UTILITIES COMMISSION,
CITY OF NEW SMYRNA BEACH, FLORIDA

(A COMPONENT UNIT OF THE CITY OF NEW SMYRNA BEACH, FLORIDA)

COMPREHENSIVE ANNUAL FINANCIAL REPORT

FOR THE FIsCAL YEARS ENDED SEPTEMBER 30, 2005 AND 2004

UTILITIES COMMISSIONERS

Kevin J. Para, Chairman

Jeanne K. Diesen, Vice-Chairman
William E. Hall, Secretary-Treasurer
Richard Spangler, Assistant Secretary-Treasurer
William Reynolds, Commissioner

GENERAL MANAGER/CHIEF EXECUTIVE OFFICER

Robert J. Rodi

DIRECTOR OF FINANCE

Roberto O. Montalvo, CPA



This Page Intentionally Left Blank.



TABLE OF CONTENTS

COMPREHENSIVE ANNUAL FINANCIAL REPORT

September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Pages

INTRODUCTORY SECTION

QLI L U - PR
Organization CharT ..........coiii i e e enree s
Certificate Of AChIEVEMENT.........oiiii i
Letter Of TranSMItIal.........oocvviiiiieii e e st e e s ars

Independent AUdItOrs' REPOI........cccovi i
Management’s Discussion and ANAIYSIS ........cccciviiiininineneeee e

Basic Financial Statements:
BalaNCe SHEELS ......eveeeeiceeeie e
Statements of Revenue, Expenses, and Changes in Net ASSetS.........c.ccocevunee.
Statements 0f Cash FIOWS ........oocvviiiiiii e
Notes to the Financial StatemMENTS .........ccvveiiiiiie e

Supplemental Schedules:

Schedule of Revenue, Expenses and Changes in Retained Earnings................
Schedule of Revenue, Receipts, Expenses and Disbursements-Budget

and Actual-Electric System (Non-GAAP Budgetary Basis) ..........ccccoeu.....
Schedule of Revenue, Receipts, Expenses and Disbursements-Budget

and Actual-Water System (Non-GAAP Budgetary Basis) .........c.ccceevenae.
Schedule of Revenue, Receipts, Expenses and Disbursements-Budget

and Actual-Wastewater System (Non-GAAP Budgetary Basis)................
Schedule of Revenue, Receipts, Expenses and Disbursements-Budget

and Actual- Telecommunications System (Non-GAAP Budgetary Basis)
Schedule of Operating Expenses-Electric System .........ccccoovvvvviiiiieiiieeiieennns
Schedule of Operating Expenses-Water SYstem..........cccccevvvevevevniieesesesnene,
Schedule of Operating Expenses-Wastewater System...........cccocvvvveverviiierinnne.
Schedule of Operating Expenses-Telecommunications System.............c........
Schedule of Interest Earnings .......cccocvevieeieeiie i se e
Schedule of Debt Service Requirements to Maturity:

Revenue Certificates Payable ..o

Notes Payable - State Revolving Fund Loan..........c.ccccvevvieeie e evecveeee

Notes Payable — Florida Municipal Power Agency.........c.cccoevevevviiernenne.

Reference

i

v

\%

Vi-xii

1-2

3-12

Statement1 13-14
Statement 2 15
Statement 3 16-17
18-37

Schedule 1  38-39
Schedule 2 40
Schedule 3 41
Schedule 4 42
Schedule 5 43
Schedule 6 44
Schedule 7 45
Schedule 8 46
Schedule 9 47
Schedule 10 48
Schedule 11 49
Schedule 12 50
Schedule 13 51



TABLE OF CONTENTS - (Continued)

COMPREHENSIVE ANNUAL FINANCIAL REPORT

September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Reference Pages

STATISTICAL SECTION

Schedule of Expenses by Function-Last Ten Fiscal Years..........cccocevvevieviviiieriennnns Table | 52-53
Schedule of Revenues by Source - Last Ten Fiscal Years .......cccccocvvoviiiviieinnnnne Table Il 54-55
DemographiC StatISTICS ......viivieiieiie e Table 111 56
Property Value, Construction, and Bank Deposits - Last Ten Fiscal Years............ Table IV 57
Schedule of INSUFANCE IN FOICE .....ocviiiiiee e Table V 58
Ten Largest EIeCtric CUSLOMENS ........cooiiiiiiee e Table VI 59
Ten Largest Water CUSTOMENS .......cuvoieeiiiiieiieeeiie e steesieesteestee e eee e sreesnnesneesnneanes Table VII 60
Schedule of Revenue Certificate COVEIage .........covvveriereiieiieinise s Table VIII 61
Historical Peak Demand and Electric System Net Energy Requirements,

Water Demand, and Sewage FIOWS .......ccccovviiiiiie v Table IX 62
Utility Rate Schedule-EIeCtric SEIVICE .......covvvviiiiiece e Table X 63
Utility Rate Schedule-Water SEIVICE..........ccoeieiiiiirine e Table XI 64-65
Utility Rate Schedule-Wastewater and Water Reuse Service .........ccocovvevvereenennns Table XII 66-67
Utility Rate Schedule-Telecommunication SErviCes........cccoovvvveveveiverieseseesiennenns Table XIII 68

SUPPLEMENTAL AUDIT REPORTS

Independent Auditors' Report on Compliance And On Internal Control Over
Financial Reporting Based On An Audit Of Financial Statements

Performed In Accordance With Government Auditing Standards.................... 69-70
Management COMIMENTS ........ooiiiiiirie et ne e 71-121
Management’s Response t0 COMMENTS. .......cooiiiiiiiiiieie e 122-129



ORGANIZATION CHART



This Page Intentionally Left Blank.



N

) )
AEIE ] VET] SLILEEGE
I/eUotd PI314 UONJ3|0D) e
181U8) [[eD e
~_ @@ ~_ @@
Y )
lleday - suonesado plai4
: uonnquasia Jovem ||
@ @
t suonesado h 90UBUBIUIBIA
Bunaxe : : Juswiabeuey
- Juswies) | e Aejoy 19q14/319eD
pue sajes S|elareN
_ esnad Jeem | pue uoneISgnNS
~_ @@
Y (T 4 R 4 N\ s ™ s ) ( )
uonensiuIw suonesad
Su01393]10D HensIUpY helado douRUBIUIBIA| e Burisauibug
- sljauag e UOIRIBUDS) e JUBWIYRDI | e - 1919NI/3INIAS (e e
PR /l104Aed J1a1eMaIse/ el aEBm.:o [eothoa13
\ J \ J N J N J [ J [ J N J
Y ) s N s N e ™ e N )
suonessdo suonesadQ usweal | uonnguisiq Burieauibug
AEEROL] | TREAENED | walsAs ] Juononpoid Javem [ | Juoissiwsuell | | SUIUICRST | [eyuBWLONAUT ||
\ J \ J N J N J _ J _ J N J
uoIeIaUd asnay Jaje
ABojouyoa | y 9 o suonesado
SUOIEOIUNWIWOD Jauuosiad Jsuonelado Jayemalse/\\ aoueUI4 Burisauibug
uolrewloju| TS N 211199|3
| | | | 1 1 1 ]

030
J1abeue|
EIENEL)

suone[ay aljqnd

Asuiony
uoISSIWWOYD

sjue)NSu0D
[euoIssa}0id

SJauolIssIWwWo)
semnn

valdold ‘HOV3E VNIANS M3IN
Valdo1d ‘HOVIF YNYAINS MAN 40 ALID ‘NOISSIAWOD SAILITILN
14VHO NOILVZINVOHO



This Page Intentionally Left Blank.



CERTIFICATE OF ACHIEVEMENT

FOR THE YEAR ENDED SEPTEMBER 30, 2004

THE GOVERNMENT FINANCE OFFICERS ASSOCIATION OF THE UNITED
STATES AND CANADA (GFOA) AWARDED A CERTIFICATE OF
ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING TO THE
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA, FOR ITS
COMPONENT UNIT FINANCIAL REPORT FOR THE FISCAL YEAR ENDED
SEPTEMBER 30, 2004.

IN ORDER TO BE AWARDED A CERTIFICATE OF ACHIEVEMENT, A
GOVERNMENTAL UNIT MUST PUBLISH AN EASILY READABLE AND
EFFICIENTLY ORGANIZED COMPREHENSIVE ANNUAL FINANCIAL REPORT,
WHOSE CONTENTS CONFORM TO PROGRAM STANDARDS. SUCH REPORTS
MUST SATISFY BOTH GENERALLY ACCEPTED ACCOUNTING PRINCIPLES AND
APPLICABLE LEGAL REQUIREMENTS.

A CERTIFICATE OF ACHIEVEMENT IS VALID FOR A PERIOD OF ONE YEAR
ONLY. MANAGEMENT BELIEVES THAT THIS REPORT CONTINUES TO
CONFORM TO CERTIFICATE OF ACHIEVEMENT PROGRAM STANDARDS.
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CERTIFICATE OF ACHIEVEMENT
For The Year Ended September 30, 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Certificate of
Achievement
for Excellence
1in Financial
Reporting
Presented to

Utilities Commission,
City of New Smyrna Beach,
Florida

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
September 30, 2004

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

W&W

President

By B

Executive Director




This Page Intentionally Left Blank.



LETTER OF TRANSMITTAL
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UTILITIES COMMISSION

CITY OF NEW SMYRNA BEACH, FLORIDA
ELECTRIC, WATER, POLLUTION CONTROL
WATER REUSE, INTERNET AND TELEPHONE SERVICE
Post Office Box 100 - 200 Canal St.

New Smyrna Beach, Florida 32170-0100
(386) 427-1361

June 5, 2006

To the Chairman and Members
of the Utilities Commission,
City of New Smyrna Beach, Florida

The Comprehensive Annual Financial Report of the Utilities Commission, City of New Smyrna Beach,
Florida, (the “Utilities Commission™) for the fiscal years ended September 30, 2005 and 2004, is hereby
submitted. Responsibility for both the accuracy of the presented data and the completeness and fairness of
the presentation, including all disclosures, rests with the Utilities Commission. To the best of our knowledge
and belief, the enclosed data are accurate in all material aspects and are reported in a manner designed to
present fairly the financial position and results of operations of the Utilities Commission. All disclosures
necessary to enable the reader to gain the maximum understanding of the Utilities Commission's financial
affairs have been included.

This financial report is presented in four sections: introductory, financial, statistical, and compliance (Auditor
General of the State of Florida). The introductory section includes this transmittal letter, the Utilities
Commission's organization chart, a list of principal officials, the table of contents and a reproduction of the
Certificate of Achievement for Excellence in Financial Reporting for 2004. The financial section includes
the independent auditors’ report on the financial statements, management’s discussion and analysis, the basic
financial statements, including notes to the financial statements, and the supplemental financial section. The
statistical section includes selected financial and demographic information, generally presented on a multi-
year basis, and selected ten-year historical financial information.

The financial statements of the Utilities Commission are audited in accordance with Chapter 10.500, Rules of
the Auditor General of the State of Florida. Information related to this audit, findings and recommendations,
and auditors' reports on the internal control structure and compliance with applicable laws and regulations
are included in the compliance section of this report.

Management’s discussion and analysis (MD&A) immediately follows the independent auditors’ report and
provides a narrative introduction, overview, and analysis of the basic financial statements. MD&A
complement this letter of transmittal and should be read in conjunction with it.

REPORTING ENTITY AND SERVICES PROVIDED

The Utilities Commission provides a full range of electric, water, wastewater and communications services
to its customers both inside and outside the city limits. These activities are fully accounted for in this
financial report. The funds and entities related to the operation of the Utilities Commission, which are
included in these financial statements, are a component unit of the City of New Smyrna Beach, Florida, and
an integral part of the City's reporting entity. The Comprehensive Annual Financial Report of the Utilities
Commission is issued separately to provide a comprehensive financial reporting summary and presentation to
the Utilities Commission and its revenue certificate holders. Audited financial statements of the primary

Vi
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government (City of New Smyrna Beach, Florida), are available upon request from the City of New Smyrna
Beach, 210 Sams Avenue, New Smyrna Beach, Florida, 32168.

ECONOMIC CONDITION AND OUTLOOK

The economic condition and outlook of the Utilities Commission has continued to improve despite incurring
substantial losses attributed to operations of the Communications System in the past two years. The
Commission’s service area is growing due to new residential and commercial developments west of town.
We are facing tremendous growth that requires a material capital investment, not only to improve aging
existing systems, but also new infrastructure that can accommodate the future needs of our expanding service
area.

MAJOR INITIATIVES

The Utilities Commission has established a five-year Capital Improvements Plan (Plan) through 2011. It is
the Commission’s desire to fund the capital expenditures under this Plan through a combination of service
capacity and connection fees, Renewal and Replacement Fund proceeds, and other funding. These proposed
capital improvement expenditures are in addition to the annual capital requirements for routine extensions of
existing utility facilities to serve new customers.

In the Plan the Commission has identified a priority project checklist with significant system improvements
contemplated as follows:

o Install a 20-inch water line between our Glencoe Water Treatment Plant and Smith Street Pumping
Station to ensure adequate pressure in most of our existing water system.

e Upgrade pumps and new electrical system to replace the aging Smith Street Pumping Station
equipment supplying our water system.

o Install a one million gallon storage tank/pumping equipment on 3 Avenue for adequate water
supply for fighting fires in the north beach area.

e Mount emergency generators at Glencoe, Smith Street and 3" Avenue to supply water under
emergency conditions.

o Install new substation transformers to relieve existing transformers at Field Street, Smyrna, and
Airport substations to supply current customer base.

e Increase electrical circuit capacity throughout the city and beachside to relieve electrical loading and
improve voltage.

o Replace deteriorating underground cables and transformers in the Fairgreen and Sugar Mill
subdivisions.

vii
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e Strengthen electrical system for weather events with upgraded equipment and a formal maintenance
program.

Utilities Commission forecasts for the electric, water, wastewater, and water reuse systems indicate that the
planned major projects will be adequate to accommodate expected growth and anticipated needs of our
customers during the five year period of the Plan.

Rate Study

The Commission has undergone a comprehensive rate study that was accepted by the Commission in March
2006 resulting in rate changes that are necessary to provide funding for increased operating and maintenance
costs in addition to recovering costs required to replace aging infrastructure and for new service requirements
as a result of rapid growth in our city.

FINANCIAL INFORMATION

Management of the Utilities Commission is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the Commission are protected from loss, theft or misuse and to
ensure that adequate accounting data is compiled to allow for the preparation of financial statements in
conformity with generally accepted accounting principles. The internal control structure is designed to
provide reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived; and (2)
the valuation of costs and benefits requires estimates and judgments by management.

Budgeting Controls and Highlights

The Utilities Commission maintains an integrated system of budgetary controls. The objective of these
budgetary controls is to ensure compliance with legal provisions embodied in the approved annual budget.
The operating activities of the electric, water, wastewater, water reuse, and telecommunications systems are
included in the annual budget. The level of budgetary control (that is, the level at which expenditures cannot
legally exceed the appropriated amount) is established by function and activity within each individual
operating system. The Commission also maintains a separate encumbrance accounting system as one
technique of accomplishing budgetary control. This system is used exclusively to maintain budgetary control
and is not utilized for purposes of presenting financial statements prepared in accordance with generally
accepted accounting principles.

As is demonstrated by the financial statements and schedules in the financial section of this report, the
Utilities Commission continues to meet its responsibility for sound financial management.

The annual revenue and expense budget is prepared for the combined electric, water, wastewater and
communications utility systems and, after Commission approval, is submitted to the City of New Smyrna
Beach prior to June 1 of each fiscal year for subsequent City Commission approval. The budget remains in
effect the entire year and can only be amended with the approval of the Utilities Commission. No
supplemental appropriations were made in 2005.

viil
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Schedule of Revenue, Receipts, Expenses and Disbursements -
Budget -vs- Actual

$(000’s)
Budget Actual  Variance
Revenue and Receipts:
EIECEIIC SYSEM ...t $ 33,287 37,525 4,238
WaLET SYSTEIM.....viiiiiiricieeee e 5,962 5,950 (12)
Wastewater SYSteM.........cccvuvriiieieicre e 6,789 6,514 (275)
CommuNICatioNS SYSEM ........ccerereiieieieeie e 23,611 10,648  (12,963)
Capital contributions ..........ccoeeeiiiiniiieii e 1,375 3428 2,053
71,024 64,065 (6,959)
Operating Expenses:
Purchased power and fuel ..........ccccceveveii i, 15,828 18,616 (2,788)
Other production .........cccccevvreve s 21,315 13,947 7,368
Transmission, distribution, sewage collection
and treatment........cccecvvieieeierce e 4,048 4,788 (740)
CUStOMEr ACCOUNTING.......cveiiieiieirieiese e 865 2,536 (1,671)
Administrative and general ...........ccccoocvvviiiieicnienineeen, 10,482 8,713 1,769
Required payments to City........ccovvvrereinenninenecnens 4,138 3,329 809
Nuclear generation facility decommissioning.................. 126 179 (53)
56,802 52,108 4,694
Net revenue and reCeIPLS ......ccvrrerererirereeieieee e 14,222 11,957 (2,265)
Operating transfers (Net).......cccocvvevievieniesie s (14,222) (15,602) (1,380)
Budgeted net cash receipts........ccovveveeeiicieiinie e, $ 0 (3,645) (3,645)
Reconciliation of budget to change in net assets:
Principal portion of sinking fund transfers...........c........... 5,156
Internal funds transfers (Net) ........ccocevvvervieneiieneiciee 7,779
Depreciation and amortization .............c.cccvevvecreincnnenn, (5,702)
(@] 1 PSSP 1,107
Change iN NEL ASSELS ........ccveveriiriierieiee e, $_ 4,695

The Commission’s operating budget is prepared on a basis consistent with generally accepted accounting
principles (GAAP). Other cash receipts and payments are treated as budgetary items to maintain effective
fiscal and budgetary control over the collection and disposition of all Utilities Commission resources.
However, all capital expenditures are included in a separate five-year Capital Plan. During 2005, the
Commission’s actual revenues were less than anticipated amounts by $6.9 million. This was due primarily to
the lack of anticipated revenue from telephone service sales. The actual amount of customer accounting
expenses was higher than originally budgeted with the primary cause being related to recognition of losses
on uncollectible customer accounts receivables related to the telephone service sales in the communications
division.

