$ I  8,651 

($377,867) 
50,414 

305,325 
0 
0 

57,459 

$35,33? 

CIAC Amortization Expense Balances 

G/L Balance Utility NARUC Additions 
Am. No. Acct. No. 2005 12/2005 Ditrerence 

4071000 407 Unditriiuted CIAC ($3,570) ($21,073) S17,503 
4071010 407 CIAC WaterTax 0 (398) 398 
4071043 407 CIACMains (19,519) (451) (19,068) 
4071045 407 SetviceLme (4,669) \ \  (182) (4,488) 

($22,146) (57,473) 
4071048 407 Hydrants 

4073000 407 CIAC SewerUnds. 
4073006 407 CIAC Services WW 

407 CIAC Force WW 
4074008 407 CIACMains WW 
4073010 407 CIACTax 
4073098 407 CIAC Manhole 

(529,843) $29,843 $0 
(4,993) (97) (4,896) 
(5,667) (5,667) 

(29,744) (298) (29,446) 
0 (12) 12 

@I 
($40,563) ($30,409) ($10,154) 
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AUDIT FINDING NO. 2 

SUBJECT: ADJUSTMENT TO ACCUMULATED DEPRECIATION 

SUMMARY: The utility's water and wastewater rate base balances are overstated by $1 1,677 
and $3,158, respectively, as of December 31, 2005 because it failed to include the organization 
cost's accumulated depreciation general ledger balances in the filing. 

STATEMENT OF FACT: The utility properly recorded the organization costs that were 
transferred from the last order in the plant schedules and in rate base but did not include the 
accumulated depreciation or depreciation expense on those zccounts in the filing. 

The utility's filing reflects balances of $11,677 and $10,738 for Acct. Nos. 301 and 351 - 
Organization Cost as of December 31, 2005. These balances were the approved transfer 
balances established in Docket No. 030236-WS, which transferred ownership of the utility to 
Utilities, Inc. 

\'x 
\ 

The utility's general ledger reflected a balance of $37,536 for Acct. No. 301 as of December 31, 
2004. The utility adjusted this balance in 2005 by reducing $25,859 to the proper balance of '''iv $1 1,677 which was established at the time of transfer. The wastewater organization cost was 

[' properly recorded. 

The utility's filing reflects an average balance of $24,607 on MFR Schedule A-5 which was 
calculated incorrectly because it incorporated the general ledger balance of $37,536 in its 
calculation which was not the correct organization cost balance estahiished at the time of 

~5 transfer. The utility did not carry this error forward to the water rate base presentation in MFR 
Schedule A-1 of its filing. 

\ b t  

zt 
The utility, however, did not include the corresponding accumulated depreciation account 
balances for these two accounts in its filing. The utility's general ledger reflects a balance of 
$13,176 for accumulated depreciation of organization cost which exceeds the asset balance by 
$1,499. The general ledger balance for the wastewater accumulated depreciation of organization 
cost is $3,158. 

The utility's general ledger also reflects balances of $292 and $268 for direct water and 
\' wastewater organization depreciation expenses for the 12-month period ended December 3 1, 

2005. Neither was included in the utility's filing. 

YO 
)\\p r l .  

~l-" 

We could not ascertain why the water organization cost account would be filly depreciated and 
not the wastewater account. The prior audit workpapers for the transfer docket did not break 
down accumulated depreciation for organization cost by account. The utility originally recorded 
the total accumulated depreciation for organization cost from the transfer docket in separate 
water and wastewater accounts. However the accumulated depreciation balances were combined 
into one account until they were allocated between water and wastewater accounts in 2004. 
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Since the utility included the organization cost balances in the filing, the associated accumulated 
depreciation and depreciation expense balances should also be included. However, since the 
water asset and accumulated depreciation organization cost accounts are out of balance its 
adjustment should include a second adjustment to remove the excess accumulated depreciation 
balance. 

EFFECT ON GENERAL LEDGER: The following entries should be made to the utility’s 
general ledger balances. 

Utility NARUC 
Credit I Acct. No. Acct. No. Account Description Debit 

1083001 180 Water Acc/Dep - Organization Cost $1,499 
2 15 1000 2 15 Retained Earnings - Water $292 
403200 1 403 Water Dep. Expense - Organization Cost $1,207 

Correct accumulated depreciation balance to equal the balance of the associated asset account 

EFFECT ON FILING: The utility’s water and wastewater rate base balances are 
overstated by $1 1,677 and $3,158, respectively, as of December 31, 2005 because it failed to 
include the organization cost’s accumulated depreciation general ledger balances in the filing. In 
addition, the water NO1 is understated by $268 for the 12-month period ended December 31, 
2005, because the utility also did not include the corresponding organization cost depreciation 
expense in the filing.. No adjustment is needed for wastewater depreciation expense because its 
organization cost account was not fully depreciated before the beginning of the test year. 

11 



AUDIT FINDING NO. 3 

SUBJECT: ADJUSTMENT TO WASTEWATER DEPRECIATION RATES 

SUMMARY: The utility’s wastewater accumulated depreciation a d  depreciation expense 
balances are understated by $3,129, each, respectively, for the 12-month period ended December 
3 1,2005. 

STATEMENT OF FACT: The utility records depreciation accruals monthly but the recorded 
amount is based on the beginning balance of plant and is not trued up at year end. 

Rule 25-30.140, F.A.C., requires the use of specific rates for each utility plant in service (UPIS) 
account. The utility provided a depreciation schedule that computed depreciation accruals based 
on its 2005 beginning UPIS sub-account balances for the year and it multiplied each account 
balance times the corresponding monthly depreciation rate. The utility reported some account 
activity to its UPIS account balances in July 2005 in its depreciation schedules, however the 
activity could not be reconciled to the general ledger. The utility’s depreciation schedule did not 
compute depreciation accruals using a half year convention for the additions. 

The schedules on the following pages details the differences between the audit staff’s calculated 
3 depreciation accruals and the amounts reported in the utility’s filing. Allocated depreciation 

balances from subsidiary operations are not included in these schedules because they were 
audited separately in the affiliate transaction investigation in Docket No. 060253-WS. Only the 
2005 test year was affected because that is the year that the utility booked the adjustments for its 
last proceeding in Docket No. 030236-WS. The utility’s adjustmenis only affected the 2005 
beginning balance and not the July 2005 activity. 

