


BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Emergency Petition by D.R. ) 
Horton Custom Homes, Inc., to ) Docket No. 981609-WS 
eliminate authority of Southlake ) 
Utilities, Inc. to collect service ) Date Submitted for Filing: 
availability charges and AFPI 1 July 12,1999 
charges in Lake County ) 

\ 

COMPANY COMMENTS OF SOUTHLAKE UTILITIES, INC.,TO AUDIT REPORT 
INVESTIGATION INTO RATE BASE, AFPI, AND REVENUES 

JANUARY 1, 1993 THROUGH DECEMBER 31, 1998 
AUDIT CONTROL NO. 98-343-3-1 

Southlake Utilities, Inc. ("Southlake" or "Utility") , hereby 

makes the following responses to the audit exception and 

disclosures contained in that certain Audit Report of the Rate 

Base, AFPI, and Revenues of Southlake Utilities, Inc., for January 

1, 1993, through December 31, 1998, Audit Control No. 98-343-3-1 

("Audit Report") : 

Auditor's ReDO rt - OD inion 

On page 1 of the Audit Report, the audit staff stated: 

In our opinion, the utility's books and 
records (as of May 7 ,  1999 prior to the 
utility's year-end close for 1998 and prior to 
the preparation of its 1998 Annual Report) 
reflect the balances of AFPI, Revenues, and 
Rate Base in all material respects as 
maintained in general conformity with the 
accounting practices prescribed by the Florida 
Public Service Commission. 

In response to the statement in the Summary of Significant 

Findings that "[ais of May 13, 1999, the utility had not yet - 
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started its Annual Report for 1998 and will not have that completed 

until the end of May, 1999," Southlake points out that the Audit 

Staff conducted its onsite audit of Southlake's books and records 

during much of the time when Southlake normally prepares its annual 

reports. The auditors required Southlake's accountant to respond 

to numerous data requests during this time. Southlake requested 

and received an extension of time until May 31, 1999, to file its 

annual report. Despite the demands on Southlake's accountant and 

the other inconveniences caused by the audit, Southlake was able to 

timely file its annual report for 1998 on May 31, 1999. 

ion No. 1. C-d Laboz: 

In this exception, the Audit Staff recommends disallowing 

capitalized officer salaries on the basis that the salaries should 

be recorded in accounts 603 and 703 of the 1996 NARUC Uniform 

System of Accounts. Capitalization of salaries is a long 

established practice in the water and wastewater industry, and has 

been consistently used, and on certain occasions even required, by 

the Commission. The 1996 NARUC Uniform System of Accounts 

acknowledges the appropriateness of such capitalization. 

Accounting Instruction 14, Utility Plant - Components of 

Construction Costs, of the 1996 NARUC Uniform System of Accounts 

for Class B Water Utilities, states: 
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The cost of construction of property 
chargeable to the utility plant accounts shall 
include, where applicable, the cost of labor, 
materials and supplies, transportation, work 
done by others for the utility, injuries and 
damages incurred in construction work, 
privileges and permits, special machine 
service, allowance for funds used during 
construction and such portion of general 
engineering, ative sa- and 
expenses, insurance, taxes and other analogous 
items as may be properly includible [sic] in 
construction cost. (Emphasis added.) 

Accounting Instruction 15, Utility Plant - Overhead Construction 

Costs, paragraph B, of the 1996 NARUC Uniform System of Accounts 

for Class B Water Utilities, states: 

As far as Dracticable. the determination of 
PaYroll rsicl ill 
.construction o verheads shall be based on t he 
time card distmutions thereof. Where this 
Procedure is impractical. special s t u u  
all be made Deriodicallv of the time of 

isory emDloyees devoted to construction 

have a definite relation to construction shall 
ctivities so that m l v  such overhead costs a 

be capitalized. The addition to direct 
construction costs of arbitrary percentages or 
amount to cover assumed overhead costs is not 
permitted. (Emphasis added.) 

. . .  
. .  

The 1996 NARUC Uniform System of Accounts for Class B Wastewater 

Utilities includes the same two accounting instructions. 

Other authorities also support Southlake's capitalization. 

Hater Utilitv Accoutina. Second Edition, published by the American 

Water Works Association, states on page 203: 

. .  . .  

