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DATE February 24, 2011 -
TO: Ann Cole, Commission Clerk, Office of Commission Clerk }3\9 i
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FROM Avy Smith, Regulatory Analyst II, Division of Economic Regulation O%;’ | t; 1
RE: Docket No. 100359-WS- Application for staff-assisted rate case in Volus = ;untr_:‘.?; "'j; N
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by Tymber Creek Utilities, Incorporated. F = 28
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The attached documents were faxed to the Division of Economic Regulation. Please incorporate
the attached audit response letter into the docket file.
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M mﬁg 2307 Axorst Bwo_ Criando, Plosida, 32804-5401
Regulated Phono 4073539060 Cell321-217-6407 FAX 407-843-0990

February 15, 2011

Florida Public Service Commission
Office of the Commuission Clerk
2540 Shumard Oak Bivd.
Tallahassee, FL 32399-0850

Commission Clerk,
RE: Response to Audit Report Docket fNo. 100359 Findings

No. 1 Audit Finding - Books and Records - No Response other than to note that Tymber Creek
Utilities, Incorporated has changed from an older construction related General Ledger to Quick Books
Pro and has begun using the cormect NARUC Uniform System of Accounts. (See Exhibit 3

No. 2 Audif Finditntg - Utifity Plant in Sexvice — The audit report added back, 10 zero General Ledger
water plant balances for, Power Genesaling Equipment, Pumping Equipment, Water Treatment and
Distibution Resesvois totaling $46,325. These had been remowved from the books after TCU began
purchasing #s water product from the City of Ommond Beach.  Audit Finding No. 5 added back
Accumuiated Depreciation for these accounts totafing 353,389, This same finding stated that the
auditors “Toured the Uliity"s water and wasiewaler plant sites and BR sta¥ons 1o observe and ascertain
the condition and existence of the Lilty's assels” This report, on page 18, vouched for “Total
purchased water expense is (of) $63,587.

No. 3 Audit Finding - Land and Land Rights- No Response
No. 4 Audit Finding - CIAC

No. 5 Audit Finding - Accurmulated Depreciation

No. 6 Audit Finding - Accwan Amort of CIAC |

No. 7 Audit Finding — Revenues
The audit report mesdhioned that one of the cusiomers, as owner of the ulifity, was not charged
tanifi rates for Water or wastewater service. This ks an inoomredct statemnent as the billing system
nas shown. The owners Wales meler is read monthly smd put Indo the billing system. In order
10 avoid company paperwoik, the owners compuied water and wastewater bills are always
netted against the office retit paid o his solely owned construction company.

Additionally, an arbityry recoraputaiion of revence from the biling register was made and
applied to both the water and the wastewaler systermn. The ecomputafion of revenue was
made and the resufing water revenue decrease of $6,511 (in the utifities favor) was made.
The recormputation of Wastewater Revenus was a0 made and this resulted in a revenue
increase in the amowk of 23,987, (Not im the uilty favor) Perhaps an adjustment of this
magnitude was the resull of not imigng e sewer useage To the first 10,000 thousand gallons
per customer., This is Company and FPSC Poficy.
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No. 8 Audit Finding — Operation apd Maintenance

w

€01 Salaries Empioyees - No Response Other than to say that the auwditors said
they tested the account and found a 4060 waler f wastewaler spihit 25 opposed o the
comparty position of a2 2575 percent allocation. TCU belives the direct labor hours
allocation method should cortrol in this case as all the truly administrative hours are
the officers and those bows ame splt 50/50. Also, because TCU is
a reselier of water and has no waler reatmert plard, almost all of the O&M Related
calls relate to the Sewer System.

603 Officers Salaries Employees — The exira work done by the officer was
exclusively performed for the Sewer Uity and was done per a Conract for Services.
They shoukl have been reclassified 1o Sewer Conract Other. Please see Officers
Sajary Proforma adjustment WET $464

604 Benefits and Pensions - No Response

610 Purchased Water - No Response (Please see fhe purchased water cost
proforma) WE3 32,521

620 Maferials and Supplies - No Response (Lacking audit detail)

631 Contractual Sexvices Professional - No Response but please see the Water
Operator cost proforma adjusiment. WE1Ta $300

635 Contractual Services Testing - No Response  (Lacking audit detail) Please see
additional festing required proforma WES $120

636 Contractual Services Other- No Response  (Lacking audit detail) Please see
proforma for late billed repagr WE4 $370

644 Rent Dxpense — Ifihe rent appears reasonable then why reallocate 40/60 to
reduce rent by $733.

650 Transportation Expenrse - No Response
655 Insurance Expense - No Response

670 Bad Debt Expense - No Response Please note that TCU is applying to increase
the Tarifed Initial Secuity Deposit.

675 Miscelaneous Expense - No Response (Lacking audi delaf)

701 Salaries Employees - See Response to #601

703 Officers Salary - The exira work done by the officer was done per a signed
Contract for Seavices. They should have been reclassified to Sewer Contract Other.
Please see Proforma for Officers Sidary SET $464

