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(Decided at the Commission’s February 26, 2015 Business and Executive Session.) 

1. OVERVIEW 

In 2004, the City of Lafayette announced its proposal for a municipal fiber network that 

would provide broadband internet, cable television, and telecommunications services to residents 

and businesses throughout its service territory. The decision of the Lafayette Consolidated 

Government (“LCG”) to enter into competitive lines of business through its Lafayette Utilities 

System (“LUS”) division prompted the state legislature to modify an existing bill in order to 

establish rules that would introduce some regulation over a municipal entity when it offers 

products and services in competition with the private sector. The passage of the modified 

legislation allows LUS to offer its competitive video, broadband internet, and 

telecommunications services — referred to as “covered services” — under the provisions of 

Louisiana Revised Statutes Act No. 736 (the “Fair Competition Act”.) The LPSC was given 
responsibility and granted the authority to adopt rules to define and govern equitable cost 

allocation as well as safeguards to govern affiliate or inter—company transactions. 

The Louisiana Public Service Commission (“Commission” or “LPSC”) adopted its cost 

allocation rules and affiliate transaction safeguards in Commission General Order dated October 

4, 2005, reaffirmed by Commission General Order dated October 28, 2005 (“General Order”). 
The LPSC’s responsibility and authority under the Fair Competition Act also extends to the area 

of compliance with its General Order. The Commission retained Henderson Ridge Consulting to 

perform an initial audit of LUS’ compliance with the General Order.‘ The initial compliance 
audit covered fiscal years 2008, 2009, and 2010. At the Commission’s Open Session held 

September 12, 2012, the Commission voted to adopt the Staff’s Audit Report filed August 6, 

2012, with the modification that the LPSC conduct two years of additional audits beginning with 

fiscal year 2011, rather than five years of additional audits as proposed by Commission Staff. 

Further, Henderson Ridge Consulting was retained to conduct a compliance audit of LUS’ 

covered services for fiscal years 2011 and 2012. 

The instant proceeding was initiated with a notice of audit filed into the record, docketed 

as X—329ll, and with informational notice published in the Commission’s July 19, 2013 

Bulletin. Staff released its Audit Memorandum for the current audit on October 10, 2014. 

Notice of the issuance of the memorandum was published in the Commission’s Bulletin issued 

that same day; the docket was converted to U—32911 and noticed for a 25-day intervention 

period. There are no intervenors.2 Pursuant to the procedural schedule, .LUS filed its comments 

on Staff’s Audit Memorandum on January 5, 2015. Staff filed its Final Report and 

Recommendation (Amended) on February 11, 2015. 

II. COMMISSION AUTHORITY 

Pursuant to La. R.S. 45.844.54.D, the Commission is charged with the responsibility and 

granted the authority to “adopt rules to define and govern equitable cost allocation as well as 

safeguards to govern affiliate or inter—company transactions.” The Commission’s responsibility 

1 
The initial audit was assigned Docket No. U—32225. 

2 
On November 3, 2014, the Louisiana Cable & Telecommunications Association and its member companies 

(“LCTA”) filed a timely intervention in this docket. On December 16, 2014, the LCTA filed a motion to dismiss its 

intervention and the motion to dismiss was granted on December 18, 2014 through the order of Administrative Law 

Judge Michelle Finnegan. 
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and authority under the Fair Competition Act also extends to the area of compliance with its cost 

allocation rules and affiliate transaction safeguards. La. R.S. 45:844.54.D.(l) states that “[fjor 
covered services within the jurisdiction of the Louisiana Public Service Commission, 
enforcement of cost allocation and affiliate transaction rules shall be by the Louisiana Public 

Service Commission.” At its September 14, 2005 Business and Executive Session, the 

Commission approved a set of cost allocation and affiliate transaction rules for local 

governments’ provision of competitive services—Commission General Order dated October 4, 

2005, reaffirmed by Commission General Order dated October 28, 2005. 

III. CONCLUSION 

This matter was placed on the Agenda for consideration at the Commission’s February 
26, 2015 Business and Executive Session. The annual audits authorized by the Commission of 

LUS’ covered services have been essential for establishing a record of LUS’ compliance with the 

Local Government Fair Competition Act and the LPSC’s General Order and to minimize the 

opportunities for anti—competitive cross—subsidization. Staff did not identify any instances of 

non—compliance with the Commission’s rules in its current audit. Staff recommended that the 

Commission adopt the Staff’s Final Audit Report and Recommendation as filed into the record 

on February 11, 2015 (attached to the Order as Attachment A). On motion of Commissioner 

Angelle, seconded by Commissioner Holloway, and unanimously adopted, the Commission adopted 
the Final Report and Recommendation (Amended) as filed on February 1 1, 2015. 

IT IS SO ORDERED. 

This Order is effective immediately. 

BY ORDER OF THE COMMISSION 

BATON ROUGE, LOUISIANA 

March 9, 2015 

/S/ CLYDE C. H0LL0vI;A I; 
DISTRICT Iv 

CHAIRMAN CLYDE C. HOLLOWAY 

S/ SCOTTA. ANGELLE 

DISTRICT II 

VICE CHAIRMAN SCOTT A. ANGELLE 

[S/_FOSTER L. CAMPBELL 

DISTRICT v 

COMMISSIONER FOSTER L. CAMPBELL 

/S/ LAMBERT C. BOISS_'IE_RE 
DISTRICT III 

E ;Q 
COMMISSIONER LAMBERT C. BOISSIERE, III 

EVE KAHAO GONZALEZ /S/ ERIC F. SKRMET TA 

SECRETARY DISTRICT I 

COMMISSIONER ERIC F. SKRMETTA 

Order No. U-32911 

Page 2 

and authority under the Fair Competition Act also extends to the area of compliance with its cost 

allocation rules and affiliate transaction safeguards. La. R.S. 45:844.54.D.(l) states that “[fjor 
covered services within the jurisdiction of the Louisiana Public Service Commission, 
enforcement of cost allocation and affiliate transaction rules shall be by the Louisiana Public 

Service Commission.” At its September 14, 2005 Business and Executive Session, the 

Commission approved a set of cost allocation and affiliate transaction rules for local 

governments’ provision of competitive services—Commission General Order dated October 4, 

2005, reaffirmed by Commission General Order dated October 28, 2005. 

III. CONCLUSION 

This matter was placed on the Agenda for consideration at the Commission’s February 
26, 2015 Business and Executive Session. The annual audits authorized by the Commission of 

LUS’ covered services have been essential for establishing a record of LUS’ compliance with the 

Local Government Fair Competition Act and the LPSC’s General Order and to minimize the 

opportunities for anti—competitive cross—subsidization. Staff did not identify any instances of 

non—compliance with the Commission’s rules in its current audit. Staff recommended that the 

Commission adopt the Staff’s Final Audit Report and Recommendation as filed into the record 

on February 11, 2015 (attached to the Order as Attachment A). On motion of Commissioner 

Angelle, seconded by Commissioner Holloway, and unanimously adopted, the Commission adopted 
the Final Report and Recommendation (Amended) as filed on February 1 1, 2015. 

IT IS SO ORDERED. 

This Order is effective immediately. 

BY ORDER OF THE COMMISSION 

BATON ROUGE, LOUISIANA 

March 9, 2015 

/S/ CLYDE C. H0LL0vI;A I; 
DISTRICT Iv 

CHAIRMAN CLYDE C. HOLLOWAY 

S/ SCOTTA. ANGELLE 

DISTRICT II 

VICE CHAIRMAN SCOTT A. ANGELLE 

[S/_FOSTER L. CAMPBELL 

DISTRICT v 

COMMISSIONER FOSTER L. CAMPBELL 

/S/ LAMBERT C. BOISS_'IE_RE 
DISTRICT III 

E ;Q 
COMMISSIONER LAMBERT C. BOISSIERE, III 

EVE KAHAO GONZALEZ /S/ ERIC F. SKRMET TA 

SECRETARY DISTRICT I 

COMMISSIONER ERIC F. SKRMETTA 

Order No. U-32911 

Page 2 



Order No. U-32911 

Attachment A 

Public (Redacted) Version 

I‘) 
C\J 

C-5 BEFORE THE 

E LOUISIANA PUBLIC SERVICE COMMISSION 

: DOCKET NO. U-32911 

CD 

3. 
’ 

LAFAYETTE UTILITIES SYSTEM 

5;,  EX PARTE 

In re: Commission Audit of Lafayette Utilities System ’s Covered Services fo_r— the 2011 and 

2012 scal years (November 1, 2010 through October 31, 2012) pursuant to General Order 

Dated October 4, 2005. 

STAFF REPORT AND FINAL RECOMMENDATION 

(AMENDED) 

EXECUTIVE SUMMARY 

In 2004, the City of Lafayette announced its proposal for a municipal ber network that 

would provide broadband intemet, cable television, and telecommunications services to residents 

and businesses throughout its service territory. The decision of the Lafayette Consolidated 

Government (“LCG”) to enter into competitive lines of business through its Lafayette Utilities 

System (“LUS”) division prompted the state legislature to modify an existing bill in order to 

establish rules that would introduce some regulation over a municipal entity when it offers 

products and services in competition with the private sector. The passage of the modied 

legislation allows LUS to offer video, broadband 

telecommunications services — referred to as “covered services" — under the provisions of 

its competitive internet, and 

Louisiana Revised Statutes Act No. 736 (the “Fair Competition Act”.) 

Pursuant to La. R.S. 45.844.54.D, the Louisiana Public Service Commission (“LPSC" or 

“the Commission") is charged with the responsibility and granted the authority to “adopt rules to 

define and govern equitable cost allocation as well as safeguards to govern afliate or inter- 

company transactions." The Commission's responsibility and authority under the Fair 

Competition Act also extends to the area of compliance with its cost allocation rules and affiliate 

transaction safeguards. La.R.S. 45:844.54.D.(l) states that “[f]Or covered services within the 

jurisdiction of the Louisiana Public Service Commission, enforcement of cost allocation and 

affiliate transaction rules shall be by the Louisiana Public Service Commission.” At its 

Staff Final Report and Recommendation (Amended) 
Audit of LUS’ Covered Services 
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Order No. U—3291l 

At t a c hrnent A 

Public (Redacted) Version 

September 14, 2005 Business and Executive Session, the Commission approved a set of cost 

allocation and affiliate transaction rules for local governments’ provision of competitive services. 