Utility Operations

In compliance with Resolution No. 16-75, and later amended by the City of New Smyrna Beach, Florida
Ordinance No. 51-01, the electric, water, wastewater, and communications systems are accounted for as a
single enterprise fund.
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As of September 30, 2005, the Utilities Commission served 23,691 electric customers, 21,261 water
customers, 17,933 wastewater customers, 514 reclaimed water customers, 913 Internet dial-up, DSL, and
broadband customers, and 11,813 telephone customers. Service totals for the last five years are summarized
below:

Reclaimed Communications
Fiscal Electric Water ~ Wastewater ~ Water Internet  Telephone
Year Accounts  Accounts  Accounts  Accounts  Accounts  Accounts
2001, 21,330 18,569 15,423 346 0 0
2002 21,734 19,507 16,066 385 3,215 4,555
2003, 22,126 20,111 16,485 417 4,068 10,870
2004 ..., 23,090 21,275 17,239 479 7,065 16,671
2005, 23,691 22,261 17,933 514 913 11,813

The current year's operating revenue and expenses from the combined utilities systems is presented in
Management’s Discussion and Analysis under the headings Financial Highlights and Entity-Wide Analysis
on pages 3 to 8.

Cash Management

Cash temporarily idle during the year was invested through the use of a competitive bid procedure in short-
term time deposits and medium short-term investments. Shorter investment periods were utilized by the
Utilities Commission due to the rapid changes and uncertainties of interest rates experienced during the fiscal
year. The amount of interest earned during the years ended September 30, 2005, 2004 and 2003 totaled
$690,497, $281,003 and $358,454, respectively.

The Utilities Commission's cash and investments, including accrued interest and dividends receivable, on
hand at September 30, 2005, 2004 and 2003, totaled $24.8 million, $22.2 million and $22.0 million,
respectively. The individual components are as follows:

2005 2004 2003
Current assets:
Operating cash and cash equivalents.............ccccoevrevrivevereennnn, $ 0 1,892,948 3,640,567
Restricted assets:
Revenue certificate covenant funds ...........ccccceeeeiveinenne. 12,669,367 10,029,357 9,655,180
Renewal and replacement service capacity fee funds...... 7,462,106 5,891,423 4,674,357
CUStOMEr dEPOSItS.....veveeeieieriisie e 1,776,948 1,682,978 1,516,427
CR-3 decommissioning fund.........ccccccoeeveiviiinninnenieennnn, 2,885,737 2,707,137 2,565,617

24,794,158 20,310,895 18,411,581

Total cash and INVESTMENLS........c.ccovviiiieiiiie e $.24,794,158 22,203,843 22,052,148

Included in the total operating cash and cash equivalents are internally designated funds consisting of a Rate
Stabilization Fund. The purpose of the fund is to shield the electric, water, wastewater and internet systems
and utility customers from the financial effects of rising costs to provide services, emergency repairs and
extraordinary costs that would otherwise require large fluctuations in rates charged to customers. All utility
systems contribute to or borrow from the funds for operational needs. This fund earns the same interest rate
as its operating investment portfolio.
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The balance in this fund amounted to $3,711,263, $2,326,098 and $1,765,307 for the years ended September
30, 2005, 2004 and 2003, respectively.

The Utilities Commission's investment policy is to minimize credit and market risks while maintaining a
competitive yield on its portfolio. Accordingly, deposits were either insured by federal depository insurance
or collateralized in accordance with the Florida Security for Public Deposits Act (the "Act"). All collateral
on deposits was held either by the Commission, or by the State of Florida in accordance with the applicable
provisions of the Act. All of the Commission's investments held at year-end are classified in the category of
lowest credit risk (backed exclusively by the full faith and credit of the U. S. government) as defined by the
Governmental Accounting Standards Board.

The average yield from interest earnings on cash and investments that was earned each month during the
fiscal year ended September 30, 2005, is as follows:

Average
Yield

(@i (0] o] SO RTOR PSRN 1.72%
INOVEIMIDET ..t bbbttt bt e 1.90%
[ 1=Tor=T g o] PR SSROP T 2.04%
JANUAIY .t s e e e et e e rae e ra e nnne s 2.13%
FEDIUANY ...ttt ae et nre et e re e e 2.31%
1Y =T (o o PSSRSO 2.46%
N o] 1 OSSR 2.71%
VLAY et ettt R R bbb et n e r e ne e 2.88%
JUD B e nes 2.94%
JUY ettt ere et e ne e neeere e e naeenean 3.15%
AAUGUST. .ttt s et e et e et e e sn e e st e e e nte e e te e e enae e e nnreennaeeenes 3.37%
T 01 C=T 0] 1] TSROSO 3.49%

Risk Management

The Utilities Commission is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters, all of which is
satisfactorily insured by general liability insurance. Commercial insurance policies are also obtained for all
other risks of loss, including workers’ compensation and employee health and accident insurance. Settled
claims resulting from these risks have not exceeded commercial insurance coverage in any of the past three
years.

OTHER INFORMATION

Independent Audit

Resolution Number 28-78 and other local and state statutes require an annual audit of the books of account,
financial records and transactions of all administrative departments of the Utilities Commission by an
independent certified public accountant selected by the Utilities Commission. The certified public
accounting firm of Brent Millikan & Company, P.A. was selected by the Commission to satisfy this
requirement.

Xi
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Their independent auditors' report on the financial statements and schedules of the Commission has been
included in the financial section of this report.

Awards - Certificate of Achievement

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the Utilities Commission, City of New Smyrna Beach, Florida, for its
component unit financial report for the fiscal year ended September 30, 2004. We are also quite proud of
the fact that we have been awarded with this Certificate for the twenty-fifth consecutive year.

In order to be awarded a Certificate of Achievement, the Commission must publish an easily readable and
efficiently organized component unit annual financial report, whose contents conform to program standards.
Such reports must satisfy both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues
to conform to Certificate of Achievement Program requirements, and we are submitting it to GFOA to
determine its eligibility for another certificate.

Acknowledgments

The preparation of this report on a timely basis could not have been accomplished without the efficient and
dedicated services of the entire staff of the Finance Department. Each member of the department has our
sincere appreciation for the contributions made in the preparation of this report.

We would also like to thank the individual members of the Utilities Commission for their interest, support,
and leadership in planning and conducting the financial operations of the Utilities Commission in a most
responsible and progressive manner.

Respectfully submitted,

/vaw)i % Sl Y ;M%k

Robert J. Rodi Roberto O. Montalvo, CPA
General Manager/CEO Director of Finance
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Honorable Chairman and Commissioners
Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

We have audited the accompanying basic financial statements of the Utilities Commission, City of New
Smyrna Beach, Florida (the “Utilities Commission”), a component unit of City of New Smyrna Beach,
Florida, as of and for the fiscal years ended September 30, 2005 and 2004, as listed in the table of
contents. These financial statements are the responsibility of the Utilities Commission's management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Utilities Commission as of September 30, 2005 and 2004, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated June 5, 2006,
on our consideration of the Utilities Commission’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audit.

The management’s discussion and analysis on pages 3-12 is not a required part of the basic financial
statements but is supplemental information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of this supplementary information. However, we
did not audit the information and express no opinion on it.

205 MAGNOLIA ST. ¢ NEW SMYRNA BEACH, FL 32168-7125 e (3806) 42';'31333 e DAYTONA (386) 248-0240 e FAX (386) 427-5823 e www.bmcpa.com
MEMBER: American Institute of Certified Public Accountants and AICPA Private Companies Practice Section



To the Honorable Chairman and Commissioners

Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

Page 2 of 2

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying information identified in the table of contents as supplemental schedules
are presented for purposes of additional analysis and are not a required part of the basic financial
statements of Utilities Commission, City of New Smyrna Beach, Florida. Such information, except for
the statistical data, has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole. The statistical data has not been subjected to the auditing procedures applied
in the audit of the basic financial statements and, accordingly, we express no opinion on it.

Brect Mllido d Co., P

June 5, 2006
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of Utilities Commission, City of New Smyrna Beach, Florida’s (the “Utilities Commission”)
annual financial report presents our discussion and analysis of the Commission’s financial performance
during the fiscal year that ended September 30, 2005. Please read it in conjunction with the transmittal
letter at the front of this report and the financial statements, which follow this section.

Financial Highlights

The Utilities Commission’s demand for electrical energy increased in 2005 at 371.2 million kWh
sales compared to 361.4 million kWh sales in 2004, a 2.7% increase, due to growth in the number
of customers served. Sales revenue generated by the Electric System increased from $33.2
million in 2004 to $36.1 million in 2005.

The volume of treated potable water sold in 2005 decreased by 3.3%. The volume of wastewater
treated in 2005 increased by 0.1%. The volume of reclaimed water treated in 2005 increased by
7.6%. Sales revenue generated by the Water System increased from $5.2 million in 2004 to $5.7
million in 2005. Sales revenue generated by the Wastewater System for wastewater and
reclaimed water services increased from $6.0 million in 2004 to $6.4 million in 2005.

In 2005, the Commission’s Communications System experienced an operating loss of
approximately $3.8 million. Some of the factors contributing to the loss incurred in fiscal year
2005 include: (1) increased costs to provide telephone services, (2) continued increase in the
amount of uncollectible customer accounts receivable, (3) failure to implement and collect
additional revenue sources related to network access charges, (4) loss of revenue attributed to
sales agent commissions earned from another local exchange carrier that filed for bankruptcy, and
(5) other operational matters causing the Commission to incur material amounts of questioned
costs. Faced with continued losses and other business challenges, the Commission has decided to
discontinue providing telephone services as of August 1, 2006.

The Utilities Commission’s assets exceeded its liabilities (net assets) at the end of September 30,
2005 by more than $72.9 million. Of this amount, approximately $9.2 million was unrestricted
and available to be used to meet the Commission’s ongoing obligations to its customers and
creditors. Of the remaining $63.7 million, approximately $55.7 million was invested in utility
plant assets and assets held for future use, while the remainder was restricted for utility plant
expansion ($7.5 million) and debt service ($539,839).

During the year, the Utilities Commission’s net assets increased by $4.7 million. Net assets
totaled $72.9 million in 2005 compared to approximately $68.2 million at the end of 2004.

During 2005, the Commission’s operating revenue increased by approximately $4.4 million to
$59.0 million, which was 8.0% more than last years operating revenue of $54.6 million. The
Commission’s operating expenses increased by $4.1million to $57.4 million, which was 7.6%
more than last year’s $53.3 million. The net increase in operating expenses was from a
combination of factors; most notably: (1) an increase of $2.5 million in the Electric System’s fuel
and purchased power costs, (2) an increase of $2.8 million in the Communications System’s cost
paid to telephone service providers, (3) a decrease in the Communications System’s customer
accounting expenses related to telemarketing expenses, sales agent commissions and provision
for uncollectible telephone sales accounts receivable of approximately $3.3 million, and (4) an
increase in the Communications System’s administration and general expenses for increased
telephone service provisioning and billing expenses of approximately $2.0 million.



e Capital contributions received by the Commission had increased from $1.9 million in 2004 to
$3.4 million in 2005. The increase experienced in the current year was attributed to residential
home development expansion, primarily for amounts received from developers for water and
wastewater service capacity fees.

e The Commission’s long-term debt decreased to $69.8 million in 2005, which is down $5.3
million over last year’s $75.1 million. In 2005 the Commission issued $3.4 million to advance
refund the remaining balance of Series 1996 outstanding revenue certificates.

Overview of Financial Statements

The Utilities Commission’s basic financial statements are comprised of three parts: 1) management’s
discussion and analysis, 2) the basic financial statements, and 3) an optional section that presents detailed
summaries and schedules of selected financial data.

Management’s Discussion and Analysis (MD&A) serves as an introduction to the basic financial
statements and supplementary information. The MD&A represents management’s examination and
analysis of the Utilities Commission’s financial condition and performance. Summary financial statement
data, key financial and operational indicators used in the strategic plan, budget, bond resolutions and other
management tools were used for this analysis.

The basic financial statements consist of entity-wide financial statements that provide both the short- and
long-term financial information about the Utilities Commission’s financial activities, all of which are
operated like commercial enterprises. These statements report information about the Utilities
Commission using full accrual accounting methods and economic resources focus as utilized by similar
business activities in the private sector. Information concerning all of the Commission’s assets and
liabilities, both financial and capital, and short-term and long-term are included. Likewise, all revenues
and expenses received during the year, regardless of when cash is received or paid are reported.
However, rate-regulated accounting principles applicable to private sector utilities are not used by
government utilities.

The basic financial statements of the Utilities Commission include a balance sheet; a statement of
revenues, expenses, and changes in net assets; a statement of cash flows; and notes to the financial
statements, which are described as follows:

e The balance sheet presents the financial position of the Utilities Commission on a full accrual,
historical cost basis. This statement provides information about the nature and amount of
resources and obligations at year-end.

e The statement of revenues, expenses, and changes in net assets presents the results of the business
activities over the course of the fiscal year and information as to how the net assets changed
during the year. All changes in net assets are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of the related cash flows. This statement also
provides certain information about the Utilities Commission’s recovery of its costs. Rate setting
policies use different methods of cost recovery not fully provided for by generally accepted
accounting standards. The primary objectives of the rate model are to improve equity among
customer classes and to ensure that capital costs are allocated on the basis of long-term capacity
needs, ensuring that growth pays for growth.

e The statement of cash flows presents changes in cash and cash equivalents, resulting from
operating, capital and related financing, and investing activities. This statement presents cash
receipts and cash disbursement information, without consideration of the earnings event, when an
obligation arises, or depreciation of capital assets.
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e The notes to the financial statements provide required disclosures and other information that are
essential to a full understanding of material data provided in the statements. The notes present
information about the Utilities Commission’s significant accounting policies, account balances
and activities, material risks, obligations, commitments, contingencies and subsequent events, if
any.

The supplementary information presented by the Utilities Commission includes comparisons of budget to
actual revenue and expenses, schedules that focus on the individual divisions of the Utilities Commission
where more detailed financial data is desirable, and schedules presenting the Commission’s future debt
service requirements and other data required to be presented in accordance with certain of the
Commission’s debt covenants.

Entity-Wide Financial Analysis

The Utilities Commission’s entity-wide financial statements report its net assets and how they have
changed over the reporting period. Net assets - the difference between assets and liabilities- may serve as
a useful indicator of the Commission’s financial position. Over time, increases or decreases in the
Commission’s net assets are a useful indicator of whether its financial health is improving or
deteriorating, respectively. However, other non-financial factors such as changes in economic conditions,
population growth, and new or changed governmental legislation must be considered to adequately assess
its overall health.

The material portion of the Utilities Commission’s net assets (76%) reflects its investment in utility plant
assets (e.g., land, buildings, utility plant, and equipment), less that portion of related debt used to acquire
those assets that is still outstanding. These utility plant assets are used to provide utility services to our
customers; consequently, these assets are not available for future spending. Although the Commission’s
investment in capital assets is reported net of related debt, resources needed to repay this debt must be
provided from other sources since the capital assets cannot be used to liquidate these liabilities.

Condensed Balance Sheets

($000’s)
FY 2005 FY 2004 FY 2003
Current and Other @SSELS.........ccvivviviie e $ 39649 $ 33686 $ 33811
Capital assets:
Productive assets in Service (Net) ........ccooeverenerenenencnene. 109,055 107,023 109,636
Held fOr fULUIe USE......ccveeivieiie e 7,467 8,704 9,174
CONSLrUCTION IN PrOGIESS....ccviveieieerieriesreeteseereeeeseesie e e see s 3,167 5,801 3,584
TOLAl ASSELS ...ecuviieviiriecriecre ettt nbe e 159,338 155,214 156,205
Long-term debt outstanding ..........cceeevevenievennseee e 69,837 75,101 79,575
Other lAbIITIES ......veiviceicecce e 16,581 11,889 9,762
Total HabilitieS...ccvviviiiiiic e 86,418 86,990 89,337
Net assets:
Invested in plant, net of related debt ..........cccooveviiieiiinnnns 55,729 48,625 43,970
RESIHCIEA. ...t 7,996 11,230 11,493
[0 =TS £ 101 (=T TSR 9,195 8,369 11,405
TOtAl NEL ASSELS ...vivvviiieiste et $ 72920 $ 68224 $ 66,868

The Utilities Commission’s net assets increased $4.7 million to $72.9 million in 2005, which is up from
$68.2 million in 2004 and $66.9 million in 2003. The most significant changes in net asset position in
2005 were from amounts invested in utility plant, net of related debt, which increased $7.1 million, and
from use of restricted renewal and replacement funds, which decreased $3.2 million. In 2004, the most
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significant change in net assets came from an increase of $4.7 million in amounts invested in utility plant,
net of related debt. These increases reflect the Commission’s current policy of investing surplus internal
resources, capital contributions and earnings and profits in productive capital assets in lieu of issuing
additional debt during the year.

