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M E M O R A N D U M  

TO: DIVISION OF APPEALS 
DIVISION OF AUDITING AND FINANCIAL ANALYSIS 
DIVISION OF COMMUNICATIONS 
DIVISION OF ELECTRIC AND GAS 
DIVISION OF RESEARCH 

DIVISION OF LEGAL SERVICES 

- 
xx DIVISION OF WATER AND SEWER 

FROM: DIVISION OF RECORDS AND REPORTING (FLYNN) 

RE : CONFIDENTIALITY OF CERTAIN INFORMATION 

DOCUMENT NO. 

DESCRIPTION: 

generated by Minnesota Power and L igh t  Company 

SOURCE : e.s. Inc .  and Deltona U t i l i t i e s ,  

DOCKET NO. : 

The above material was received w i t h  a request for 
confidentiality (attached).  Please prepare a recommendation for 
the attorney assigned to the case by completing the  section below 
and forwarding a copy of this memorandum, together w i t h  a brief 
memorandum supporting your recommendation, to the attorney. You 
must prepare and forward a recommendation within 10 working days 
from the date of t h i s  memorandum. Copies of your recommendation 
should also be provided to the Division of Records and Reporting 
and to the Div is ion of Appeals. 

Please read each of t h e  following and check if applicable. 

- ~ h s  document(s1 is (are),  in fact, what the utility asserts 
it (them) to be. 

- The utility has provided enough details to perform a rea- 
soned analysis of its request. 
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Our audit fnoludad: 
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Although the overa l l  inteat of  the Ag remains 
the mame, several ohangss have 

the methods of 
t la l  eatablishmcat of the Agreement 

the revia ion 

"-been improved; 

of the 
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Thia report has been d l a ~ u s s e d  w S t h  Aom 
and U t e  department personnel. 

Prepared by : 
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COST SEPAUTION 

April 1992 

I 

013 



0910 1/92 11:00 014 

W e  haw complcteb our audit of the prowss bf 
operations. Our audit p r o d w s  and an overall 

costs to non-utility 
coat separation 

pmccss aw provided in this rtpfl. 

8acknround 
Cost separatiofi is the process of charging costs  to utility non-utility c;rperations, 
based upun he nature of the rclated activity. Utility cos 
incurred in the process of producing and supplying Company's 
electric customers. Costs incumd which provide no 
are considemd non-utility. Properly charging casts 
based upon services and benefits 
cost scparation is pf special interest to fhc 

include costs 

customers 

who periodically reviews our cost separation p m s s .  

Since the bst Cost Separation audit performed in i989, di ersified opra?ions have 
grown with the addition of Synertee, Rainy River, d Lehigh operations. 
Continued non-utility expansion quires  additionat C ~ m p  y msoums to support 
the diverse opemtiorts. The costs of these additional res urns must be correctly 
assigned to ensum no C ~ O S S  subsidization occurs, In 1991, opmtions were 
restructued into distinct Business Units in an atrtmpt to sirbn the m j m y  for 
future growth. The new organizational structure w 11 enhance the proper 
assignment of costs by highlighting specific activities i d related costs of the 
Company's diverse operations. 

Among the Company's affilicltcs and within thc 
services provided to one another. "AdminLtrative 
established between the Company and affiliates to 
the intent that charges ktwecn them am 
accumulated and assigned to 
Properly charging costs to the 
cutorncm' rates are also biased 

There are also many 
namrc. Among them 
electric equipment 

there arc many 
have been 

to ensue fair 

Operating and maintenance costs related to s p i f l c  projec or activitits wi- the 

MOR is created with 

(merchandising) arkd JOs (electric q u i p e n t ) .  

Company are accumubted in ration Re isitions (MORS). Each 
costs to utility ob non-utility i 
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accwunis. The individud generating the MOR is #spa ible for &@mining the 
proper allocation of charges. MOR =Bit distributions a mhwd by Budgets, 
Revenue Requircmtnts, and Otntral Accounting. I 
Capital project costs are accumulated in the accounting p 
Expenditure Requisitions (ERs). ER project completion 
Property Accounting to determine utility and non-utility p 

are reviewed by 

Costs not specifically related ro JQs, MORs, or ERs an 
appropriate Federal Energy Regulatory Commission accoi 

charged dimctly to the 
Its. 

The responsibility for properly charging costs btlong to all employees with 
oversight from all levels of rnmagemcnt. company-wide awareness of nan-utility 
activities is critical to proper cost separation for both bud ttd and a c W  charges, i 
Our audit focused on rcvicwing and tcsting pmcedur 
separation of non-utility costs. A review of aclual biUi 
performed. 

I 

W e  performed the audit to detcmhe that: 

1. Procedures for the separation of non-utility costs 1 

p r o p l y  charged. 

2. Agxtments covering the charging of costs to affiiial 
and propcrlg. reflect the original intent underlying thc 

3. Sufficient information on nm-utility activity exii 
budgeting, and furure allocation mtho&logy. 

IS which datermine the 
hgs to affiliates was not 

:mure that all costs are 

tg  for coat monitoring, 

1 

1. Discussed and reviewed cost separation pmdwers varigzss ptnonncl to 
determine philosophy khind charging costs to nm-u 

W e  peiformed the following v c d u r e s ;  

j 

- 2 -  
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2. Reviewed MOR a d  Construction BudgGts und teste 8 sample of items for 
appropriate non-utility consideration and eorzlplianee ith past mu orden. 