The Commission retained Henderson Ridge Consulting to perform the initial audit of 

LUS' compliance with the requirements of its General Order.‘ LUS operates on a fiscal year that 

begins on November 15‘ and continues through October 315‘ of the following year. In conducting 
the initial compliance audit, Henderson Ridge Consulting audited the scal years of 2008, 2009, 

and 2010. At the Commission's Open Session held on September 12, 2012, Henderson Ridge 

Consulting was retained to conduct a compliance audit of LUS’ covered services for fiscal year 

2011. The scope of the audit was expanded to include fiscal year 2012 in August 2013. 

As in the initial audit, the areas examined by Henderson Ridge Consulting in the course 

of the current audit tracked the principal sections of compliance requirements as found in the 

Corrunission’s General Order. LUS’ compliance with each mle and requirement as it relates to 

the following areas was tested and conrmed: (a) Allocation of Costs, (b) Transactions with 

Afliates, (c) Baoance Sheet Accounting, (d) Allocation of Revenue and Expenses, (e) 

Imputation of Taxes, Fees, and Other Assessments, (0 Time Reporting Procedures, (g) Code of 

Conduct, and (h) Reporting Requirements. 

Staff released its Audit Memorandum for the current audit on October 10, 2014. On 

November 3, 2014, the Louisiana Cable & Telecommunications Association and its member 

companies (“LCTA”) led a timely intervention in this docket. On December 16, 2014, the 

LCTA filed a motion to dismiss its intervention and the motion to dismiss was granted on 

December 18, 2014 through the order of Administrative Law Judge Michelle Finnegan. A status 

conference was convened in this proceeding on December 16, 2014 before the Administrative 

Law Judge and the following procedural schedule was established: 

January 12, 2015 Lafayette Utilities System comments to Staff‘ s Report due. 

' 
The initial audit was assigned Docket No. U-32225. 

 

Staff F inal Report and Recommendation (Amended) 
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Public (Redacted) Version 

January 30, 2015 Hearing.2 
February 27, 2015 Staff Final Report due. 

LUS led its comments on Staff’s Audit Memorandum on January 5, 2015. LUS raises 

three issues in its comments and in this Report and Final Recommendation Staff responds to 

each of those issues. 

Staff Response to LUS’ Comments 

Billing Stuffer Guidelines 

As stated in the Staff Audit Memorandum, no instances were identied where LUS 

processed requests for service differently on behalf of an aifiliate or third party. However, Staff 

did point out in the Audit Memorandum that the LUS Bill Stuffer Guidelines favor the 

Communications System division over similarly situated providers of competitive services. As a 

result of its non-prot status, the Communications System division can include bill inserts under 

the LUS Bill Stuffer Guidelines and did so multiple times during the scal years of 2011 and 

2012.’ 

In its responsive comments, LUS notes that neither the LPSC Rules nor the Local 

Government Fair Competition Act preclude the Communications System division from utilizing 
Bill Stuffer Guideline services from LUS. LUS also points out that it has used the Bill Stuffer 

Guidelines since 2009 with no issues being raised in the previous audit of 2008-2010.4 As 

further support for the provisions of the Bill Stuffer Guidelines, LUS provides its comments 

from the LPSC rulemaking proceeding which removed the conditions being proposed by Staff in 

5 
Nevertheless, Staff maintains that the non-profit status of the its Audit Memorandum. 

Communications System division favors it over its competitors who may not place their 

promotional material in LUS’ utility bills should they so desire. 

2 
An Unopposed Motion to Cancel Hearing was led on behalf of the Commission Staff on Januzuy 22, 2015 and an 

Order was issued by the Administrative Law Judge on January 22, 2015 granting the unopposed motion. 
3 

Staff October, 2014 Audit Memorandum, pages 33 and 34. 
‘ 

LUS Comments, page 2. 
5 

See LUS Comments, Exhibit 1. 

Staff Final Report and Recommendation (Amended) 
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Cost Allocation Study Among LUS Fiber Services 

The Staff Audit Memorandum notes that “LUS does not allocate the costs associated with 

jointly used assets to each of the covered services.”6 Staff recognizes that the benets to be 

derived, if any, from performing an on-going allocation of the Communications System 

division's jointly used assets among the covered services are not likely to be commensurate with 

the costs to be incurred by LUS to conduct such studies. The value of such cost allocation 

studies is further eroded as both the law and the Commission’s rules permit LUS to combine 

covered services as bundled service offerings. The allocation of costs to an individual covered 

service loses significance when the services are combined and packaged as bundled service 

offerings. Staff has recommended that the Commission authorize LUS to conduct a cost 

allocation study to allocate costs among the covered services based upon a complaint filing that 

makes a legitimate case that LUS has engaged in anti-competitive, cross-subsidy and/or 

predatory pricing practices. To date, no party has alleged or provided any evidence that LUS has 

engaged in anti-competitive cross-subsidization and/or predatory pricing practices. 

LUS comments that it does not dispute that the LPSC may seek a cost allocation study by 

LUS but questions whether such a study would be needed or required in light of the 

Commission's recently dened standard of fair competition in current competitive markets rather 

than a policy based on cost allocation among services.7 LUS also notes that it has not submitted 

a “proposal” to conduct a separate cost study upon request as appears to be suggested in the Staff 

Audit Memorandum. 

Staff believes that LUS is in agreement with Staff's position regarding the value of a cost 

allocation study among the Communications System division's assets. With respect to LUS’ 

“proposal” to undertake such a cost study upon request, Sta’ notes that the same language was 

included in the 2008-2010 Staff Audit Memorandum with no exception being taken by LUS to 

the term or the recommendation. 

5 
Staff October, 2014 Audit Memorandum, page 19. 

7 
LUS Comments, pages 2 and 3. 

Staff Final Report and Recommendation (Amended) 
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Book Operating/Revenuespenses 
The Staff Audit Memorandum included a summary of the Communications System 

division’s reported nancial results during its rst ve scal years. The nancial information 

was presented as a potential matter of interest to the Commission on how the Communications 

System division has fared nancially during this start-up period. As presented in the Audit 

Memorandum, the Communications System division is reporting progress in several areas of its 

operations but has recorded a loss in each scal year and reports a fund balance decit of $40.7 

million at year—end scal 2012. The LCG’s independent nancial statement auditor has 

disclosed the losses realized by the Communications System division as a nding in the 

Summary Schedule of Current and Prior Year Audit Findings and states that Communications 

3 

Although corrective actions are being taken by System Fund should not operate as a decit. 
LUS to reverse the trend of operating losses, Staff is concerned over the losses sustained by the 

Communications System division during its first ve years of operation. 

LUS responds to Staff’s concerns over the nancial results of the Communications 

System division during its rst ve scal years by stating that the division’s nancial 

perfonnance “is a matter within the purview of the Lafayette City Govemment.”9 LUS provides 
the nancial data of the Communications System division on a cash operations basis and notes 

that the division has become cash positive by 2012 due to revenue growth. 

Staff nds it reasonable for LUS to provide the nancial results of its Communications 

System division on a cash operations basis as emerging entities are frequently evaluated upon a 

cash operating basis during the start-up period. 

Some of the major audit ndings include: 

0 The nancial statements of the Lafayette City—Parish Consolidated Government, which 

includes all transactions of the Communications System division, are prepared in 

accordance with generally accepted accounting principles (“GAAP") as established by 
the Governmental Accounting Standards Board. Furthermore, the accounting, billing, 

3 
LCG Financial Report Year Ended October 31, 2011, pages 194 and 195. 

9 
LUS Comments, page 3. 
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and cost allocation systems that LUS has in place provide a sufcient level of detail to 

verify compliance with the cost assignment and allocation principles and the Code of 

Conduct approved by the LPSC. 

The expenses charged by LCG to all departments, including LUS, are allocated through 
an annual indirect cost allocation plan developed by independent consulting rms. The 

cost allocation studies use a fully allocated cost methodology to develop the department 
allocations. There were no instances found of inappropriate cost allocation of the indirect 

costs allocated to the Communications System division by LCG and LUS (i.e. a level of 

allocation that understated expenses in any scal year). 

The Communications System division has entered into notes payable to the utilities 

system for the costs associated with the provision of covered services. Each of the notes 

payable is reported as an interfund loan. In compliance with the Commission’s interfund 

loan requirements, it was conrmed that the effective interest rate for the interfund loans 

exceeded the highest rate paid for loans or earned for investments with similar terms and 

conditions or that the interfund loans bear interest rates consistent with prevailing market 

rates. In addition, LUS has complied fully with the requirements listed in the 

Commission’s General Order that concern the Communications System Revenue Bonds, 

including the direct assignment of the origination, nancing, interest, and other carrying 
costs associated with the bonds, and the receipt of interest income on the balance of the 

bond proceeds. 

LUS imputes taxes as obligated under the Commission's rules. The accuracy of the 

calculation of the imputed taxes was confirmed. Although the taxes are referred to as 

imputed, they are more like actual taxes as the Communications System division has 

established a liability for the taxes and must render an actual payment to retire the 

obligation. The Communications System division is not obligated to make In Lieu of 

Tax Payments (“ILOT”) and did not make any such payments for fiscal years 2011 

through 2012. However, if ILOT payments are made, those payments will be used to 

offset the imputed tax obligation. 
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0 There were no instances or exceptions found with respect to LUS’ compliance with the 

Commission’s rules governing Code of Conduct behavior and fullling its Reporting 

Requirements. Although there were no instances identied where LUS processed 

requests for services differently on behalf of an affiliate or a third party, the LUS Bill 

Stuffer Guidelines favor the Communications System division over similarly situated 

providers of competitive services. The Communications System as a division of LUS is 

considered to be a non-prot entity. As a result of its non—prot status, the 

Communications System can include bill inserts under the Bill Stuffer Guidelines. 

