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'rbe AudltGr tnd"""' that .CV• ~· abould be made to reduce Water Service Corp. 
plant•tn•IIChloe. aoeumulaled dc:prec:laUon and depreciation c:xpc:nse SlllCe the parent 
""f'iP"'V dJ4 DOl ff>cCJye an approved AFUDC rate. 

'rbe ~~With the Audltol't JCCn•u•~t.lon. The dlaputed AFU0C Is 
baiiCd 011 t.be pan:Dl cm:npany't general CIIINtructJorl prqecu. ralhc:r than Ita Flor1da 
campenlea' CCJNtrucUort PJ~'Tbe C'«npany prmoualy rec:dYed pennJaslon from 
the F1ortda comm•akm to e AFUDC for tlt Florida oompanlc:t, but thoae 
appn;wod ratca were apcdQc rto companlcl and clld not extend to the parent 
I'C'C'!Ip!!n)'. He a ua. lllnc:e lbe pan:nt company II a boldJDC COUlJIIli1Y wh.lcb operates 1n 
~lctlona, n Is cost problbUM: and UIU'I:llaOilable f« 11 to go to each 
J · to l'flC:CM pdar approval rqudtng m AFUDC rate for general parent 
company CGIIaUuC:Uon prqoc:ta, 

Tbe JJIOR re .. onahle method to detennlnc an AFUDC rate for patUlt C(IIDJ)Any prqccta 
ta to ua tho pai'UJt ClOalpUl)"a capllallzauoo.. 'Jbe company hu CCINJIJitently uaed t.bJa 
method9lo~D' ~ !!1\er ~. 

'Jbe Coaml8eloo rule does not require parent company appllcaUon for an AFUDC rate. 
1'\Jrt.bc:rmcn, the Comm•••ton h.u previOualy accepted the parent company's 
eapltellztUon for ua In dctcnntn•QI the coet ol capital to be uaed In var10Ua rate cuca. 
llt.bcn:Care. only ma1tea -. lhtt the Comm1•10n allow the parent company ;:.."UUC 
rate to be bued on lbc para1t company' a capuallzatJon. An altc:maUve to the AudJt.ol'a 
I'C:IC:CIDliDUIUon 111 to allow AnJDC baled on one or the pte'IIOUSiy approved rates ror 
the P1or1da comJ)IUIIt:e aa oppoiiCd to dtaallowtng all parent company AF'UDC. 

Andlt P'KJo *A' M 

Aadlt Diet • • • .No. 1: 

Subjeet: Allot!atJon cl cemmon Coet to Non,Rtgul4led AffillAled Opuauona 

'Jbe Auditor Cede lhtt the Company's allocat.lon to Ita two n ooNqulated aliUJated 
opera!Jooa IS flawed. and propoeea an altcmaUve t'Dethod. The Company uoderst.ands 
that there Will aJwaya be var10ua allemalM:a ava.Uable In altocattng apcnses, all of 
wbJch can wtiJlllt&Dd the reuonal>lcneu te1t. It sa. however, unreaeonable for the 
C«npany to be ulcot1 to cha:ngc Ita allocatJon t'llelhoda to au.ll a parUc:ular au.cUtor when 
lbe Company opetatc:t In vanou.a JW1sdld.lorla. 'lbe wsc JDdhodoJoO' baa been tested 
OYer and CIO'U' again by all Jw1ldlctlons throughout the hlatCIJY olthe Company. 

'Jbe audltcw lndl,cattd that the axnpany'a aJtocauon method regarding the lnd1ftct 
•'lcv:atlon ol emeraJ c6lce ex.....- aep•ea:a•ta 1 c:tn:ular calc:ulatlon which will 
alwaya flppiaxtnlllle tbe amount of tbe cUred alloutton. The Ccmpany's mc:lhod IS not 
a drc1IJar c:alculltJon. h-er. It ta based on the amount of the diR>ct a liM• liOn. 'Jbts 



o '-IIIW' 

~II !'"""m'Nt: &Dd bu bcm ~ In the YU1oua jUl11dlc:Uolll Ill whldJ 
the COIIIJIIUIY operata IDCiuc!JQ& P'lorida. 

Tbe cudltar.., !ndk'a'ed tbat the Ccmpaey dJd not gl!ocalc computer and Insurance 
~ 10 the DCO-~ operaUona. nua 1s not true. 1be total general oiDcc: cxpen11e11 
11(•1,188,0:11, whldllodudea~c:rcoec.e. were allocated 10 the two non·rcgulalcd 
enttuea Tbe COftlll' ttc:r C011.1 tn tncbadec!IO the ~ ol' .16.8431'or Land & Lab and 
M.1871'or ICT'. 1be fWI amount Cl(camputer~ Ia &Mo cDocat""' throolgb the S£.61 
COftlll'J1er allocal.lcn to the ftC\llatcd c:ompeJUea. 1hl8 rnea.t~a the compuler ooeta wen 
ac:tuaQy - &Uocated. 

In add•tlon. II:UAI11Ul1Ce c:oate were allocated to the oon-rqJUJated opc:rauam l.hroug)l the 
S£.52 lnoluRnce allocation. Land & Lab wu allocated $33,l66 and ICT' - allocated 
tiS.Q$9. 

'tbe AudiUir propo~e~mlltm\IUYe method ror tbe IDdJreet lllloeatloll ol genera.J omee 
cxpc recto tbe l'lorl·rq&uJatcd cpera1Jooc. Tbe Aw1llOr Cede, that thla pcrUcular 
aiioc:aUon cbould be bued oo all nan...,.CC"ttlft corporate anploy r Tbe Ccmpct:l)l 
d'Mefoea rib lhla. Tbero an: anly a limited m onber of employcec wbo pc:rform any 
wodt Cor the two non·rcgu!at.ed mtllle8, and t.boOee employeels are u.ted on pace 27 o1 Ute 
cudll report. In eddy ton, exec:utm Ume Ia aJ.o allocated buod on time cheeta. 1b 
allocate J-.1 oiDce txpe:r. 'I baled 00 ~ DOD~ employcec Ia 
~ boellua !bey do not provide the ltdm1nllltratiY .. ppon Cor the non­
fWulatcd opc:ratlolw. 

Tbe Au41tor'cllllemattve mdbocl c:reatea a ~ cnaD aclluatment oU676. The 
CanJpcJ11 dote not Wleh to dilpute a t576 C41nelmmt. bowewr. It dote not bdleYe a 
etlan# to aa aiioc:aUon metlhodolotriY 1a approprlalt ~ the lndlrect allocauon 11( 
tatera1 oiDDe ••101• expetlkL 14 chown above, the employeu who pedorm work for 
the noo·rqptlc•ed campania~ are alloc:ated to them, and the &encra~ aiDce expensea are 
aJ.o allocllled which IDCiudal camputc:r earta. In Jlddn m tDIIw'aiiCe eoc1a an: 
allocated to the two non·rcgulated opercUonc Utroug)l the SEJS3tnauranee allocation. 

Tbe Auditor'• ~ abould be rejected. 
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