Condensed Statements of Revenues,
Expenses, and Changes in Net Assets

($000°s)
FY 2005 FY 2004 FY 2003
Revenues:
Charges for services:
EIECEIIC SYSIEIM ....vcviiviiictccee e $ 36,102 $ 33,168 $ 32,988
WaALEE SYSTEM ...ttt 5,728 5,235 5,123
WaSteWater SYSTEM .......cveiiieiee et 6,380 6,025 5,654
CommUuNICatioNS SYSEM......c.eiieieierierie e 10,757 10,185 2,582
Total charges for SErVICES ........coviiiiiriiee e 58,967 54,613 46,347
INTEreSt  AMMINGS ...veiuieiieieie e 691 281 358
Gain on asset diSPOSalS........cccvveieiereiene e 1,107 311 0
(011 SRS 1,082 1,125 337
TOtal FEVENUES ..ot 61,847 56,330 47,042
Expenses:
Division operating expenses:
EIECEIIC SYStEM .o e 33,020 30,185 29,313
WALEE SYSTEM ..ot 4,690 4,399 3,999
Wastewater SYSTEM ........c.oviiiiiiieeee e 5,252 4,992 4,603
CommUNICAtIONS SYSEM.....ccueiiiieeiieiie et 14,419 13,760 1,892
Total division Operating EXPENSES ........cccceveereerereerereseserenneas 57,381 53,336 39,807
Interest and debt eXPENSE.......cccccv v 3,097 3,101 3,355
ASSEt dISPOSAl [0SSES.....c.veveveiiiiiiieceeeeee s 0 0 10
OBNET ..t 102 228 690
TOtAl EXPENSES ...veveiecreereeeee ettt 60,580 56,665 43,862
Income (loss) before contributions.........cccceevvveevcvccic v 1,267 (335) 3,180
Capital contributioNnS .........cccovveieririie e 3,428 1,854 4474
THANSTEIS . 0 (163) 0
Increase (decrease) in NEt aSSELS ......cvvvevvvvrrirerevererererereee e ee e, $_4695 $_1356 $_ 7,654

While the balance sheets show a snapshot of the Commission’s financial position at the beginning and
ending of the fiscal years, the above statements of revenues, expenses, and changes in net assets provide
answers as to the nature and source of these changes. A comparison of the operating revenues to
operating expenses shows steady growth in the Commission’s traditional services reported by the electric,
water, and wastewater divisions, which continue to produce positive net income. Conversely, the
Commission has struggled in providing telephone services since operating under its own Competitive
Local Exchange Carrier license beginning in August 2003 and for two years in a row the results of
operations for the communications division has produced sizable losses. In 2005, the Communications
System reported a loss of $3.8 million and factors contributing to this loss are mentioned in the Financial
Highlights section above. In 2004, the loss of $3.5 million in the Communications System was due to a
combination of factors, with rapid growth in the competitive telephone service industry being the primary
cause. The Commission dedicated substantial financial resources in 2003 and 2004 to market customers
outside its immediate service area to provide local and long distance telephone services. This was
reflected in 2004 in the amount of increase in communications division operating expenses of $11.9
million or 86.2% more than the expenses incurred in 2003.



The following is a summary of the operating revenue and expense for each of the Commission’s operating
divisions:

Operating Revenue and Expense - by Division
Year Ended September 30, 2005
$40,000
$35,000 | O Revenue
W Expenses

$30,000
~—~ $25,000 -
N
o
O $20,000 -
o
N
€ $15,000

$10,000 -
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$0 ll
Electric Water Wastewater Communications

The following is a summary of the composition of 2005 utility system revenues by source:

Revenues - By Source
Year Ended September 30, 2005

Electric Contributions Water
56% 5% 10%

Other
2%

Wastewater
10%

Interest Communications
1% 17%

During 2005, the overall demand for electricity increased. Total electric kWh sales increased from 361.4
million kWh sales in 2004 to 371.2 million kWh sales in 2005. In 2004 the demand for electricity had
decreased from 370.2 million kWh sales in 2003 to 361.4 million kWh sales in 2004. The decrease in
2004 was attributed to an interruption in service caused by hurricanes in the last month and a half of the
fiscal year. The number of electric customers increased by 2.6% in 2005 to 23,691, compared to an
increase of 1.8% in 2004 of 23,090, as compared to 22,126 in 2003. The following is a summary of the
individual components of the Commission’s electrical energy sales for the past two years from residential,
commercial demand, commercial non-demand, and street lighting service customers.
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Electric kWh Sales
Years Ended September 30, 2005, 2004 and 2003
300,000,000
250,000,000 -
200,000,000 -
e
< 150,000,000 -
X
100,000,000 -
50,000,000 -
Residential Demand Non-Demand | Street Lights
m2005 | 239,696,669 | 78,492,068 50,058,551 2,972,111
W 2004 | 230,510,879 78,424,244 49,539,126 2,953,005
02003 | 236,255,171 80,669,362 50,358,918 2,960,121
kWh Sold by Service Type

The actual number of customers increased in all divisions with the exception of a sharp decline in the
communications system. The water system experienced a slight increase in the number of customers
served. The volume of potable water sold during 2005 decreased 3.3% to 1,490 MG compared to an
increase in 2004 of 4.4% to 1,539 MG, as compared to 1,471 MG in 2003. The wastewater system
experienced a 0.1% increase in 2005 to 874 MG compared to a 0.2% increase of 873 MG in the volume
of wastewater treated in 2004, as compared to 872 MG treated in 2003. The volume of water reuse sold
during 2005 increased 7.6% to 283 MG compared to a 2004 decrease of 32.8% to 263 MG, down from
349 MG in 2003.

Rising costs to produce electric system revenues resulted in a fuel adjustment being made in 2004 that
was factored into billings effective January 1, 2004 and remained in effect through September 30, 2005.
In 2005 the Communications System telephone service sales had remained relatively constant as
compared to 2004; whereas, in 2004 this division experienced significant growth in revenue. The actual
number of residential and commercial utility customers increased during 2004 in all operating divisions as
follows:

2005 2004 2003
Utility Operating Division Customers  Customers Customers
EIECHriC SYSEM ..oviiice e 23,691 23,090 22,126
WALl SYSEM ...oviiiiie it 22,261 21,275 20,111
Wastewater SYStEM ........covvviveeiiiiiiee e 17,933 17,239 16,485
WaLEr FEUSE SYSIEM...cuviiiiiiriie et 514 479 417
Communications — Internet........c.cccovvevevererievesnneenns 913 7,065 4,068
Communications — Telephone.......c..cccccvveveneiennnnnn, 11,813 16,671 10,870

With the exception of the operating loss reported in the communications division, the net results of
operations for all other divisions show that the Commission was successful in recovering its costs for
these utility divisions.



Capital Assets
At the end of 2005, the Utilities Commission’s investment in capital assets amounted to $119.7 million,
which is stated net of $77.0 million of accumulated depreciation and provision for decommissioning.
This investment in capital assets includes:
e Land and land improvements,
o Electric (fossil fuel and nuclear) generation, transmission and distribution facilities,
e Water supply, production, treatment and distribution facilities,
e Wastewater collection, treatment and reuse distribution facilities, and
e Machinery and equipment.
In 2005 the total increase in the Commission’s investment in capital assets was $5.0 million, compared to
$4.9 million invested in 2004 and $5.1 million invested in 2003. Major capital asset events during 2005
included the following:
e Sale of 157 acres of land held for future use for $2.4 million
e Placed in service communications system head end building, tower, antenna, specialized
communications equipment, underground fiber optic cable in conduit, including customer
premise equipment and installations totaling $2.8 million
e Line transformers, poles and fixtures, new street lighting, overhead conversions and
underground extensions of electric transmission and distribution services amounting to $1.8
million

¢ New water and wastewater services transmission and distribution mains totaling $1.2 million

Utility Plant, Net of Accumulated Depreciation

September 30,
2005 2004 2003
Land and land rightS.........cccccvvvviviivnnnn e $ 3,271,680 3,264,429 3,281,904
Structures and iIMProvements ..........ccoovevvevererereesenen 20,694,690 20,268,345 19,964,958
Production and treatment plant...........ccccocvvininnnnnns 45,085,005 44,921,271 44,561,389
Transmission, distribution, and
collection and treatment plant.............ccoceevienecen. 104,349,361 100,970,944 95,533,982
Other general plant and equipment............c.cccceeeeneenee. 12,447,330 9,138,992 8,707,613
185,848,066 178,563,981 172,049,846
Accumulated depreciation ...........cccceoeeeieneneienenen (74,130,346) (68,991,723) (64,057,960)
Allowance for decommissioning........ccccceeeveresvennnnns (2,885,737) (2,707,137) (2,567,289)
108,831,983 106,865,121 105,424,597
ConStruction iN Progress.......covceceeeeieereereesreseseesvenees 3,166,791 5,801,038 3,584,237
Plant held for future Use .........ccoevvvvrvnenereccne 7,467,493 8,703,892 9,173,992
Nuclear fuel, net of amortization...........cc.ccoceevvirnenn. 222,868 157,860 211,416
Utility plant, Net ..o $.119,689,135 121,527,911 118,394,242



Long-Term Debt and Debt Administration

The revenue certificate debt coverage ratio is a useful indicator of the Utilities Commission's debt
position. The Commission’s debt coverage ratio has continued to remain strong over the past three years
even in years of debt issuance, as is summarized in the following three-year tabulation:

September 30,
2005 2004 2003

Operating reVENUES...........cevvevereriereererieesresieennns $ 58,967,403 54,613,482 46,347,066
Interest and other iNCOMe ..........ccoeevveviceviiieinnn, 1,772,305 1,406,072 694,980
Capacity and other fees .........ccoovrvviererviieneiesennns 3,428,529 1,854,598 4,474,157
Revenues per certificate resolution ...................... 64,168,237 57,874,152 51,516,203
Cost of Operation and Maintenance, net

of depreciation and required payments

to City of New Smyrna Beach............ccccccuenee 48,779,014 45,063,570 32,196,648
Net revenues per certificate resolution ................. 15,389,223 12,810,582 19,319,555
Annual debt service requirement...........c.ccoeevenene $_ 4,944,725 5,080,173 6,039,170
Debt service coverage ratio (times)..........c.cceeveeee. 3.11 2.52 3.20

As of September 30, 2005 the Utilities Commission had outstanding $41,800,000 of revenue certificates
payable. All of these obligations are secured by a first lien on and a pledge of the net revenues of the
system.

The Utilities Commission's outstanding revenue certificates ratings from Moody's, Standard & Poor's, and
Fitch’s as follows:
Moody's Standard & Poor's Fitch’s

Utilities System Refunding Revenue
Certificates, Series 1993 ........cccocvvevvverrrnne. Aaa AAA (FGIC Insured) n/r

Utilities System Refunding Revenue
Certificates, Series 2002 ..........ccccoovvvrervennen. n/r  AAA (AMBAC Insured) AAA

Utilities System Refunding Revenue
Certificates, Series 2004A .........ccccoevvriennnn. n/r  AAA (AMBAC Insured) AAA

The debt service requirements on these obligations are detailed in the notes to the financial statements and
in Schedule 11 of the supplementary section of the financial statements.

In addition to the revenue certificates payable the Utilities Commission had outstanding notes payable to
the Florida Department of Environmental Protection, State Revolving Fund Loan in the aggregate amount
of $14,366,249 which are secured by a lien and pledge on the net revenues of the system, but subordinate
to the first lien and pledge securing the revenue certificates payable. The Commission also had
outstanding notes payable to the Florida Municipal Power Agency (FMPA) Pooled Loans amounting to
$19,572,000, which are secured by a lien and pledge on the net revenues of the system, but subordinate to
the first lien and pledge securing the revenue certificates payable and on a parity with the State Revolving
Fund Loan.
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The debt service requirements on these obligations are detailed in the notes to the financial statements.
The future debt service requirements for the Florida Department of Environmental Protection, State
Revolving Fund Loan are in Schedule 12 of the supplementary section of the financial statements. The
future debt service requirements for the FMPA Pooled Loans are in Schedule 13 of the supplementary
section of the financial statements and are based on the prevailing interest rate charged as of September
30, 2005. The interest rate on the FMPA Pooled Loans varies and is determined on a monthly basis.
Accordingly, the representation of the future debt service requirements in Schedule 13 may not agree with
the actual amounts to be paid and the difference may be material.

At the end of the fiscal year, the Utilities Commission had $69.8 million in long-term debt outstanding,
which was down $5.3 million over the prior year’s $75.1 million.

In December 2004, the Commission issued $3,370,000 in Utilities System Refunding Revenue
Certificates, Series 2004A to advance refund the entire remaining balance of the Series 1996 Certificates
that will be called for redemption on February 1, 2005. At the present time, the Commission is
considering the issuance of additional long-term debt to finance necessary improvements to its aging
utility plant and to provide new service requirements to accommaodate rapid growth in the Commission’s
service area. Management also continues to review and monitor current bond market conditions for
evaluating the feasibility of restructuring any and all outstanding debt obligations if, and when, the
opportunity presents itself and only after it is conclusively determined that it makes significant financial
“sense” to pursue.

Under its current debt agreements, the Commission has covenanted to maintain several coverage ratios,
all of which approximate 1.25 times in the aggregate. In order to issue additional debt obligations, the
Commission must demonstrate that it has successfully maintained a coverage ratio of 1.40 times its
maximum annual debt service requirements in its immediately preceding fiscal year. Based on this data,
the Commission has the ability and the capacity to obtain additional financing, at current market
conditions, of approximately $37 million.

Economic Factors and Next Year’s Budget and Rates

Many factors are considered each year by the Utilities Commission in its efforts to establish an operating
budget, to evaluate its personnel needs, and to develop uniform electric, water, wastewater and other
utility fees that are reasonable and, more importantly, capable of cost recovery. Some of the major factors
considered in this process are the local economy, civilian labor force, unemployment rates, and inflation
rates.

e The most recent estimates available for unemployment data in Volusia County, Florida are
compiled by the Florida Agency for Workforce Innovation on the Florida Research and
Economic Database (FRED). This agency estimates a countywide unemployment rate of 3.4%
at the end of September 2005, which is lower than the 4.4% rate experienced one year earlier.
These estimates compare favorably to the state’s 3.7% and 4.1% unemployment rates at
September 2005 and 2004, respectively. Statewide, Florida’s unemployment rate has continued
to be below the national average.

o Inflationary trends for Volusia County compare favorably with those trends experienced at the
state and national levels.
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Other factors influencing the Commission’s 2006 operating budget includes continued growth in all
divisions, with the exception of the communications division. A summary of the enacted 2006 budget
follows:

FY 2006 Operating Budget
With Comparison to FY 2005 Actual

$(000’s)
FY 2006 FY 2005 Dollar
Budget Actual Change
Revenue and Receipts:
Electric SYStem .......cocevveeieicecee e $ 36,679 37,525 (846)
WaaLer SYSEM .....cvveeieveeree e 6,622 5,950 672
Wastewater SYSIEM ........c.coovevvererieree e e eee e 6,776 6,514 262
Communications SYSteM.........ccevvererereseseresennes 10,960 10,648 312
Capital contributions ..........cccoveiviniiiiiciiiis 2,286 3,428 (1,142)
63,323 64,065 (742)
Operating Expenses:
Purchased power and fuel...........ccoccooeviniiiinnnn. 18,230 18,616 386
Operation and maintenance ............ccoceveverenceinnnne 27,179 30,163 2,984
Required payments to City ......c.cccoevevvevevenevennnnnn, 3,620 3,329 (291)
49,029 52,108 3,079
Net revenue and reCeiptS .....covvvvvereeeeieeriere e e 14,294 11,957 2,337
DEDL SEIVICE ....vvieieieeececere e (8,383) (8,037) (346)
Operating transfers (Net)......ccccvvververererie v, (5,911) (7,565) 1,654
Budgeted net cash reCeipts ........c.coveverervenerseieninienens $ 0 (3,645) 3,645

The Utilities Commission’s electric rates for fiscal year 2006 are established at the same rates for the
2005 fiscal year. Effective on November 1, 2005 the fuel and purchased power cost adjustment was
increased from $17.18 per 1,000 kWh to $31.20 per 1,000 kWh to cover the increased amount of under-
recovered fuel and purchased power costs that have accumulated since January 1, 2004. On May 15,
2006 the Commission approved rate increases effective June 1, 2006 for electric, water, wastewater,
reclaimed water, and street lights services. The Commission adopted these rate increases based on a
comprehensive rate study that was conducted over the past year. The rate increases were deemed
necessary for us to recover all of the costs associated with providing these services.

