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IN THE TENNESSEE PUBLIC UTILITY COMMISSION
AT NASHVILLE, TENNESSEE

IN RE:

WASTEWATER SYSTEMS, INC.,
FOR APPROVAL OF ADJUSTMENT
OF ITS RATES AND NEW TARIFF

)
)

PETITION OF TENNESSEE )
)
) DOCKET NO. 16-00139
)

RESPONSE OF TENNESSEE WASTEWATER SYSTEMS, INC. (“TWSI”)
TO THE CONSUMER ADVOCATE’S MOTION TO STRIKE

In pre-filed testimony, a witness from the Consumer Advocate and Protection Division
(“the Advocate™) has stated that TWSI is “applying charges to some of its commercial customers
that were not authorized in their tariffs.” Novak at 3, lines 21-23. The same witness recommends
that the Commission Staff undertake a “compliance audit of TWSI’s billing practices.” Novak at
13, lines 3-4.

Upon receiving the Advocate’s testimony, TWSI immediately contacted its outside
accounting firm, Dempsey, Vantrease and Follis, PLLC, and asked the firm to conduct an “analysis
of [TWSI’s] billings for services and related accounting systems. . . for the year ended December
31,2016.” A copy of the accounting firm’s final report is attached.

As stated in the rebuttal testimony of TWSI witness Mr. Robert T. Buckner, the firm found
“no apparent weaknesses related to the accounting processes, procedures and internal controls
related to the billing for wastewater treatment services.” Buckner Rebuttal at 12. A draft of the
account firm’s conclusions and supporting evidence regarding TWSI’s billing and related
accounting practices is attached as an exhibit to Mr. Buckner’s testimony. As Mr. Buckner also
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stated, a member of the firm who worked on the report, Mr. R. Michael Hallum, CPA, CVA, will
be present at the hearing to answer any questions about the report or his firm’s experience with
utility clients.!

Under Tennessee law, this report is admissible in a proceeding before the Tennessee Public
Utility Commission, T.C.A. § 65-2-109(1) states that the Commission “shall not be bound by the
rules of evidence applicable to a court but may admit and give probative effect to any evidence
which possesses such probative value as would entitle it to be accepted by reasonably prudent
persons in the conduct of their affairs.” T.C.A. § 65-2-109(1). See also, TC.A. § 4-5-313(1). As
stated in the cover-letter to the report, Mr. Hallum’s firm conducted this investigation of TWSI’s
billing and related accounting systems “in accordance with attestation standards established by the
American Institute of Certified Public Accountants.” Report at 1. Like a legal opinion from a law
firm, such a report by an independent accounting firm is “of a type commonly relied upon by
reasonably prudent men in the conduct of their affairs” (T.C.A. § 4-5-313(1)), and the firm that
signs the report is legally and ethically responsible for its contents. See T.C.A. § 62-1-1 13(b)
(“Licensees performing attest services must provide those services pursuant to statements on
standards relating to those services adopted by reference or directly by the [Tennessee State Board
of Accounting].”

Although the report is both relevant to the hearing and admissible as evidence pursuant to
T.C.A. §§ 4-5-313(1) and 65-2-109(1), the Advocate seeks to strike the report from the record for
various reasons. First, the Advocate argues that ‘expert opinion . . . must meet the test of Tennessee

Rules of Evidence 702 and 703.” As just explained, the Commission is not bound by the rules of

I In addition to TWSI, the firm’s current and former utility clients include the Murfreesboro Water and Sewer
Department, Consolidated Utility District, Upper Cumberland Electric Membership Corporation, Middle Tennessee
Electric Cooperative Association, the Water and Wastewater Authority of Wilson County, the Murfreesboro Electric
Department, and the Columbia Power and Water Systems.
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evidence. Second, the Advocate argues that Mr. Buckner, a CPA himself, cannot rely on the report
because “he is not the expert who prepared the document.” Advocate’s brief at 2-3. That is
immaterial. The report speaks for itself and such reports prepared by independent accounting firms
are “commonly relied upon by reasonably prudent men in the conduct of their affairs.” T.C.A. §
4-5-313(1). Whether he wrote the report or not, Mr. Buckner is entitled to rely on the conclusions
in the report just as the Commission may rely upon it as evidence in this case. Third, the Advocate
states that the report attached to Mr. Buckner’s testimony filed on June 28, 2017 is incomplete and
only a draft. The final report, which was completed on July 5, 2017, is now available and is
attached to this Response. The findings concerning TWSI’s billing practices have not changed in
the week between the filing of the draft and the release of the final report. Fourth, the Advocate
objects because she did not have the opportunity to ask about the report during discovery. That
argument is irrelevant. After the time for discovery closed, the Advocate filed testimony
challenging the accuracy of the utility’s billing processes. The utility expeditiously responded by
asking its outside accounting firm to investigate and report on the accuracy of TWSI’s billing
procedures. As Mr. Buckner testifies, the report refutes the Advocate’s allegations and is therefore
proper rebuttal evidence. Since the procedural schedule does not provide for additional discovery
after the filing of TWSD’s rebuttal, any questions the Advocate might have asked in discovery may
now be asked at the hearing, as is typically the case whenever a party presents a new witness in
rebuttal. Finally, the Advocate argues that the report is inadmissible because it is “unclear”
whether or not the report addresses all the issues raised by the Advocate’s witness. Advocate’s