During the scal years of 2011 and 2012, the Communications System included multiple 
bill inserts that promoted the division's covered services and/or extended special 
offerings for its services. The costs of the bill inserts were assigned to the division. 

0 LUS complied with the Commission’s rules regarding Transactions with Affiliates. 

0 After ve years of monitoring the Communications System division’s compliance with 

the Commission’s rules and regulations and overall operations, a review of how the 

Communications System has fared nancially during the start-up period may be of 

interest to the Commission. The Communications System division has reported 
cumulative operating losses of $47.4 million for fiscal years 2008 through 2012 which 

has led to an overall fund balance of $40.7 million at year end 2012. Despite 

restructurings and restatements resulting in principal reductions, the interfund loans, due 

to LUS by the Communications System division have an outstanding balance of $28.3 

million at year end 2012. The Communications System division is reporting progress in 

several areas of its operations, including increased revenues from customer growth. 

BACKGROUND 

In 2004, the City of Lafayette announced its proposal for a municipal ber network that 

would provide broadband intemet, cable television, and telecommunications services to residents 

and businesses throughout its service territory. The decision of the Lafayette Consolidated 

Government to enter into competitive lines of business through its Lafayette Utilities System 
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division prompted the state legislature to modify an existing bill in order to establish rules that 

would introduce some regulation over a municipal entity when it offers products and services in 

competition with the private sector. The passage of the modified legislation allows LUS to offer 

its competitive video, broadband intemet, and telecommunications services — referred to as 

“covered services” - under the provisions of Louisiana Revised Statutes Act No. 736. 

Act No. 736, entitled the Local Government Fair Competition Act, provides the 

framework to guide the municipality’s conduct for its entry into and operation of competitive 
lines of business. The legislative policy of the Fair Competition Act is declared in R.S. 

452844.41: 

The legislature finds and declares that it is the policy of this state: 

(1) To ensure that cable television services and telecommunications services 

and advanced services are provided through fair competition consistent with the federal 

Telecommunications Act of 1996, Pub. L. 104-104, in order to provide the widest 

possible diversity of information and news sources to the general public. 

(2) To advance the exercise of rights under the First Amendment of the 

Constitution of the United States. 

(3) To enhance the development and widespread use of technological 
advances in providing cable television services and telecommunications and advanced 

services. 

(4) To encourage improved customer service of cable television services and 

telecommunications and advanced services at competitive rates. 

(5) To ensure that cable television services and telecommunications and 

advanced services are each provided within a consistent, comprehensive, and 

nondiscriminatory federal, state, and local government framework. 

(6) To ensure that when a local government provides to its inhabitants cable 

television services, telecommunications services or advanced services, or any 

combination thereof, and competes with private providers whose activities are regulated 

by the local governmental entity, the local government does not discriminate against the 

competing providers of the same services. 
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(7) To ensure that when a local government provides to its inhabitants cable 

television services, telecommunications services or advanced services, or any 

combination thereof, it will not be precluded from engaging in “bundling” those services 

or engaging in any other lawful business practice that its private-sector competitors are 

legally permitted to engage in. 

Pursuant to La. R.S. 45.844.54.D, the Louisiana Public Service Commission is charged 
with the responsibility and granted the authority to “adopt rules to define and govern equitable 
cost allocation, as well as safeguards to govern affiliate or inter-company transactions.” The 

Comniission’s responsibility and authority under the Fair Competition Act also extends to the 

area of compliance with its cost allocation rules and affiliate transaction safeguards. La.R.S. 

45:844.54.D.(l) states that “[f]or covered services within the jurisdiction of the Louisiana Public 

Service Commission, enforcement of cost allocation and affiliate transaction rules shall be by the 

Louisiana Public Service Commission." 

The Commission initiated a rulemaking docket in early 2005 pursuant to the requirements 
of the Fair Competition Act to develop cost allocation and affiliate transaction mles. At the 

Commission's September 14, 2005 Business and Executive Session, the Commission approved 
Inthe 

General Order, two of the reporting requirements that are particularly germane to the audit of 

Staffs Final Recommendation and Cost Allocation and Affiliate Transaction Rules. 

LUS’ covered services state: 

- The local government shall have an attest engagement performed annually. 
The attest engagement of the cost allocation and affiliate transaction rules 

shall be an examination and shall provide a written communication that 

expresses an opinion that the system, processes, and procedures applied by 
the local government comply with the Fair Competition Act and these Rules. 

The attest engagement shall be conducted in accordance with the attestation 

standards established by the American Institute of Certied Public 

Accountants. The cost of the attest engagement shall be directly assigned to 

the division created to provide covered services. 
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0 The LPSC shall audit the initial twelve months of the local government's 

provision of covered services. Thereafter the LPSC may order an audit 

performed no more frequently than on an annual basis of all matters deemed 

relevant by the selected auditor. The local government and its afliated 

divisions will cooperate fully with all requests necessary to perform the 

audit. The selected auditor will provide the audit report to the LPSC on or 

before six (6) moths after the onset of the audit. 

In conducting the initial compliance audit, Henderson Ridge Consulting audited the scal 

years of 2008, 2009, and 2010. At the Commission's Open Session held on September 12, 2012, 

Henderson Ridge Consulting was retained to conduct a compliance audit of LUS’ covered 

services for fiscal year 2011. The scope of the audit was expanded to include scal year 2012 in 

August 2013. 

ORGANIZATIONAL STRUCTURE 

The Lafayette City—Parish Consolidated Government operates under an elected President- 

Council administrative-legislative form of government. LCG’s operations include police and re 

protection, public transportation, streets and drainage, parks and recreation, certain social 

services, and general administration services. The Lafayette Consolidated Government owns 

and operates four enterprise activities. The enterprise activities include (1) a utilities system, 

LUS, that generates and distributes electricity and provides water and sewer services; (2) an 

environmental services department which provides residential waste collection; (3) an animal 

control shelter which provides a parish-wide animal control program; and (4) the ber optic 

network that provides internet, cable television, and telecommunications services. LUS is a 

customer-owned and operated utility with over 550 employees. 

LUS is functionally organized into four divisions: Electric, Water, Wastewater, and 

Communications. These are all separate divisions of LUS but all are part of the same overall 

department. LUS serves more than 64,000 electric customers, 53,000 water customers, and 

42,000 wastewater customers. The Communications System division has been experiencing 
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steady customer growth since its rst retail service offerings in February 2009. The construction 

program to deploy the ber optic network has continued through 2013 and over 83,000 miles of 

glass ber have been installed in the city. The Communications System division is comprised of 

four sections: Cable Television services, Advanced Information services (i.e. broadband Internet 

access), Wholesale Telecommunications services, and Retail Telecommunications services. 

COVERED SERVICES AUDIT PROCEDURES 

The audited nancial statements of Lafayette Consolidated Government for the scal 

years of 2011 and 2012 were reviewed by the Con1mission’s Staff and Henderson Ridge 
Consulting. Staff required supplemental information in order to conduct a thorough examination 

of thelnancial records. Staff also issued extensive discovery and made two visits to LUS’ 

offices in order to conduct on-site audit eldwork. 

Staff performed a detailed review of the activity recorded in the general ledger for fiscal 

years 2011 and 2012. The review of general ledger activity included the transactions recorded as 

covered services activity as well as the activity recorded to the other LUS divisions and LCG 

Departments. The testing of general ledger activity included a review of the documentation 

supporting individual nancial transactions. 

As part of the on-site audit eldwork, the independent auditor's work papers supporting 
the attestation engagement that is required to be performed under the Commission’s General 

Order were reviewed. The on-site audit eldwork also included the review of the multi-volume 

cost allocation studies developed by outside consulting rms. Maximus Consulting Services, 

Inc. (“Maximus”) developed the fully allocated cost study for LCG and LUS for scal year 

2011. MGT of America, Inc. (“MGT”) performed the cost allocation study for LCG and LUS 

for scal year 2012. The monthly activity recorded to individual Departments of LCG and LUS 

divisions was traced through the cost allocation process in order to conrm that the cost 

allocation procedures and factors were consistently being followed and applied by LCG and 

LUS. Vendor invoices for the build—out of the ber network were examined and tested to verify 
that those expenditures were directly assigned to the Communications System division. The 

audit also included the examination of the bills for non-tariffed services between the 
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Communications System division and other LUS divisions as well as individual LCG 

Departments. 

The scope of the areas examined in the course of the audit included the following: 
0 Allocation of Costs 

0 Transactions with Affiliates 

0 Balance Sheet Accounting 
- Allocation of Revenue and Expenses 
- Imputation of Taxes, Fees, and Other Assessments 

_ 

0 Time Reporting Procedures 

0 Code of Conduct 

0 Reporting Requirements 

In the following discussion of LUS’ compliance with the provisions of the Cornmission’s 

General Order, the requirements of the General Order are italicized prior to the presentation of 

the audit ndings. 

Allocation of Costs 

1. A local government will use the full-cost accounting method to separate and apportion 
costs between a local govemment’s covered services and other utility services or 

activities provided by that local government. 

2. A local government will directly assign costs to a specific division and/or business 

section within the separate division created to provide the covered services whenever 

possible. 

3. Costs that cannot be directly assigned to a specific division and/or business section will 

be described as common costs. A local government will allocate common costs among 

divisions and/or business sections in accordance with the following hierarchy: 

(a) The local government will allocate, whenever possible, common cost categories 
based on direct analysis of the origin of the costs themselves. 
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(b) When direct analysis is not possible, the local government will allocate common 

cost categories based on an indirect, cost-causative linkage to another category 

(or group of cost categories) for which a direct assignment or allocation is 

available. 

(c) When neither direct nor indirect measures of cost causation can be identified, the 

local government will allocate the cost category using a general allocator. 