Si( 
$3 ‘ 

EFFECT ON GENERAL LEDGER: The utility’s wastewater accumulated depreciation 
balances should be increased by $3,129, as of December 31, 2005. The utility’s wastewater 
depreciation expense balances should be increased by $3,129 for the 12-month period ended 
December 3 1,2005. See the audit staffs calculations that follow for details. 

EFFECT ON THE FILING: Net wastewater rate base balances are reduced and net 
depreciation expense balances are increase by the same amount as discussed above. 
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Accumulated Depreciation and Depreciation Expense Adjustments 

Utility Accumulated Depreciation Depreciation Expense 
Debit Credit Debit Credit Acct. Nos. A&. Description 

108401 1 403301 1 Lie Station 
1084003 4033003 Building 
1084006 4033006 Services 
1084007 4033007 Force 
1084008 4033008 Gravity 
1084010 4033010 Manholes 
1084004 4033004 Lagoons 
1084005 4033005 Stp 
1085006 4037006 Reuse 

Tokl W/Water AcdDep. & Dep. Exp. Adjustment 

Total Adjustment 

120.26 

1,082.51 
18,419.92 

6.52 
19.66 

1,706.53 
12.18 

15,s 17.43 
16.09 

fLlUx22 $20.164.80 

Inc. Acc/Dep $3.128.51 

120.26 

1,082.51 
18,419.92 

6.52 
19.66 

1,706.53 
12.18 

15,s 17.43 
16.09 

s20.164.80 r17.a16.29 
Inc. Dep. Exp. s3.128.51 

See the schedule that follows for the specific audit Staffcalculations. 

Utility NARUC RUk B h  Adjustment Net 2005 B h c e  Dep. Per Per Dep. Ew. Adjusting A d e p  Adjusting 

($0) 
Ently Entw Acd.No. 

SO 108400I 
Aea. No. A&. No. DepRate l2nliZM)4 For2001 Beg.Bal. Additions 12/31/05 Expencc F i g  Diamce  G n  Ditferrnee Aca.No. 
351100l 351 OrnaairatOn 2.50% $10.738 SO S10.738 $0 $10.738 $268 $268 $0 4033001 $0 S268 
3542011 
3547003 
3602006 
3612007 
3612008 
3612010 
3662006 
3804004 
3804005 
3824009 
3907091 
3917050 
3937094 
3947095 
3967097 
3975000 
3985000 

354 Liftstation 
354 Building 
360 Selvices 
361 Force 
361 Gravity 
361 Manhoks 
366 Rmse 
380 Iagoans 
380 Sip 
382 OUtfaLlLiaen 
390 Fumihlre 
391 
393 Took 
394 Lab 
396 Communication 
397 
398 

Wartewater utility plant in service 

3.13% 
3.13% 
2.63% 
3.33% 
2.22% 
3.33% 
2.30% 
5.56% 
5.55% 
3.33% 
6.67./. 

6.25% 
6.67% 
10.00% 

72,557 0 72,557 
149,882 530,379 680,261 
155.224 0 155,224 
195,204 0 195,204 
854,763 0 854,763 

4.805 51.190 55,995 
0 0 0 
0 0 0 

9 0 3 9 5  (530,379) 373,524 
20.694 0 20,694 

0 0 0 
0 0 0 

1.391 0 1,391 
0 0 0 
0 0 0 
0 0 0 
n Q Q 

$2,369,161 $SI,l90 $2,420,351 

Averqe wastewater utility plant in service 

1,826 
118.787 

2,150 
0 

59 
0 

16,100 
903 

0 
0 
0 
0 
0 
0 
0 
0 
Q 

$139,825 

e .490262 

74,383 
799,048 
157,374 
195204 
854,822 
55.995 
16.100 

903 
373,526 
20,694 

0 
0 

1,391 
0 
0 
0 
Q 

$2,560,176 

2.2% 
23,114 
4,113 
6,507 

18,995 
1,866 

185 
25 

20,731 
689 

0 
0 

87 
0 
0 
0 
Q 

S78.877 

0 
7,110 

0 
11,897 
19,136 

0 
0 
0 

36.561 
689 

0 
0 

87 
0 
0 
0 
- 0 

$75.480 

2.2% 
16,004 
4,113 

(5,390) 
(141) 

1,866 
185 
25 

(15.830) 
0 
0 
0 

0 
0 
0 
- 0 

$3,397 

(0) 

(120) 1084011 2,416 (120) 4033011 
4,694 18,420 4033003 18,420 1084003 
5,196 (1,083) 4033006 (1,083) 1084006 
6.500 7 4033007 7 1084007 

18,976 20 4033008 20 1084008 
I60 1,707 4033010 1,707 1084010 
20 1 (16) 4037006 (16) 1085006 

13 I2 4033004 12 1084004 
36,548 (15,817) 4033005 (15,817) 1084005 

689 0 4033009 0 1084009 
0 0 0 
0 0 0 

0 4033094 
0 0 0 
0 0 0 
F 0 0 
P 0 0 

$3.129 

0 1084094 87 

S75.748 S3.129 

Remove Organbation Cost not included in utility 6% 

S75.480 Wastewater utility plant in service per MFR slii 

. .  
120 

(18,420) 
1,083 

(7) 
(20) 

16 
(12) 

15.817 
(0)  
0 
0 

(0) 
0 
0 
0 

9 
($3,129) 

(1.707) 
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AUDIT FINDING NO. 4 

SUBJECT: ADJUSTMENT TO ALLOCATED WSC RATE RASE 

SUMMARY: The utility’s allocated average net rate base from PTiter Service Corporation 
(WSC) is $17,270 as of December 31, 2005. The balance should be further allocated to water 
and wastewater operations for $9,281 and $7,989, respectively. 

STATEMENT OF FACT: WSC, the service corporation for the parent company Utilities, 
Inc., allocates a portion of its common rate base to each subsidiary utility throughout the United 
States. Utilities, Inc. of Pennbrooke received $14,085, which is the average amount as of 
December 3 1 , 2005. The allocation is net of accumulated depreciation and accumulated deferred 
income taxes or approximately 0.81 percent of the total WSC average net rate base of 
$1,740,155. The allocation was calculated using a customer equivalent percentage that equates 
all customers throughout the United States in terms of equivalent residential connections. 