704 Benefits and Pensions - No Response

711 Sludge Hauling - No Response

715 Purchased Power - No Response

P. 003
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718 Chemicals - No Response

720 Matesials and SuppBes - No Response

731 Contractual Services — Professional No Response

735 Contractual Services Testing - No Response (Lacking audit detail) Please see
new test proforma for DEP Required tests SE4 $960

736 Contractual Services Other - No Response (Lacking audit detsl)

740 Rents - The rent adgusiment appears 10 be in two pants, Frst, the office rent and
secondly, the land rert. Conceming the Office Rent, winch the auditor found
reasonable t0 reatocate, since the water office rent was reduced $755 then the Sewer
office rent should increase by a coresponding $733.

it is the company position that the anneal land renk should be controlled

by the rental contract renewable for 99 yvears beiween the land owner and Tymber
Creek Utiies, This i a masket barsed business decision and Tymber Creek reglizes
that the FPSC decisions are based on other raternaking faclors. In the early 90's
TCU had pond failure and new percolalion capacily was required. The owner had
land nearty set aside for future suii-farnlly development and aliowed new ponds o
be developed on the land. The lease issue was never addressed in D#S00501 —\WE,
Next, in Docket # 040300-8U, the iease rate forthe 3.6 acres of perc pond land was
computed by the FPSC Staff and not disputed by the ullity, This rentd value in that
docket was based on a rate of retum of 8.78% on the proposed purchase price of the
nearby land of $49,432 ‘

Currently, the land is valued at $175,000 per acre and the annual utility lease of the
DEP required percolation ponid land is $44,400 or 7% of the value. (See Exhibit )
755 Insurance Expense - No Response

770 Bad Debt Expense - No Response

755 Insurance Expense - No Response

No. 9 Audit Finding - Taxes Other than income - No Response bt please see the property tax
proforma adjustments WE2 and SE2

No. 10 Audit Finding — Capital Struchwe - Due o a cash shostage, the uiility officers have not
executed their paychecks for a number of years.
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COMPANY TEST YEAR ADJUSTMENTS - During the preparation for the instant Staff Assisted Rate
Case, i was discovered that reither the Waler nor the Wastewater CWIP acoourtts had been closed
out at the end of 2009, This classification 10 plast workorders and 10 expense is usually done as part of
the year end ¢losing procedure. Also, in order 1o get more cuvent information, the Test Year was
moved to encompass the first six months of 2010, Because of this, the 2010 CWIP Accounts were
closed out during the SARC fiekd work. These adiustments were to be presented to and expiained to
the field auditors but from Oclober the 8 on, the FPSC Field Audk Staff never retumed to Tymber
Creek Utiities. (Please see notes on audil staff conduct)

' The results of these reclassifications are recapped below. The docurrentation has been previously fited
with the FPSC Commission Clerk on December 13, 2010, Docurnert, ref. 09812-10.

Water CWIP Redassificaions
Doc. ¥
2009 Acct #£636 $761 0991210 Page Ref A Confract Seyvices Cther

2010 Acct #636 $96 09912-10PageRef B3  Material and Suppfies
2010 Acct #620 167 00912-10PageRef B4 Contrack Sves Other

WASTEWATER CWIP Redassihications
2009 AccL #736 $5491 09912-10PageRef. € July-Dec Bxp never redassed
2010 Acct #1186 3,576 0991210 Page Ref D-1/7 Ffter and Tank Repairs
2010 AccL # 736 3,239 0991210 PageRef D1 Contract services Other

2010 Acct # 186 13,363 09912-1C PageRef D1 STP Pernit Custs 10 date
2010 Acct # 370 24138 0991210 PageRef D1 Monit Wel Developrnent

WATER EXPENSE PROFORMA ADJUSTMENTS - These also were never able 10 be presented 10

the FPSC Field Auditors.
poC

DESCRIPTION 09912-10 ACCT AMT
OFFICERS SALARY INCREASES WE1 #6603 $ac4.
CONT. EMPLOYEE SAL INCR WEla 636 200
WATER PROP TAX INCREASE WEZ 408 184
PURCHASED WATER COST INCR WE3 610 2,321
TEST YEAR BIUED AFTER TFY WE4 637 370

ADDITIONAL TEST REQ BY VOLUSIA  WES 636 120

WASTEWATER EXPENSE PROFORMA ADJUSTMENTS - These also were never able 1o be
presented 10 the FPSC Held Awditors.

OFFICERS SALARY INCREASE SE1 #703 464
SEWER PROPERTY TAXINCR SE2 408 572
EXP PORTION OF L/S MONIT SYS SE3 736 695
ADDITIONAL TESTS REQ BY DEP SE4 735 960

DEP REQ MEDIA REPLACEMENT SES 736 5,885
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WASTEWATER PLANT IN SERVICE PROFORMA ADJUSTMENTS - These also were never able
1o be presented o the FPSC Feld Auditors.