4. Costs assigned and allocated to a division shall be at fully allocated costs. 

Audit Findings 

The Lafayette Consolidated Government provides certain administrative functions to 
I 

LUS and other Departments of the City through the Departments of Finance and Administrative 

Services. These functions include processing of accounts payable transactions and payroll; 

managing and maintaining the entire accounting system, including the general ledger, and 

completion of all reports and statements; investment of idle funds; assistance in the preparation 
of an annual budget; procurement through a central purchasing system in accordance with 

applicable state law, policy and other requirements; human resource functions; information 

services; communications; printing; risk management, insurance, and safety programs. The 

expenses charged by LCG to all Departments, including LUS, are allocated through an annual 
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Table 1 

Lafayette Utilities System 
Communications System Division 

Direct and Indirect Expenses 
Fiscal Years 2011 and 2012 

‘ Desc i tion Fiscal Year 2011 Fiscal Year 2012 
Direct expgpses 
Indirec_t expense_s_:_ 

LCG 

LUS 

Total indirect expenses 
T 

I 

Total expenses incurred 
‘ 

i 
The individual LCG and LUS cost center cost allocation factors in effect during the scal 

years of 2011 and 2012 are provided in Exhibit No. 1 along with the annual total expenses 

allocated to the Communications System division. Exhibit No. 2 presents the direct costs and 

indirect expenses incurred by the Communications System division during each scal year in the 

audit period on an individual operating expense account basis. 

The indirect cost allocations from LCG and LUS to the Communications System division 

were tested for selected months in each audit period. It was connned that the monthly 
allocations and that the appropriate cost allocation factors were accurately applied during each 

month. Furthermore, the Maximus and MGT cost allocation methodologies were reviewed to 

verify that the factors are reasonable and supported by appropriate studies and developed to 

reflect direct cost causation to the greatest extent possible. There were not any instances of 

inappropriate cost allocation of the costs allocated to the Communications System division by 
LCG and LUS (i.e. a level of allocation that understated expenses in any scal year) identified 

during scal years 2011 and 2012. 

5. For loans made by a local government to the division providing covered services, the 

local government will charge the higher of the highest rate of interest earned an invested 

ends of similar maturity or the highest rate of interest paid on outstanding bonds of 
similar maturity and interest rate mode (variable rate or xed rate ). Upon request of the 
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LPS C or Louisiana Legislative Auditor, the local government will disclose all terms and 

conditions of each anns-length loan arrangement including the stated interest rate, 

eective interest rate, and maturity date of the loan. 

Audit Findings 

The Communications System division has entered into notes payable to the Utilities 

System for various borrowings, including the costs associated with the start-up of the provision 
of covered services, the transfer of ber assets, the imputed tax obligations, and an operating 
loan. Each of the following notes is reported as an interfund loan, which is a note receivable in 

the Utilities System Fund and a note payable in the Communications System Enterprise Fund. 

I Start-up Costs 

An entry was made during scal year 2008 to record organizational start—up costs for the 

Communications System division. The entry notated that most of the capitalized start-up costs 

that were incurred were attributed to legislative and lobbying expenses, bond issuance costs, a 

project feasibility study, and fees for professional services such as engineering, legal, and 

consulting. The Communications System executed a note payable dated June 29, 2007 due to 

the Utilities System in the amount of $2,418,562 for the repayment of the start-up costs at a rate 

of 6.45% for 20 years. The terms of the note provided for annual payments of $218,629 

beginning June 29, 2008 and ending June 29, 2027. During the 2010 scal year, the amount 

borrowed was increased to $3,035,767 at a rate of 5.08%. The terms of the note were amended 

to 25 years and semi-annual payments of interest began December 29, 2010. As part of a further 

restructuring in 2011, the start~up costs and the 2007 note balances were combined into one note 

balance of $3,274,813 payable in 20 years with annual payments of $263,340, including interest 

at 4.5% beginning November 1, 2013. 

0 2007 Expenses 
The note was first entered into on October 31, 2007 and covered legal and other 

professional services fees, payroll, benets, and transportation costs advanced subsequent to the 

revenue bond issuance but prior to the transfer of the ber assets to the Communications System 
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division (i.e. the period of June 29, 2007 through October 31, 2007). The original note payable 
was $203,578 with a rate of 4.16% and a ve year term. During the 2010 scal year, the amount 

borrowed was increased to $213,462 at a rate of 4.63%. The tenns of the note were amended to 

12 years from the original loan date with annual payments of $25,202 beginning November 1, 

2009. During 2011, the note balance of the 2007 expenses note was combined with the start-up 

C0815 110116. 

0 Fiber Assets 

The note was entered into on September 30, 2009 and covered the reimbursement to the 

Utilities System for the transfer of its ber optic network, including various related vehicles and 

equipment and its ber inventory to the Communications System Enterprise Fund. The original 

note was $9,073,734 with a rate of 5.08% for 25 years. During the 2010 scal year, the amount 

borrowed was increased to $11,387,718 with annual payments of principal due beginning May 1, 

2012 and semi—annual interest payments beginning November 1, 2010. As a result of the 2011 

restructuring of all of the notes payable to LUS, the Fiber Assets note in the amount of 

$11,666,767 is now payable in 20 years with annual payments of $938,169 including interest at 

4.5% beginning November 1, 2013. 

Imputed Taxes 

These notes cover the amount to be paid to the Utilities System for imputed taxes, which 

are obligated to be included in the rates of the Communications System. The amount to be 

included is to equal all taxes, fees, and other assessments that would be applicable to a similarly 
situated private provider of the same services in accordance with the provisions of the LPSC’s 

General Order. The applicable imputed taxes include property, franchise, and sales taxes. The 

note payable dated September 1, 2011 is equal to the 2009 and 2010 imputed taxes of $2,744,305 

and $1,990,045, respectively, plus accrued interest, for a total cost of $4,906,015, payable in 20 

years with annual payments of $394,511, including interest at 4.5% beginning November 1, 

2013. 

$2,317,320, payable in 20 years with annual payments of $197,230, including interest at 3.5% 

The note payable dated November 1, 2012 is equal to the 2011 imputed taxes of 

beginning November 1, 2017. 
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2011 Operating Loan 

The note dated September 1, 2011, provides additional funds for operations in the amount 

of $5,599,805. The terms of the note provide for one annual interest payment on November 1, 

2013 in the amount of $134,694 and annual interest payments of $269,388 from November 1, 

2014 through November 1, 2032. Beginning November 1, 2033, the terms of the note provide 
for annual payments of $1,668,668, including interest at 4.5% through November 1, 2036. 

Table 2 summarizes the balances of the notes payable from the Communications System 
division to LUS as of October 31, 2012. 

Lafayette Utilities System 
Table 2 

Public (Redacted) Version 

Terms of the Interfund Loans 
Due from Communications System Division to LUS 

Balances due as of October 31, 2012 

 

Loan Effective Maturity 
Loan Purpose Amount Rate _Start Date pit; Term 

Start-up costs and 

2007 expenses $3,250,613 - O9-01—201l 11-01-2032 21 years 

Fiber Assets 11,580,550 - 09-01-2011 11-01-2032 21 years 
‘ 

FY 2009 and FY 
" 

2010 Imputed 
Taxes 4,869,759 - 09-01-2011 11-01-2032 21 years 

FY 2011 Imputed 
Taxes 2,317,320 - 05-16-2012 11-01-2032 20 years 1 

FY 2012 Imputed 1 

Taxes 1,909,553 . I n/a n/a n/a 

2011 Operating 
' 

Loan 5,558,423 
u 

- I 0901-2011 11-O1—2036 25 years 
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In compliance with the Commission's interfund loan requirements, it was conrmed that 

the effective interest rate for interfund loans either exceeded the highest rate paid for loans or 

earned for those investments with similar terms and conditions or was consistent with prevailing 
market rates. LUS has provided all relevant information in support of the interfund loans, 

including the stated interest rate, effective interest rate, and the maturity date of the loans. 

There are also interfund balances reported between the Communications System 

Enterprise Fund and other funds. These balances result from the time lag between the dates that 

(1) interfund goods and services are provided or reimbursable expenditures occur; (2) 

transactions are recorded in the accounting system; and (3) payments between funds are made. 

The interfund balances due from and due to the Communications System Enterprise Fund for 
scal years 2011 and 2012 are reported in Table 3. 

Table 3 

Lafayette Utilities System 
Communications System Division 

Interfund Balances 

Description Fiscal Year 2011 Fiscal Year 2012 
I ‘ 

Due from other funds $622,366 $630,009 
L 

Due to otherfunds 2,695,234 1,337,169 
I 

Transactions with Affiliates 

Books of Account 

The separate division created to provide the covered services shall maintain separate books of 
account from its ailiated divisions. 

Audit Findings 
LUS uses an enterprise fund, more specically identified as the Communications System 

Enterprise Fund, to account for the activities of the division that provides the covered services. 

An enterprise fund reports the same functions presented as business-type activities in the 

govemment-wide nancial statements. Specifically, the Communications System Enterprise 

Staff Final Report and Recommendation (Amended) 
Audit of LUS’ Covered Servicu 

Docket U-32911 Page 18 

Order No. 

Attachment 

U- 3 2 9 1 1 

A 

Public (Redacted) Version 

In compliance with the Commission's interfund loan requirements, it was conrmed that 

the effective interest rate for interfund loans either exceeded the highest rate paid for loans or 

earned for those investments with similar terms and conditions or was consistent with prevailing 
market rates. LUS has provided all relevant information in support of the interfund loans, 

including the stated interest rate, effective interest rate, and the maturity date of the loans. 

There are also interfund balances reported between the Communications System 

Enterprise Fund and other funds. These balances result from the time lag between the dates that 

(1) interfund goods and services are provided or reimbursable expenditures occur; (2) 

transactions are recorded in the accounting system; and (3) payments between funds are made. 

The interfund balances due from and due to the Communications System Enterprise Fund for 
scal years 2011 and 2012 are reported in Table 3. 

Table 3 

Lafayette Utilities System 
Communications System Division 

Interfund Balances 

Description Fiscal Year 2011 Fiscal Year 2012 
I ‘ 

Due from other funds $622,366 $630,009 
L 

Due to otherfunds 2,695,234 1,337,169 
I 

Transactions with Affiliates 

Books of Account 

The separate division created to provide the covered services shall maintain separate books of 
account from its ailiated divisions. 

Audit Findings 
LUS uses an enterprise fund, more specically identified as the Communications System 

Enterprise Fund, to account for the activities of the division that provides the covered services. 