\ 4,3! 3 

The Commission’s Division of Regulatory Compliance and Consumer Assistance, at the request 
of The Division of Economic Regulation, performed an affiliate transaction audit of Utilities, 
Inc. and its subsidiary WSC for the 12-month period ended December 31, 2005, in Docket No. 
060253-WS. The scope of the audit included a review of the WSC rate base components that are 

\ allocated to all of its subsidiary operations in 2005. The audit report, issued July 15, 2006, 
4 (’ Y included specific adjustments that increased Utilities, Inc. of Pennbrooke’s allocated average 

WSC rate base allocation by $3,185 to $17,270. 

6 
tq‘  

12. 

The audit staff has incorporated the findings of the above-mentioned audit report to determine 
Utilities, Inc. of Pennbrooke’s allocated average WSC rate base balance of $17,270 for this ( \  

/Lq proceeding. 

EFFECT ON GENERAL LEDGER: None, because WSC only allocates its net rate base for 
rate case proceedings. 

EFFECT ON FILING: Increase the utility’s average water and wastewater rate base balances 
by $1,7 12 and $1,473 , respectively, for the 12-month period ended December 3 1,2005. 

Total Allocation Allocation 
Simple Average Amount Water Percent W/Water Percent 

\ Per Utility Allocated Rate Base $14,085 $7,569 53.74% $6,516 46.26% 

$9,281 53.74% $7,989 46.26% Per Audit Allocated Rate Base $17,270 

Audit Adjustment $3,185 $1,712 $1,473 

Small differences are due to rounding 

4Y 
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AUDIT FINDING NO. 5 

5 iu" 

SUBJECT: ADJUSTMENT TO ALLOCATED UIF RATE BASE 

1 
50 

145 

SUMMARY: The utility's average water and wastewater rate base balances are overstated and 
understated by $12,276, each as of December 31, 2005 and its net water and wastewater 
depreciation expense balances are overstated and understated by $1,292, each, for the 12-month 
period ended December 31, 2005, because it did not allocate any allocated rate base or 
depreciation expense balances to its wastewater operations. 

542 
795 

23 
- 94 1 

STATEMENT OF FACT: The utility's general ledger reflects the following allocated rate 
base and corresponding depreciation expense balances that were included in its filing for this 
proceeding. All of the balances were included in the water system filing only. The utility's 
filing also included adjustments to allocate these costs to the wastewater system but we could not 
determine if the allocated balances were based on historical or proforma information. 

Utility NARUC Balance Balance 
Acct. No. Acct. No. Acct. Description Dec-04 Dec-05 Average 
108 1050 108 Acc/Dep - Office Furniture & Equip. ,/ ($2,738) ($3,5793 ($3,157) 
1083050 
3406050 
3486050 

UIF 
~ 

4032090 
4032091 
4032094 
4032095 
4 0 3 2 0 9 7 
4032098 

wsc 
4032090 
4032091 
4032093 
4032098 

108 
340 
348 

403 
403 
403 
403 
403 
403 

403 
403 
403 
403 

Acc/Dep - Other Tangible Plant 
Office Furniture & Equip. 
Other Tangible Plant 

Dep. Exp. - Other Tangible Plant 
Dep. Exp. - Office Furniture & Equip. 
Dep. Exp. - Communication & Equip. 
Dep. Exp. - Laboratory & Equip. 
Dep. Exp. - Communication Equip. 
Dsp. Exp. - Other Tsngible Plant 

Dep. Exp. - Office Structures 
Dep. Exp. - Office Furniture 
Dep. Exp. - Telephones 
Dep. Exp. - Other Tangible Plant 

(7,260) (9,366) (8,313) 
3' 1 3,378 32,;i,/ 34,277 3,799 

31,758 
$25,138 $28,074 $26,606 

'$160 

The rate base accounts and four of the depreciation expense accounts were allocated from 
Utilities Inc. of Florida (UIF), the regional office for all of Utilities, Inc. (Parent) Florida 
systems. These balances were audited in a separate affiliate transaction audit in Docket No. 
060253-WS. No adjustments were noted in the audit report dated July 15,2005. 

The rate base accounts allocated from Utilities, Inc. were included as an adjustment to the 
utility's rate base in the filing and they are addressed in a separate finding in this report along 
with the corresponding depreciation expense balances reflected above. That finding did not, 
however, determine an allocation of depreciation expenses between the utility's water and 
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wastewater operations. 

The above balances should have been allocated between the utility’s water and wastewater 
systems. The utility’s general policy is to allocate common expenses bwed on the percentage of 
water and wastewater customers for each system. The utility’s customer percentages are 53.86 
percent water and 46.14 percent wastewater based on its customer allocation schedule. 

13 

EFFECT ON GENERAL LEDGER: 
apply to the utility’s filing. 

The water and wastewater allocation adjustments only 

EFFECT ON FILING: The utility’s water and wastewater average net rate base balances 
should be decreased and increased by $12,276, each, respectively, as of December 31, 2005. 
($26,606 x 46.14%) The utility’s net water and wastewater depreciation expense balances 
should be decreased and increased by $1,292, each, respectively, for the 12-month period ended 
December 31,2005. ($2,800 x 46.14%) 
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AUDIT FINDING NO. 6 

. SUBJECT: ADJUSTMENT TO ALLOCATE TRANSPORTATION EQUIPMENT 

SUMMARY: The utility’s average water and wastewater rate base balances are overstated and 
understated by $3,727, each as of December 31, 2005 and its net water and wastewater 
depreciation expense balances are overstated and understated by $1,755, each, for the 12-month 
period ended December 31, 2005, because it did not allocate any transportation asset or 
transportation depreciation expense balances to its wastewater operations. 

STATEMENT OF FACT: The utility’s filing reflects the following transportation account rate 
base and depreciation expense balances. All of the balances were included in the water system 
filing only. The utility’s filing also included adjustments to allocate this cost to the water system 
but we could not determine if the allocated balances were based on historical or proforma 
information. 

Utility NARUC Balance Balance 
Acct. No. Acct. No. Acct. Description Dec-04 Dec-05 Average 

I 1083050 108 AccDep - Transportation (15,064) (3,805) (9,435) 
39 17000 34 1 Transportation Equipment $15.998 $19,024 $17,511 

$934 $15,219 $8,077 

4032092 403 Dep. Exp. - Transportation $3,805 

The above balances should have been allocated to the utilities water and wastewater systems. 
The utility’s general policy is to allocate common expenses based on the percentage of water and 
wastewater customers for each system. The utility’s customer percentages are 53.86 percent 
water and 46.14 percent wastewater based on its customer allocation schedule. 