Requests for Information

This financial report is designed to provide a general overview of the Utilities Commission, City of New
Smyrna Beach, Florida’s finances for all those who have expressed an interest in its finances. Questions
concerning any of the information provided in this report or requests for additional information should be
addressed to the office of the Director of Finance, Post Office Box 100, New Smyrna Beach, Florida
32170-0100.
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BALANCE SHEETS

September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

2005 2004
Assets:
Utility Plant:
Electric utility plantin service.............ccocoevv i i $ 81,540,759 79,059,348
Water utility plant in ServiCe..........ooov i 39,626,370 38,009,169
Wastewater and water reuse utility plant in service....................... 54,204,163 53,896,971
Communications services plant in service...............ccoeieiiie.nn. 2,762,871 -
General utility plant in SEIVICe.........coovveiii e 7,713,901 7,598,493
185,848,064 178,563,981
Less: accumulated depreciation and amortization................... (77,016,083) (71,698,860)
108,831,981 106,865,121
Construction WOrK iN ProgreSS. .. ....eee e e veeeeee e e e eeeaeeen, 3,166,792 5,801,038
Plant held for fUTUIE USE.......ve i e e e e e e e 7,467,493 8,703,892
Nuclear fuel, net of amortization..........oovevin i e 222.869 157,860
Total utility plant, net..... ... 119,689,135 121,527,911
Current Assets:
Cash and cash equivalents.......... ..o - 1,892,948
A 2T (1T ] £ 1,000,000 -
Accrued interest and dividends. .. .......oovee e 112,850 4,692
Restricted assets:
Cash and cash equivalents......... ..o 21,787,820 18,268,424
2T (1 £ 3,000,000 2,021,300
Accrued interest and dividends.. . s 6,338 21,171
Accounts receivable, net of aIIowance for doubtful accounts
($3,569,296 - 2005 and $2,186,358 - 2004) ............................... 3,556,062 4,694,996
Unbilled accounts receivable.. .. 5,238,215 3,891,996
Notes receivable.. 2,267,577 442,684
Inventories.. . 1,949,346 1,790,473
Prepaid expenses and other assets 243,424 46,853
TOtal CUMTENE ASSELS. ..ttt ettt eeaens 39,161,632 33,075,637
Deferred Charges and Other Assets:
Unamortized debt exXpense.........ooo v 487,291 610,968
Total @SSetS. ...t i D 159,338,058 155,214,416

The accompanying notes are an integral part of the financial statements.
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Statement 1

2005 2004
Net Assets:
Invested in utility plant, net of related debt.......................il $ 55,729,433 48,625,159
Restricted for debt SErVICE. ....o.vviie e e 539,839 539,839
Restricted for renewal and replacement.................ccooii i, 7,455,768 10,690,203
L] =TS o3 (=T o 9,194,743 8,369,197
TOtal NBt ASSEES. ..ttt it 72,919,783 68,224,398
Liabilities:
Long-Term Debt:
Revenue certificates payable (net).........ccooovviiiiiiiiii 37,629,837 40,715,547
Notes payable (Net)..........oeoirin i s 32,207,552 34,385,249
Total long-term debt..........coooiii i 69,837,389 75,100,796
Current Liabilities:
Bank overdraft-unrestricted cash and cash equivalents................... 2,648,474 -
Accounts payable... ... 3,663,125 2,785,202
ACCIUEd TTaDIIEIES. .ot e e e e e 509,463 828,963
Accrued interest payable...... ... 781,723 993,891
Revenue certificates payable - current................ooi i, 3,120,000 2,550,000
Notes payable - current......... ..o 1,730,697 1,654,002
CUSTOMENS' ABPOSITS. .. . e e et et e et et e e ee e 1,776,948 1,682,978
Due to other governments..........ooveein i e e e 1,895,100 914,845
Total current Habilities.......covvv i e, 16,125,530 11,409,881
Other Noncurrent Liabilities:
Deferred compensated absences...........ooovviv i, 455,356 479,341
Total [HabiltieS. ..., 86,418,275 86,990,018
Total liabilities and net assets.......oovvv v iiiii i $ 159,338,058 155,214,416
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STATEMENTS OF REVENUE, EXPENSES AND
CHANGES IN NET ASSETS
For the Fiscal Years Ended September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Statement 2

2005 2004
Operating Revenue:
SAlES. ..t . B 58,243,276 53,918,028
L@ ] 10T g £ 01T 724,127 695,454
Total 0perating reVeNUE..........ee e e et eeens 58,967,403 54,613,482
Operating Expenses:
Purchased power and fuel eXPenses. .. .......oevovievi i e 18,615,982 16,082,797
Other production expenses.. . 13,946,939 10,745,373
Transmission, distribution, and sewage coIIectlon and treatment ............ 4,788,033 4,686,910
CUSLOMEr ACCOUNTING ... . et eee e e et e e e e et re e e e e aeens 2,536,210 6,764,647
Administrative and general... . e 8,713,250 6,643,995
Required payments to the C|ty of New Smyrna Beach ........................ 3,328,647 3,262,587
Depreciation and decoOmMmIisSIONING........oviieiieie e e 5,451,571 5,149,600
Total OpPerating EXPENSES. .. ... et et e et ee e ee s 57,380,632 53,335,909
Operating INCOME. .. ... ettt e e e e e e eeeee e 1,586,771 1,277,573
Nonoperating Revenue (Expense):
LT = =T Uy 0T 690,497 281,003
(@1 [T T ol o] 1< S 1,081,808 1,125,069
Interest and debt eXpense. ... ..o (3,097,313) (3,101,348)
(@] 1T e 1= ]t S (102,333) (227,937)
Gain (loss) on disposal 0f @SSetsS.........oeviiiiiiii 1,107,426 310,665
Total nonoperating (EXPENSE)... ... vuueeere e e e ie e eenaas (319,915) (1,612,548)
Income (loss) before contributions and transfers....................... 1,266,856 (334,975)
Capital CONtriBULIONS. ... .o e e e 3,428,529 1,854,598
50151 =] - (163,250)
Total contributions and transfers................cooiiiiii i, 3,428,529 1,691,348
Change iN Nt aSSeLS. ... ettt e e e e 4,695,385 1,356,373
Net assets, beginning of Year..........cooiii i e 68,224,398 66,868,025
Net assets, end Of Year........c.covviii i i o 12,919,783 68,224,398

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CASH FLOWS

For the Fiscal Years Ended September 30, 2005 and 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Statement 3

2005 2004
Cash Flows From Operating Activities:
Cash received from CUSTOMIBLS. .. ... .ee et e e e e e et eans $ 58,921,137 52,628,765
Cash paid 10 SUPPHIEIS. ... e e e e (37,995,126) (34,502,434)
Cash paid t0 employees. .. ...oee i (9,202,478) (6,485,243)
Other receipts (PaYMENTS) ... ...t e et e e e e e e (2,450,725) (3,405,914)
Net cash provided by operating activities....................ooeoeeet. 9,272,808 8,235,174
Cash Flows From Capital and Related Financing Activities:
Debt reduction OULIaYS. .. .....coiv it (4,866,002) (4,013,103)
Advanced refunding of debt......... ..o (98,724) -
Capital contributions.. 3,428,529 1,854,598
Proceeds from sale of property and eqmpment e 474,584 678,915
Acquisition and construction of capital assets................cooiiiiiiinnn. (5,013,904) (4,942,796)
INEEIeSt PaId. ... e e (2,837,789) (1,957,917)
Net cash (used in) capital and related financing activities............ (8,913,306) (8,380,303)
Cash Flows From Investing Activities:
Proceeds from sale and maturities of investment securities................... 21,300 1,033,600
Acquistion of investment SeCUrities. .. .......ooeveiievii i e (2,000,000) (2,000,000)
INtErest rECEIVEM. .. ... .t e e e e 597,172 275,653
Net cash (used in) investing activities................covvvieie e cnn . (1,381,528) (690,747)
Net (decrease) in cash and cash equivalents............................ (1,022,026) (835,876)
Cash and cash equivalents, beginning of year................ccooiiiiiinnn. 20,161,372 20,997,248
Cash and cash equivalents,endof year..............cccvviiiviiiin i & 19,139,346 20,161,372
Reconciliation to Balance Sheet:
Cash and cash equivalents... s 3 1,892,948
Bank overdraft - unrestricted cash and cash equwalents (2,648,474) -
Restricted cash and cash equivalents... 21,787,820 18,268,424
Total cash and cash equivalents................cooiiiiii e, $ 19,139,346 20,161,372

The accompanying notes are an integral part of the financial statements.
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STATEMENTS OF CASH FLOWS - (Continued)

For the Fiscal Years Ended September 30, 2005 and 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Statement 3

2005 2004
Reconciliation of operating income to net cash
provided by operating activities:
Operating income.. i 3 1,586,771 1,277,573
Adjustments to reconcne operatmg income to net cash
provided by operating activities:
Depreciation, decommissioning, and nuclear fuel amortization..... 5,596,553 5,277,627
Provision for losses on receivables.. e 1,078,834 2,455,197
Impairment loss on customer acqmsmon costs ......................... - 1,023,670
Decrease (increase) in operating assets:

Accounts and Notes receivable. ... ..ov v 124,175 (3,628,443)
Unbilled accounts receivable..........ooovveivii i (1,346,219) 352,883
Inventories.. (158,873) (89,071)
Prepaid expenses (196,571) 22,944

Increase (decrease) in operatmg Ilabllltles ............................
Accounts payable....... ... 877,923 103,746
Due to other governments...........coovvieviiiiieii e e 980,255 84,610
CUSLOMEr ABPOSITS. ... ettt et 93,970 165,774
Accrued lHabilities. .. .o (319,500) 320,618
Deferred liabilities..........oooiiii (23,985) (29,086)
(@1 [T T o0 1 1< 1,081,808 1,125,069
(@] 10T e 1] 7T (102,333) (227,937)
Net cash provided by operating activities.............ccccovvevevvieeen. 9 9,272,808 8,235,174

Supplemental data:
Non-cash capital and related financing activities:

Transfer of real property to City of New Smyrna Beach, Florida.......... $ - 163,250

The accompanying notes are an integral part of the financial statements.
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NOTES TO THE FINANCIAL STATEMENTS

September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Utilities Commission, City of New Smyrna Beach, Florida (the “Utilities
Commission”) are presented in conformity with accounting principles generally accepted in the United States
of America as applicable to governmental units. The existing hierarchy provides that accounting guidance
should first be sought in statements of the Governmental Accounting Standards Board (GASB). If the GASB
has not issued a standard applicable to a situation, then pronouncements of the Financial Accounting
Standards Board (FASB) are presumed to apply except as described below under Measurement Focus and
Basis of Accounting. Additionally, the financial statements are presented substantially in conformity with
accounting principles and methods prescribed by the Federal Energy Regulatory Commission (FERC),
except for the method of accounting for contributed capital described in the notes to the financial statements.

The following is a summary of the more significant accounting policies:

Reporting Entity: The Utilities Commission was created in 1967 through the passage of Chapter 67-1754,
Laws of Florida, Special Acts of 1967 (House Bill 1669), which amended the Charter of the City of New
Smyrna Beach, Florida (the “City”) to create the Utilities Commission.  The Utilities Commission is
governed by a five-member board of Commissioners who are appointed by the City Commission. Utilities
Commissioners receive compensation of $100 per month and may serve no more than three consecutive
three-year terms. In a referendum held in October, 1984, voters approved amendments to the City Charter
which (1) require City Commission approval for extensions of utility services outside the City limits; (2) give
the City Commission the right to review and approve the Utilities Commission's operating budget; and (3)
require City Commission approval before issuing or refunding revenue certificates and entering into
contracts which exceed four years.

The funds and entities related to the operation of the Utilities Commission are appropriately included as a
component unit of the City of New Smyrna Beach, Florida, and an integral part of the City's reporting entity
in accordance with the requirements of GASB Statement No. 14, The Financial Reporting Entity. The basic
financial statements of the Utilities Commission are incorporated in the City's Comprehensive Annual
Financial Report as an enterprise fund activity. Complete financial statements of the City of New Smyrna
Beach, Florida, the primary government of the Utilities Commission, can be obtained directly from the City’s
administrative offices, which is as follows:

Administrative Office:

City of New Smyrna Beach, Florida
210 Sams Avenue
New Smyrna Beach, Florida 32168

The Utilities Commission maintains a 0.5608% undivided participant interest with Progress Energy Florida,
Inc. at its Crystal River Unit 3 nuclear generation facility. Pursuant to this agreement, all fiscal, budgetary
and operational control is maintained exclusively by Progress Energy Florida, Inc. The agreement and the
related ownership interest have remained consistent for the years ended September 30, 2005 and 2004. This
agreement does not meet the criteria of a joint venture as specified in GASB Statement No. 14.

In 1983, the Utilities Commission entered into a participation agreement with Florida Municipal Power
Agency (FMPA) for an entitlement share of electric capacity and electric energy from FMPA's undivided
ownership interest in Florida Power and Light Company's St. Lucie Unit No. 2, a nuclear generating unit.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

The Utilities Commission's role in the agreement is limited to that of a participant contractually obligated to
purchase electric capacity and electric energy. The agreement between the Utilities Commission and FMPA
does not meet the criteria for inclusion within the reporting entity of the Utilities Commission. The
agreement specifically provides that the arrangement is not a joint venture and neither FMPA nor the other
utilities which entered into participation agreements with FMPA for entitlement shares from FMPA's
undivided ownership interest in St. Lucie Unit No. 2 are accounting for the agreement as a joint venture.
Accordingly, the Utilities Commission is not accounting for the agreement as a joint venture.

Basis of Presentation: The financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America and include all the activities of the Utilities Commission.
By virtue of its municipal ownership, the financial affairs of the Utilities Commission are not subject to the
oversight of, or regulation by, the Florida Public Service Commission. While not required, the accounting
records of the Utilities Commission are maintained in accordance with the uniform systems of accounts
prescribed by the Federal Energy Regulatory Commission (FERC) and the Florida Public Service
Commission (FPSC), as well as the uniform system of accounts prescribed by the Federal Communications
Commission (FCC). As a result, the accounting provisions permitted under Statement of Financial
Accounting Standards No. 71, Accounting for the Effects of Certain Types of Regulation (SFAS 71), have not
been adopted by the Utilities Commission.

The Utilities Commission has elected not to apply FASB statements and interpretations issued after
November 30, 1989, as permitted by GASB Statement No. 20, “Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that use Proprietary Fund Accounting.”

Basis of Accounting: Basis of accounting refers to when revenues and expenses are recognized in the
accounts and reported in the financial statements. It relates to the timing of the measurements made,
regardless of the measurement focus applied. The Utilities Commission’s financial statements are prepared
on the accrual basis of accounting. By utilizing this method, revenues are recognized when they are earned,
and expenses are recognized as they are incurred. Unbilled utility service receivables are recognized to
provide a better matching of service revenues and the costs of providing the service.

Budget and Budgetary Accounting: An annual revenue and expense budget is prepared for the combined
electric, water, wastewater and communications services systems. In accordance with the Utilities
Commission’s budget policy, the approved budget is submitted to the City of New Smyrna Beach prior to
May 1 of each fiscal year for subsequent City Commission approval. The budget was adopted on a basis
consistent with generally accepted accounting principles (GAAP) except that certain other cash receipts and
payments are treated as budgetary items to maintain effective fiscal and budgetary control over the collection
and disposition of all Utilities Commission resources. Specific budgetary control is exercised over internal
operating transfers to restricted funds, payments of principal on long-term debt obligations, and collections
of contributed capital which are recognized in the budget as additions and/or deductions to reconcile
budgeted net cash receipts to reported net income (loss) for each system. Budget appropriations are prepared
by the administrative staff and approved as provided by law by the Utilities Commission. Budgetary control
is exercised at the departmental level. Budget amendments, if any, can be requested by the General
Manager/CEQO. However, all budget amendments must be approved by the Utilities Commission.

Unexpended appropriations for operations lapse at year-end. No supplemental appropriations were required
for the current year.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Use of Estimates and Assumptions: In preparing financial statements that conform with generally accepted
accounting principles, management makes estimates and assumptions that affect the reported amounts of
assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and
amounts of revenues and expenses reflected during the reporting period. Actual results could differ from
those estimates.

Cash and Cash Equivalents: The Utilities Commission invests all cash balances in interest bearing
accounts. Earnings from these investments are appropriately allocated to the investing fund accounts based
upon the investment equity and are used, where applicable, to finance general Utilities Commission
operations. For purposes of the statement of cash flows, all highly liquid debt instruments (including
restricted and internally designated funds) purchased with original maturity dates of three months or less are
considered cash equivalents.

Investments: Investments are recorded at fair value.

Receivables: Accounts receivable have been reported net of an allowance for uncollectible accounts, which
has been provided based upon management's analysis of historical trends. Utility operating revenues are
recognized on the basis of cycle billings rendered monthly. Unbilled accounts receivable are accrued at
September 30th, to recognize the sales revenues earned between the last utility meter reading date made
through the end of the year.

Inventories: Inventories are priced at cost by the use of the "first-in, first-out” method of accounting. The
effect of this method is to flow the costs of the materials and supplies in the order in which they are
purchased and to assign a balance sheet inventory valuation close to current replacement value. Electric line
transformers, electric meters, and replacement units for the generating plants are classified as utility plant in
accordance with accepted industry practices set forth by the National Association of Regulatory Utilities
Commissioners (NARUC).

Unamortized Debt Discount, Issuance Expenses, and Deferred Amount from Refunding: Original issue
discounts, debt issuance expenses, and deferred amounts from the advance refunding of outstanding revenue
certificates are appropriately deferred and amortized over the remaining terms of the applicable debt issues
(or life of the old debt, whichever is shorter, for deferred amounts from the advance refunding) using the
bonds outstanding method, which approximates the interest method. Unamortized debt discounts and
deferred amounts from the advance refunding of long-term debt are presented in aggregate in the financial
statements as a reduction of the carrying cost of the related long-term debt. The unamortized debt issuance
costs are presented as other assets.

Utility Plant: Utility plant is stated at historical or estimated historical cost. Generally, property, plant,
improvements and equipment with initial individual costs that equal or exceed $750 and with estimated
useful lives of more than one year are recorded as capital assets. Maintenance and repairs of property, and
replacements and renewals of items determined to be less than units of property, are charged to maintenance
expense. The cost of units of property replaced, renewed or retired, plus removal or disposal costs, less
salvage, is charged to accumulated depreciation. Donated utility plant is stated at its estimated fair market
value on the date donated. Construction period interest is capitalized, net of interest earned on unexpended
construction funds in accordance with the applicable provisions of Financial Accounting Standards No. 62.
All capitalized interest is depreciated over the remaining useful lives of the related assets.

20



NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Depreciation and Amortization: For financial reporting purposes, substantially all depreciation of utility
plant other than nuclear fuel is computed on the straight-line method based on the estimated remaining useful
life of the property, adjusted for estimated net salvage, which are as follows:

Years
Electric System:
Production plant:
NUCIear ProdUCTION .......ccveiiiiie e 27
DieSel ProdUCTION.......ccociiiiiriieeee e 20-40
TransSMisSioN PIANT..........ooviiiiiee e 30-55
Distribution Plant...........ccooeiiiiiie e 28-45
General plant:
Structures and IMPrOVEMENTS.........c.oivriereeeeie e, 40
Other general Plant ...........cocveveeiiic i 5-20
Water System:
Source of SUPPIY PIANT.......ooieee s 25-50
PUMPING PIANT.....cooiiiciee e 35
Water treatment PIANT ..o s 40-50
Transmission and distribution plant............ccooveeiiie e 25-50
General plant:
Structures and IMPrOVEMENTS .........cccooerirerieieieise e 35
Other general PIANT ..........c.ooiie i 10-35
Pollution Control System:
COHECTION PIANT. ... 35-50
Pumping plant:
Structures and iIMPrOVEMENTS ......ccvcveieieeieie e 50
PUMPING EQUIPMENT...c.eiiiiiieiiie e 25
Treatment and disSPosal PlaNt.........c.ooeiirieiiieee e 25-40
GENEral PIANT ... 10-50
Common Plant:
Structures and IMPrOVEMENES .........covveiieiirie e e 35
Other general PIANT ..........cooveiiiiiie e 5-15
Water Reuse System:
Structures and iIMPrOVEMENTS ........ovvvieeieie e se et 50
Transmission and distribution plant..............cceveiiiiiiini 50
Communications System:
Structures and iIMPrOVEMENTS .......ecveiiiiereie e se e se e sre st sre s 30
Other general PIANT .........c.ooi i 5-20

Amortization of nuclear fuel costs, including disposal costs associated with obligations to the U.S.
Department of Energy (DOE), is computed primarily on the unit-of-production method and charged to fuel
expense. Costs related to obligations to the DOE for the decommissioning and decontamination of
enrichment facilities are also charged to fuel expense.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Nuclear Plant Decommissioning and Dismantlement Provisions:  Provisions for nuclear plant
decommissioning costs are based on site-specific estimates that include the costs for removal of all
radioactive and other structures at the nuclear plant site. The Utilities Commission’s pro-rata share of
estimated decommissioning costs are amortized on a straight-line basis over the remaining period of the
nuclear plant’s operating license and are included in depreciation and amortization expense.