An enterprise fund reports the same functions presented as business-type activities in the 

govemment-wide nancial statements. Specifically, the Communications System Enterprise 

Staff Final Report and Recommendation (Amended) 
Audit of LUS’ Covered Servicu 

Docket U-32911 Page 18 



Order No. U—329ll 

Attachment A 

Public (Redacted) Version 

Fund accounts for the provision of wholesale ber bandwidth to retail companies for resale and 

the provision of telephone, cable TV, and intemet services to residents of the City of Lafayette. 
All activities necessary to provide such services are accounted for in the Communications 

System Enterprise Fund, including, but not limited to, administration, operations, maintenance, 

nancing and related debt service, and billing and collections. 

Joint Ownership of Assets 

The separate division created to provide the covered services shall not jointly own 

communications facilities (e.g. transmission, switching, transport, etc.) with its affiliated 
divisions. 

Audit Findings 
The Communications System division does not have joint ownership of any assets with 

other LUS divisions or LCG Departments. 

Joint Use of Assets 

Assets that are jointly used by the separate division created to provide the covered services and 

an affiliated division will be recorded on the books of the division that makes predominant use of 
the assets. A determination will be made for each specic asset of the portion of the asset that is 

required to be used by another division( s). An internal lease will be generated to account for the 

use of the assets by another divisi0n(s). The internal lease terms will be based upon the highest 

price of any similarly situated leases extended to outside, non-ailiated parties. In the absence 

of any such leases, the lease terms will be based upon prevailing market rates for comparable 

arrangements. [f a prevailing market price cannot be ascertained, the lease terms will be based 

upon the full-cost accounting methodology. 

Audit Findings 
There is limited joint use of assets between the Communications System division and 

other LUS divisions as presented in Table 4. 
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Table 4 

Lafayette Utilities System 
Communications System Division 

Joint Use of Assets 

‘ ,loint Use Asset Owning Division ,|oint Use Division 

Joint Use of Assets within the Separate Dgision Providing Covered Services 

It is anticipated that most assets of the separate division providing the covered services will be 

used for more than one covered service. The cost of the joint assets will be allocated to each of 
the covered services making use of the joint assets under the full-cost accounting methodology. 

Audit Findings 
LUS does not allocate the costs associated with jointly used assets to each of the covered 

services. An allocation such as this would require a separate cost study since the allocation 

cannot be accommodated through the general ledger. If a legitimate complaint of anti- 

competitive, cross-subsidy is presented to the Commission, the Commission may require LUS to 

undertake such a study to demonstrate that the Communications System division has not engaged 
in any anti-competitive cross-subsidy of any covered service and/or predatory pricing practices. 
In light of the cost to perform an on-going allocation of the Communications System’s jointly 
used assets among the covered services relative to the benet to be derived from such an 

allocation, Staff finds LUS’ proposal to conduct a separate cost study upon request reasonable. 
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Pro vision opf Tarifted Goods or Services 

Goods or services provided between the separate division created to provide the covered 

services and an ailiated division will be recorded pursuant to a tarijj‘ among the divisions in the 

appropriate revenue and expense accounts at the taried rate. 

Audit Findings 
The tariffed services that were provided to the Communications System division 

represent utility services from the other Utilities divisions and are documented by bills. As part 

of the audit eldwork, the monthly bills were examined to confirm that the applicable rate was 

charged to the Communications System division for Utilities services and that the amounts are 

recorded to the appropriate expense accounts in compliance with the Commission’s 

requirements. Staff determined that no exceptions or errors were found. 

Transfer or Sale of Non-Taried Assets or Servings; 
0 Transfers or sales of non-tartjfed goods or services between the separate division created 

to provide the covered services and an ailiated division that are also provided to 

unailiated outside parties will be recorded at the prevailing market price. 
0 Transfers or sales of non-tarted goods or services between the separate division created 

to provide the covered services and an ailiated division that are not provided to 

unailiated outside parties will be recorded under the 4lI-cost accounting methodology. 

Audit Findings 

During the audit period, there were no transfers or sales of non-tariffed assets and/or 

services provided to unaffiliated third parties. There were very limited transfers of non-tariffed 

assets to the Communications System division during the audit review period in the form of used 

equipment. Table 5 provides a summary of the transfer of the non-tariffed assets to the 

Communications System division. 

Staff Final Report and Recommendation (Amended) 
Audit of LUS’ Covered Services 

Docket U-32911 Page 21 

Order No. U—3291l 

Attachment A 

Public (Redacted) Version 
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Table 5 

Lafayette Utilities System 
Transfer of Non-Tariffed Assets to the 

Communications System Division 

I 
Description of Transfer. _ILt_e of 'I_‘_x1msfer _Boo-1: _\_/'_a_l_ue 

Fiscal Year 2011 

i_i 
_—— -~ 

_—'é— 
"' 

. 

‘ _ 

l 

Each of the transfers of non—tan'ffed assets to the Communications System division 

presented in Table 5 reflect fully allocated costs consistent with the Commission’s cost 

allocation requirements. 

Transfer of Sale of Tariffed Assets or Services 

0 Assets sold or transferred pursuant to a tariff among the separate division created 

to provide the covered services and an ailiated division will be recorded in the 

appropriate accounts at the taried rate. 

0 Assets purchased or transferred among the separate division created to provide 
the covered services and an ailiated division will be recorded in the appropriate 
accounts at the invoice price if that price is determined by a prevailing market 

price held out to the general public in the normal course of business. 

0 If a tari" or prevailing market price is not available, assets sold or transferred to 

the separate division created to provide the covered services from an ailiated 
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division will be recorded at the lower of net book value or estimated fair market 

value. If a tari’ or prevailing price is not available, assets sold or transferred 
from the separate division created to provide the covered services to an affiliated 
division will be recorded at the higher of net book value or the estimated fair 
market value of the asset. 

Audit Findings 

During the audit period, there were no transfers or sales of tariffed assets and/or services 

between the Communications System division and an affiliate division. 

Balance Sheet Accounting 
Cash 

The local government will maintain a separate cash account in its general ledger for the 

separate division created to provide the covered services. The local government will record all 

funds collected by a division to the appropriate general ledger account. The local government 

will record all payments applicable to a division in the appropriate general ledger account. 

Audit Findings 

LUS has established several cash and equivalents accounts within the Communications 

System Enterprise Fund Chart of Accounts to account for the different purposes and uses of cash 

that the division faces in its provision of covered services. 

Accounts Receivable 

The separate division created to provide the covered services will maintain its own accounts 

receivable. The local government will record both billings and payments in the appropriate 
receivable account. 

Audit Findings 
LUS has established several accounts receivable and interest receivable accounts within 

the Communications System Enterprise Fund Chart of Accounts to account for the different 

receipts due to the division. The billings due from subscribers and the other receipts due to the 
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Communications System division, as well as the payments received from subscribers and other 

parties, are recorded in the appropriate receivable account. 

Accounts Payable 

The separate division created to provide the covered services will maintain its own accounts 

payable. The local government will record both invoices received and payments made in the 

appropriate payable account. 

Audit Findings 

LUS has established seventy—four payable accounts within the Communications System 

Enterprise Fund Chart of Accounts to account for the short-terrn obligations of the division. 

These current liability accounts are appropriately increased to recognize amounts owed by the 

Communications System division and are reduced when payments are rendered to relieve the 

obligations. 

Materials 

The separate division created to provide the covered services will maintain its own inventory 
accounts. The local government will record assets subject to inventory in the appropriate 
accounts as received and consumed. 

Audit Findings 

LUS has established a material inventory and an inventory adjustment account within the 

Communications System Enterprise Fund to account for materials and supplies. The use of 

inventory is appropriately recorded as a decrease in the current asset account balance and 

purchases are appropriately recorded as increases in the account balance. 

Plant Assets 

The separate division created to provide the covered services will identify plant assets separately 

from an ailiated division and will record utility plant in the appropriate plant account when it 

places plant in service. 
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Audit Findings 
LUS has established multiple xed asset accounts within the Communications System 

Enterprise Fund in order to record additions to property, plant, and equipment. The accounts are 

detailed and designed to capture the nature of the property, plant, and equipment, such as ber 

drops, aerial ber, buildings, furniture, office equipment, and computers. An accumulated 

depreciation account that corresponds to each plant in service account has also been established. 

Joint Use of Corporate Assets 

Corporate assets (e.g. land and buildings) jointly used between the separate division created to 

provide the covered services and an ailiated division will record the asset to the division having 
the majority use of the asset. The division having majority use of the asset will develop a lease 

price under the full-cost accounting methodology for the use of corporate assets by the other 

division. 

Audit Findings 
There is minimal joint use of corporate assets between the Communications System 

division and LCG. The costs included in the Maximus and MGT cost studies for the building 
and equipment cost reects the indirect costs of providing employee support for the building 
space occupied by workers in other divisions that provide certain support services to LUS, such 

as accounting, budgeting, executive management, etc.). 

Qonstruction Work in Progress 
The local government may use its existing work order system to capture the cost of materials, 

labor, benets, vehicles, heavy equipment, and other items related to construction activities. The 

local government shall separately identify the construction activity on behalf of the division 

created to provide the covered services and an ailiated division and record such activity in the 

appropriate account of the division. 

Audit Findings 
LUS uses a work order system that is designed to separately identify all of the capital 

expenditures required for a new asset installation by expenditure type. Individual work order 
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numbers are established to capture and capitalize the cost of material, labor and related benets, 

contractor labor, transportation, and other items necessary to install the asset. LUS also 

appropriately capitalizes interest for construction-related activity. Since nearly all of the 

construction projects are undertaken for the benet of one division, the total cost of the asset can 

be transferred from the construction in progress account to a single division once the project is 

completed and the work order is closed. 

The proceeds from Communications System Revenue Bonds have mainly been applied 
towards the build-out of the ber to the home network and classied as plant and equipment. 
Table 6 shows the increase in the funding of the construction program to deploy the ber optic 
facilities and the decrease in the investment balance of the Communications System Enterprise 
Fund (i.e. the proceeds from the Communications System Revenue Bonds). 