EFFECT ON GENERAL LEDGER: The water and wastewater allocation adjustments only 
apply to the utility’s filing. 

EFFECT ON FILING: The utility’s water and wastewater average net rate base balances 
should be decreased and increased by $3,727, each, respectively, as of December 31, 2005. 
($8,077 x 46.14%) The utility’s net water and wastewater depreciation expense balances should 
be decreased and increased by $1,755, each, respectively, for the 12-month period ended 
December 31,2005. ($3,805 x 46.14%) 
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AUDIT FINDING NO. 7 

SUBJECT: ADJUSTMENT OT OPERATION AND MAINTENANCE 

SUMMARY: The utility’s water and wastewater rate base balances are understated by $1,779 
and overstated by $842 as of December 31, 2005. The utility’s water and wastewater O&M 
expense balances are overstated by $3,716 and $6,548, respectively, for the 12-month period 
ended December 3 1,2005. 

STATEMENT OF FACT: The utility has charged out of period invoices causing 13 months of 
invoices to be charged to some accounts. The utility also charged tariff filing charges that affect 
more than one year to 2005 expenses. A fence which should have been capitalized was also 
expensed. 

The utility included the following expense to the indicated accounts for the 12-month period 
ended December 3 1,2005. 

Utility 
Acct. No. Invoice Ref. No and Vendor Amount Service provided 
6338001 98520*08662*Rose,Sun $781.80 Misc Legal To Amend Tariff And Territory Application Amendment 
633 800 1 

6755090 

43‘’ 7754008 
7754008 
7352020 
6759415 

6759490 
636 1000 
6759140 

7754008 

99647*08662*Rose,Sun 

93564*18025*Aabot Fence 

73 180*02137*American Pi 
73180*02137*American Pi 
73 709 * 1 3 024*Advance 
73314* 17284*Turfmaster 

74209*17241*Waste Man 
73320*14878*Ken’s Bu 
U68377*67043*Sprint 

79480* 16224*American 

601.25 
$1,383.05 

$2,329.51 

$1,150.20 
1,725.30 
1,033.50 
675.00 

$4,584.00 

$215.86 
842.40 
99.83 

$1,158.09 

$1.155.00 

Misc. Legal Re Tariff Amendment 

Labor And Materials To Replaw i3 Lr:e Posts And Top Rail With 
Fittines. Retighen Barbed Wire I-stall Bottom Tension Wire 

Pumped 14,200 Gal Of Sludge Dec. 28 2004 
Pumped 21,300 Gal. Of Sludge Dec 29 2004 
Sewer Testing December 2004 
Lawn Maintenance For Dec. 2004 

13 Months Of Expenses Included 
13 Months Of Expenses Included 
13 Months Of Expenses Included 

3 Tickets Indian River Plantation Sludge Haul At 385 

The audit staffs analysis of the above invoices indicated the following problems 

1. In two of the invoices the utility recorded $1,383 of legal fees to amend its water service tariffs. 
These costs affected more than one year and therefore, they should be deferred and amortized over 
four years. The amount removed would be three years of amortization. 

2. In one invoice the utility had a portion of a fence replaced by Aabot Fence for $2,330 during the test 
year. According to the Commission staff engineer assigned to this proceeding, the cost to replace the 
fence should have been capitalized. 

3. Four of the invoices totaling $4,584 were for services provided in the prior year 2004 and should be 
removed. 
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4. Three of the invoices totaling $1,158 should be removed because they represent a thirteenth or 
fourteenth payment for monthly services where only twelve invoices should have been recorded. 

5. One invoice for $1,155 was to haul sludge from a sister subsidiary system and should be removed. 

EFFECT ON GENERAL LEDGER: The following general ledger entries are needed to 
correct the utility’s general ledger balances. See the audit staff schedules and calculations on the 
following page. 

NARUC 
Acct. No. Account Description 

108 Accumulated Depreciation 
186 Miscellaneous Deferred Assets 
2 1 5 Retained Earnings 
304 Structures & Improvements 
408 Depreciation Expense 
620 Water - Material & Supplies 
633 Water - Contractual Services - Legal 
63 5 Water - Contractual Services 
675 Water- Miscellaneous Expense 
7 1 1 Sludge Hauling 
720 W/Water - Material & Supplies 
735 W/Water - Contractual Services 
775 W a t e r -  Miscellaneous Expense 

Debit Credit 
$3 6 

$1,037 
$6;SY7 
$2,330 

$3 6 

$346 
$2,809 

$745 
$507 

$4,03 1 
$1,445 

$63 8 
$43 5 

EFFECT ON FILING: The utility’s water and wastewater rate base balances should be 
increased $1,779 and reduced by $842, respectively, as of December 31, 2005. The utility’s 
water and wastewater O&M expenses balances should be reduced by $3,716 and $6,548, 
respectively, and the utility’s water depreciation expense should be increased by $36 for the 12- 
month period ended December 3 1 , 2005 

Rate Base Adjustment Water Wastewater 

Add fence removed form O&M expense $2,330 -na- 

Add 1/2 year Acc/Dep on fence (36) na-  

Reduce Working Capital (1/8th of $4,121 & $6,895) /515) @Q 

$1,779 ($842) 
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Adjustments to utility's general ledger 

Utilitv NARUC 
Acct. No. Acct. No. Invoice Ref. No and Vendor Amount 
6755090 620 93564'18025'Aabot Fence $2,329.51 
6759415 620i720 73314*17284*Turhaster 675.00 
6759490 6201720 74209*17241*Waste Man 215.86 
7352020 720 73709* 13024*Advance 1.033.50 

$4.253.87 

633 One-fourth of legal fees $345.76 

6338001 6351735 98520*08662*Rose.Sun $781.80 
6338001 6351735 99647*08662*Rose.Sun 601.25 

$1,383.05 

6361000 675/775 73320*14878*Ken's Bu. $842.40 

$942.23 

7754008 71 1 79480*16224*American $1,155.00 
7754008 71 1 73180*02137*American Pipt 1,150.20 
7754008 711 73180*02137*American Pipt 1.725.30 

