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a. C o s t  s s p a r + t i o n  prousdurel grovids f a r  reasonable 
allooatloa o f  oouta to subsidiary op8rltLona. 
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Backnround 
Cost separation is the process of charging costs to utility r non-utility oprations, 
based upon the nature of thc m h t d  activity. Utility COB generally k l u &  costs 
hcurrcd in the process of producing and supplyhg W T  to the Company’s 
electric customers. Costs incurred which provide no ben fit to electric customcrs 
are cotisidtreed nwn-utility. Properly chuging costs emu 6 that deceic rates arc 
based upon services and kncfits received by ektsie epayem Accordingly, 
cost separation is of specid intertat to the Mh~~sota Pub ‘C Wtilitks C o d s s i o n  

Lehiah opetations. 
r C S M 1 ~  to ruppm 
I must bt comctly 

who periodicalIy reviews our cost epsratlon process. 

Since the last Cost Separation audit pcrfo 
grown with rhe addition of Synertrc, Rainy Rivet, 
Continued non-utility expansion quires additional 
the diverse operations. The costs of thtw addition 
assigned to ensure no cross $ubsidizstion OCC~WS~ 
resfnrctumd into distinct Business Units 
future growth. The new organizational structure enhance the p r o p  
assignment of costs by highlighting specific activities dated coats of the 
Company‘s diverse opcratians. 

Among the Company‘s affilicltca and w 
services provided to one amthet. “Adminimatlva 
established ktween the Company and affiliates 
the intent that charges between them arc 
accumulated and assigned to specific affzliat 
Pmpcrly charging costs to the Company’s 
customers’ rates are also based on fair and a 

il 

There am also many scrvicts provided to the jmblie 

electric equipment not owned by the Company. 

Operating and maintenance costs rthtcd to specific 
Company a n  accumulated In M a i n k m e  
MOR is created with instmetions for 

are non-utility in 
and =pair of 
be separated 

charges 

or activitits within the 
(MORS). Each 

or non-utility 

naturc. Among thcm am merchandising activities and 

to ensure fair electric rates and arc billed 
(ierchmdisiiig) arid JOs (electric oquipcnt) .  
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a~cuunts, The individual generating the MOR t m s p  
proper aUaertion of charges. MOR cort diitrlbutions 

Capital project costs zuc accrrmulnted in the recounting 
Expenditure Requisitions (ERs). ER project 
Property Accounting to determine utiiity and 

Casts not specifically related to JOS, 

for dat8mining the 
by Budgets, 

Revenue Requirements, and G c n t d  Accounting. 

the use of 

appropriate Fedtd Encrgy Rugulrttory Commission ucco 

The respotlsibility for prapcrly 
oversight from dl levels of maimgemcnt. 
activities is critical to pmpcr cost 

all employees with 
of nun-utility 

duqes ,  

I 

Our audit focused on rtvicwing and tcstklg p-du I which determine the 
separation of nan-utility COSIS. A review of actual biU g8 to aiPl1lrm-s m s  not 
pcrformed. i 
1. Procedures for the Beparation of nan-utility costs 

Agrccmtnts covering rht charging of costs to 
and properly pefkct tha original i n m t  

budgeting, and tuture 

nburt that all cab w 

8 and others are cumnt 

p r o p l y  charged. 

2. 
a p m m t s .  

3. Sumcicnt information on for cost monitoring, 

I - 
W e  ptdmncd the following pmcedums; 

1. Discussed and reviewed cost scpmtbn procedures ith v d w s  pe~gonntl to 
dctcrminc philosophy behind charging cos& to nmhu ity accounts. f 

I 
--. - L__ 

__I- - 
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2. 	 Reviewed MOR and Construction Budlcts and test a sample of items for 
appropriate non-utility consideration and compliance ith past rate orders. 

3. 	 Examined methods for charginl manascment time, a inIstratlve and general 
time. and miscellaneous operating expeMe to non-uill' activities. 