Table 6 

Lafayette Utilities System 
Communications System Division 

Changes in Plant and Equipment and Investment Account Balances 

Fiscal Years 2008 - 2012 

Plant and Construction Investment 

' 

Fiscal Year Equipment, net in Progress Total B§_l_a11_c_e 
2008 

' 

$6,784,286 
' 

$29,894,043 $36,675,329 
L 

$@4,909 
L 

2009 44,966,597 , 37,661,998’ 82,628,595 39,888,600 
* 

2010 
i 90,275,810 9,092,342”? 39,365,152 19,002,435 

2011 93,915,378 2,215,934 96,131,312 100,000 

2012 1 

” 

88,713,301 2,969,453 91,682,754 L 500,000 

The vendor documentation in support of multiple invoices billed for construction activity 
for fiscal years 2011 and 2012 were examined in the course of the audit eldwork. There were 

no exceptions found with respect to inappropriate assignment or allocation of ber-related 

construction expenditures that have been classied as part of the Communications System 
division's property, plant, and equipment. 
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Depreciation 
The local government will record depreciation in the appropriate account of the separate 

division created to provide the covered services or affiliated division. 

Amortization 

The local government will amortize non-tangible assets and assets such as capitalized software 
over industry normal life spans. 

Audit Findings 
The depreciation and amortization expenses of the Communication Systems division 

have been recorded to the appropriate balance sheet and income statement accounts. The 

depreciation and amortization rates as reproduced in Exhibit No. 3 are consistent with industry 
economic lives. 

Allocation of Revenue and Expenses 
Revenues 

The local government will separately record revenues for the division created to provide the 

covered services to the appropriate revenue accounts using the accrual basis of accounting. 

Audit Findings 
LUS has established several revenue accounts within the Communications System 

Enterprise Fund Chart of Accounts to account for the revenues generated by the principal lines of 

business of the division. Subsidiary accounts have been established within the major categories 
of revenue that provide further detail on the revenue from each service offering of the division. 

For the enterprise funds, LUS appropriately recognizes revenue when earned under the accrual 

basis of accounting. Table 7 provides a summary of the revenues eamed during the audit period 

by major class of revenue. 
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Table 7 

Lafayette Utilities System 
Communications System Division 

Operating Revenues 

Fiscal Years 2011 and 2012 

Description Fiscal Year 201?" Fiscal Year 2012 

'I l l 

Labor Related Expenses 
See Time Reporting Procedures. 

Audit Findings 
See audit ndings discussed in the Time Reporting Procedures. 

Non-Labor Rela_t__egl_ Expenses 

The local government will use detailed functional codes to assign non-labor related expenses 

whenever possible. In those instances where direct assignment is not possible, then such 

expenses will be allocated among the separate division created to provide the covered services 

and an ailiated division based upon the general allocator. 

Audit Findings 
LUS has established detailed expense accounts within the Communications System 

Enterprise Fund Chart of Accounts to account for the expenses incurred by major type of 

activity. Subsidiary accounts have been established within the major expense categories in order 

to more fully capture the nature of the expense incurred. The activity recorded to each operating 
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expense account does not readily distinguish between labor related and non—labor related costs. 

LUS, however, does separately capture direct labor dollars and payroll related costs as discussed 

in the Allocation of Costs and Time Reporting sections of the audit memorandum. 

Imputation of Taxes, Fees, and Other Assessments 

General 

A local government shall include in its rates an amount equal to all taxes, fees, and other 

assessments that would be applicable to a similarly situated private provider of the same 

services. 

Audit Findings 

For each scal year in the audit period, LUS has calculated an amount of imputed taxes 

as required under the Commission's Order. The imputed tax obligations of the Communications 

System division are discussed in greater detail in the Reporting Requirements section of the 

Audit Memorandum. 

Pole Rental and Attachment Fees 

The local government will impute pole rental and attachment fees at the highest rate paid by an 

outside, non—aj_'liated third party for comparable pole attachments. The local government will 

provide full documentation of the imputed pole rental and attachment fees, including disclosure 

of the rates and terms that serve as the basis for the highest rate paid by an outside party. 

Audit Findings 
In response to Staff’s discovery”), LUS provided support for the pole rental fees charged 

to the Communications System division for scal years 2011 and 2012. The pole rental fees of 

‘ paid to LUS reect the highest rate paid by Cox Communications and 

Century/1' el. 

l° 
See LUS Response to Staff Data Request Nos. 1-22 and 1-23. 
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Progerg Taxes 

Property taxes will be computed using the applicable tax rate. The local government will 

provide full documentation in support of the computed property taxes, including the assessment 

rate and taxable base. 

Franchise Taxes 

Franchise taxes will be computed upon the State corporate franchise assessment and any other 

applicable local franchise fees incurred by private providers of covered services. The 

municipality will provide full documentation in support of the computed franchise taxes, 

including the calculation of the State corporate franchise tax and the estimated local franchise 
fee assessment. 

Sales Taxes 

Sales taxes will be computed based upon the purchase of taxable goods and services and the 

applicable tax rate. The local government will provide full documentation of the calculation of 
sales taxes, including separate reporting of the estimated State sales tax and any applicable 
local sales taxes levied. 

Income Taxes 

Consistent with the provisions of the Fair Competition Act, the separate division created to 

provide the covered services will impute income taxes at the lowest rate that any private 
provider of covered services actually pays for the year prior to the year at issue, as the 

Louisiana Public Service Commission determines from the data available to it, or zero percent, 

whichever is higher. The local government will provide full documentation of the imputed 
income taxes, including the source of the assumed income tax rate for each covered service. 

Audit Findings 
The audit ndings relating to the imputed tax obligation of the Communications System 

division for property taxes, franchise taxes, sales taxes, other state and local taxes, and income 

taxes are discussed in detail in the Reporting Requirements section of the Audit Memorandum. 
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In Lieu of Taxes 

The local government will provide to the Louisiana Public Service Commission and the 

Louisiana Legislative Auditor on an annual basis lll documentation of the computation of any 

In Lieu of Tax ( “ILOT") payments it is obligated to make to the local government authority, the 

amount of imputed taxes calculated, and a comparison between the amount of ILOT payments, if 
any, and the calculated imputed taxes. 

Audit Findings 
The Communications System division is not obligated to make In Lieu of Tax Payments 

and did not make any such payments for fiscal years 2011 and 2012. However, if ILOT 

payments are made, those payments offset the division's imputed tax obligation. In the future, 
the Communications System division may make ILOT payments that are in line with the In Lieu 

of Tax rate of 12% that other LUS divisions pay. It is anticipated that the ILOT payments are 

likely to exceed the imputed tax obligation for property taxes, franchise taxes, sales taxes, and 

income taxes combined. 

Time Reporting Procedures 

The local government will directly assign the time of its employees among the separate division 

created to provide the covered services and an ailiated division whenever possible. For those 

employees who perform work on behalf of the separate division created to provide the covered 

services and an ailiated division on a daily basis and the direct assignment of time is not 

practical, the local government will develop percentages to allocate the time of these employees 
to the appropriate divisions. The percentages will be developed based upon time studies or other 

appropriate indicators. The local government will update the percentages on an annual basis or 

revise the labor allocations whenever work assignments or time reporting circumstances change. 

Audit Findings 
The operations of the Communications System division are supported by a staff of direct 

employees as well as employees from affiliated divisions. Exhibit No. 4 provides a position 
description and identifies the employees by employee number who performed services only on 

behalf of the Communications System division. Exhibit No. 5 lists the employees and their 
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positions for those services rendered on behalf of the Communications System and affiliated 

divisions. 

The allocation of shared employees is based upon a full cost allocation methodology. 
Each employee’s time is allocated based upon time studies performed by Maxinius and MGT. 

The amounts charged to the Communications System division through Department allocations 

that included direct labor and payroll-related costs were tested in the course of the audit 

eldwork. The labor and payroll-related costs that are included in the allocations to the 

Communication Systems division for certain months during each scal year were continued for 

accuracy of cost allocation and the amounts allocated accurately reflect the allocation factor. 

There were no exceptions or inaccuracies found with respect to the allocation of employees’ time 

from affiliated divisions to the Communications System division. 

Code of Conduct 

Regulatogg Compliance 

If the separate division created to provide the covered services provides telecommunications 

services, the provision of those services will be subject to all rules and regulations of the 

Louisiana Public Service Commission in the same manner and to the same extent as other 

similar telecommunications providers, including without limitation, rules and orders governing 

anti-competitive practices. 

Audit Findings 
LUS acknowledges that the provision of telecommunications services by the 

Communications System division are subject to all mles and regulations of the Louisiana Public 

Service Commission in the same manner and to the same extent as other regulated 
telecommunications providers. 

Treatment_Qf Similarly Situated Parties 

The local government will process all similar requests for the services of its divisions in the same 

manner and within the same time-period whether requested on behalf of an ailiate or a third 

party. 
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Audit Findings 
No instances were identied where LUS processed requests for services differently on 

behalf of an affiliate or a third party. To the extent that LUS obtains services from the City of 

Lafayette, LUS follows standardized procedures required by the City for divisions of the 

government, and the costs for such services are allocated to the Communications System division 

under the fully-allocated cost methodology. 

Although there were no instances identied where LUS processed requests for services 

differently on behalf of an affiliate or a third party, the LUS Bill Stuffer Guidelines favor the 

Communications System division over similarly situated providers of competitive services. The 

Communications System as a division of LUS is considered to be a non-prot entity. As a result 

of its non-prot status, the Communications System can include bill inserts under the Bill Stuffer 

Guidelines: 

Each month, Lafayette Utilities System mails utility bills to approximately 63,000 
customers. When there is space available, LUS often allow non—prot organizations 
to insert informational stuffers into those bills. This is a great opportunity to send 

important community messages to Lafayette residents. It is essential to note that 
LUS does not provide funds for this service (such as the cost of printing); we simply 
offer a venue for organizations that are trying to increase public awareness of their 
services or upcoming events." 

The Bill Stuffer Guidelines also state that “organizations are limited to one insert per 

calendar year, unless special arrangements have been made with LUS.”'2 [Emphasis 
added.] 