$4,030.50 

6759140 675i775 U68377*67043*Sprint 99.83 

Total O&M Expense reduction $10,955.41 

Allocations based on customers per utility schedule 

Calculation: 
Acct. 633 $1,383.05 1 4  years = $345.46 

Remaining balance of $4037.59 to Acct. 186 

Water 
($2,329.51) 

(3 63.54) 
(116.26) 

-na- 
($2,809% 

$345.76 

($42 1.06) 
(323.82) 

($744.88) 

($453.70) 

($507.46) 

-na- 
-na- 
-na- 

($3,715.88) 

53.86% 
0 

Wastewater 
-na- 

(3i1.46) 
(99.60) 

($1.033.50) 
($1,444.56) 

-na- 

($360.74) 

($638.17) 

($388.70) 
(46.06) 

($434.77) 

($1,155.00) 
(1,150.20) 
(1.725.30) 

($4,030.50) 

($6,548.01) 

46.14% 
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AUDIT FINDING NO. 8 

SUBJECT: ADJUSTMENT TO ALLOCATED WSC EXPENSE 

SUMMARY: The utility’s allocated common operating expense from Water Service 
Corporation (WSC) is $56,034 for the 12-month period ended December 3 1,2005. 

STATEMENT OF FACT: WSC, the service corporation for the parent company Utilities, 
Inc., allocates a portion of its common operating expenses to each subsidiary utility throughout 
the United States. Utilities, Inc. of Pennbrooke received $57,875 or approximately 0.76 percent 
of $7,644,705 in total WSC common expenses for the 12-month period ended December 3 1, 
2005. The allocation was calculated using a customer equivalent percentage that equates all 
customers throughout the United States in terms of equivalent residential connections. 

$\/\ 

The Commission’s Division of Regulatory Compliance and Consumer Assistance, at the request 
of The Division of Economic Regulation, performed an affiliate transaction audit of Utilities, 

($/‘ Inc. and its subsidiary WSC for the 12-month period ended December 31, 2005, in Docket No. ’ 060253-WS. The scope of the audit included a review of the WSC common expenses that are 
b i b  allocated to all of its subsidiary operations in 2005. The audit report, issued July 15, 2006, 

5 included specific adjustments that reduced Utilities, Inc. of Pennbrooke’s allocated common 
expenses by $1,842 to $56,034. Additionally, the corresponding adjustment to reduce working 
capital for this proceeding is $230. 

The audit staff has incorporated the findings of the above-mentioned audit report to determine 
Utilities, Inc. of Pennbrookc’s allocated average WSC common expenses is $56,034 for this 
proceeding. See audit staffs calculations on the following page. 

EFFECT ON GENERAL LEDGER: 

G/L Acct. Description Debit Credit 
2 15 1000 Retained Earnings $1,452 - 
4032098 Dep. Exp. - Computer 
4191010 Interest Income 
4272090 Interest Expense 

6369009 Amtz. Exp. - Computer 
6599090 Insurance Exp. - Other 
6759005 Postage Fees 

4\i‘ 6329002 Audit Fees 

$6 
$1 

$389 
$703 

$80 
$726 
$327 

EFFECT ON FILING: The utility’s water and wastewater O&M expense balances are 
overstated by $938 and $904, respectively, for the 12-month period ended December 31, 2005. 
Additionally, water and wastewater working capital balances should be reduced by $1 17 and 
$1 13, respectively, as of December 31, 2005 which is of the O&M expense reductions 
mentioned above. 
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Pennbrooke Per Company Adjustment Per Audit 
Allocation Schedules WSC Expense Pennbrooke WSC Expense Pennbrooke WSC Expense Pennbrooke 

SE51 Allocated Computer $545,445 $4,166 ($12,634) ($86) $532,811 $4,08 1 
SE52 Allocated Insurance 2,114,495 12,012 (156,711) (726) 1,957,784 11,286 

Per GiL $7,644,705 $57,875 ($244,3 17) ($1,452) $7,400,388 $56,424 

Per MFR ($1,842) $56,034 

SE60 Allocated General 4,984.765 4 1.697 (74.972) (640t 4,909,793 41.057 

a Remove interest income and expense not included in the filing 

SE5 1 
Acct No. Per Utility Adjustment Per Audit 
4032098 Dep. - Computer $941 ($6) $935 
6369009 Amtz. - CompEter 

SE52 

- 196 
$1,137 

- 116 " 

$1,051 

Acct Po.  Per Utility Adjustment Per Audit 
6599090 Insurance - Other $12,0 12 ($726) $1 1,286 

SE60 
Acct No. Per Utility Adjustment Per Audit 
4191010 Interest Income ($1) $1 $0 
4272090 Interest Expense 
6329002 Audit Fees 
6759005 Postage Fees 

MFR 

(389) 
2,054 
- 607 

$2,27 1 

0 
1,351 
- 280 

$1,631 

MFR B-12 MFR B-12 
50.78% 49.22% 

Acct No. Acct. No. Adjustment Water WlWater 
4032098 Dep. - Computer 403 * ($6) ($6) $0 

4191010 Interest Income 426 ** 
4272090 Interest Expense 4191427 ** 

6329002 Audit Fees 6321732 
6369090 Amtz. - Computer 6361736 
6599090 Insurance - Other 6591759 
6759005 Postage Fees 6751775 

O&M Expense Adjustment 

0 
0 

0 0 
0 0 

Total WSC allocated expense adjustment ($1,842) ($938) ($904) 

Working Capital Adjustment (118 of O&M Expense Adjustment) ($230) ($117) ($113) 

* 
* *  

This account was only charged to water operations per the reconciliation schedule provided with the MFRs. 
Per utility these two allocations fiom WSC are not carried forward into the MFR filing so no adjustment is needed. 
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AUDIT FINDING. 9 

SUBJECT: ADJUSTMENT TO TAXES OTHER THEN INCOME 

SUMMARY: The utility’s water and wastewater Taxes Other Then Income (TOTI) balances are 
understated by $4,601 and overstated by $4,252, respectively, for the 12-month period ended 
December 3 1,2005. 

STATEMENT OF FACT: The utility’s filing reflects balances of $43,472 and $39,394 for 
water and wastewater TOTI, respectively, for the 12-month period ended December 3 1,2005. 

