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company for accounting and bookkeeping services. A copy of the
Comzission schedule furnished to the auditor is attached as
Exhibit 1.

The Utility uses a modified accraal system of accouniing. Ravenues
and certain other expenses are accrued on a monthly basis. Due to
the size of the Company, small number of traneectiona, and
immaterial effect, not all expensee are accruad on a monthly basis.
However, at year-end, adjustments are mada to provide for all
accruasle. BSee 1994 Annual Report.

Audit Exception No. 2
Subject: Customer Deposite

The Company agrees with this exception. However, the Company
believes that a eix percent interest rate on customer deposits is
appropriatea.

Audit Disclosure Noc. 1
Subject: Plant in Service

In 1994, the Utility engaged the services of Cronin, Jackson, Nixon
& Wilson, CPA‘’e, to assist in establishing correct MNARUC plant
accounts and to prepare the PSC Annual Raports. Thae Utility is
currantly using the proper accounts. The Audit Disclosure notes
that, as of October 31, 1995, the Compahy‘’s general ledger hams scme

assets listed in a generic "depreciable plant" account. This
account is the same as NARUC Account 106 - "Compleated Conatruction
not Clasgified." Assets in this account are clasaified to

appropriate NARUC accounts by Cronin, Jackson, Nixon & Wilson at
year-end. Thus, any implication that the Company’s records are not
in conformance with the Uniform System of Accounts ie not correct.

The Company believes that the software referred to in this Audit
Exception is fully used and useful on a going-forward basis. The
fact that the software was not up and running until
Decembar 1, 1995, does not mean that the c¢cets should be included
in CwIP. By definition, software is not CWIP and we do not
understand the auditors claesification or rationale.

Audit Disclosure No. 2
Subject: Proforma Adjustment ~ Plant and Accumulated Deprecliation
{Truck)

The Utility agrees with the auditor’s opinion for this adjustment.
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5. Audit Disclosure No. 1
Subject; Land

The Utility agrees with auditor’s proposed adjustment.

6. Audlt Dlsclosure No. 4
Subject: Contributions in Aid of Construction

1.

The audit statement of fact failed to mention that the fire
hydrant which was replaced was due to damags caused by Clayton
Mobila Home Park, Inc. {truck backed over hydrant). The
auditor’s opinion recommends that the bill for damages simply
ba added to CIAC. The Utility believes that the correct
accounting is to retire the estimated cost of the dJdamaged
hydrant and the related impact on accumulated depreciation,
CIAC, and accurulated amortization. The costs billed for the
replacemant hydrant should be capitalized with an offset to
CIAC, The accounting for this transaction is specified in
Accounting Instruction 4D, 1984 NARUC Uniform Systemn of
Accounts, Class C Water Utllities and Section C, Staff Advisory
Bulletin No. 17, 18t Rev., February 13, 1%%0.

The July, 1994, billing of $§220 for a meter installation
occurred bacause a meter had to be installed underneath a mobile
homa which was sited before the Utility was called to set the
meter. This installation took significantly more tirme. The
Company agrees that the excess charge should be removed fror
CIAC, but that the actual installation cost should be
capitalized.

The audit report did not address the Utility'’e request that the
level of CIAC imputed in the Company’s last rate case, for the
Arredondc Farms Syetem, be reexamined.

The CIAC recorded on the Utility’s bococks was, for the most part,
imputed in Order Neo. PSC-93-0509-FOF-WS because significant
documentation c¢ould not readily be found at that time to
substantiate the level of CIAC. The Utllity believes it now has
sufficient evidence to support a lower Jlaveal of CIAC.
specificelly, Arredondo Farms (currently known as Clayton Mobile
Home Park, Inc.) wase built by a related entity and wam operated
as a rental property from its inception and continues to be
operated as rental property by the current third party owners.
No lots in this park are owned by individuals. As a result,
there has never been a homeowner from which to collect CIAC.
The Utility has found tax returns and other documantation to
indicate that none of the costas were written off. This
information is attachad as Exhibit 4 and demonatrates that the
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water and sewer lines wvere capitalized and depreciated by the
related sntity (C. L. Brice 1977 Irrevocable Trust) prior to
acquisition by the Utility. In summary, no actual CIAC was
collected and there is n¢ basis for imputing CIAC for the
Arredondo Farms’ system.

With regard to the Arredondoc Estates system, the system waas
originally constructed by C, L. Brice and capitalized for book
and tax purposas. The wvater system was eventually distributed
to a related entity (C. L. Brice Irravcocable Trust) which
continued to deprecjate the water system for both book and tax
purposes. In 1990, the net book valus of the Estates water
system assets were transferred to Arredondo Utility Co., Inc.
(a related party} in exchange for stock in the Utllity. See
attached Exhibit 5 and tax return informstion in Exhibit 4.
Since tha Estates water system wae capitalized for both book and
tax purposes, there is no basis on which to impute CIAC.