Compensated Absences: A current liability is recorded and recognized under the classification of accrued
liabilities for that portion of employee payroll costs paid subsequent to year-end and attributable to services
performed prior to year-end. The balance of compensated absences that will be payable beyond one year are
reported as deferred compensated absences under the classification of other liabilities. Employees earn
annual personal leave time (includes vacation, sick and personal leave time) at the rate of 160 hours to 240
hours per fiscal year, depending of the number of years of service, measured on the anniversary date, which
is October 1 for all employees. Employees are required to use 50% of the time accrued each year and may
retain the balance for use in succeeding years. The maximum amount of hours that can be accumulated at
the end of each year fiscal year is 480 hours. Employees with accrued personal leave time over this amount
at year-end are paid for all hours in excess of 240 hours or 480 hours, depending on employee election.
Payments for any excess hours are made in December of each year based on the employee’s regular straight
time pay-rate as of the preceding September 30.

Operating Reserve (for Nuclear Re-Fueling costs): The reserve for nuclear re-fueling and maintenance
outage is an operating reserve established to account for estimated charges to be incurred for removal and
installation of nuclear fuel assemblies. Charges are made to the reserve when actual re-fueling takes place.

Rates, Revenues and Fuel Expense: Revenues are recognized based on monthly cycle billings to
customers. The rate schedules are approved by the Utilities Commission. The electric rate schedule contains
an energy cost adjustment clause which reflects the cost of fuel as well as the energy and fuel components of
purchased power. Generally, the effect of the increase/decrease in the cost of energy is recovered over a
twelve month period and is determined as the difference between actual applicable fuel costs and the costs
actually billed during the same period. The cost of nuclear fuel is amortized to fuel expense based on the
quantity of heat produced for generation of electric energy in relation to the quantity of heat expected to be
produced over the life of the nuclear fuel core.

Operating revenues and expenses result from providing utility services, which is the principal ongoing
operation of the Utilities Commission. The principal operating revenues are charges to customers for sales
and services. Operating expenses include the cost of sales and services, administrative expenses, and
depreciation on utility plant assets. All revenues and expenses not meeting this definition are reported as non
operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the Utilities Commission’s policy
to use restricted resources first, then unrestricted resources as they are needed.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

NOTE 2 — CASH DEPOSITS AND INVESTMENTS

As of September 30, 2005, the Commission had the following deposits and investments:

Carrying Bank
Deposits Amount Balance
INSUFEd (FDIC) ..ot $ 2,734,689 $ 2,667,427
Uninsured and uncollateralized...........ccccovvveeveeeneeeee e 642 642
CaSN TUNDAS....ceiiieeiie ettt s e e e e e e e rares 12,202 12,202
Total dEPOSILS.....cvveveeiiieicieisic e $ 2,747,533 $ 2,680,271
Investments Carrying Value  Fair Value Maturities  Credit Rating
Federal Home Loan Bank:
Unsecured Bond ..................... $ 1,000,000 998,440 10/27/2005 AAA
Unsecured Bond .........ccovvee.... 1,000,000 998,130 11/4/2005 AAA/Aaa
Unsecured Bond .........c........... 1,000,000 989,060 2/23/2007 AAA/Aaa
FNMA BondsS........cocoovvveeeeeeeeeene, 1,000,000 982,190 3/14/2007 AAA
Repurchase agreements................. 16,391,813 16,391,813 3 months or less N/A

Total investments...........c....... $ 20,391,813 20,359,633

Investment Policy

The Utilities Commission's investment policies are governed by state statutes and local resolution. Allowable
investments include: bonds, notes, certificates of indebtedness, treasury bills, or other securities which are
guaranteed by the full faith and credit of the United States of America, interest bearing savings accounts,
interest bearing certificates of deposit and interest bearing time deposits.

Interest Rate Risk

In accordance with its investment policy, the Commission manages its exposure to declines in fair values by
limiting the maturity of specific investments based on the following restrictions: (1) funds earmarked for
operation and maintenance expenses, debt service sinking funds, and annually budgeted plant expansion cost
and equipment purchases will be invested with a maturity of one year from date of purchase, and (2)
construction funds are limited to being invested in securities maturing not more than five years from the date
of purchase.

Credit Risk

The provisions under Section 218.415, Florida Statutes, require that investment activity by a unit of local
government must be consistent with a written investment plan adopted by the governing body. On
September 20, 1995 the Commission adopted Resolution No. 52-95, Investment Policy in Accordance with
Florida Statute 218.415 that applies to all cash and investments under the control of the Commission. Under
these provisions the Commission had identified the following permissible investments:
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

e The Local Government Surplus Funds Trust Fund, or any intergovernmental investment pool
authorized pursuant to the Florida Interlocal Cooperation Act,

e Securities and Exchange Commission registered money market funds with the highest credit quality
rating from a nationally recognized rating agency,

o Interest-bearing time deposits and savings accounts in qualified public depositories,

o Direct obligations of the U.S. Treasury

o Obligations of U.S. Government instrumentalities, such as; Federal National Mortgage Association,
Federal Home Loan Bank, Federal Home Loan Mortgage Corporation, and Federal Farm Credit
Banks,

o Mutual funds, provided that the portfolio of such investment companies or trusts is limited to U.S.
Government obligations and to repurchase agreements fully collateralized by such U.S. Government
obligations,

e Commercial paper of U.S. corporations, rated as “Prime -1” by Moody’s and or “A-1" by Standard
& Poor’s.

o State and local government taxable and tax exempt debt rated at least “Aa” by Moody’s, “AA” by
Standard & Poor’s for long-term debt or rated at least “MIG-2" by Moody’s and “SP-2” by Standard
& Poor’s for short-term debt.

e Bankers’ Acceptances which are inventory-based and issued by a domestic bank which has as
unsecured, uninsured and unguaranteed obligation rating of at least “Prime-1" and “A” by Moody’s
Investor Service and “A-1" and “A” by Standard & Poor’s Corporation and ranked in the top fifty
United States banks in terms of total assets by the American Banker’s yearly report.

The Commission specifically refrains from investing in derivative investment products.

As of September 30, 2005 the Commission’s investments in the Federal Home Loan Bank Unsecured Bonds
were rated AAA by Standard & Poor’s and not rated by Moody’s Investors Service. Credit ratings do not
apply to the securities underlying the repurchase agreements, which are invested U.S. government securities
guaranteed by the U.S. government.

Concentration of Credit Risk

Provisions in the Commission’s policy limit the investment in specific investments to control the risk of loss
resulting from the over concentration of assets in a specific maturity, issuer, instrument, dealer, or bank.
With the exception of Repurchase Agreement, Overnights, and Non-negotiable Certificate of Deposits, no
more than 25% of the entire portfolio may be placed with any one bank, savings and loan or broker/dealer
unless specifically authorized by the Commission.

Custodial Credit Risk — Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the Commission’s deposits may not
be returned to it. Pursuant to the applicable provisions of Chapter 280, Florida Statutes, The Florida Security
for Public Deposits Act ("the Act"), the State of Florida, Department of Financial Services, Division of
Treasury, Bureau of Collateral Management have established specific requirements relative to the security
and collateralization for public deposits. Accordingly, banks qualifying as a public depository in the State of
Florida must adopt the necessary procedures outlined in these statutes and meet all of the requirements of this
chapter to be designated by the State Chief Financial Officer as eligible to receive deposits from municipal
depositors. Collateral having a market value equal to 50% of the average daily balance for each month of all
public deposits in excess of any applicable depository insurance is required to be pledged or deposited with
the State Chief Financial Officer to secure such deposits. Additional collateral, up to a maximum of 125%
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may be required if deemed necessary under the conditions set forth in the Act. Securities eligible to be
pledged as collateral are generally limited to obligations of the United States government and any state
thereof and are held in the name of the State Chief Financial Officer’s office. Compliance with the
provisions of Chapter 280, Florida Statutes, is monitored by a Qualified Public Depository Oversight Board
with members appointed by the State Chief Financial Officer.

At September 30, 2005, the carrying amount of the Utilities Commission's deposits, including money market
funds held with financial institutions, was $2,747,533 and the September 30, 2005, bank balances totaled
$2,680,271 of which $108,394 was covered by federal depository insurance, $2,626,293 was secured in
accordance with the statutory provisions of the Act, and $642 was held in unsecured, uncollateralized money
market mutual funds. Included in the carrying amount of Utilities Commission deposits is $12,204 in petty
cash and change funds.

Custodial Credit Risk — Investments

For an investment, this is the risk that, in the event of the failure of the counterparty, the Commission will not
be able to recover the value of its investments or collateral securities that are in the possession of an outside
party. As of September 30, 2005 the Commission has custodial credit risk exposure of $16,391,813 for
investments in repurchase agreements and $4,000,000 for three investments in Federal Home Loan Bank
Unsecured Bonds and one investment in FNMA bonds, since these investments are uninsured, unregistered
and held by the Commission’s bank’s securities department and brokerage firms who are also the
counterparty for these particular securities.

NOTE 3 - RESTRICTED ASSETS

Certain cash and investments are externally restricted by revenue certificate resolutions, nuclear generation
facility decommissioning trusts and customer agreements. The Utilities Commission’s restricted assets
consist of debt service funds, a nuclear plant decommissioning fund, restricted renewal and replacement
funds consisting of service capacity fees charged to developers, and customer deposits. The balances for the
years ending September 30, 2005 and 2004 are as follows:

September 30,
2005 2004
Revenue certificate covenant funds:
Debt service and related funds:

Principal and interest funds ..........cccooererieii v, $ 5,276,531 4,688,800
Debt service reserve funds.......ccccovvceee e 539,839 539,839
5,816,370 5,228,639
Renewal and replacement funds..........ccooovereiinieninecie e 6,852,997 4,800,718
Total revenue certificate covenant funds.........ccccovvevvveeveeeesveccvineen, 12,669,367 10,029,357
Nuclear generation facility decommissioning funds.............cc.cccceei.. 2,885,737 2,707,137
Renewal and replacement service capacity fee funds............c.cccce.e. 7,462,106 5,891,423
CUSLOMET ABPOSITS ....ovvieeeieeieiiee ettt 1,776,948 1,682,978
TOtal rESIIICIE ASSELS ...vviiiiiviiieiireie ettt e s e e s e e s sbbeee e $_ 24,794,158 20,310,895
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September 30,
2005 2004
Total restricted assets consist of:
Cash and cash equIValENtS ..........cceviiiiieiee e $ 21,787,820 18,268,424
INVESIMENTS, AL COST ... 3,000,000 2,021,300
Accrued interest reCeivable ........ooovvvvivii i, 6,338 21,171
Total restricted fUNAS.......c.eeeeiiviiee e $ 24,794,158 20,310,895

NOTE 4 — ACCOUNTS RECEIVABLE

Accounts receivable consist of trade accounts receivable from customers for utility system revenue and other
revenue sources. As of year-end the accounts receivable, reported net of provisions for uncollectible
accounts, consisted of the following:

September 30,
2005 2004
ACCOUNES TECEIVADIE......eeiiieieiie e $ 7,125,358 6,881,354
Reserve for uncollectible aCCOUNTS.........ccvveeiee e (3,569,296) (2,186,358)
Total accounts receivable, NEL ........c.vevvveveee it $ 3,556,062 4,694,996

The increase in accounts receivables and the reserve for uncollectible accounts during the year is due to
continued increase in telephone service sales reported by the Communications System.

NOTE 5 —UTILITY PLANT

A summary of utility plant at September 30, 2005 and 2004 is as follows:

Total
2005 Wastewater September 30,
Electric Water _and Water Reuse Common__Communications 2005
Land and land rights .........cccocoveiniicinnnnne $1,679,978 483,946 364,167 743,588 - 3,271,679
Structures and improvements 2,641,365 5,254,572 9,930,159 2,533,678 334,916 20,694,690
Production and treatment plant...................... 24,476,746 6,683,877 13,924,382 -- -- 45,085,005
Transmission, distribution, and
collection and treatment plant.................... 50,401,277 25,905,413 28,042,671 -- -- 104,349,361
Other general plant and equipment................ 2,341,393 1,298,562 1,942,784 4,436,635 2,427,955 12,447,329
81,540,759 39,626,370 54,204,163 7,713,901 2,762,871 185,848,064
Accumulated depreciation ........c..c.cccceeerennnne (40,904,737)  (14,052,016) (14,693,268) (4,369,912) (110,413) (74,130,346)
Allowance for decommissioning................... (2,885,737) -- -- -- -- (2,885,737)
37,750,285 25,574,354 39,510,895 3,343,989 2,652,458 108,831,981
Construction in Progress.........vveeeeererennenes 930,841 561,577 970,976 64,973 638,425 3,166,792
Plant held for future uUse.........ccocoeeeiinirninns 7,467,493 -- -- -- -- 7,467,493
Nuclear fuel, net of amortization................... 222,869 -- -- -- -- 222,869
Utility plant, net .......ccccoeevvnnieicccen $.46,371,488 26,135,931 40,481,871 3,408,962 3,290,883 119,689,135
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Total
2004 Wastewater September 30,
Electric Water _and Water Reuse Common _Communications 2004
Land and land rights .........ccccceevivrirrecinninnnns $1,672,728 483,946 364,167 743,588 -- 3,264,429
Structures and improvements ...... 2,590,500 5,235,758 9,930,159 2,511,928 -- 20,268,345
Production and treatment plant 24,411,283 6,599,341 13,910,647 -- -- 44,921,271
Transmission, distribution, and
collection and treatment plant.................... 48,528,388 24,540,857 27,901,699 -- -- 100,970,944
Other general plant and equipment 1,856,449 1,149,267 1,790,299 4,342,977 -- 9,138,992
79,059,348 38,009,169 53,896,971 7,598,493 178,563,981
Accumulated depreciation .............ccccereernenee (38,346,025)  (13,148,852) (13,288,537) (4,208,309) - (68,991,723)
Allowance for decommissioning................... (2,707,137) -- -- -- -- (2,707,137)
38,006,186 24,860,317 40,608,434 3,390,184 -- 106,865,121
Construction in Progress...........ccocoevvrereeee 3,896,866 1,191,796 134,856 577,520 -- 5,801,038
Plant held for future use................... 8,703,892 -- -- -- -- 8,703,892
Nuclear fuel, net of amortization 157,860 - -- -- -- 157,860
Utility plant, net .........coccoovenneenniinrienns $.50,764,804 26,052,113 40,743,290 3,967,704 -- 121,527,911

Depreciation expense totaled $5,272,971 and $5,009,752 for 2005 and 2004, respectively. There were no
capitalized interest costs associated with expansion and improvements made to utility plant for the fiscal
years ended September 30, 2005 and 2004.

A summary of capital assets activity for the year ended September 30, 2005 is as follows:

Beginning End
of Year Acquisitions Disposals of Year
Capital assets, not being depreciated:
Land and land rights.........c.ccoeveiiiiiiiiieiceeccee $ 3,264,429 1,243,648 (1,236,398) 3,271,679
Construction in progress .... 5,801,038 4,803,915 (7,438,161) 3,166,792
Plant held for future Use........ccccoevuveiiiiiiciiiie e, 8,703,892 -- (1,236,399) 7,467,493
Nuclear fuel, net of amortization.............ccoceevevveernneen. 157,860 209,991 (144,982) 222,869
Total capital assets, not being depreciated ................... 17,927,219 6,257,554 (10,055,940) 14,128,833
Capital assets, being depreciated:
Structures and iMProvements.........ccocevevevvereevsesvennn 20,268,345 426,345 -- 20,694,690
Production and treatment plant ............ccccoevveiviiiiennns 44,921,271 163,734 -- 45,085,005
Transmission, distribution, and
collection and treatment plant ............ccccccevviinenne 100,970,944 3,426,104 (47,687) 104,349,361
Other general plant and equipment ..........c.ccccoeienene. 9,138,992 3,414,727 (106,390) 12,447,329
175,299,552 7,430,910 (154,077) 182,576,385
Less accumulated depreciation for:
Structures and iMmprovements..........cccoeoereverireenenenns (6,378,618) (465,642) -- (6,844,260)
Production and treatment plant ..........c..ccoceveviiieienns (15,085,938) (1,399,627) -- (16,485,565)
Transmission, distribution, and
collection and treatment plant .............cccccevninennne (40,864,465) (2,730,434) 27,958 (43,566,941)
Other general plant and equipment (6,662,702) (677,268) 106,390 (7,233,580)
Total accumulated depreciation ............c.ccooeveveiecnne, (68,991,723) (5,272,971) 134,348 (74,130,346)
Allowance for decommissioning.........ccccoveererereenieiencneenn (2,707,137) (178,600) -- (2,885,737)
Total capital assets, being depreciated, net ................ 103,600,692 1,979,339 (19,729) 105,560,302
Total capital assets, NEt ........cccvvvevevirieieciceree e $ 121,527,911 8,236,893 (10,075,669) 119,689,135
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NOTE 6 — DECOMMISSIONING AND DISMANTLEMENT PROVISIONS

Provisions for nuclear decommissioning costs associated with the Utilities Commission’s 0.5608% undivided
participant interest with Progress Energy Florida, Inc. at its Crystal River Unit 3 (CR3) nuclear generation
facility are approved by the Florida Public Service Commission. Progress Energy Florida, Inc.’s most recent
site-specific estimates of decommissioning costs for the CR3 nuclear plant were developed in 2005, using
2005 cost factors, and are based on prompt dismantlement decommissioning, which reflects the cost of
removal of all radioactive and other structures at the site, with such removal occurring shortly after operating
license expiration. The Utilities Commission’s share of these estimated costs, in 2005 dollars was $3.8
million and is subject to change based on a variety of factors including, but not limited to, cost escalation,
changes in technology applicable to nuclear decommissioning and changes in federal, state or local
regulations. It is anticipated that Progress Energy Florida, Inc. will be requesting a 20 year extension from
the Nuclear Regulatory Commission to increase the useful life of the plant which will have the effect of
postponing the decommissioning of the plant to 2036.