Payroll Property 
System RAFS Taxes Taxes Other Total 
Water $15,159 $5,860 $22,374 $79 $43,472 

$28,897 $11,169 $42,649 $151 $82,866 
Wastewater 13,738 5,309 20,275 - 72 $39,394 

The utility’s water and wastewater RAF balances are understated by $223 and $125, 
respectively, based on the following audit staff determinations. 

%,28 1 .  The utility allocated its total RAF balance to water and wastewater operations based on its 
corresponding revenues for the period. They should have recorded the specific RAF amounts 
calculated to each specific system. 

2. The utility’s combined RAF balance above of $28,628 includes RAFs calculated for the period July 
2004 through December 2004 and does not include the July 2005 through December 2005 combined 
RAF balance of $12,84 1. The utility should have included the proper periods for the filing. 

4 

4 
53f 

The utility’s water and wastewater property tax balances are overstated and understated by 
$4,377, each, respectively, based on the following audit staff determinations. 

1 .  The utility allocated its property taxes between water and wastewater operations based on revenues. 
2. Real estate taxes should have been recorded to the water or wastewater system specifically using the 

3. Tangible property tax should be allocated based on gross utility plant balances because it represents a 
tax on tangible assets such as the utility plant assets. 

2% 

it property. 
$3‘ 

<’‘ 

See the audit staffs calculations that follow for the above adjustments. 

EFFECT ON GENERAL LEDGER: The utility’s 2005 RAF should be increased by a net 
$223 to properly record the actual combined water and wastewater RAF for the period. There is 
no effect on property taxes because it is a reallocation within the same utility system. 

EFFECT ON THE FILING: The utility’s water and wastewater Taxes Other Then Income 
(TOTI) balances should be increased by $4,601 and reduced by $4,252, respectively, for the 12- 
month period ended December 3 1 , 2005. 
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Adjustment to RAF Water W/Water Total 
Per Audit 53. zs/ fJ-?& $7,397 $6,962 $14,359 a Add Jan-Jun 2005 per RAF filing 
Per Utility (7,512) (6,847) (14,359) b Remove Jan-Jun 2005 per R4F filing 
Per Audit 5 3- $,)55- Y 7,945 6,942 14,886 a Add Jul-Dec 2005 RAF filing 
Per Utility l7.606) (6.9321 f14.538) b Remove Jul-Dec 1004 'W filing 
Audit Adjustment $223 $125 $349 Remove 2004 RAF and add 2005 FL4F 

Adjustment to Property Tax 
Per Audit 53, /c $17,633 $23,933 $41,566 c TangiblePropertyTaxInv.Ref# -U92013 
Per Audit 55.27 
Per Audit $3- f & 
Per Audit 5 3 -17 
Per Audit r ,  

Per Audit 
Per Audit 
Per Audit 
Per Audit 
Per Audit 
Per Utility 
Audit Adjustment 

53- i f  
C3dZQ 
53- 'L f 
63-2L 

250 
0 
0 

114 
0 
0 
0 
0 

$17,997 
22.374 
$4,377 

$339 
25 1 
78 
0 

13 
7 

16 
16 

$24,652 
20,275 

($4,377) 

589 
25 1 
78 

114 
13 
7 

16 
- 16 

$42,649 
42.649 

$0 
b 

Parent property tax allocation 
Real Estate Property Tax Inv. Ref# - U92011 
Real Estate Property Tax Inv. Re# - U92010 
Real Estate Property Tax Inv. Ref# - U92009 
Real Estate Property Tax Inv. Ref# - U92007 
Real Estate Property Tax Inv. Ref# - U92006 
Real Estate Property Tax Inv. Re# - U92005 
Real Estate Property Tax Inv. Ref# - U92004 

TOT1 Audit Adjustment $4.601 4$&252) 

UPIS MFR A-58~6 $1,907,390 $2,617,2 12 $4,524,602 
Less Land 121.115) (57.035) (78,150) 
Gross UPIS $1,886,275 $2,560,177 $4,446,452 
Percentage 42.42% 57.58% 100.00% 

a) Actual invoice 
b) Allocated based on revenues 
c) Allocated based on gross utility plant 
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AUDIT FINDING NO. 10 

SUBJECT: TRANSPORTATION EXPENSE 

SUMMARY: The utility’s transportation expense account balances may not reflect the actual 
cost incurred by the utility. 

STATEMENT OF FACT: The utility uses GE Capital Fleet to manage its fleet of vehicles. 
GE Capital provides gas cards for the employees to buy fuel for their vehicles and oversees the 
maintenance of the fleet 

The supporting documentation supplied by the utility for transportation expense was not 
sufficient to determine that the charges relate to the specific vehicles assigned to each system. 

The utility provided the total invoice and its internal allocations of those invoices to the 
respective utility systems. This alone did not provide us adequate information necessary to 
determine that the charges allocated to each utility actually related to vehicles use for that system 
or whether the repairs were reasonable. We requested additional information but it was not 
received before the completion of the audit. 

43/\’ 

JV’~ 
\ 

EFFECT ON GENERAL LEDGER: The balance in the transportation expense account may 
need to be reallocated among subsidiary systems, 

EFFECT ON FILING: Same as above. 
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AUDIT FINDING NO. 12 

SUBJECT: 

3 1 ,$ 
INFORMATION ON CAPITAL STRUCTURE BALANCES 

SUMMARY: The utility’s average capital structure balance is $229,3 14,620 as of December 3 1, 
2005 and its cost rate for long-term debt is 6.73 percent. 

STATEMENT OF FACT: The utility’s filing reflects the following capital structure balances 
prior to the reconciliation with rate base as of December 3 1,2005. 

Prior Year 
Class of Capital 1213 112004 

Long Term Debt $1 12,803,215 

Short Term Debt 18,768,000 

Common Equity 88,963,597 

Customer Deposits 7,777 

Acc. Deferred Income Tax 3 1,462 

Totals $220,574,05 1 

Test Year 
12/31/2005 Average Cost Rate 

$135,285,191 $124,044,203 6.81% 

3,926,000 11,347,000 2.00% 

92,611,247 90,787,422 1 1.77% 

10,706 9,242 6.00% 

36.037 33.750 0.00% 

$231,869,181 $226,221,616 

The Commission’s Division of Regulatory Compliance and Consumer ,4ssistance, at the request 
of The Division of Economic Regulation, performed an affiliate transaction audit of Utilities, 
Inc. and its subsidiary WSC for the 12-month period ended December 31, 2005, in Docket No. 
060253-WS. The scope of the audit included a review of the Utilities. Inc., the parent, capital 
structure component balances as of December 31, 2005. The audit repx.i., wued July 15, 2006, 
determined the following average balances for Pennbrooke’s parent, Utilities Inc. as of 
December 3 1,2005. 