Administrative and general costs. Usually, a 
portion of administrative and general 
activities also is associated with 
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construction work. Therefore, Lhe wortion of 
1 he wav of the ueneral officers, 

a1 e- 
should be 

Southlake capitalized the portion of the president's salary 

related to construction based on his actual time records. 

Southlake performed such capitalization in compliance with the 1996 

NARUC Uniform System of Accounts and standard industry practice by 

capitalizing the portions of the salary related to construction. 

Disclosure No. 1, 1995 Annual Report Beginning Balance: 

The 1996, 1997, and 1998 reports comply with this requirement, 

as will all future reports. 

Disclosure No. 2, Summer Bay 

Southlake has provided t 

Force and Water Main: 

.e information which the developer who 

installed the mains provided to Southlake. Southlake believes that 

it has provided sufficient documentation to include the Summer Bay 

force and water mains in rate base. Therefore, no adjustment 

should be made. 

If the Commission does disallow the cost of these mains from 

the utility plant accounts, the entry proposed by the auditors is 

incorrect. A s  evidenced by the Edit Journal and pages of the Year- 

to-Date General Ledger for the year ended December, 31, 1995, 

copies of which are attached as Exhibit A ,  the entry recording 

these mains debited the plant accounts and credited contributions- 
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in-aid-of-construction accounts. If the Commission does disallow 

the cost of these mains, the correct entry will debit 

contributions-in-aid-of-construction instead of retained earnings, 

and will account for the related accumulated amortization of CIAC 

as well as the related accumulated depreciation. 

Disclosure No. 3, Accumulated Depreciation: 

The auditor recomputed depreciation based on the service lives 

for Class C utilities rather than the service lives for Class B 

utilities which Southlake has used. Southlake is correct in using 

the service lives for Class B utilities, because the Commission 

established its rates and charges using the Class B service lives 

in the original certificate docket, Docket No. 900738-WS. 

In the original certificate docket, the Commission projected 

Southlake to be a Class B utility at capacity, and accordingly used 

the Class B service lives in determining the initial rates and 

charges for Southlake. After the Commission had set its rates and 

charges using the Class B service lives, it would have been 

inconsistent and inappropriate for Southlake to use the Class C 

service lives. It is Southlake's understanding that a utility 

company can not change its depreciation rates until that company 

participates in a proceeding before the Commission either for (1) 

revised water and/or sewer rates and charges, or (2) a specific 

request for changes in depreciation rates. See Staff Advisory 

Bulletin No. 17. In years past, the Commission has allowed Class 
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C utilities to elect to use the longer service lives. For these 

reasons, the Class B service lives used by Southlake are the 

appropriate service lives, and the Commission should not 

retroactively impose the shorter Class C service lives. 

Disclosure No. 4, Depreciation Expense 

Southlake does not dispute the proposed adjustment which will 

have a net effect of zero. 

Disclosure No. 5, Office Furniture and Equipment 

The two $1,500.00 adjustments (total $3,000.00) are for an 

office copier. The copier is currently in use and available for 

inspection and Southlake provided copies of the cancelled checks to 

the audit staff. 

Disclosure No. 6, Amortization of Contributions in Aid of 
Construction (CIAC) 

This disclosure was provided for the information of the Water 

and Wastewater analyst. 

Disclosure No. 7 .  Water and Wastewater Tariff: 

In this disclosure, the audit staff requested Southlake to 

explain the different amounts used for plant capacity charges in 

the body of a developer agreement and in the exhibit to the 

developer agreement. The difference in the amounts resulted from 

n 
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the builder decreasing the number of apartments it was going to 

build. The builder initially expected to build a greater number of 

apartments and this information was used in the body of the 

Agreement. However, the developer subsequently decreased the 

number of apartments to be built and this lower number was used in 

Exhibit B. The information in Exhibit B is based upon the number 

of apartments actually built. The information in the body of the 

agreement was not corrected to reflect this change. Southlake used 

the plant capacity charges for the number of apartments actually 

built. 

Disclosure No. 8,  Company CIAC Worksheets compared to the General 

Ledger : 

Southlake was in the process of closing its books and records 

for 1998 during the audit. The difference referred to in the audit 

report related to two journal entries. One journal entry was for 

the True Up for the Ware Oil Development ($4,357.38). The other 

journal entry was for the reclassification of Prepaid CIAC. A 

schedule showing the worksheet totals, the journal entries, and the 

reconciliation to the general ledger totals is attached as Exhibit 

B. 