During the scal years of 2011 and 2012, the Communications System included multiple 
bill inserts that promoted the division's covered services and/or extended special offerings for its 

services.” The costs associated with the bill inserts were appropriately assigned to the 

Communications System division. 

E See LUS Response to Staff Data Request No. 1-26: “LUS Bill Stuffer Guidelines.” 
lbid. 

'3 
See LUS Response to Staff Data Request No. 1-27: "Bill Stuffer Schedule." 
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Billingand Collection for Covered Services 

A local government may use the systems of the divisions oering electric, water, gas, sewer or 

other utility services to provide billing, payment, and collection services on behalf of the 

separate division created to provide the covered services. If such services are provided to the 

separate division created to provide the covered services, then the local government will oer 
the same billing, payment, and collection services to private providers of covered services. The 

same unit fee will be charged to each private provider that uses those services. Alternatively, the 

local government may record the billing, payment and collection services provided to the 

covered services division under the full—cost accounting methodology. 

Audit Findings 
The Communications System division has developed its own billing and collection 

system for the covered service offerings and the costs of the system are borne directly and 

entirely by the division. 

Anti-Competitive lnducements 

A local government shall not state in any advertising, promotional materials, or sales ebrts that 

subscribers of covered services who purchase products or services from the separate division 

created to provide the covered services will receive preferential treatment in the provision of 
services from any of its affiliated divisions or that any benets will inure to customers receiving 
services from the ailiated divisions resulting from their dealings with the separate division 

created to provide the covered services. 

Audit Findings 
The scope of the audit included whether LUS bundled the covered services offerings with 

its utility services and whether such bundling was anti-competitive. Although the covered 

services are offered to customers in bundled packages, there are no bundles of services that 

include utility services. There was no evidence found that the advertising, promotional 
materials, and/or sales efforts of LUS included any anti-competitive inducements that favored 

the Communications System division or that the cost of any promotional materials benetting 
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the Communications System division were inappropriately bome by any other LUS divisions or 

LCG Departments. 

Loans and Credit Guarantees 

1. Consistent with the provisions of the Fair Competition Act, a local government may issue 

one or more bonds to nance the capital costs for facilities necessary to provide 

subscribers one or more covered services. 

The local government will describe the purpose for which indebtedness is to be created 

and specify the dollar amount of the one or more bonds proposed to be issued. 

The bonds issued under this section shall be secured and paid solely from the revenues 

generated by the separate division created to provide the covered services. 

A local government that owns and operates electric, water, gas, sewer and other utilities 

may pledge the resources of such utilities to obtain the best available interest rates, terms 

and conditions for the bonds necessary to nance the facilities used to provide the 

proposed covered services. 

The local government may not pay the origination, financing, or other carrying costs 

associated with the one or more bonds issued to nance the facilities used to provide the 

proposed covered services from the general funds or other enterprise funds of the local 

government. 

All carrying costs, including but not limited to interest expense, associated with the bonds 

issued to provide covered services will be directly assigned to the division created to 

provide the covered services. Any interest income earned on the balance of the bonds 

that have yet to be expended will be directly assigned to the division created to provide 
the covered services. 

Audit Findings 
The Communications System operating as a system independent of the Utilities System 

issued $110,405,000 of Series 2007 Communications System Revenue Bonds on June 28, 2007 

to provide funds for the construction of the Fiber to the Home network, cable television head—end 

facilities, intemet servers and equipment, telephone switching facilities, a network operations 

center, the costs of bond issuance and capitalized interest, and working capital. The 
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Communications System also issued Series 2012A and Series 2012B Revenue Bonds on January 
26, 2012 in the amount of $7,595,000 and $7,000,000, respectively. The principal repayments 

on the Series 2007 Revenue Bonds have reduced the balance to $103,895,000 at scal year-end 
2012. In addition to the outstanding face amount of all of the Communications System revenue 

bonds of $118,490,000, the unamortized balance of the issue premiums at scal year-end 2012 

was $2,753,129. The bonds have a maturity date of November 1, 2031 and carry interest rates 

that vary from 4.00% to 6.00%. Table 8 presents information on each Series of the 

Communications System revenue bonds, including the ratings by the major rating services. 

Table 8 

Lafayette Utilities System 
Detail on Communications System Revenue Bonds 

Description Series 2007 Series 2012A Series 2012B 

Outstanding balance $103,895,000 $7,595,000 $7,000,000 
Unamortized premium 2,831,368 {_Z_&§2)* —-- 

Total $106,726,368 $7,516,761 $7,000,000 

Issue date 06-28-2007 01-26-2012 01-26-2012 

Maturity date 11-01-2031 1 1-01-2031 1 1-01-2031 

Interest rates 4.00% — 5.25% 4.00% - 5.00% 5.00% - 6.00% 

Ratings: 

Moody's - A3 A3 A3 

S&P A A A 
l 

* The balance of the unamortized discount for both the Series 2012A and Series 2012B Revenue 
Bonds is $78,239. 

LUS has complied fully with requirements 1 through 6 listed in the Commission’s 

General Order that concern the Communications System Revenue Bonds, including the direct 

assignment of the origination, nancing, interest, and other carrying costs associated with the 

bonds, and the receipt of interest income on the bond proceeds. 
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Qgneral Code Qf C.;0Ilt_iPI'0Vl.Sl.07l_§ 
A local government may not discriminate between the separate division created to provide the 

covered services and any other entity in the provision or procurement of goods, services, and 

information from its ailiated divisions, or in the establishment of standards. Nothing in this 

section shall affect the LPSC 's constitutionaljurisdiction and authority to monitor and take any 

action it deems appropriate to protect consumers and/or telecommunications service providers 

against anti—competitive or discriminatory practices in the telecommunications markets. 

Audit Findings 
There were no instances identied of any discriminatory policies or behavior in favor of 

the Communications System division. 

The local government shall account for all transactions with the separate division created to 

provide the covered services in accordance with generally accepted accounting principles as 

described by the Governmental Accounting Standards Board ( “GASB") and these Rules. 

Audit Findings 
The nancial statements of the Lafayette City«Parish Consolidated Government (which 

include all transactions of the Communications System division) are prepared in accordance with 

generally accepted accounting principles (“GAAP”). The Governmental Accounting Standards 

Board is responsible for establishing GAAP for state and local governments through its 

pronouncements and LCG follows those pronouncements. 

Reporting Requirements 
In the event of an audit of a covered service within the jurisdiction of the Louisiana Public 

Service Commission, the local government shall report to the LPS C: 

1. The name, address and a description of each affiliated division or entity that engages in 

or will engage in transactions with the separate division created to provide covered 

services and the nature, terms and frequency of each transaction; 

2. The name and address of all ailiated entities, including divisions and business sections 

within divisions; 
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All contracts entered into with ailiated divisions or entities, and all transactions 

undertaken with any affiliates without a written contract, excluding allocation of costs; 

The dollar amount of affiliate transactions by account charged,- 

The basis used to record ailiate transactions (i.e. book value, fair market value, tariff 

fully distributed cost); 

Total costs allocated or charged back to each division; 

Updates of the allocation factors used to allocate costs among the divisions; 

The nancial statement data, as recorded for each division, in whatever format the LPS C 

requires, including a copy of the audited nancial statements of the local government; 

A computation of the imputed tax for regulatory purposes as follows: 

(a) Property Taxes; 
A 

(b) Franchise Taxes; 

(c) Sales Taxes; 

(d) Other State and Local Taxes; 

(e) Federal Income Tax. 

10. A description of the time reporting procedures used by the local government, including 
the methods or studies designed to measure and to allocate non-productive time. 

Audit Findings 

1. In response to Staff’s discovery”, LUS provided a complete list of the affiliated divisions 

that engage in transactions with the Communications System division and the frequency 
with which each division engages in such transactions. 

In response to Staffs discovery”, LUS provided a complete list of the name and address 

of all affiliated entities, divisions, and business sections within divisions. 

In response to Staffs discovery”, LUS provided a list of all contracts entered into with 

affiliate divisions and all transactions undertaken with all affiliates without a written 

C011 U'8Ct . 

'4 
See Exhibit No. 6 of the affiliated divisions that engage in transactions with the Communications System division. 

'5 
See Exhibit No. 7 for a complete list of the name and address of all affiliated entities and divisions. 

16 
See Exhibit No. 8 for a list of all contracts entered into with affiliate divisions. 
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. In response to Staff’s discovery”, LUS provided a detailed list of the affiliate 

transactions recorded to each account, by fund for scal years 2011 and 2012 that were 

entered into between the Communications System division and other LCG Departments 
and LUS divisions. 

. In response to Staff’s discovery, LUS provided the basis used to record afliate 

transactions entered into with the Communications System division. As part of the audit 

eldwork, it was conrmed that the basis for each type of affiliate transaction was 

accurately applied. 
Please refer to Table 2 and Exhibit Nos. 1 and 2 supporting detail on the total costs 

allocated to the Communications System division for scal years 2011 and 2012. 

. In response to Staffs discovery, LUS made available the complete, multi-volume 

Maximus and MGT cost allocation studies, including time reporting studies and 

addendums to the cost allocation factors that were modied as needed to reflect actual 

services and support provided. 
In response to Staffs discovery”, LUS provided a copy of the government's audited 

nancial statements for each scal year of the audit period. In addition, Staff requested 
that LUS provide a detailed general ledger for each scal year and supplementary 
schedules in support of the reported nancial statement activity. 

. The imputed tax obligation under the Comrnission’s rules became effective when the 

Communications System division began sewing the first retail customer in February 
2009 (i.e. scal year 2009). Prior to the initial date of providing services to retail 

customers, LUS was in the wholesale business and the requirements of the Commission’s 

General Order did not apply. LUS provided support for the calculation of the imputed 
taxes as follows: 

(a) The assessment of property taxes in the State of Louisiana is based upon the property 

that is in service on the rst day of the tax year. LUS operates on a scal year and its 

“tax year” begins on November 1“. Therefore. the imputation of property taxes for 

scal year 2011 is based upon the assets in service at the beginning of the scal year, 

'7 
See Exhibit No. 9 for a list of the affiliate transactions by account. 