Decommissioning cost provisions, which are included in depreciation and amortization expense, were
$178,600 and $139,848 for the years ended September 30, 2005 and 2004, respectively. Accumulated
decommissioning costs, which are included in accumulated depreciation, were $2,885,737 and $2,707,137 at
September 30, 2005 and 2004, respectively. These costs include amounts retained internally in
decommissioning trusts. Trust earnings increase the trust balance with a corresponding increase in the
accumulated decommissioning balance. These balances are adjusted for net unrealized gains and losses
related to changes in the fair value of trust assets.

Management believes that the plant decommissioning costs being recovered through the Utilities
Commission’s present electric utility rate structure are currently sufficient to provide for the costs of
decommissioning.

NOTE 7 — NET ASSETS

Net assets represent the difference between assets and liabilities. The following is a summary of the
individual components of the Utilities Commission’s net assets at September 30, 2005 and 2004:

September 30,
2005 2004
Invested in utility plant, net of related debt:

Net utility plant..........cccooeiiiic $119,689,135 121,527,911
Add: Funds restricted for debt SErviCe .......cvvveveeiiiveeieeeeeeeeeen 8,624,370 4,688,800
Funds restricted for future decommissioning costs............... 2,885,737 2,707,137

Funds restricted for repayment of customer deposits ........... 1,776,948 1,682,978

Less: Revenue certificates payable (Net) .........cccocvveveieicenieeieneenen. (40,749,837)  (43,265,547)
Notes payable (Net) .......ccovvviiieie e (33,938,249)  (36,039,251)
Accrued interest payable on long-term debt .............c.c......... (781,723) (993,891)
CUSEOMET AEPOSIES ...ttt (1,776,948) (1,682,978)

55,729,433 48,625,159
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September 30,
2005 2004
Restricted for debt service:

Funds restricted for debt service reserve purposes..........ccoceeeeerereeenens 539,839 539,839

Restricted for renewal and replacement:
Funds legally restricted for renewal and replacement......................... 7,474,371 10,692,141
Less:  Accounts payable from restricted funds..........ccc.cooverrnnnnenn. (18,603) (1,938)
7,455,768 10,690,203
Total net assets invested and restricted ..........cccvvveveveeireecnnn, 63,752,040 59,855,201
UNrestricted NEL ASSELS .....viiviiiececiee e 9,194,743 8,369,197
Total Nt 8SSELS....ccvveiie e $_72,919,783 68,224,398

Included in unrestricted net assets are internally designated funds consisting of a rate stabilization fund. The
Rate Stabilization Fund is set up so that as costs to provide utility services fluctuate, the customers’ rates stay
the same. All utility systems contribute to or borrow from the funds for operational needs. The rate
stabilization fund is in place to protect both the Utilities Commission and its customers. This fund earns the
same interest rate as its operating investment portfolio. The balance in this fund amounted to $3,711,263 and
$2,326,098 for the years ended September 30, 2005 and 2004, respectively.

NOTE 8 — LONG-TERM DEBT

A summary of long-term debt outstanding at September 30, 2005 and 2004 is as follows:

September 30,
2005 2004

Utilities System Refunding Revenue Certificates, Series 1993

4.75% due serially to 2011; called for redemption on

October 1, 2002, with $1,245,000 (5.00%) and $1,285,000 (5.00%)

term bonds due in 2018 and 2019, respectively .........cccccovvvrivrerennen. $ 2,530,000 2,530,000
Utilities System Refunding Revenue Certificates, Series 1996

4.10% to 5.30% due serially to 2011, to be called for redemption on

February 1, 2005 ......c.cooieiiieiiese e - 4,330,000
Utilities System Refunding Revenue Certificates, Series 2002

2.75% 10 5.00% due serially t0 2017.........ccccvvererieiieiiseee e 36,360,000 37,695,000
Utilities System Refunding Revenue Certificates, Series 2004A

2.895% due serially t0 2011 ......cccooveiriiiiiieieeee e 2,910,000 --

Total utilities revenue certificates outstanding...........ccccccevvvevvrnen. 41,800,000 44,555,000
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September 30,
2005 2004
Less current maturities:
Series 1993 CertifiCates.......coovvirrirrieie e e -- --
SErieS 1996 CertifiCAES .. .uviiiiiiiiiereeiie et e e arees -- (1,215,000)
Series 2002 CertifiCatesS.......ccovviveiieriii e (2,840,000) (1,335,000)
Series 2004A CertifiCateS........cvvveirieiiere e (280,000) --
(3,120,000) (2,550,000)
Long-term certificate debt...........cccevvviiiiveiice e, 38,680,000 42,005,000
Plus: unamortized debt premium.........ccoocvviiiiinie i 546,201 704,002
Less: deferred amount on advance refunding..........ccccceevvvveveieiieniennan (1,537,603) (1,919,331)
unamortized debt diSCOUNT ........cccovieiiiiie e (58,761) (74,124)
Net long-term certificate debt...........ccooviiiiiiiiici i 37,629,837 40,715,547
Notes Payable:
State Revolving Fund Loan
Construction loans consisting of $8,521,618, bearing interest
at 3.22% per annum, $1,778,378, bearing interest at 3.18%
per annum, and $7,135,931 bearing interest at 3.11% per
annum; payable in equal semi-annual payments of $639,359,
and maturing in August, 2019........c.ccociiiiieiereee e $ 14,366,249 15,170,251
$12,200,000 payable to Florida Municipal Power Agency,
as agent for Initial Pooled Loan Project, at a variable interest
rate; interest payable monthly with annual principal payments
over 20 year term; repayment commencing on April 1, 2001
and maturing in April 2020.........c.cccovviiie v 10,165,000 10,605,000
$3,000,000 payable to Florida Municipal Power Agency,
as agent for Initial Pooled Loan Project, at a variable interest
rate; interest payable monthly with annual principal payments
over 20 year term; repayment commencing on October 1, 2001
and maturing in October 2020...........cccccvvveviiieie e 2,529,000 2,634,000
$9,050,000 payable to Florida Municipal Power Agency,
as agent for Initial Pooled Loan Project, at a variable interest
rate; interest payable monthly with annual principal payments
over 20 year term; repayment commencing on December 1, 2001
and maturing in December 2020 .........cccccevievievie v 6,878,000 7,630,000
Total notes payable ... 33,938,249 36,039,251
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September 30,
2005 2004
Less current maturities:

State Revolving FUNA LOAN ........cccooeiiiieiiieee e (829,697) (804,002)
FMPA POOIEd 108NS ..o (901,000) (850,000)
(1,730,697) (1,654,002)

Long-term portion of note payable ............ccooovieiiiieiiiieee 32,207,552 34,385,249

Total long-term debt, Net.........ccovviiiiiiieee s $_69,837,389 75,100,796

A summary of borrowings and debt service activity for the year ended September 30, 2005 is as follows:

Beginning Maturities / End
of Year Borrowings Redemptions of Year
Utilities revenue certificates.......cccccvvvevvveerenenn, $ 44,555,000 3,370,000 (6,125,000) 41,800,000
Notes payable ........ccoevviiiiiiiciccece e 36,039,251 -- (2,101,002) 33,938,249
Total outstanding debt ..........c.ccoovvvveierniiennen $_80,594,251 3,370,000 (8,226,002) _75,738,249

The authorization for the above described revenue certificates outstanding (collectively referred to as the
"Certificates™) provides that the Utilities Commission will not issue additional obligations except for the
construction and acquisition of additions, extensions and improvements to the system or for refunding
purposes and except upon the parity conditions provided in the authorizing resolution. The Certificates are
payable from and secured by a first lien upon and pledge of the net revenues derived from the operation of
the system. The Certificates do not constitute general indebtedness of the Utilities Commission or the City
of New Smyrna Beach, Florida (the “City”), and the City is not obligated to levy any taxes for the payment
thereof.

Under the terms of its long-term debt agreements, the Utilities Commission has agreed to maintain certain
restricted funds and to comply with the covenants contained in such agreements, which require specific
actions to be taken by the Utilities Commission. Certain of these agreements contain the following provision
relating to the right of the obligation holder:

"Any holder of certificates or any coupons appertaining thereto issued under the provision hereof
or any trustee acting for the holders of such certificates may by suit, action, mandamus or other
proceedings in any court of competent jurisdiction, protect and enforce any and all rights,
including the right to the appointment of a receiver, existing under the laws of the State of
Florida, or granted and contained herein, and may enforce and compel the performance of all
duties herein required or by any applicable statutes to be performed by the Commission or by
any officer thereof. Nothing herein, however, shall be construed to grant to any holder of the
certificates any lien on any real property of the Commission or the City."
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The notes payable to the State of Florida, Department of Environmental Protection and State Revolving Fund
Loan are secured by pledged revenues of the Utilities Commission; however, the lien on the pledged
revenues is subordinate to the right of payment and security to the Revenue Certificates Payable - Series
1993, 2002, and 2004A. The notes payable to the Florida Municipal Power Agency are secured by a pledge
and lien upon the Utilities Commission’s utility system revenues and are subordinate to the right of payment
and security to the Revenue Certificates and are on parity with the State Revolving Fund Loan.

On December 22, 2004, the Commission issued $3,370,000 in Utilities System Refunding Revenue
Certificates, Series 2004A, with an average interest rate of 2.895% to advance refund a portion of the
outstanding 1996 Series Certificates maturing on April 1, 2005 through April 1, 2011, and which were called
for redemption on February 1, 2005 in the principal amount of $3,360,000 with an interest rate of 4.10% to
5.30%. The net proceeds of $3,370,000 (after payment of $36,243 in underwriting fees, insurance, and other
issuance costs) plus $110,002 in excess 1996 sinking fund monies were used to purchase $3,443,759 in U.S.
government securities at the date of closing. The U.S. government securities were deposited in an
irrevocable trust with an escrow agent to provide for all future debt service payments on the 1996 certificates
through February 1, 2005, when the 1996 Series certificates were called for complete redemption. As a
result, the 1996 certificates are considered to be defeased and the liability for those certificates has been
removed.

Although the advance refunding resulted in the recognition of a deferred loss in the amount of $196,499
(which will be amortized over the life of the refunding certificates) for the year ended September 30, 2005,
the Commission in effect reduced its aggregate debt service payments by almost $155,814 over the next 6
years and obtained an economic gain (difference between the present values of the old and new debt service
payments, adjusted for old and new sinking funds on hand) of $141,578.

Aggregate annual long-term debt service requirements for each of the next five years and five year
increments thereafter are as follows:

Fiscal Year Revenue Note Payable Notes Payable
Ending Certificates SRF Loan EMPA Totals

September 30, Principal Interest _Principal Interest _ Principal Interest _ Principal Interest
2006.......cccevene. $ 3,120,000 1,574,644 829,697 449,021 790,000 503,269 4,739,697 2,526,934
2007 ..o, $ 3,495,000 1,518,136 856,214 422,504 936,000 553,312 5,287,214 2,493,952
2008......ccoveevenee $ 3,600,000 1,412,466 883,578 395,140 987,000 520,928 5,470,578 2,328,534
2009.......ccceeen. $ 3,700,000 1,300,573 911,816 366,903 1,034,000 486,693 5,645,816 2,154,169
2010, $ 3,820,000 1,179,077 940,956 337,762 1,096,000 450,688 5,856,956 1,967,527
2011-2015........... $17,835,000 3,359,653 5,175,580 1,218,012 6,391,000 1,690,710 29,401,580 6,268,375
2016-2020........... $ 6,230,000 739,581 4,768,408 346,463 8,095,000 684,961 19,093,408 1,771,005
2021-2025........... $ -- -- -- -- 243,000 7,776 243,000 7,776
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NOTE 9 - PRIOR YEARS' DEFEASANCE OF DEBT

In prior years, the Utilities Commission defeased certain of its outstanding utilities revenue certificates (and
certain general obligation bonds of the City of New Smyrna Beach, Florida), originally issued for the System
and payable from revenues derived from the operation of the utilities systems by placing the proceeds of new
certificates in irrevocable trusts to provide for all future debt service payments on the defeased
certificates/bonds. Accordingly, the trust account assets and the liabilities for the defeased bonds are not
included in the accompanying financial statements. As of September 30, 2005 all prior year defeased bonds
have been called and redeemed.

NOTE 10 - COMPENSATED ABSENCES

Compensated absences due and payable within one-year are reported in the caption accrued liabilities
amounted to $455,359 and $479,341 as of September 30, 2005 and 2004, respectively. The balances of
compensated absences due beyond one year are estimated to be equal to the current amounts due and are

reported separately on the balance sheet.

The changes in compensated absences for the year ended September 30, 2005 are as follows:

Beginning End
of Year Additions Deletions of Year
Due and payable within one year ..................... $ 479,341 61,620 (85,602) 455,359
Deferred portion .........ccccocoeveeinieeiensecenens 479,341 61,620 (85,602) 455,359
Total compensated absences..........ccocvevvevvveveene. $ 958,682 123,240 (171,204) 910,718

NOTE 11 - REQUIRED PAYMENT TO CITY

The legislation that created the Utilities Commission requires it to pay to the general fund of the City of New
Smyrna Beach a sum equal to six percent (6%) of the gross revenues from utilities under Utilities
Commission control. This payment is subordinate to the debt service requirement of all utilities revenue
certificates and is recorded as a quasi-external transaction for financial reporting purposes. Amounts paid to
the City for the years ended September 30, 2005 and 2004 totaled $3,328,647 and $3,262,587, respectively.
The balances due to the City at September 30, 2005 and 2004, totaled $685,372 and $330,866, respectively.
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NOTE 12 - EMPLOYEE PENSION PLANS
A. Defined Benefit Pension Plan

Plan Description. The Utilities Commission contributes to the Florida (public employee) Retirement
System of the State of Florida (the “FRS”), a cost-sharing, multiple-employer defined benefit pension
plan created in December, 1970, that acts as a common investment and administrative agent for
municipalities and other qualifying political subdivisions in the State of Florida. The pension plan,
which is administered by the State of Florida, Department of Administration, Division of Retirement,
provides retirement and disability benefits and death benefits to plan members and beneficiaries. All
retirement legislation must comply with Article X, Section 14 of the State Constitution and with Part VI,
Chapter 112, Florida Statutes. Both of these provisions require that any increase in retirement benefits
must be funded concurrently on an actuarially sound basis. The FRS issues a publicly available financial
report that includes financial statements and required supplementary information for the plan. That
report may be obtained by writing to Florida Retirement System, Department of Administration,
Division of Retirement, Cedars Executive Center, Building C, 2639 North Monroe Street, Tallahassee,
FL 32399-1560.

Funding Policy. The funding methods and determination of benefits payable are provided in the various
acts of the Florida Legislature, which created the fund, including subsequent amendments thereto. In
previous years, these acts provided, in general, that funds were to be accumulated from employee
contributions, employer contributions, State appropriations and income from investments of accumulated
funds. The act also provides that, should the accumulated funds in the fund at any time be insufficient to
meet and pay the benefits due, the employer shall supplement the funds by an appropriation from current
funds, or from any revenues which may lawfully be used for said purposes, in an amount sufficient to
make up the deficiency.

The Utilities Commission made the required contributions to the plan for the fiscal years ended
September 30, 2005, 2004, and 2003, as follows: $315,848, $300,766, and $283,041, respectively.

The employer contribution rates for FRS members (which are examined and amended each year on July
1°) were as follows:

Plan year beginning June 30, 2005 ..........ccovoiveiiiiiiece e 7.83%
Plan year beginning June 30, 2004 ..........ccccoiiiiriiienee e 7.39%
Plan year beginning June 30, 2003 ..........cooiiieiiiiiee e 7.39%
Plan year beginning June 30, 2002 .........ccccccoveiieiieeiie e 5.76%
Plan year beginning June 30, 2001 ..........ccooiviiiiiiiice e 7.30%
Plan year beginning June 30, 2000 ..........cooiiiieiiiiiee e 9.15%

There were no employee contributions made during these years.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

B.

Defined Contribution Plan

The Utilities Commission contributes to the Utilities Commission of New Smyrna Beach Retirement
Plan, a defined contribution plan administered by the Principal Mutual Life Insurance Company, P. O.
Box 9396, Des Moines, IA 50306-9396. Under Resolution No. 54-95, the Utilities Commission
established this plan for all regular full time and regular part time employees hired on or after January 1,
1996, by revoking its participation in the Florida Retirement System pursuant to Chapter 95-338, Laws
of Florida with respect to such employees. All qualifying employees at least 18 years of age participate
in the plan on the date of employment. Normal retirement and disability benefits are available after 5
years of service and attaining age 62. Early retirement and disability benefits are available after 5 years
of service and attaining age 55. Employer contributions to the plan are 8% of the gross employee wages.
Employees may make supplemental contributions to the extent permitted by law. Employer
contributions to the plan were $306,742, $186,250, and $90,069, for the years ended September 30,
2005, 2004, and 2003, respectively. There were no employee contributions made during these years.

NOTE 13 — DEFERRED EMPLOYEE BENEFITS

A.