Disclosure No. 9, ERC Data: 

This recommendation is addressed to the water and wastewater 

analyst. 
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SOUTMAIE UTILITIES, INC. ’ 

b a r - T o - O a t s  Genera l  ledger 
Otcciber 1995 

-<,. ,. 

Pagc 6 
Zero-bdtancc aeeounfs wlth 
no a c t i v i t y  are e x c l u d e d  

Date: 05/30/96 
Tire: 11:37 

hccoun t  Oate D e w  i p t  i o n  Batch  --.....--. -.-.. _---_---.__..--_____--..------ ..-.---____.... -_. 
01236.1 03 31 F P S C 1353 NAR2.O-CD 

04 30 ACCRUE REG ASSETS FEE KO#-05 APR3.0-JE 
OS 31 ACCRUE RE6 LSSESS fEE JEOS-OS MAY3.0-JE 
06  30 ACCRUE REG ASSESS FEE JEO6-05 JUN).O-JE 
07  31 ACCRUE REG ASSESS FEE JEO7-OS lUl3.O-JE 
08 31 ACCRUE RE6 ASSESS FEE JE08-05 AU63.0-JI 
09  30 ACCRUE RE6 ASSESS FEE JEO9-OS SEP3.0-lE 
10 31 ACCRUE PEG ASSESS FEE JFIO-OS Otl3.O-JE 
11 30 ACCRUE REG ASSESS FEE J E l l - 0 5  NOV3.0-If 
04 2 9  A01 REG ASSESS FEES JE12-29 OfC3,I-IE 
1 2  31 KCRUE RE6 ASSESS FEE JE12-05 OEC3.O-JE 
12 31 R01 RAF TO 4.52 Of REV JEI2-52 OEC3.I-JE 

03 31 ACCRUE RE6 ASSESS FEE JE03-OS BAR3.O-lE 

J o u r n a l  T o t a l :  

01236.4 01 9 5  U - ACCRUED TAXES-FED INK Balance Fo rward  
I 2  3 1  RECLASS CK 1099 lE12-67 DEC3,3-JE 

J o u r n a l  Total:  

01236.5 01 95 Y - ACCRUED TAXES-STATE INC B a l m 8  foruard 
I2 3 1  RECLASS CK 110 JE12-68 OEC3.3-]E 

J o u r n a l  Totrl: 

oi271.1 01 9 5  Y - CrAc-sYsTEfl CAPACITY Ba lance  foruard 
04 30  J E JONES CROI -01  APRl .O-CR 
07 31 sunm BAY tRO7-02 JULl .O-JE 
03 30 0 R HORTON CRO8-07 SEPl.0-CR 
12 31 NIR SUHBER B A Y  JE12-59 OEC3.2-JE 

J o u r n a l  Total: 

01271.2 01 9 5  U - CIRC-METER INSTALlAl ION Balance Forward 
08 3 1  SUMMER BAY CRO8-06 AU6l .O-CR 
09  30 SUHMER BAY P4RTNERSHIP CROP-01 SEP1.0-CR 
0 9  30 0 R HORTON tR08-01 SEPl .O-tR 
07 30 RECLASS CRO9-03 STRTFROJEOP-13 SEPl .O-JE 
10 31 RECLASS tR10-01 1E10-I7 OC13.0-JE 
04 29 RECLASS C409-0d JE12-30 OEC3.I-JE 

J o u r n a l  T o t a l :  

01 95  Y - CIAC-OTHER 
I2 31 SUhHER BAY EXlENSION lE12 -66  OfC3.2-11 

J o u r n a l  Total: 

01272.1 01 95 
0 1  31 
02  29 
03 31 
04 30 
05 3 1  
0 6  30 
0 7  31 

U - Attun AHORI-PLANT CAPaCIlY Balance Foruard 
AnoRT OF C IAC JEOI-04 JAN3 .O-JE 
RNORT OF C I A C  JEO2-04 FE83.0-JE 
RIIORT OF C I A C  JE03-01 HAR3 &lE 
Anon1 OF CIAC JEO4-04 APR3.0-JE 
RWORl O f  C I A C  JEO5-01 KAT3.0- I f  
ANORI O f  CIRC JEO6-04 JUN3.0-JE 
M O R T  OF CIAC JEOI-04 JU13.0-JE 