'8 
See Exhibit No. 10 for a description of the basis used to record affiliate transactions entered into with the 

Communications System division. 
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customers, LUS was in the wholesale business and the requirements of the Commission’s 
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November 1, 2010. Likewise, the imputation of property taxes for scal year 2012 is 

based upon the assets in service at the beginning of the scal year, November 1, 

2011. 

In June 2013, LUS performed a recalculation of all applicable imputed taxes, 

including property taxes. The recalculation of property taxes resulted in imputed taxes 

of — for scal year 2011 and _ for scal year 2012. The imputed 
property taxes initially calculated were - for scal year 2011 and — 
for scal year 2012. The difference in the calculation of the imputed property taxes is 

due to a revision in the assessment rate on ber assets from 25% to 15%, an allocation 

of the retail portion of the ber loop at 4.3% rather than 0%, and the use of multipliers 

specied by the Louisiana Tax Commission to estimate the fair market value of the 

property rather than the use of reported net book value. The accuracy of the 

recalculation of the imputed property taxes was veried and the application of the 

appropriate Parish and City of Lafayette ad valorem rates was confirmed. 

(b) As in the case of the imputed property taxes for the Communications System division, 

franchise taxes were included in the June 2013 recalculation of imputed taxes. The 

initial calculation of imputed franchise taxes totaled : for scal year 2011 and 

- for scal year 2012. The calculation of the franchise tax liability considers 

the “surplus reserves" of the entity. The Communications System division reported 
operating decits for scal year 2011 and scal year 2012. These decits were 

substantial enough that the recalculation resulted in imputed franchise taxes of I for 

both scal years.  

(c) In the calculation of imputed sales taxes, LUS assumes that vendors selling to the 

 

Staff Final 

Communications System division would be expected to charge the Louisiana sales 

tax rate. A second assumption underlying the imputation of sales tax is that all of the 

materials purchased by LUS are subject to the local 4% sales tax rate (sales taxes are 
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appropriate Parish and City of Lafayette ad valorem rates was confirmed. 

(b) As in the case of the imputed property taxes for the Communications System division, 

franchise taxes were included in the June 2013 recalculation of imputed taxes. The 

initial calculation of imputed franchise taxes totaled : for scal year 2011 and 

- for scal year 2012. The calculation of the franchise tax liability considers 

the “surplus reserves" of the entity. The Communications System division reported 
operating decits for scal year 2011 and scal year 2012. These decits were 

substantial enough that the recalculation resulted in imputed franchise taxes of I for 
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based upon the cost of materials rather than labor costs). Furthermore, certain asset 

classications are exempt from Louisiana sales tax, such as land. 

The initial calculation and the June 2013 recalculation of the imputed sales tax for 

scal years 2011 and 2012 prepared on behalf of the Communications System 
division was reviewed. The accuracy of the asset group balances and the assumptions 

regarding the percentages subject to sales tax was conrmed. Both the initial 

calculation and the June 2013 recalculation resulted in imputed sales tax in scal year 

2011 of- and in scal year 2012 of-. 

(d) There were no other State and local taxes imputed for scal years 2011 -and 2012 as 

none were applicable. The Communications System division did not report any 

operating income in scal years 2011 and 2012 and consequently would not be 

subject to any State income tax. 

(e) There were no Federal income taxes imputed for scal years 2011 and 2012. The 

Communications System division did not report any operating income in scal years 

2011 and 2012; consequently it would not be subject to any federal income tax. 

Table 9 provides a summary of the taxes imputed by the Communications System 
division for scal year 2011 and scal year 2012 based upon the initial calculation 

and the June 2013 recalculation. 
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Table 9 

Lafayette Utilities System 
Communications System Division 

Determination of Imputed Taxes 
Fiscal Years 2011 and 2012 

FY 2011 
J 

FY 2011‘ I FY 2012 FY 2012 

Initial Recalculation ~ Initial ‘ Recalculation 

‘I 

-Propeify tax 

I 

—“*_fj,"“j 
Franchise tax _ - 1 

I 
— I 

saxestax 
. j,‘—j—j“‘j 

LA income 

tax I I I I 
Federal 

' 

l 

income tax I I 
I 

I I 
Total i—__——_, 
It should be pointed out that although the taxes are referred to as imputed, they are more 

like actual taxes as the Communications System division has established a liability for the 

taxes in the form of a note payable to LUS and must render an actual payment to LUS to 

retire the obligation based upon the terms of the loan as discussed in Section of the Audit 

Memorandum. 

10. Please refer to the discussion in the Time Reporting Procedures section of the audit 

memorandum. 

The local government shall have an attest engagement performed annually. The attest 

engagement of the cost allocation and affiliate transaction rules shall be an examination and 

shall provide a written communication that expresses an opinion that the systems, processes, and 

procedures applied by the local government comply with the Fair Competition Act and these 

Rules. The attest engagement shall be conducted in accordance with the attestation standards 

established by the American Institute of Certied Public Accountants. The cost of the attest 

engagement shall be directly assigned to the division created to provide covered services. 
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Rules. The attest engagement shall be conducted in accordance with the attestation standards 

established by the American Institute of Certied Public Accountants. The cost of the attest 

engagement shall be directly assigned to the division created to provide covered services. 
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Audit Findings 
LUS has retained an independent accountant, Kolder, Champagne, Slaven & Company, 

LLC to perform an attest engagement of its compliance relative to the Fair Competition Act and 

the Commission’s General Order. In response to Staff discovery, LUS provided the independent 
accountant’s reports for scal years 2011 and 2012. The independent accountant’s report states 

that the examination was conducted in accordance with attestation standards established by the 

American Institute of Certied Public Accountants. In the opinion of the independent 
accountant, the Government complied with the requirements of the Fair Competition Act and the 

LPSC’s rules as it relates to the cost allocation and affiliate transaction rules. The costs of the 

attestation engagement for scal years 2011 and 2012 were directly assigned to the 

Communications System division as an operating expense. 

The local government shall maintain books of account and supporting documentation in 

sufficient detail to permit verication of compliance with the cost assignment and allocation 

principles and the Code of Conduct approved by the LPSC. 

Audit Findings 
The accounting, billing, and cost allocation systems that LCG and LUS have in place 

provide a sufficient level of detail to permit verication of compliance with the cost assignment 
and allocation principles and the Code of Conduct approved by the LPSC. 

A REVIEW OF THE FINANCIAL RESULTS REPORTED BY THE 
COMMUNICATIONS SYSTEM DIVISION DURING THE START-UP PERIOD OF 
FISCAL YEARS 2008 THROUGH 2012 

The initial compliance audit authorized by the Commission covered the scal years of 

2008 through 2010 while the current audit has reviewed the Communications System division’s 

operations and results for the fiscal years of 2011 and 2012. After five years of monitoring the 

Communications System division’s compliance with the Commission’s rules and regulations and 

overall operations, how the Communications System has fared financially during the start-up 

period may be of interest to the Commission. 
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period may be of interest to the Commission. 
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The nancial results of the Communications System division have also been raised as an 

issue by LCG’s independent nancial statement auditor. As part of the audit of LCG’s nancia 

statements, the independent auditor prepares a Summary Schedule of Current and Prior Year 

Audit Findings and Corrective Action Plan. In scal year 2011, the independent nancia 

statement auditor issued a nding that the “Communications System Fund should not operate as 

a decit.”‘9 The auditor noted in 2012 that “although losses were anticipated during the initia. 

ve years of offering retail services to customers, management should carefully monitor the 

nancial results of the operations of the Communications System.” A complete presentation of 

the auditor's ndings and LUS’ corrective action plan response is presented in Exhibit No. 10. 

A high"-level summary of the nancial results reported by the Communications System 
division for each scal year in the period of 2008 through 2012 is presented in Table 10. 

Table 10 

Communications System Division 

Financial Results 

Fiscal Years 2008 — 2012 

($ in millions) 

Description 2008 2009 2010 2011 2012 

Income/(loss) ‘ 

($2.5) ($5.4) ($11.1) ($16.5) ($11.9) 
INet asset‘-5- (decit) end aye? ($0.9) ($1.3) ($12.3) ($23.3) ($40.7) 

l 

Balanceofinterfund loans $11.3‘ $10.8 $17.1. $25.4 $28.31 

As presented in Table 10, the Communications System division has reported cumulative 

operating losses of $47.4 million for scal years 2008 through 2012 which has led to an overall 

fund balance of ($40.7 million) at year end 2012. Despite restructurings and restatements 

resulting in principal reductions, the interfund loans due to LUS by the Communications System 
division have an outstanding balance of $28.3 million at year end 2012. A Statement of 

Revenues, Expenses and Changes in Fund Net Assets for the Communications System Enterprise 

'9 
LCG Financial Report, Year Ended October 31, 2011, pages 194 and 195. 
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Fund for scal years 2008 through 2012 as presented in the annual Financial Reports of LCG is 

provided in Exhibit No. ll. 

STAFF FINAL RECOMMENDATION 

Staff appreciates the concerns raised by LUS in its responsive comments to the Staff 

Audit Memorandum as well as the cooperation of LUS throughout the two audits of the 

Communications System division's compliance with the Commission’s General Order. 

The annual audits authorized by the Commission of LUS’ covered services have been 

essential for establishing a record of LUS’ compliance with the Local Government Fair 

Competition Act and the LPSC’s General Order and to minimize the opportunities for anti- 

competitive cross-subsidization. Staff did not identify any instances of non-compliance with the 

Commission’s rules in its audit. 
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Fund for scal years 2008 through 2012 as presented in the annual Financial Reports of LCG is 

provided in Exhibit No. ll. 

STAFF FINAL RECOMMENDATION 

Staff appreciates the concerns raised by LUS in its responsive comments to the Staff 

Audit Memorandum as well as the cooperation of LUS throughout the two audits of the 

Communications System division's compliance with the Commission’s General Order. 

The annual audits authorized by the Commission of LUS’ covered services have been 

essential for establishing a record of LUS’ compliance with the Local Government Fair 

Competition Act and the LPSC’s General Order and to minimize the opportunities for anti- 

competitive cross-subsidization. Staff did not identify any instances of non-compliance with the 

Commission’s rules in its audit. 
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