IRC Section 401(k) Plan

The Utilities Commission offers its Chief Executive Officer participation in a Prototype 401(k) Plan,
created in accordance with Sections 401(a) and 401(k) of the Internal Revenue Code. The assets of the
prototype deferred compensation plan are administered by the International City Managers Association
Retirement Corporation. Upon separation from service for reasons of death, disability or attainment of
age 55 (normal retirement age) the participant may elect to commence receiving benefits which equal
accumulated employer's and employee’s contributions plus earnings thereon. All benefits vest with the
employee at the date of contribution. For the years ended September 30, 2005, 2004 and 2003 the
Utilities Commission’s covered payroll was $85,122, $148,148 and $130,194 respectively. For the years
ended September 30, 2005, 2004 and 2003, employer contributions were $29,419, $21,437 and $16,169,
respectively. For the years ended September 30, 2005, 2004 and 2003, employee contributions to the plan
were $8,947, $17,149 and $25,689, respectively.

IRC Section 457 Plan

The Utilities Commission also provides its employees a deferred compensation plan created in
accordance with Internal Revenue Code Section 457. The assets of this plan are administered by the
International City Managers Association Retirement Corporation. The plan has been amended to include
provisions changed by the Economic Growth and Tax Relief Reconciliation Act of 2001. Annual
contributions, determined by the participant, may not exceed the lesser of $14,000 or 100% of gross
annual compensation for plan years beginning in 2005. Deferred compensation withheld from a
participating employee's pay is not taxable as current income until withdrawn from the plan. Such
compensation is not available to the employees until employment termination, retirement, or death. All
assets and income of the plan are held in trust for the exclusive benefit of the participants and their
beneficiaries.
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

NOTE 14 — DEPARTMENTAL INFORMATION

The information below discloses certain financial activity for the Utilities Commission’s individual utility
systems as follows:

Electric Water Wastewater Communications

System System System System Total
Operating revVenue .........cc.ccceeevevennen, $ 36,102,591 5,727,839 6,379,642 10,757,331 58,967,403
Depreciation/decommissioning ........ 2,896,653 978,583 1,465,922 110,413 5,451,571
Operating income (10SS) .......ccveveneen. 3,082,575 1,038,144 1,127,936 (3,661,884) 1,586,771
Required payments to City ............... 2,087,723 350,742 358,096 532,086 3,328,647
Income (loss) before contributions

and transfers ..., 4,103,052 642,031 292,899 (3,771,126) 1,266,856

Capital contributions ............ccceue.een. 119,883 1,748,947 1,559,699 0 3,428,529
Change in net assets.........c.ccocevrvennn. 4,222,935 2,390,978 1,852,598 (3,771,126) 4,695,385
Utility plant acquisitions.................. 2,523,975 1,624,271 307,192 2,762,871 7,218,309
Utility plant retirements.................... 1,278,962 7,070 0 0 1,286,032
Revenue certificates payable............. 20,750,938 11,854,547 9,194,515 0 41,800,000
Notes payable ... 17,043,000 1,112,760 15,782,489 0 33,938,249
NEt @SSELS....evervirerrereeeee e 32,904,059 24,695,504 22,136,700 (6,816,480) 72,919,783
Total @SSEtS .....covvveieerieicesieecee, 74,625,112 34,199,265 46,411,469 4,102,212 159,338,058

NOTE 15 - LEGAL MATTERS

The Utilities Commission is engaged in routine litigation incidental to the conduct of its utilities affairs. In
the opinion of its legal counsel, no legal proceedings are pending or threatened against the Utilities
Commission which are not covered by applicable insurance which would inhibit its ability to perform its
operations or materially affect its financial condition.

NOTE 16 — COMMITMENTS

The Utilities Commission, acting through the Florida Municipal Power Agency (FMPA), is a participant in a
portion of Florida Power and Light Company's (FPL) St. Lucie Unit No. 2, a nuclear generating unit. FMPA
originally acquired an 8.806% undivided ownership interest of St. Lucie No. 2 together with rights to receive
electric capacity and electric energy under a reliability exchange agreement. The Utilities Commission's
participation provides for a 9.884% entitlement share of FMPA's ownership interest.

A reliability exchange agreement provides for FMPA exchanging 50% of its share of the output from St.
Lucie No. 2 for a like amount from FPL's exclusively owned St. Lucie No. 1 to mitigate the potential for
economic loss resulting from the extended or permanent outage or early retirement of St. Lucie No. 2. The
Utilities Commission, as a participant, has also entered into a power sales contract which requires payment
on a “take-and-pay” basis for its entitlement share of the project capability for the St. Lucie Project for each
month during any portion of which electric capacity and electric energy are available to the Utilities
Commission from the St. Lucie Project, including electric capacity and electric energy under the reliability
exchange agreement with FPL. In the event payment is not required for any month under the power sales
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NOTES TO THE FINANCIAL STATEMENTS - (CONTINUED)
September 30, 2005 And 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

contract, the Utilities Commission is required to make payment for such month under its project support
contract on a “take-or-pay” basis. The payment under the project support contract would be the amount the
Utilities Commission would have been required to pay under its power sales contract for such month if any
electric capacity and electric energy from the St. Lucie Project had been made available to them. As a result
of these agreements, the Utilities Commission is obligated to provide payments of approximately $3.6
million annually.

The Utilities Commission d/b/a New Smyrna Communications (formerly Sparks Communications) is
involved in various agreements with third party vendors to provide telephone and Internet services to its
customers. Amounts paid to BellSouth and Sprint pursuant to interconnection and commercial agreements
represent the largest commitment, with the total costs amounting to $6,340,612 in fiscal year 2005. As of
September 30, 2005 the charges incurred and payable to these providers totaled $187,727.

As of September 30, 2005, the Utilities Commission had additional unrecognized construction contract
commitments of approximately $14.7 million for utility plant expansion and upgrading.

The Utilities Commission is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters, all of which is
satisfactorily insured by general liability insurance. Commercial insurance policies are also obtained for all
other risks of loss, including workers’ compensation and employee health and accident insurance. Settled
claims resulting from these risks have not exceeded commercial insurance coverage in any of the past three
years.
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SUPPLEMENTAL INFORMATION

THIS SECTION IS COMPOSED OF THE FOLLOWING:

SUPPLEMENTAL DETAIL FINANCIAL INFORMATION OF THE:

ELECTRIC SYSTEM,
WATER SYSTEM,
WASTEWATER SYSTEM, AND
COMMUNICATIONS SYSTEM

STATISTICAL SECTION

THESE SCHEDULES PROVIDE A MORE DETAILED VIEW OF THE "BASIC
FINANCIAL STATEMENTS" PRESENTED IN THE PRECEDING SUBSECTION.

RESOLUTION NUMBERS 16-75 AND 28-78, AS AMENDED, ESTABLISHED
THE ELECTRIC, WATER, POLLUTION CONTROL, AND WATER REUSE SYSTEMS
AS A SINGLE ENTERPRISE FUND. THESE SCHEDULES ARE PRESENTED TO
PROVIDE DETAILED INFORMATION ON THE INDIVIDUAL UTILITY SYSTEMS
AND TO PRESENT THE BUDGETARY COMPARISONS THAT ARE NOT NECESSARY
FOR A FAIR PRESENTATION IN CONFORMITY WITH GENERALLY ACCEPTED
ACCOUNTING PRINCIPLES.



SCHEDULE OF REVENUES, EXPENSES AND

CHANGES IN NET ASSETS - BY UTILITY SYSTEM
For the Fiscal Year Ended September 30, 2005
With Comparative Actual Amounts for the Fiscal Year Ended September 30, 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Electric Water
Operating Revenue:
SAlES. ..t . S 35,811,162 5,493,378
(@] 10T g £ 0111 291,429 234,461
Total 0perating reVeNUE..........ee e e et eeens 36,102,591 5,727,839
Operating Expenses:
Purchasedpowerandfuelexpenses.............................................. 18,615,982 -
Other production expenses.. 4,489,665 1,359,754
Transmission, distribution, and sewage coIIectlon and treatment ............ 2,026,026 635,541
CUSLOMEr ACCOUNTING ... . et eee e e et e e e e et re e e e e aeens 382,405 142,171
Administrative and general... 2,521,562 1,222,904
Required payments to City of New Smyrna Beach ............................ 2,087,723 350,742
Depreciation and decommisSiONING........ovvieiieie e e 2,896,653 978,583
Total 0pPerating EXPENSES. .. ... et e e ettt ee e ee s 33,020,016 4,689,695
Operating INCOME. .. ... ettt e e e e e ee e eee e 3,082,575 1,038,144
Nonoperating Revenue (Expenses):
LT = =T Uy 0T 628,157 136,761
(@1 [T T ol o] 1< S 849,607 111,332
Interest and debt eXpense. ... ..o (1,495,337) (627,830)
(@] 1T e 1= ]t S (55,176) (26,065)
Gain (loss) on disposal 0f @SSetsS.........oeviiiiii i 1,093,226 9,689
Total nonoperating revenue (EXPENSES)......vvuueeuveeieeeeeenaennnnn. 1,020,477 (396,113)
Income (loss) before contributions and transfers....................... 4,103,052 642,031
Capital CONtrIDULIONS. ... e e e 119,883 1,748,947
50151 =] - -
119,883 1,748,947
Change iN Nt aSSeLS. ... ettt e e e e 4,222,935 2,390,978
Net assets, beginning of Year..........cooiii i e 28,681,124 22,304,526
Net assets, end of year..........cooeviiii i i e 332,904,059 24,695,504
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Schedule 1

Totals
Wastewater Communications 2005 2004
6,294,451 10,644,285 58,243,276 53,918,028
85,191 113,046 724,127 695,454
6,379,642 10,757,331 58,967,403 54,613,482
- - 18,615,982 16,082,797
- 8,097,520 13,946,939 10,745,373
2,126,466 - 4,788,033 4,686,910
147,662 1,863,972 2,536,210 6,764,647
1,153,560 3,815,224 8,713,250 6,643,995
358,096 532,086 3,328,647 3,262,587
1,465,922 110,413 5,451,571 5,149,600
5,251,706 14,419,215 57,380,632 53,335,909
1,127,936 (3,661,884) 1,586,771 1,277,573
37,558 (111,979) 690,497 281,003
113,247 7,622 1,081,808 1,125,069
(974,146) - (3,097,313) (3,101,348)
(16,207) (4,885) (102,333) (227,937)
4511 - 1,107,426 310,665
(835,037) (109,242) (319,915) (1,612,548)
292.899 (3,771,126) 1,266,856 (334,975)
1,559,699 - 3,428,529 1,854,598
- - - (163,250)
1,559,699 - 3,428,529 1,691,348
1,852,598 (3,771,126) 4,695,385 1,356,373
20,284,102 (3,045,354) 68,224,398 66,868,025
22,136,700 (6,816,480) 72,919,783 68,224,398
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SCHEDULE OF REVENUE, RECEIPTS, EXPENSES AND DISBURSEMENTS - Schedule 2
BUDGET AND ACTUAL - ELECTRIC SYSTEM (NON-GAAP BUDGETARY BASIS)
For the Fiscal Year Ended September 30, 2005
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
Final
Budget Actual Variance
Revenue and Receipts:
Direct Sales:
Electric sales.........oooviviiiiiiiiii e $.32,623,592 35,811,162 3,187,570
Other TEVENUES. .. et e e ea s 363,570 291,429 (72,141)
Nonoperating revenue (expenses):
INterest @arNINgS. .. .cvue it 115,000 628,157 513,157
Other revenues (EXPENSES).. ... veeerereee e aenaeneeaneanns 185,000 794,431 609,431
Capital contributions.............ccoiiii i - 119,883 119,883
33,287,162 37,645,062 4,357,900
Operating Expenses:
Purchased power and fuel expenses............ccceeeeviennnn.. 15,828,014 18,615,982 (2,787,968)
Power Production...........ocvuuie e e e, 4,692,859 4,489,665 203,194
Transmission and distribution............ccovv v, 1,633,292 2,026,026 (392,734)
CuUStOmMEr aCCOUNTING... ... et v e vieee et e e e aeene s 408,816 382,405 26,411
Administrative and general................cooiii i, 2,345,723 2,521,562 (175,839)
Required payments to the City of
New Smyrna Beach.............cccooiiiiiiii e, 1,972,912 2,087,723 (114,811)
DecommissionNing EXPENSE. ... .cu e eeeere e e eeeeeeenn 126,148 178,600 (52,452)
27,007,764 30,301,963 (3,294,199)
Net revenue and receipts..........ooviieieieiie e 6,279,398 7,343,099 1,063,701
Operating Transfers In (Out):
Sinking Fund - 1993 Certificates.............ccooieiiiininnns (67,412) (67,412) -
Sinking Fund - 1996 Certificates.............ccocoveiniiininnns (314,732) (59,634) 255,098
Sinking Fund - 2002 Certificates..............cocoevvvvvieene. (2,125,871) (2,125,870) 1
Sinking Fund - 2004A Certificates.............ccovevvieninnnnn. - (303,206) (303,206)
Debt Reduction Fund - required contribution.................. (105,760) (105,760) -
Sinking Fund - FMPA Pooled Loans................cc.ce e, (1,370,732) (1,229,610) 141,122
Renewal and Replacement Funds...................coooeent . (2,294,891) (2,294,891) -
(6,279,398) (6,186,383) 93,015
Budgeted net cash receipts............ccoeeveiviine . $ - 1,156,716 1,156,716
Reconciliation of Net Cash Receipts to Net Income (GAAP):
Principal portion of required Sinking Fund transfers.......... 2,489,604
Net transfers to Renewal and Replacement Fund.............. 2,294,891
Net transfers to Debt Reduction Fund.............ccvvvvenn . 105,760
Gain (loss) on disposal of property and equipment............ 1,093,226
Depreciation..........ve it (2,718,053)
Amortization of debt expense and loss on refunding.......... (199,209)
Change in Net aSSetS.........cvvvvvvieeeeiriiiieeeeeanns $ 4222935



SCHEDULE OF REVENUE, RECEIPTS, EXPENSES AND DISBURSEMENTS - Schedule 3
BUDGET AND ACTUAL - WATER SYSTEM (NON-GAAP BUDGETARY BASIS)
For the Fiscal Year Ended September 30, 2005
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
Final
Budget Actual Variance
Revenue and Receipts:
Direct Sales:
Water Sales........o v $ 5,661,438 5,493,378 (168,060)
Other TEVENUES. .. ettt e e e e e eaans 202,000 234,461 32,461
Nonoperating revenue (expenses):
INterest earnINgS. .. ..coue it e e e 43,000 136,761 93,761
Other revenues (EXPENSES).. ... veeerereee e ieneneeaneanns 56,000 85,267 29,267
Capital contributions.............ccoiiiii i 724,580 1,748,947 1,024,367
6,687,018 7,698,814 1,011,796
Operating Expenses:
Water production... e, 1,108,145 1,359,754 (251,609)
Transmission and dlstrlbutlon .................................... 529,656 635,541 (105,885)
CuStomMer aCCOUNTING... ..ot e e et e e e eeeenn s 186,088 142,171 43,917
Administrative and general................cooiii i, 1,153,332 1,222,904 (69,572)
Required payments to the City of
New Smyrna Beach.............cccooiiiiiiii e, 348,806 350,742 (1,936)
3,326,027 3,711,112 (385,085)
Net revenue and receipts..........ooviieieieiie e 3,360,991 3,987,702 626,711
Operating Transfers In (Out):
Sinking Fund - 1993 Certificates.............ccooieiiiininnns (43,592) (43,592) -
Sinking Fund - 1996 Certificates.............cooveiiiininnns (215,377) (40,809) 174,568
Sinking Fund - 2002 Certificates...............ocoovevvieene. (1,184,090) (1,184,089) 1
Sinking Fund - 2004A Certificates.............cceeevvinieinnnns - (193,311) (193,311)
Debt Reduction Fund - required contribution.................. (58,907) (58,907) -
Sinking Fund - FMPA Pooled Loans.. . (83,866) (76,623) 7,243
Renewal and Replacement Funds - requwed contrlbutlon (1,050,579) (1,050,576) 3
Renewal and Replacement Funds - restricted contrlbutlon (724,580) (1,748,947) (1,024,367)
(3,360,991) (4,396,854) (1,035,863)
Budgeted net cash receipts..........cccoeviiieninnnn. .. - (409,152) (409,152)
Reconciliation of Net Cash Receipts to Net Income (GAAP):
Principal portion of required Sinking Fund transfers.......... 1,026,677
Net transfers to Renewal and Replacement Fund.............. 2,799,523
Net transfers to Debt Reduction Fund.. 58,907
Gain (loss) on disposal of property and equment ............ 9,689
Depreciation..........veiie et e (978,583)
Amortization of debt expense and loss on refunding.......... (116,083)
Change in Net @SSetS.........cvvvvvvieeeeiriiiieeeeeenns $ 2,390,978
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SCHEDULE OF REVENUE, RECEIPTS, EXPENSES AND DISBURSEMENTS - Schedule 4
BUDGET AND ACTUAL - WASTEWATER SYSTEM (NON-GAAP BUDGETARY BASIS)
For the Fiscal Year Ended September 30, 2005
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
Final
Budget Actual Variance
Revenue and Receipts:
Direct Sales:
Wastewater sales.........coooeviiiiiiiiiiiiiiiiiiiiie.. $ 6,662,733 6,294,451 (368,282)
Other FBVENUES. .. ettt et e et e e e e e e eaeaes 74,200 85,191 10,991
Nonoperating revenue (expenses):
INterest earnINgS. .. ..coue it e e e 30,500 37,558 7,058
Other revenues (EXPENSES).. ... veeerereee e ieneneeaneanns 21,500 97,040 75,540
Capital contributions.............ccoiiiii i 650,307 1,559,699 909,392
7,439,240 8,073,939 634,699
Operating Expenses:
Collection and treatment system................cccoeeiveinnn. 1,884,658 2,126,466 (241,808)
CuUStOMEr aCCOUNTING... ... eue e e veee et e e e eene s 166,607 147,662 18,945
Administrative and general................cooiii i, 1,089,228 1,153,560 (64,332)
Required payments to the City of
New Smyrna Beach.............cccooiiiiiiii e, 400,124 358,096 42,028
3,540,617 3,785,784 (245,167)
Net revenue and receipts..........ooviieieieiie e 3,898,623 4,288,155 389,532
Operating Transfers In (Out):
Sinking Fund - 1993 Certificates.............ccoovieiiiininns (15,496) (15,496) -
Sinking Fund - 1996 Certificates.............cooveiiiininnns (134,021) (25,394) 108,627
Sinking Fund - 2002 Certificates...............ccovuenenn. (978,664) (978,664) -
Sinking Fund - 2004A Certlflcates .............................. - (120,290) (120,290)
Debt Reduction Fund - required contribution.................. (48,688) (48,687) 1
Sinking Fund - FMPA Pooled Loans.................ccoooevee (106,739) (97,520) 9,219
Sinking Fund - State Revolving Fund Loan.................... (1,278,718) (1,262,229) 16,489
Renewal and Replacement Funds - required contribution.... (685,990) (685,992) 2
Renewal and Replacement Funds - restricted contribution... (650,307) (1,559,699) (909,392)
(3,898,623) (4,793,971) (895,348)
Budgeted net cash receipts............coeeviiveine . $ - (505,816) (505,816)
Reconciliation of Net Cash Receipts to Net Income (GAAP):
Principal portion of required Sinking Fund transfers.......... 1,639,346
Net transfers to Renewal and Replacement Fund.............. 2,245,691
Net transfers to Debt Reduction Fund.. 48,687
Gain (loss) on disposal of property and equment ............ 4,511
Depreciation... ... ...veeii i e e (1,465,922)
Amortization of debt expense and loss on refunding.......... (113,899)
Change in Net @SSetS.........cvvvvvvieeeeiriiiieeeeeenns $ 1852598
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SCHEDULE OF REVENUE, RECEIPTS, EXPENSES AND DISBURSEMENTS -
BUDGET AND ACTUAL - COMMUNICATIONS SYSTEM (NON-GAAP BUDGETARY BASIS)