Oebit C r e d i t  Account  Balance ...------_._- -_-_...---_-_.. .--_-..__.____. 
105.92 

121.62 
140.P6 
171.81 

121.47 

122.51 
117.02 
126.71 

47.23 
137.39 

10.14 
1,495.30 

120.a) 

108.38 

705.92 

2,230 .I1 
2,230 .(I 

751.92 
751.92 

340.00 
340.00 

32s .82 
329.82 

329.82 
393.45 
393.4s 
393 .a5 

329.82 

25,200.00 
7,206.00 
4,200.00 
2,081.27 

31,687.27 

, ,  

351 .OO 
860.00 

1,300.00 
260.00 
813.74 

3,617.74 

61,352.00 
41,352 .OQ 

1,495.30CRI 

2.230.tlCR 

1 

751.92CR 

1 

130,620 .OOCR 

169,307,ZICRI 

7 ,JSQ.OOCR 

41,352.00CRI 

2,622.70 



SOUIHLAKI UlILllIES, INC.  Page 21 
Year- ro-Datc GeIIcrdl Ledger  Z e r o - b h c e  accounts with 

no a c t i v i t y  are cxcluded D e c e d e r  1995 

Date: 05130/96 
T h e :  11:37 

0210839s 

02236.1 

02236.1 

02216.5 

02271 .I 

02271.1 

01 95 5 - AID-POYER OPERATE0 EQUIP Balance F o r n a r d  
0 1  3 1  ACCRUE DEPRECIATION JE01-03 lAN3.0-lE 
02 29 ACCRUE OEPRECIRllON lEO2-03 fE83.0-JE 
03 31 ACCRUE DEPRECIIITION JE03-0? HAR3.O-JE 
01 30 RCCRlJE DEPRECIATION JLOI-03 APR3.0-JE 
OS 31 ACCRUE DEPRECIATION JE05-03 HAV3.0-JE 
06  30 ACCRUE DEPRECIATIOtl JfO6-03 JUN3.0-JE 
0 7  31 ACCRUE DEPRECIATION lEO7-03 JUL3.O-JE 
09 31 ACCRUE OEPRECIATION 3208-03 AUG3.O-JE 
09 30 PCCRUL DLPRfCIAlION JED9-03 SEP3.0.JE 
IO 31 ACCRUE DEPRECIATION JEIO-03 OCT3.O-IF 
11 30 ACCRUE DEPREClAllON JEll-03 NOV3.0-Jf 
12 31 ACCRUE DEP2ECIATIOH JE12-03 DEC3.O-Jf 

J o u r n a l  lolal: 

Ol 95 S - lCCRUEO IAXES-RAF Ba laocc  f o r w a r d  
01 31 ACCRUE RE6 ASSESS FEE JEOl-OS JAN3.0-JI 

0331 F P S C  1353 IIAR2.0-CO 781.65 
03 31 K C R U E  REG ISSESS FEE lE03-05 1(4RI.O-JE 
04 30 ACCRUE RE6 ASSESS FEE JIM-OS APRl.O-lF 
OS 31 ACCRUE REG ASSESS FEE JEOS-05 MY3.0-JE 
06 30 KCRUE REG M E S S  FEE JEOb-OS JUP3.0-JE 
07 31 ACCRUE REG ASSESS FEE 1E07-OS IUL3.O-JE 
08 31 ACCRUE RE6 M E S S  FEE JE08-OS RUG3.0-JE 
09  30 ACCRUE REG ASSESS FEE JE09-05 SEP3.0-JE 
10 31 ACCRUE RE6 4SSESS FEE lE10-OS OCT3.0-JE 
I 1  30 ACCRUE REG ASSESS FEE JE l l -OS NOV3.0-lF 
04 29 AD1 RE6 ASSESS FELS 1112-29 DEC3.1-IE 
12 31 R C C R X  REG ASSESS FEE JE12.05 DEC3.0-JE 
12 31 AEJ RbF 10 4 . 9  OF REV lE12-52 bEC3.l-Jt 