brief at 5-6. That argument goes to the weight of the evidence, not its admissibility.?

2 It is not unusual for a Commission witness to attach to his testimony a report prepared by someone else and to rely
upon that report in his testimony to the agency. See, for example, Docket 15-00042, Rebuttal Testimony of William
H. Novak, Exhibit 2. In that case, as here, the author of the report did not testify but was available at the hearing to
answer questions. No party objected to the admission of the report.
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In sum the report is clearly relevant to the hearing and — by statute — admissible in a
proceeding before the Commission. Moreover, in light of the Advocate’s allegations about the
utility’s billing practices, it would be manifestly unfair to the company to exclude from the record
a report finding that the Advocate’s allegations are unfounded. The Advocate’s motion should be
denied. Should, however, the Hearing Officer grant the motion to strike, TWSI respectfully asks
that the Hearing Officer’s decision be reviewed by the Commission and that the parties be allowed
to argue the motion prior to the opening of the rate hearing.

Respectfully submitted,

Henry Walker (No. 000272)
1600 Division Street, Suite 700
P.O. Box 340025

Nashville, Tennessee 37203
(615) 252-2363

Attorneys for Tennessee Wastewater Systems, Inc.
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CERTIFICATE OF SERVICE

Yo

I hereby certify that on the é_ day of July, 2017, a copy of the foregoing document was

served on the parties of record, via electronic delivery and U.S. Mail, postage prepaid, addressed
as follows:

Karen Stachowski

Assistant Attorney General

Office of the Attorney General

Consumer Advocate and Protection Division
P.O. Box 20207

Nashville, TN 37202-0207
rachel.newton@ag.tn.gov

N/, |
fl /A —
Henry Walker / i
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INDEPENDENT ACCOUNTANT'S REPORT
ON APPLYING AGREED-UPON PROCEDURES

TENNESSEE WASTEWATER SYSTEMS INC.
June 28, 2017



B DEMPSEY 530 South Church Sreet
uite

VQNTRE@&SE Murfreesboro, TN 37130

B & FOLLIS puc kol com » Emal nio@avt il com

Certied Pl Socrtants & Oonpinss

The Stockholders and Management
Tennessee Wastewater Systems Inc.
Murfreesbore, TN

We have performed the procedures enumerated below, which were agreed to by Tennessee
Wastewater Systems Inc. (TWSI), to assist you with respect to the analysis of your billings for
services and related accounting systems of Tennessee Wastewater Systems Inc. for the vear
ended December 31, 2016. Tennessee Wastewater Systems Inc.'s management is responsible
for the company's accounting records and systems. This agreed-upon procedures engagement
was conducted in accordance with attestation standards established by the American Institute of
Certified Public Accountants. The sufficiency of these procedures is solely the responsibility of
those parties specific in the report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purposes for which this report has
been requested or for any other purpose.

Our procedures and findings are summarized in the attached schedules A through C.
We were not engaged to, and did not, conduct an audit, the objective of which would be the
expresslon of an opinion on the accounting records. Accordingly, we do not express such an

opinion. Had we performed additional procedures, other matters might have come to our attention
that would have been reported {o you.

This report is intended solely for the information and use of Tennessee Wastewater Systems Inc.
and is not intended to be and should not be used by anyone other than those specified parties.

Peopwts5) Vivrresss | Feees e

Dempsey Vantrease and Follis PLLC
i

July §, 2017



Tennessee Wastewater Systems Inc.
Schedule A - Schedule of agreed-upon procedures
For the year ended December 31, 2016

Obtain an understanding of Tennessee Wastewater Systems Inc. (TWSI)
accounting processes, procedures, and internal controls related to the billing for

wastewater freatment services!.

Analyze the accounting processes, procedures, and internal controls related to
the billing for wastewater treatment services for indications of control

deficiencies!.