4. 	 Reviewed Administrative Service Alreements for all lliates and methods of 
charains related costs. 

5. 	 Reviewed methods of accumulatinS and CharlinS\ costs to non-afi.tliated 
companies and customen. . 

OYer,.' A.sessmcDt 

The results of our audit indicate improvement and inc ased awareness of the 
Company's cost separation process since the last audit. Ex as noted below, it is 
our opinion that cost separation procedures are effective. ta COVCrlnS the 
charging of costs to affiliates and others are current d properly reflect the 
original intent underlying these agreements; and sufflci nt infonnadon on nOD
utility activity exists for cost monitoring. budgeting and future allocation 
methodology changes. 

Reegmmegdations & M'D'Umcnl Reappp. 

1. 	 Methods for ,barlinl administrative and leOCR1 ~Ipcp,es SA nop-utUia 
accounts shguld is ~yaluated and imIllematcd. I , 

Components of administrative and Senera1 expense some responsibility 
areas are not currently being cbarged to non-utility counts. Expenses such 
as staff meeting time, materials and supplies, aminl time, and the 
administrative duties necessary in daily operations r both utility and non
utility functions alike are currently being chalJed utility accounts. The 
expenses primarUy include labor and some misce • ..._..·...'us items. The non
utility ponioD of these costs was not significant in r years. ~ as a result, 
minimal effort was made to allocate a percentaF to D ..utility acc:ounts. 

As diversification activities continue to expand, the teriality of these items 
will increase. Accordinlly. we recommend that cwain, practices be 
reviewed to detennine what methods need to be veloped for allocating 
administralive and general expenses to non-utOity aunts. 

·3· 
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Several alternatives have been reviewed t 
adminiatration expenscr are charged to nom 
appropriate+ In a variety of cases, W R s  arc 
portion of such txpcnscs to non-utility accoi 
charged to jobbing orders that art billed to a 
administrative and gcntral expense ovahead v 
to utility QBtM txptme. fn all other cases emy 
to chargc an appropriate podion of their adm 
materials, and supplies directly to non-utility acE 

Budget iastructions addressing these items wiJ 
1993 budget solicitation. In addition, thc Bud, 
utility pamphlet will be revised during 1992, 

Baaed on the audit work pcrfomcd, we notud ha 
activities are not being properly chwgcd to non-U 
employees on the semimonthly payroll. 

I ensure rbrrt indiFcct 
.utility accounts when 
kin8 used to auocate a 
nts* In addition, labor 

Ith eomspding credit 
loyees will be instructed 
bistrative the ,  training 
W#. 

ces where non-utility 
ility accounts for some 

Cumntly, semimonthly payroll employees am not uired to s u b i t  actual 
time on a monthly basis, In addition, many Q ginal non-utility labor 
distribution estimlrtcs am not accurate. The re& t is an incorrect labor 
distributiun ta mn-utility accounts. t I 

I 

Ln addition, the current semimonthly payroll 
hours to be entered until after the h&r 
result is numemu8 manual adjustments 

Based on thcsc concerns, we on the semi- 
monthly payroll system be 
to anaurc proper labor addition, the 
possibility of revising system to 
enhance the efficiency 

labor distribution. 

dots not &w actual 
is actually run. The 
system t k  to update 

explored, 



Thc cwrcnt semimonthly labor distribution p 
Management will bt required to submit at 
labor distribution processing, an 
allocated for the pay perhd(~). 
corrections or adjustments. Emphaais will be 
carefully reviewing how their time 
activities. A new semimonthly 
impluntnced as soon aa it is feasible. 

ia king reviewed. 
a month prior to 

an thc importance of 

their time was 
manual 

3. 

We recommend that ER account distribution 

semi= studies, 

consistently followed. 
k a  be dtvcloped and 

1 
1 1; 
1 

Tbc: following ER account distribution guidelhls have bctn developed 
and wil l  bt followed In the f u t u ~ :  

1) MP distinguisha 100% nod-utility 
property un€u; c.g., Lake Supsflor P W  

2) Property units that sfwe utility and 
classified a5 utility proptfty. TBIs  
units of pmpeny e m o t  be 
utility acthitits will be 
electric revenues. 

- 5  - 
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3) The rental rate for non-utility activities will annually, 
The rental rote will reflect a rate of return OP rate bast, 
depnektion, a d  property times. The r ~ n  mtc my ~ S Q  laclubc 
gencrd operation and mrrintcmcc cxptn s that rn not dirtctly 

assigned. e 
This report has k e n  discussed with Company managementq 

M 

Auditor 

I 

I 