02 29 RCCRUE REG ~ I S S E S S  FEE 1 ~ 0 2 - 0 5  FEU.O-JE 

J o u r n a l  Tolal: ? a i  .6s 

0 1  95 5 - ACCRUED TAXES-FED INC Balance Foruard 
12 3 1  RECLkSS CX 1099 JE12-67 DEC3.3-lF 3,483.59 

Journal T o t a l :  3,488.59 

01 95 S - ACCRUED TAXES-STATE IHC Balance F o r u a r d  
1 2  31 RECLASS CX 110 1112-68 DEC3.3-JE 1,17b.O8 

J o u r n i l  T o t a l :  I, I 76 .oa 

01 95 S - CIAC-SYSTfn CAPbCIlY Ba lanc?  Forward 
04 M 1 E JONES CROI-01 APRl .O-CR 
07 31 s u n m  MY CRD7-02 JUll.O-JE 
09 30 0 R HORlON CROB-O? SEN . O - C R  
It 3 1  N I R  SUMMER BAY JC12-59 NC3.2 -1E  

J o u r n a l  T o t a l :  

01 95 S - CIRC-OTHER 
, I 2  31 SWRER BAY FORCE HAIH JE12-60 DLC3.1-JE 4 12 31 SUHHER 8ilV EXlENSlON I E I Z - 6 6  DEC3.2.JE 

~ o u r n a l  Total: 

b . Z ( C 9  
1 .S6 
1.56 
1.56 
I,56 
1.5b 
1.56 
I .56 
I .s5 
1.56 
I .S6 
1.56 
I ,S6 

18.72 21.96C2I 

781.6StR 
106.19 
108.51 

136 ,94  
156.57 
131.61 
136.01 
132.66 
121.30 
132 . I 7  
129.80 
138.34 

56.55 
152.24 
61?.65 

2 ,Z60.10 2,260.10tRl 

3 ,(pa .59m 

I 

1 ,176 .083  

I 

225,836 .2KR 
46,500 .OO 
IS ,500 .oo 
7,750 .OD 
3,851.51 

73,601.51 219,137.755.a 

12,950.00 
18,618.00 
31,598.00 31,598.00CRi 



SOUTHLAKE U I I L I T I E S ,  INC. 
a 

Date: 05/2(/96 
lime: 14:13 

Edit Jcurnil Report for Journal Entry - JE 

B a t c h  ID:  OEC3.2 B a t c h  Date:  12/31/95 P o s t i n g  month: 12 Type: U E  

kcount No G l L  A c c o u n t  Description JIE D e s c r i p t i o n  D a t e  D e b i t  -.-...-.-- -------._..-------____________ ------______-.-._-________.___ ..-_____ --.-.--.-____ 
144 
01271 .I 
02271 .I 
241 .S 
241.5 
0210 I360 
02271.4 
231 
01101630 
02101730 
OllO8JOl 
02108351 
231 
01101301 
02101351 
01407 
02407 
233.6 
01421 
0?421 
233.5 
233.7 
01401630 
O2101730 
999 

02101360 
01271.1 
02211.1 

J 01101331 

N/R - SUMER BAY 
Y - CIAC-SYSTEH CAPbCIlY 
s - CI&SYSTEI CIPRCITY 
NOH-RSSOC CO RFPI DEPOSITS 
NOH-ASSOC CO R F P I  DEPOSITS 
S - COLLEClION SEYERS-FORCE 
s - CIAC-OIHER 
ACCOUNTS PAYABLE 
U - CONlRnCrUAl SERVICES 
S - CONTRACTUN SERVICES 
U - AII-ORGANIZATION 
S - AIA-ORGANIZATION 

Y - ORCANIZATION 
S - ORGRNIZATION 
Y - AMORTIZATION EXPENSE 
S - RRDRTIUTION EXPENSE 
RIP ASSOC CO-ALLEN 
M - NOWUlILITY lHCOME 
S - N O N U l I l I T Y  INCOME 
A/P RSSOC CO-fiLC I11 
U P  ASSOC CO-CAGAN 
U - CONlRAtTUAl SERVICES 
S - CONTRACTURL SERVICES 
SUSPENSE 
Y - TRANS 6 D I S T R I B  n b I N 5  
S - COLLECTION SEUERS-FORCE 
Y - CIAC-OIHLR 
S - CIAC-OTHER 