Design and execute a detailed substantive analytical procedure to agree all of
the recorded billings for 2016 to the effective wastewater treatment tariff
approved by the Tennessee Public Utility Commission (TPUC).

Provide summary comments and results of the analytical procedure.

Obtain all commercial customer contracts, excluding the population of
commercial cabins, and agree the following to the billing for wastewater
treatment services:

a. The terms of the contract

b. The water usage, where applicable

c. The customer's name

d. Location

Obtain contracts or agreements for a test sample of the population of commercial
cabins and residential customers and agree the attributes below to the billing for
wastewater treatment services:

a. The terms of the contract

b. The water usage, where applicable

¢. The customer's name

d. Location

Trace the system reports utilized by TWSI to reconcile  month end billing
charges to the general ledger and to the financial statements.

Design, modify as needed, and execute all procedures in order to provide report
in time for review and use as discussed with management; on or before June 27,

2017.

| Specific to billing for waste water related billings and associated revenue recognition
and reporting; excludes all other components of the revenue cycle (ie other income,
fees, penalties, collection process, allowance for uncollectible accounts, allowable costs,
reimbursements, rate design etc.)
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Tennessee Wastewater Systems Inc.
Schedule B - Schedule of agreed-upon procedures
Findings and Recommendations
For the year ended December 31, 2016

We obtained an understanding of TWSI's accounting processes, procedures, and
internal controls related to the billing for wastewater treatment services' through
interviews and review of the accounting and billing programs as well as review of
our historical files related to the annual review of the financial statements of the
parent company and the 2016 review of Tennessee Wastewater Systems Inc..
See internal control narratve memo provided to the stockholders and
management in a separate communication.

We analyzed the accounting processes, procedures, and internal controls related
to the billing for wastewater treatment services for indications of control
deficiencies’.

a. We noted no apparent material weakness related to the accounting
processes, procedures, and internal controls related to the biling for
wastewater treatment services during our procedures.

b. We noted items that indicated or might indicate that certain significant
weaknesses, deficiencies, and best practices potentially exist related to the
accounting processes, procedures, and internal controls related to the billing
for wastewater treatment services during our procedures. See management
comment letter provided to the stockholders and management in a separate
communication.

c. We noted items we consider deficiencies and best practices related to the
accounting processes, procedures, and internal controls related to the billing
for wastewater treatment services during our procedures. See management
comment letter provided to the stockholders and management in a separate
communication.

We designed and executed a detailed substantive analytical procedure to agree
all of the recorded billings for 2016 to the effective wastewater treatment tariff
approved by the Tennessee Public Utility Commission (TPUC). The analytic was
designed and executed as follows.

a. We obtained direct access to the TWSI's Utility Management System (UMS).

b. We extracted all bills for 2016 by running Monthly “Bllling Register” reports
using excel.

c. We extracted the Monthly "Billing Register” reports into a separate excel data
file.

d. We utilized the effective wastewater treatment tariff approved by the
Tennessee Public Utility Commission (TPUC) to agree individual components
of the “rate table” in all bills for 2016.

e. We developed independent variable formulas to recaiculate the various rate
classes.

f. We developed specific formulas for select customers based on the agreed
contracts and applied those to the specific rate classes.

! Specific to billing for waste water related billings and associated revenue recognition
and reporting; excludes all other components of the revenue cycle (ie other income,
fees, penalties, collection process, allowance for uncollectible accounts, allowable costs,
reimbursements, rate design etc.) ‘



Tennessee Wastewater Systems inc.
Schedule B - Schedule of agreed-upon procedures (continued)
Findings and Recommendations
For the year ended December 31, 2016

g. We summarized the variances.
See Schedule C “summary comments and results of the analytical procedure.”

We requested all customer contracts 72. We obtained and examined 43
commercial customer contracts, excluding the population of commercial cabins,
and agreed the following to the billing system for wastewater treatment services
and noted no significant variances. There were 29 requested contracts or
agreements that we were unable to locate and examine.

a. The terms of the contract
a. We tested 43 contracts and noted no exceptions

b. The water usage, where applicable
a. We tested 81 billings with metered charges and noted no exceptions
¢. The customer's name
a. We tested 43 contracts and noted no exceptions
d. Location
a. We tested 43 contracts and noted no exceptions
e. Billing for February, July, and December for 2016
a. We fested 207 billings; and noted 185 agreed without exception; 22
require further documentation or investigations to resolve variances