3, Examined methods fur charging management t h e ,  a histrathe and gtneral 
t h e ,  and miscellaneous operating c x p s e  to nm-util' activities. 

4. Reviewed Administrative Service Agreements for all i ffiliates and methods of 
charging related costs. 

5.  Reviewed methods of accumulating and charging costs to nowaffiliated 
companies and customers. 

i 
I 

The results of our audit indicate improwemcnt and 
Company's cost separation v s s  s h e  the last audit. 
our opinion that cost separation procedures am 
charging of costs to affiliates and others arc 
original intent underlying these agreements; 
utility activity exists for cost monitoring, 

uwmness of the 
noted blow,  it is 

covering the 
reflect the 

i methodology c h mge s 

Components of administrative and p w m d  expmc m some responsibility 
-S art not cumntly b&g ChUgCd to nOII-UtWv I COunts. E X P W  such 
as staff meeting time, materials and supplies, raining time, and the 
administrative duties ncuessary in daily operatiam r both utility and non- 
utility functions alike are currently being charged utility accounts. Tbe 

us item. The non- 
utility portion of these costs was not significant in p ' r years, and as a result, 
minimal effort was made to allmate a percentage to I" n n-utility accounts. 

expenses primarily include Iabot and some misce 

As diversification activities continue 10 expand, thc of these items 
will increase. Accordingly, we recommend practices b~ 

far allocating 
administrative and general expenses to 
*viewed to determine what methods need to 

I 
- 3  9 
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Several alternatives have been reviewed t 
administration expenses are charged to non 
appropriate. In a variety of casts, W R s  uc 
portion of such expenses to nowutility accm 
charged to jobbing orders that are billed to a 
administrative and general expense overhead H 
to utility O&M expense. h aU other cases r n ~  
to charge an appropriate portion of their adm 
materials, and supplies dirrectly to non-utility $a 

Budget instructions addressing these items wil 
1993 budget solicitation. In addition, the Bud/ 
utility pamphlet will be revised during 1992, 

revised to irnbto ve the -Y o f n ~ l l  
the e f f i c i e i  

2. -t t i i  

Based on the audit work pcrfoxmtd, we noted ins 
activities are not k i n g  properly chwged to non-u 
employees on the semimonthly payroll, 

I ensure that indirect 
butility accounts when 
x h g  used to allocate a 
ats, In addition, labor 
filiates are assessed an 
ith corresponding credit 

nistrstivc time, trainin5 
mts. 

.oyees will  be imuucted 

lx dis~buted with the 
et Manual md the mn- 

ances where nowutility 
ility accounts for some 

Currently, semimonthly payroll employees am not 
time on a monthly basis. In addition, mimy non-utility labor 

u h d  to submit actual 

distribution estimates are not accumtt. The incorrect labor 

In addition, the currcnt scmirnmthly payroll not allow actual 
hours to be entered until after the labor m. The 
result is numcmus manual adjustments 

distribution ta non-utility accounts. 

labor distribution. 

Based on these conctms, we 
mmMy payroll system te 
to ensure proper labor 
possibility of revising 
enhance the efficiency 
explored, 

- 4  - 
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3. 

The cumnt semimonthly labor distribution procc 
Management will be required to submit at leas 
labor distribution processing, an accounting 
allocated for the pay period(s). This will 
corrections or adjustments. Emphasis will be mi 
carefully reviewing how their time was spcnt, t 
actjvities. A new semimonthly labor dlstri 

I 

5ahg ia being reviewed. 
once a month p r h  to 

If how their time was 
ielp elimiwtr: manual 

~peciaUy for non-utility 
jution system will be 

de on the impomwe of 

hp3ementedas swnas it is feasible, 

A management study has already ben 
of combhhg the semimonthly payroll 

rcview thc possibility 
p r a s s .  

We noted that the Company does not have a 
method for ERs which have a non-utility 

with the related non-utility entity 
Second, the asset may be split into 
method will result in proper 
account distribution for 
inefficient record 
strvicc studies, 

We recommend that ER account distribution guidcbines be developed and 
consistently followed. 

account distribution 
difkmt methods 

currently being used. First, an ER 88 a utility met, 
utility income. 

Either 

I 

1 
! 

Manangmcnt: 

The following ER account distribution guidelin 
and will be followed in the future: 

1) hlP distinguishes 100% narkutility prop 
propeq urnits; e+, W e  Superior Plaza Pa 

- 5  

xty  units from utility 
.king Ramp. 

2) Property units that serve utility and non- tility fuctlons will be 
classified as utility property. This guide1 is necessary becauw 
units of property cannot be efficiently sp t and man8ged. Non- 
utility activities will k charged rent which ill be included in omer 
electric revenues. t 
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3) The rental rate for non-utility activities will 
The refital rate will reflect a rata of 
depreciation, and property taxes, Thc mnt; 
gencrd operation and maintenance cxpenr 
& p e d .  

This report has been discussed 6th cmpgny managemenl 
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