Prior Year Test Year 
Class of Capital 1213 112004 1213 112005 Average Cost Rate 

Parent Level 

Long Term Debt 

Short Term Debt 

* CommonEquity 

$1 12,803,215 $135,285,19 1 $124,044,203 6.73% 

18,768,000 3,926,000 11,347,000 2.00% 

92,087,507 95,673,345 93,880,426 

Pennbrooke Level 

** Customer Deposits 7,777 10,706 9,242 

** Acc. Deferred Income Tax 3 1,462 36,037 33,750 

Totals $223,697,961 $234,93 1,279 $229,3 14,620 

* The cost rate for common equity to be determined after reconciliation to the utility’s average rate base. 
** These balances do not include other audit adjustments in this report where applicable. 

6.00% 

0.00% 

Based on the above-mentioned affiliate audit report findings the average common equity balance 
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should be increased by $3,093,004 ($93,880,426 - $90,787,422), the long-term debt cost rate 
should be reduced by 0.08 percent (6.81% - 6.73%) as of December 31,2005. 

EFFECT ON GENERAL LEDGER None, because capital structure balances are only used in 
rate case proceedings 

EFFECT ON FILING: To be determined by the analyst in Tallahassee. 
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AUDIT FINDING NO. 13 

SUBJECT: INFORhaATION ON DEFERRED TAXES . 

SUMMARY: The utility reports $31,462 upon its books in net deferred income taxes in 2005. 
This amount is reported at average as $33,750. As a result of our testing as described below, the 
average balance used in this case should be changed from $33,750 by $5,369 to report $39,119. 
This amount contains estimates which have been presented to the utility are subject to 
adjustments based upon further findings during this case, 

Calculations; 

Beginning Balance 

Deferred Income Tax 

Corrections 

State Depreciation 

State Intangible 

Federal Intangible 

Federal Depreciation 

Total 

Average Year End 

$33,750 $3 1,462 

5,253 5,254 

967 702 

(85 1) (2,402) 

Pending Pending 

$39,119 $35,016 

EFFECT ON FILING: If all the findings are accepted there is no direct effect on rate base or 
utility income. The capital structure effect is to reduce the provision for equity and debt by 
$5,369 and increase deferred taxes by $5,369. 

Deferred.Taxes -- Item 1: Accelerated Depreciation - State of Florida 
When the utility takes tax benefits due to accelerated depreciation, the utility must record 
deferred income taxes. In this case, the utility failed to record sufficient state deferred taxes in 
its accounts. The estimated correction at average is $5,253 and at year end is $5,254. 

EFFECT ON GENERAL LEDGER: 

NARUC 
Acct. No. Acct. DescriDtion 

2 15 Retained Earnings 
190 State Deferred Taxes - Depreciation 

Debit Credit 

$5,254 
$5,254 

Deferred Taxes -- Item 2: Deferred Taxes Intangible Plant - Federal and State of Florida 
Intangible plant is recorded as an asset in water and sewer plant accounts as either organization 
plant or as franchise plant. For income tax purposes, this intangible plant is expensed and 
deferred taxes are recorded. Intangible plant and deferred taxes for intangible plant during the 
normal course of business are not reduced unless a utility’s assets are sold. 
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Utility intangible plant did not match the expected balance of deferred income taxes. Further the 
State of Florida deferred taxes had not been properly recorded. The estimated correction to 
Federal deferred accounts at average is ($851) and at year end is ($2,402). The estimated 
correction to state deferred account is $967 at average and at year end is $702. 

EFFECT ON GENERAL LEDGER: 

NARUC 
Acct. No. Acct. Description 

2 15 Retained Earnings 
190 
190 

Federal Deferred Taxes - Intangible Plan1 
State Deferred Taxes - Intangible Plant 

Debit 

$2,402 

Credit 
$1,700 

$702 

Deferred Taxes -- Item 3: Accelerated Depreciation - Federal 
Accelerated depreciation is a difficult account for a utility to maintain and difficult for the 
Commission to audit. We found there was a possibility of errors and non utility effects in the 
account. There was not enough available audit time for staff to verify the details in this account 
sufficiently to comment the account was free of error, free of non utility effects and reflected 
necessary Commission adjustments appropriately. 

Absent available audit resources, we have asked the utility to present additional information 
concerning its deferred taxes in this matter. Absent additional audit procedures, we recommend 
industry staff use reported plant additions, retirements and Commission adjustments along with 
known state and federal depreciation rates to determine what level for Federal Accumulated 
Deferred Income Tax is reasonable. Once a Federal Deferred Tax - Accelerated Depreciation 
level is set, it would be appropriate to revise the estimate presented in item 2: Deferred Taxes .-- 
Accelerated Depreciation State of Florida. 

Possible Accounts Affected upon General ledger: 

Retained Earnings 
State Deferred Income Taxes - Depreciation 
Federal Deferred Income Taxes - Depreciation 

State Non Utility Deferred Income Taxes - Depreciation 
Federal Non Utility Deferred Income taxes -- Depreciation 

Deferred Taxes -- Item 4: Accounting for Post 2000 Tap Fees 
Treasury Regulation Section 1.1 18-2@) (3) excludes customer connection fees fiom the 
definition of CIAC for tax purposes. Therefore, Commission staff has advised that subsequent to 
the year 2000, CIAC in the form of cash tap fees paid to the utility is taxable. This appears to be 
a significant item in future utility accounting and ratemaking. 

The utility records the effects of (1) taxable CIAC and (2) its amortization correctly in its 
deferred tax accounts, but the also utility reports (3) additional book depreciation in its reports 
where no book depreciation exists. Further, it appears that the taxable CIAC effects are at an 
accelerated rate rather than the straight line rate used by the utility. This reporting does not 
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affect the setting of rates in this case, but it clouds the auditing and determination of deferred 
taxes and the utility’s ongoing and future reports such as annual report schedule F-23 and MFR 
schedules C-1 and C-2, and C-5. Clarification on this matter is needed. 