Audit Disclosure No. 5

Subject: CIAC Amortization Expense and Accumulated Amortization

The Utility is willing to accept the auditor’s recommendation for
this item.

Audit Disclosure No. 6
Subject: Depresciation Expunse and Accumulated Depreciation

The Utility is willing to accept the auditor’s recommendation and
will book and adjust accumulated depreciation and expense as part
of ths 1995 year-end closing process.

Audit Disclosure No, 7
Subject: Revanue

The Utility agrees with this adjustment,

Audit Disclosure No. 8
Subject: Contract Services - Anhual Allowance

The Utility does not have any general or administrative employees
of its own. All management, general, and administrative functions
ara handled by a related company. In the Company’s last rate case,
only approximately $10,400 was allowed for these functiona. The
Company has alwvays disagreed with the lavel set in the last rate
case and has had numerous discussions with the PSC Staff from time
to time on this issue. Adequnte service to 240 water and sswver
customers and 228 wataer only customers simply cannot be provided at
this level of cost recovery.
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11.

12.

As part of the filing for this case, tha Company refarred to a time
study to determine the level of activity by all parsonnel devoting
time to utility matters. We have attached a copy of this
information for further raview. Similar information was aleo given
to the PSC Auditors, who ignorad it and did not evaen comment on it.

As the attached Exhibit 2 reveals, there are more gensral and
adwinietrative expenses incurred than simply the salary of a billing
clurk/secretary and rent. The Utility belleves that the requested
management fee of 548,552 for all administrative and general
services performed on behalf of the Utility is reasonable and should
be allowed., The amount regquestad {(axclusive of rent and aoffice
suppliea) is eguivalent to the salaries of 1.5 individuals plus
benefits. Thise is not unreasonable for a company the size of
Arredondo.

Audit Disclosure No. 9
Subject; Contract Services - Labor Feese

The Company no longer hag its own employee and has contracted with
outside utlllity operators to provide operation and maintenance
services. The Company belleves that all charges to the former
employee (Mr. Claudell Johnson) should be eliminated and repiaced
by the annuallized cost of the current third party opsarator and
maintenancea ssrvice company.

Effective July, 1995, the Utllity contracted with Reno & Willson
Plumbing Co., Inc. to perform repairs, eaintenance, and meter
reading for a flat contract price of 51,000 per month. In addition,
North Florida Environmental Services was contracted to provide a
cartified water and wastewater plant aperator for the treatment
plants for a price of $700 per month. After hours calls, major
repairs, and rechecks are blllaed separately, in additlon to the base
contract amounts. Therefore, on an annualized basls, $20,400 of
annualized contract services should be used as a rapiacemant for any
amounts paid to Mr. Johnson during the test year.

This change in operations was discussed with the auditors, but no
mention of this fact or the current ongeoing cost of these outside
contractors is contained in this Audit Disclosure.

Audit Dieclosure No. 10
Subject: Officers’ Salaries

As previously diecussed in the Audit Disclesure on <Contract
Services, the Utility beljeves that the amount established for
officers’ salaries in the prior rate case was too low and did not
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fairly or accurately account for the time, dutles, and coet of the
Company’s officers on utility matters.

As previously noted, time study information was developed to support
total officers’ salaries of $17,000 annually (sae attached
Exhiblt 23). The Utility belleves that the requested amount is
reasonable and accurately reflects the time and effort spent on
utility matters. Although this information was presented to the
staff Auditor, lt was ignored, with no attempt to determine If the
Company’s presentation was accurate or fair.

Arredondo currantly serves 240 water and sevar customers and 228
water only customers and provides good sarvice. The Company
requests Staff to review the information attached to these comments
and to preovide a reasonable level of compansation to the Utility’s
officers.

Audit Dlaclosure No. 11
Subject: Regulatory Commlssion Expense

The Compeny agrees that rate case expansa should be deferred and
amortized. However, since the rate case isa not complete, an
estimata of rate case expense through the Final Order should be
used. At present, total costs through the PAA Order are axpected
to be as follows:

Legal - Rose, Sundstrom & Bentley

(M. Deterding) S 5,500
Accounting - Cronin, Jackson, Nixon & Wilson

{(Nlxon, DeChario) 4,500
Fillng Fees 2,000
Notices, Postage 800
Total estimated cost $12.800

Audit Disclosure No. 12
Subject: Taxes Other than Income

The Utility is willing to accept the auditor’es recommendation on
this item, except for payroll taxes aesoclated with officers.