n c c w N T s  PAYABLE 

N/R SUMRER E M  JEIZ-59 12/31/95 
NIR SUHNER BAY JE12-59 12/31/95 
W R  SUHMER BAY JEl2-59 12/31/95 
NIR SUHHER BAY-YAFPI JE12-51 12/31/95 
N/R S U M E R  MY-SAFPI  JEIZ-$9 12/31/95 
SUHHER BAY FORCE HAIN JE12-60 12/31/95 
SUAMER BAY FORCE HAIN JEl2-60 12/31/95 
SUMMER BAY/WILSON REIMBJEl2-61 12/31/95 
SUHNER ERYIUILSON REIM8JE12-61 12/31/95 
SUHRER BIY/YILSON REIHElE12-bl 12/31/95 
RVRSE 8YYR-SNGLTN b l P  JE12-62 12/31/95 
RVRSE BUYR-SNGLTN P I P  JE12-62 12/31/95 
RVRSE BYYR-SNSLTI A/P JE12-62 12/31/95 
RVRSE EUYR-SNGLIN R I P  lE12-b2 12\31/95 
RVRSE EUIR-SNGllN A I P  JE12-62 12/31/95 
RVRSE BUYR-SNClTN U P  JE12-62 12/51/95 
RVRSE BUYR-SNGLIN R I P  lE12-62 12/31/95 
CLOSE AIP-ALLEN JE12-b3 12/31/95 
CLOSE UP-ALLEN JE12-63 12/31/95 
CLOSE RIP-ALLEN JE12-63 12/31/95 
C O A R E C l  LOAN DE811 JEIZ-bd 12/31/95 
CORREGI LOPN DEBIT 1EI2-64 12/32/95 
REtlbSS UILSON ENG JE12-65 12/31/95 
RECLASS WILSON EN6 JE12-bS 12/31/95 
RECLASS UILSON ENG Kit-6S 12/31/95 
SUIOIER B A Y  EXTENSION Jf12-66 12/31/95 
SUMMER B A Y  EXTENSION JEl2-6b 12/31/95 
SUHilER BAY EXTENSION lE12-66 12/31/95 
sunnm BOY EXTENSION 1El2-61 12/31/95 

Batch t o t a l  for batch OEC3.2 

16,000.00 

12,950.00 

i o , m s . 3 3  

68.90 
68.90 

1,686.81 

18,557.10 

10,000 .PO 

11,100.21 
11,100.24 

41,352 .OO 
IS, 648 .OO 

Page: 1 

1 
2,087.21 c 
38S1.51 i 

1,289 .E3 1 
5,771.39 I 

t 
12,950 .OO 7 

e 
5,442 .b? 9 
5,442.66 1C 

I1 
l i  
I! 

?,313.11 I 4  
2,343.40 I5 

68.90 16 
68.90 I1 

16 
9,278.55 I? 
9,278 .S5 2c 

21 
10,000.00 12  

Zi 
24 

22,200 .la 25 
zc 
2i 

11,352.00 2E 
18,61a .oo 25 ..-__---.-.-- 
155,417.52 



SOVTHLAKE UTIUTlES. W. 
Remndlicllion d ClAC per Schedule and General Ledger 
Deember31.1898 

W*r: 

General Capaclly Meter Off-sile 
Ledger Charges Installalion Facilities othw 

Description Rekmnce 01271.1 01271 .z 01271.4 01 271.5 Total 

75,072.33 in,r45.80 863,236.91 Eahm per Schedule 549,485.37 64.R33.41 

1.324.56 1.324.58 

Redassify Prepaid ClAC JEl2-86 (81,028.00~ (81,026.00)- 

- __L_ r 783 533 47 Balance per G/L 409,781.93 64.033.41 75.072.33 ir3.74s.ao 

Wastewater: 

General Capadly 
Ledew Charges 

Description Reference 02271.1 

Balance per Schedule 1,061.448.97 

Ware Oil TNE-UP JEl2-54 3,032.82 

Reclassify Prepaid ClAC JEl2-88 (188.697.501 

Balance per GA. 875,784.29 
I 

Off-site 
Facllities OIher 
02271.4 02271.5 Total 

49.40.37 229.013.91 1,340,02325 

3,032.82 

(188,697.50) 

49.460.37 220.913.91 1 .M5.158.W -- 