From the auditor’s perspective, it appears the proper accounting for taxable CIAC is to treat the 
amortization of tax on CIAC as income statement amortization and not provide a corresponding 
provision for income taxes on this amortization in ratemaking. Treating this item entirely in 
deferred tax accounts on the balance sheet seems to cause long-lived problems in assessing the 
impact of taxable CIAC and accelerated depreciation on rates. 

Deferred Taxes -- Item 5: Error in Utility MFR 
Utility information contained in its filing schedules C-1, C-2 and C-5 that report the provision for 
income taxes did not match utility schedule B-1 or Annual Report Schedule F-23 or Annual 
Report Schedule F-3. This type of error causes audit inefficiencies. Staff has relied upon annual 
report schedules during this audit of deferred income taxes. 

Deferred Taxes -- Item 6: AFUDC 
Based upon a review of cash flow model, it is apparent that when setting rates for a utility 
receiving both an income tax allowance and AFUDC, for ratemaking, it is appropriate to adjust 
the final calculations for income tax expense by the tax effect of equity AFUDC depreciation. 

In the past, this item could be considered immaterial but the issue grows as AFUDC is accrued 
by utilities year-after-year which receive allowances for federal income tax. 

Due to audit time constraints, the auditor was not able to fully research this utility’s AFUDC 
history or determine the correct amount of equity AFUDC depreciation in this case. 
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EXHIBIT 1 

Sdwdul8 of Wafer Rate Base 

Company: UPlides, lnc. of Pennbrooke 
Dacket No.: 06a261-WS 
Schedule Year Ended 12131/05 
Interim I 1 Final [XI 
Historical [XI Pmkctd [ I 

Florida Public Sewice Commission 

Schedule: A-1 
Page 1 of 1 
Preparer: Scot! 0. Fogelsanger 

1 

2 

3 

4 

5 

5 

7 

8 

13 

10 

11 

12 

Utirity Plant m Service 

Utility Land LL Land Rights 

Less: NM-Used & Useful Plant 

Construction Work in Prcgress 

Less: Accumulated Depreciation 

Less: ClAC 

Accumulated Amortization olClAC 

Acquisition Adjustments 

Accum. Amok of Acq. Adjustments 

Advances For Conslructkrn 

Working Capital Allowance 

Tolal Rete &sa 

S I  ,829,054 

21,115 

0 

12,253 

(695,593) 

(888448) 

248,194 

476,560 

0 

0 

21.393 

$31,125 A,B,C,D 

0 

0 

0 

75,060 E.F 

0 

0 

(476,W) G 

0 

0 

3,837 H 

$1,024,528 
eCr*Cr==*= 

51,860,179 

21,ft5 

0 

$2,263 

(620.533) 

(888,448) 

248,fM 

0 

0 

0 

25,230 

$657,990 
...--- 1 
====41=r 

A-5 

A-5 

A-3 

A-18 

A-9 

A-12 

A-44 

A-16 

A-17 
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EXHIBIT 2 

Schedule of Wastewater %le bse Flwlda Public Service Ce"ission 

SchedU\8: A-2 
Page 1 of 1 
Prepsrer. Scott 0. Fagelsangsr 

1 Utility Plant in Swvice $2,464,671 $72,117 A,B,C $2,536,788 A-6 

2 Utility Lend 8 Land Rights 57,035 0 57,035 A-6 

3 Less: Non-Used & Useful Plant 0 0 0 A-7 

4 Consfruction Work in Progress 2,235 0 2,235 ~ - t e  

5 Less: ACWMUlated Depredation (673,618) (11,216) f,F (684,834) A-10 

6 Less: CIAC ( 5  ,218,675) 0 (1,216,875) A-12 

7 Accumulated Amortizatio:. of CNC 363,776 0 363,776 A-1 4 

8 Acquisition Adjusbnents 0 0 0 

9 A m m .  Amok of Acq. Adjustments a 0 0 

10 Advanoes For ConsZructitiM1 0 0 0 4-16 

11 Working Capibl AIiowsnce 27,590 3,417 H 31,107 A-57 ---- I.-..- -.-- 
7 2 Total Rats Base Si.024,914 564,318 $1 ,WP32 

==.l=tt==t -&------ rlts==tb -------- 
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EXHIBIT 5 

Schedule of Requested Cos ofCspitsl 
Beginning and Year End Average 

Company: Utilikieo, Ine. of Ponnbrooke 

ScheduleYcar End& t2rjl;0S 
Inten" [ J Find [XI 
Historical [x) Pmjeckd [ 3 

Docket NO.: 060761-WS 

Florida Public Service Commission 

SOhaduk 0-1 Reviad 
Page 1 of I 
htpsrer: Kirstm E. Weeks 

Expfamtion: Provide a schedule which dculntes the requested cost of cnpiml on a simple rvcmge basis Ifa year-end basis is 
used, submit an additionai schedule reflecting yearend cnlculrtro~. 

(11 (221 (3) n 1 0) 
Reconciled to 

Requencd Ram Base 
Lint No. Cl3SS Of Witd AYE 1201105 - 

Long Term &bt 
Short Term Debt 
prczmed Stock 
Cimmn Equity 
Customer Deposils 
Tax Cndiu - Zero Cast 
Tax cladits - Weighted &si 
Accumulated Dcfmed Income Tax 
OtfKr(Exp1sin) 

934,659.00 
85,498.00 

684.074,OO 
924i.M 

33.749.50 

h i i o  

53.49% 
4.89% 
030% 

39.15% 
0.53% 
0 . W a  
0.00% 
1.93% 
0 . w a  

1OO.o(1oic 

- 

- - 

Con me 
6.81% 
2.00% 
0.00% 

11.78% 
6.00% 
0.00% 
0 . m  
0.00% 
0.00% 

- Woightd Cost 

3.64% 
0. 10% 
0.W8 
4.6 1% 
0 03% 
&OW* 
0.00% 
0.00% 
O.W? 

8.38% 

Note: Since the equity ritio ES less than 40.00%, an 11.78%cast ratc has been used. 

Note: Lang term debt rkon term debt, preferred stock, and c o m o n  cquiry are actual fot Utilinies, inc. of Pcnnbmuke'a parent 
campany, Utilities. Inc. 

Supporting Schdfules: D-2 
Recap Schedules: E-I, 8.2 
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