We requested contracts or agreements for a test sample of 25 per class; (75
total) customers from the population of commercial cabins and residential
customers and obtained 72. We agreed the attributes below to the billing system
for wastewater treatment services and noted no significant variances. There were
-3 requested contracts or agreements that we were unable to locate and examine.

a. The terms of the contract
a. We tested 72 contracts and noted no exceptions

b. The water usage, where applicable
a. We tested 21 billings with metered charges and noted 3 items require
further documentation or investigations to resolve variances

¢. The customer's name
a. We tested 72 contracts and noted no exceptions

d. Location
a. We tested 72 contracts and noted no exceptions
e. Billing for February, July, and December for 2016
a. We tested 225 billings; and noted 223 agreed without exception; 2
require further documentation or investigations to resolve variances

We obtained TWSI's billings reports for the month end journal entries for
February, July, and December of 2016 and traced them to the general ledger and
to the financial statements without exception.

We also obtained and reviewed TWSI's month end reconciliation of the charges

to the general ledger for February, July, and December of 2016 and traced them
to the billings reports without material exception.

4



Tennessee Wastewater Systems Inc.
Schedule B - Schedule of agreed-upon procedures {continued)
Findings and Recommendations
For the year ended December 31, 2016

We designed, modified, and executed all procedures in order to provide report in
time for review and use as discussed with management; on or before June 27,
2017.

In discussions with management this date has been extended fo allow for
additional procedures. To be completed by July 5, 2017,
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Tennessee Wastewater Systems Inc,
Management Comments from Agreed-upon Procedures
Findings and Recommendations
For the year ended December 31, 2016

1. Significant Deficiencies — Segregation of duties

It appears that certain employees are currently responsible for executing, recording and
approving certain aspects of billing transactions. Accordingly, an inaccurate or
unauthorized transaction could be executed and not promptly discovered by the internal
control structure.

Management should consider implementing policies to allow for separation of duties
2, Deficiencles ~ Financial period cutoff

it appears that certain transactions are not accounted for in the proper period. Accordingly,
an inaccurate or unauthorized transaction could be executed and not promptly discovered
by the internal control structure.

Management should consider implementing policies and procedures to ensure that all
charges are accrued in the proper accounting period or are otherwise segregated to allow
for the analysis of potential prior period adjustments.

3. Deficiencies ~ Rate coding and classifications

We noted that the descriptions and rate codes utilized in the billing system do not translate
to the assigned rate descriptions and codes utilized in the State’s tariff format.

Management should consider implementing policies and procedures to ensure that all
charges are clearly related and agreed to the approved tariffs and related costs
reimbursements in contracts.

4. Deficlencies - Rate coding and classifications

It does not appear the management maintains a cross walk or similar documentation to
relate billing codes to specific rates and dockets approved by the regulatory body.

Management should consider implementing policies and procedures to ensure that all
charges are clearly related and agreed to the approved tariffs and related costs
reimbursements in contracts.

5. Deflciencles — Review and approval of adjusting journal entries

It appears that there is not detailed review, documented, and approved support for
individual joumnal entry adjustments.

Management should consider implementing policies and procedures to ensure that all
adjusting journal entries are properly reviewed and supported with sign offs to document
the approval of individual journal entries.



6.

7.

Tennessee Wastewater Systems Inc,
Management Comments from Agreed-upon Procedures
Findings and Recommendations (continued)

For the year ended Decemnber 31, 2016

Deficlencles — Defined accounting processes and procedures

It appears that there is no formal documentation of the accounting processes and
procedures.

Management should consider developing a detailed set of policies and procedures related
to the accounting system to ensure that all policies and procedures are properly
communicated and followed.

Best practice — UMS Billing Register Reporting — Billing Register Options

We noted that the UMS billing register report has an apparent issue In report creation. When all
bill items are selected in the report options screen it does not produce all billings. It excluded non-
emall bills consistently. When e-mails bills were removed from the options all bills appeared to
be reported. This issue could lead to errors in billing and accounting if other reports contain similar

Issues.

Management should implement procedures to ensure all biflings are consistently agreed to the
system and the system be routinely reviewed and tested to remove inconstancies in reporting

options.
Best practice — UMS Billing Register Reporting — Billing Register Data

We noted that the UMS billing register report is not “static” in relation to customer rates. That is
to say a customer’s rate class on any given day Is the rate class that will be reported on the billing
cycle regardless of the rate class in effect at the time. This issue might lead to misclassification
issues that would delay historical analysis of the rate classes and related accounting entrles.

Management should implement procedures to ensure all billings are consistently agreed to the
system and the system be routinely reviewed and tested to remove inconsistency in reporting

options,