GAP PORTION OF LfS MONIT SYS MON  #370  $3,155
INSTALL TWOGOREMANLISPUMPS RUPP 370 14,400
NEW PUMP BLOWER ASSEMBLY (DoNE) PUMP 380 4,090

SARC IMPLICATIONS OF HOA/TCUDEP PERMIT LAWSUIT —

NARUC Expenses

All expenses incurred and projecied by the ity in renewing the DEP Operating pemnit are to be
accurnulated and rofled into the rates. These are 1o be collected from e customers on a prorata basis
one fifth each year during the 5 year term of that perrait. The problern Tymber Creek s facing is that the
DEP/HOA. legal action is requiring kxge ongoing costs. TCU needs a methodology to recover these
expenses through FPSC appooved rates. i the 10 year costs of the DEP required Capital improverment
Program (CIP) were to be forced into the rales of TCU, the rate shock would be devastating to the
customerns and eventually to the iy,

TCU Proposes to split the 10 year GAl Report CIP expenses o two five (5) periods comesponding
with the next two five year DEP Peant No. FLAQ11193 Renewsat Petiods, This mechanism fits the
FPSC STP Pemi renewa! alowance and would only require the FDEP o approve this process for the
next two Permit pegiods or 10 years.

The Florida Public Service Conprission would have to approve this rate stabilization plan for the next
two ten years. This would correspond o the next two DEP STP Pennit periods. To accommodate this
process, TCU would refrain from Hing any rate proceedings, other thian the indexing Filings, until the
end of the first DEP Penmi Renewal period, or five years. During fhis first five vear term of pemmit
number FLAG11193 the first five years operating expenses wequired by the FDEP total $87,070. These
costs are located in the GAl Engineering Report CIP Table 3-2 Operation and Maintenance Expenses
would be amortized over fhe 5 year fevm of the pesmit ot $17,414 per year.

During the next or second five year term of of pemit mumber FLAGT1183 the second five years
operating expenses required by the FDEP or years 6 through 10,as listed in the GAl Report CIP
totafing $57,435 would be amorfzed over the second 5 year term of the permit at $11, 487 per year.
These second temm penik costs would be picked up in addiion to normal operating expenses in a
formal FPSC Rate Case ak that ime. These Ssted CIP costs would have 1o be accourtted for separately
in the TCU General Ledger forthis PSC Rate Proceeding.

NARUC — Addifions 10 Rate Base

All of the GAl Report Table 3-1 Addiions o Rate Base would need o be approved as known future
additions during the current Rate Proceedings. This & reasonable as most are already accomplished
and are in the Test Year. Three proforma additions needed are instaing moritoring well covers and
bollards for $2,860, instafing an automabc diaer syster for $3,300 and installing a backup surge
pump , blower and motor assembly for $5675. dems 0 be added fo the Test Year are are
replacements requiring refirements. The rest of the idifons are replacements and would require
associated refirements.
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FPSC FIELD AUDIT STAFF CONDUCT -

#t was reported by several people associated with Tymber Creek Uiiies that the FPSC Auditors were
communicating with personal filends or family VIA Skype while siting in the conference room.

Thursday Sept 23, the audit manager gave me two document requests #s 4 and 5 as he left for the
day. These were year end plant differences to be accounted for. There were 22 water differences and
37 wastewater gifferences with a due date of Thursitay September 30%. These differences were
developed on two landscape legal size pages. FREUPIS ds Sheets WaterPlamt_GL and WWaler-
Plant_GL We worked difigently through the weekend  gathering documnents. The next week when the
auditors arrived, | presented our research ¥ date. The requesting auditor said * Oh, we won't be using
those.”

As detailed in the response to Audit Finding No. 2, the aud staff falled to nofice that TCU is only a
reselier of purchased water. This is even after an Oclober 7 piant tour o ascertain the existence of a
water treatment plard and obtairing, remmgammgtomeeenemtedgerabalanoeofmsw
in account No. 610, Purchased Waler.

October &, Friday, the auditors leave saying hey wif be back next Tuesday Oclober 12, 2010.

October 127, We caled the auditors at 9:40AM after not bearing a word. They said they were not
coming over but woukd be here on Thwrsday October 28%

October 28" We cafled the auditors at 9:48AM again not hearing a word, who Said they were not
coming to Volusia County el Thursday November 4h

November 4™, we called at 9:18 asking about bip progress and we were told theat they were not going to
retumn and woulkd complete the audt Dy phone, emnal and FAX

November 57, we were cleaning the conference room and found oniginal workpapers 41 sefies and
42 plus 22Index through 22-5 and various origingl Annual Reports and Ovdess, We called about the
status and were toid they would not need thern 50 we &d not hiave o mal thern as we offered.,

Rate Case Expense —
This category of expense was not been addressed in any inquity or document request.

Deferred Cost of DEP Sewer Pexmit Renewal
This category of expeyse was not been addressed i any inquiry or document request.




