
AUDIT FINDING NO. 1 

SUBJECT: CARRYING COSTS 

SUMMARY: Carrying costs would decrease by $1,796,675 using the analyst's 
methodology and a correction in interest rates but the decrease is not material enough 
to change the cap rate. 

STATEMENT OF FACT: The utility calculated carrying costs from July 2005 to January 
2007 using its weighted average cost of capital and taxes on the equity portion. We 
were requested to compute the carrying cost using the 30-day commercial paper rate 
instead of the company methodology. The calculation can be found on the followina 
page. The alternate methodology reduces the carrying costs from July 2005 to January 
2007 by $1,730,105. 

In addition, the calculation of carrying costs from February 2007 did not use the average 
commercial interest rate for September 1, 2006. The interest rate change and the 
change in the beginning balance brought forward because of the changes made to July 
2005 to January 2007, result in a decrease in carrying costs of $66,570. 

The total decrease in carrying costs is $1,796,675. This decrease is not material 
enough to decrease the cap rate of 50 cents per access line. 

EFFECT ON THE GENERAL LEDGER: There is no effect on the general ledger. 

EFFECT ON THE FILING: Total costs would be reduced by $1,796,675 but this 
decrease is not low enough to change the cap. 
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