For the Fiscal Year Ended September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

Schedule 5

Final
Budget Actual Variance
Revenue and Receipts:
Direct Sales:
Internetsales.........ccoooveie i $ 1,006,573 475,455 (531,118)
Telephone sales...... ..o 22,467,028 10,168,830 (12,298,198)
Other TEVENUES. .. ettt et e e e e eaens - 113,046 113,046
Nonoperating revenue (expenses):
Other revenues (EXPENSES). ... . ov e eeieeee e eeeaenenene 137,200 (109,242) (246,442)
23,610,801 10,648,089 _ (12,962,712)
Operating Expenses:
Production EXPENSES. ... ...t ee e e 15,514,109 8,097,520 7,416,589
CuUStOmMer aCCOUNTING... ..ot e vt et ee e eeene s 103,523 1,863,972 (1,760,449)
Administrative and general................cooiii i, 5,894,193 3,815,224 2,078,969
Required payments to the City of
New Smyrna Beach.............cccooiiiiiiii e, 1,416,336 532,086 884,250
22,928,161 14,308,802 8,619,359
Net revenue and receipts..........ooviieieieiie e 682,640 (3,660,713) (4,343,353)
Operating Transfers In (Out):
Renewal and Replacement Funds - required contribution.... (682,640) (225,140) 457,500
(682,640) (225,140) 457,500

Budgeted net cash receipts..........cccooeviiieninnnn. ..

Reconciliation of Net Cash Receipts to Net Income (GAAP):
Net transfers to Renewal and Replacement Fund..............

Depreciation... ... ...veeii et e

Change in et assetS.......oovvvieeiieie e,
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(3,885,853) (3,885,853)

225,140

(110,413)
$ (3,771,126)



SCHEDULE OF OPERATING EXPENSES- Schedule 6
ELECTRIC SYSTEM
For the Fiscal Years Ended September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
2005 2004
Operating Expenses:
Purchased power and fuel:
Nuclear fuel ... B 602,484 907,841
Diesel TUBL ... 75,023 103,188
PUICNASEd POWEL ...\ttt e e e e e e e e e e e e 17,938,475 15,071,768
18,615,982 16,082,797
Power production:
Nuclear power generation .. 3,743,979 3,382,913
Diesel power generation .. 256,814 287,930
System control and load dlspatchmg 488,872 493,469
4,489,665 4,164,312
Transmission and diStribUtION .......eeeir oo e e 2,026,026 2,160,952
CUSLOMEr ACCOUNTING ..o ee et et et e e e e e e e e e e e e eeeae e 382,405 403,381
Administrative and general ... 2,521,562 2,587,728
Required payments to the City of New Smyrna Beach ....................... 2,087,723 2,006,630
Depreciation and deCOMMISSIONING ......vuvniie e e e eenen 2,896,653 2,779,602
Total 0perating EXPENSES ... .veue et e e eans $ 33,020,016 30,185,402
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SCHEDULE OF OPERATING EXPENSES- Schedule 7
WATER SYSTEM
For the Fiscal Years Ended September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
2005 2004
Operating Expenses:
Water production:
SOUCe OF SUPPIY ..o $ 482,067 459,019
Water treatMmeNt. ... ... e e 877,687 822,780
1,359,754 1,281,799
Transmission and diStribULION. .. ....ov e e e e, 635,541 522,887
CUSLOMEr ACCOUNTING ... . ettt e e ettt e e e e e e e e e aeens 142,171 165,246
Administrative and general... . e 1,222,904 1,173,213
Required payments to the Clty of New Smyrna Beach ........................ 350,742 324,781
Depreciation and decoOmMmisSIONING........oviieiieie e e i ene e 978,583 930,241
Total operating eXPeNnSeS. .......ovvvveverineeiiieiieeiiieeenneneen. & 4,689,695 4,398,167
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SCHEDULE OF OPERATING EXPENSES- Schedule 8
WASTEWATER SYSTEM
For the Fiscal Years Ended September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
2005 2004
Operating Expenses:
Collection and treatment system:
COllECtion EXPENSES. .. e ettt et e e e e e $ 279,985 261,476
PUMPING EXPENSES. ..ottt ettt et e e et e e e e e ee e 408,873 385,275
Treatment and disposal...........cooo i 1,437,608 1,356,320
2,126,466 2,003,071
CUSLOMEr @CCOUNTING ... . ettt e e et e e e e e e e e e e aeens 147,662 151,001
Administrative and general... . e 1,153,560 1,056,851
Required payments to the Clty of New Smyrna Beach ........................ 358,096 341,550
Depreciation and decoOmMmisSIONING........oviieiieie e e i ene e 1,465,922 1,439,757
Total operating eXPeNnSeS. .......cc.vvveverineeiiieiieeeiineeinneeneen. & 5,251 706 4,992,230
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SCHEDULE OF OPERATING EXPENSES- Schedule 9
COMMUNICATIONS SYSTEM
For the Fiscal Years Ended September 30, 2005 and 2004
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
2005 2004
Operating Expenses:
Other production expenses:
Payments to internet Service Provider...........cocooeveieenenieeiese e $ 283,616 267,312
Payments to telephone service providers..........cccoceeeveieeenienieene s 7,813,904 5,031,950
8,097,520 5,299,262
CUSLOMET ACCOUNTING.....veeuteieeeieeteeiee et eie e etee e ste et e e sneeneeseeereeneeseeas 1,863,972 6,045,019
Administrative and general............coooe v 3,815,224 1,826,203
Required payments to the City of New Smyrna Beach............c.cccceeeevenne. 532,086 589,626
Depreciation and deCOMMISSIONING........ccovrirriererieereeee e 110,413 -
Total 0pPerating EXPENSES. ... .coveeerereeeerteeee et eee e e e see e seesneas $ 14419,215 13,760,110
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SCHEDULE OF INTEREST EARNINGS Schedule 10
For the Fiscal Years Ended September 30, 2005 and 2004

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

2005 2004
Interest Earnings By Source:
From Investments:

SINKING FUNDS.....coiiiciiicicce e $ 61,239 19,586
Renewal and replacement fUNAS...........cccovoveieiiiieiine e 275,174 138,304
CUSLOMErS' dEPOSIES. .. eveeeeieieieesieeee sttt 44,012 16,051
CR3 nuclear decommissioning fUNAS............ccoverierenieeieneeeee e 63,107 24,355
L1 =T R 246,965 82,707
Total INTEreSt BAMMINGS......oiiieeeeeeee e $ 690,497 281,003

Interest Earnings By System:
EIECHIC SYSTEM. ...t re e $ 628,156 192,479
WWALEE SYSEEIM... .ttt sb e e 136,761 57,860
WaSTEWALET SYSTEIM......iiitiiiiieiie ittt s 37,558 28,623
ComMMUNICALIONS SYSTEIM. .....ueiiiieieiiiecie st eneas (111,978) 2,041
Total INTEreSt BAMMINGS......oiiiieeeeee e $ 690,497 281,003
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STATISTICAL SECTION

STATISTICAL TABLES DIFFER FROM FINANCIAL STATEMENTS BECAUSE THEY
USUALLY COVER MORE THAN ONE FISCAL YEAR AND MAY PRESENT NON-
ACCOUNTING DATA. THESE TABLES REFLECT SOCIAL AND ECONOMIC DATA
AND FINANCIAL TRENDS OF THE UTILITIES COMMISSION, CITY OF NEW
SMYRNA BEACH, FLORIDA.



SCHEDULE OF EXPENSES BY FUNCTION

LAST TEN FISCAL YEARS

September 30,

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Operating Expenses

Required
Transmission, Payments
Distribution Administrative  to City of
Fiscal Total Production and Customer and New Smyrna
Year Expenses Expenses Collection Accounting General Beach
1996 $ 33,106,991 $ 16,004,020 $ 3,053,810 $ 819,986 $ 3,778,385 $ 2,076,104
1997  $ 32,319,028 $ 16,469,270 $ 2,624,394 $ 726,214 $ 3,312,462 $ 1,949,594
1998 $ 32,709,554 $ 16,652,829 $ 2,657,672 $ 660,678 $ 3,406,001 $ 2,018,552
1999 $ 31,791,948 $ 16,005,319 $ 2,731,438 $ 721,860 $ 3,169,521 $ 2,016,471
2000 $ 43,684,948 $ 22,970,923 $ 3,140,325 $ 818,320 $ 3,227,988 $ 2,214,486
2001 $ 41,181,296 $ 22,270,711 $ 3,348,147 $ 745380 $ 3,519,275 $ 2,625,008
2002 $ 39,157,248 $ 19,691,447 $ 3,782,641 $ 821,128 $ 3,385868 $ 2,509,729
2003 $ 43,861,954 $ 23,000,352 $ 3,751,847 $ 996,421 $ 4,302,892 $ 2,706,427
2004 $ 56,665,194 $ 26,828,170 $ 4,686,910 $ 6,764,647 $ 6,643,995 $ 3,262,587
2005 $ 60,580,278 $ 32,562,921 $ 4,788,033 $ 2,536,210 $ 8,713,250 $ 3,328,647
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Nonoperating Expenses

Table |

Interest Loss

Depreciation Total and Other on Total

and Operating Debt Nonoperating Disposal Nonoperating

Expense Expense Expense of assets Expenses

$ 3583478 $ 29,315,783 $ 3,731,690 $ 20,647 $ 38,871 $ 3,791,208
$ 3,632,710 $ 28,714,644 $ 3,462,756 $ 39,840 $ 101,788 $ 3,604,384
$ 3,692,111 $ 29,087,843 $ 3,422,072 $ 40,092 $ 159,547 $ 3,621,711
$ 3,694,652 $ 28,339,261 $ 3,353,913 $ 11,328  $ 87,446 $ 3,452,687
$ 3875830 $ 36,247,872 $ 3877542 $ 61,620 $ 3,497914 $ 7,437,076
$ 4,581,217 $ 37,089,738 $ 3,976,825 $ 15,466 $ 99,267 $ 4,091,558
$ 4,899,416 $ 35,090,229 $ 3,952,841 $ 56,064 $ 58,114 $ 4,067,019
$ 5,049,264 $ 39,807,203 $ 3,355,193 $ 690,017 $ 9,541 $ 4,054,751
$ 5149,600 $ 53,335,909 $ 3,101,348 $ 227,937 $ - $ 3,329,285
$ 5451571 $ 57,380,632 $ 3,097,313 $ 102,333 % - $ 3,199,646
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SCHEDULE OF REVENUES BY SOURCE

LAST TEN FISCAL YEARS
September 30,
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

Operating Revenues

Fiscal Total Electric Water Wastewater Communications Op;lt-e?;etlilng

Year Revenues System System System System Revenue

1996 $ 36,439,421 $ 25,872,665 $ 4,145975 $ 3,744,450 $ - $ 33,763,090
1997 % 35,820,675 $ 24,901,225 $ 4,187,748 $ 3,758,499 $ - $ 32,847,472
1998 $ 36,105,091 $ 24,699,025 $ 4,365,734 $ 3,849,022 $ - $ 32,913,781
1999 $ 36,717,793 $ 24,066,446 $ 4,552,710 $ 3,933,025 $ - $ 32,552,181
2000 $ 43,664,295 $ 31,967,742 $ 4,576,099 $ 4,876,066 $ - $ 41,419,907
2001 $ 45,246,272 $ 33,114,680 $ 4,736,997 $ 4,863,710 $ - $ 42,715,387
2002 $ 42,467,328 $ 29,997,004 $ 4,983,226 $ 5,631,995 $ - $ 40,612,225
2003 $ 51,516,203 $ 32,987,652 $ 5,123,020 $ 5,654537 $ 2,581,857 $ 46,347,066
2004 $ 58,184,817 $ 33,168,346 $ 5,234,552 $ 6,025,280 $ 10,185,304 $ 54,613,482
2005 $ 65,275,663 $ 36,102,591 $ 5,727,839 $ 6,379,642 $ 10,757,331 $ 58,967,403
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Nonoperating Revenues

Table 11

55

Gainon Total
Interest Other Sale of Capital Nonoperating
Earnings Income Assets Contributions Revenue

$ 824,645 $ 252,121 $ - $ 1599565 $ 2,676,331
$ 898,260 $ 199,327 $ - $ 1875616 $ 2,973,203
$ 1,082,325 $ 353,946 $ - $ 1,755,039 $ 3,191,310
$ 1,006,728 $ 286,029 $ - $ 2872855 $ 4,165,612
$ 1114573 $ 356,616 $ - $ 773,199 $ 2,244,388
$ 905,244 $ 440,007 $ - $ 1185634 $ 2,530,885
$ 461,153 $ 433,355 $ - $ 960,595 $ 1,855,103
$ 358,454 $ 336,526 $ - $ 4474157 $ 5,169,137
$ 281,003 $ 1,125,069 $ 310,665 $ 1,854,598 $ 3,571,335
$ 690,497 $ 1,081,808 $ 1,107,426 $ 3,428529 $ 6,308,260



DEMOGRAPHIC STATISTICS
LAST TEN FISCAL YEARS
September 30,

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

Table 111

)
()
©)
(4)
()

New
Smyrna County
Beach's Per County School
Estimated Capita Unemployment School Percent

Fiscal Population Income Rate Enrollment Attendance
Year @) ) @) (4) (4)
1996 18,239 $19,600 4.5% 4,978 96.0%
1997 18,327 $20,387 3.9% 5,008 95.9%
1998 18,503 $21,293 3.3% 6,767 95.4%
1999 18,603 $21,988 2.9% 6,810 95.2%
2000 18,977 (5) $23,329 4.0% 6,478 95.0%
2001 20,048 (5)  $24,059 3.3% 5,059 95.0%
2002 20,169 (5)  $24,747 4.3% 4,900 95.0%
2003 20,595 (5) N/A 4.9% 4,829 95%
2004 21,334  (5) N/A 4.4% 4,838 92%
2005 22,025 (5) N/A 3.4% 4,833 N/A

Obtained from University of Florida, Bureau of Economics and Business Research.

Obtained from Florida Agency for Workforce Innovation, Florida Research and Economic Database.

Obtained from State of Florida, Department of Labor and Employment Security.

Obtained from Volusia County School Board - includes grades K-12.

Obtained from City of New Smyrna Beach Development Services Division.
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PROPERTY VALUE, CONSTRUCTION AND BANK DEPOSITS (4) Table IV
LAST TEN FISCAL YEARS
September 30,
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida
FDIC
Dollar Insured Property
Number Value Institutional Assessed
of of Deposits Value
Fiscal Permits Construction 2 3
Year (@)) ($000's) ($000's) ($000's)
1996 2,561 $ 23,785 $ 548,762 (5) $ 1,231,515
1997 2,301 $ 28,975 $ 543,313 (5) $ 1,275,232
1998 3,779 $ 39,327 $ 562,509 (5) $ 1,336,740
1999 5777 $ 41,166 $ 576,008 (5) $ 1,380,855
2000 2,257 $ 41,296 $ 590,205 (5) $ 1,541,902
2001 3,742 $ 72,439 $ 653,201 (5) $ 1,685,072
2002 2,810 $ 59,610 $ 590,955 (5) $ 1,852,528
2003 4,777 $ 87,616 $ 752,958 (5) $ 2,090,052
2004 4,686 $ 162,515 $ 817,333 (5) $ 2,209,188
2005 7,449 $ 74,154 $ 848,649 (5) $ 2,845,408

@)
(2)
©)
(4)
()

Obtained from City of New Smyrna Beach Building Department.

Obtained from inquiry of officials of banks and savings and loan associations.

Obtained from Volusia County Finance Department.

The data is related exclusively to area within the municipal limits of the City of New Smyrna Beach.

Deposit information obtained from Florida Bankers Association and FDIC June Market Share Report.
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SCHEDULE OF INSURANCE IN FORCE
September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

NEW SMYRNA BEACH, FLORIDA

Table V

Coverage and Policy Policy
Insuring Company Number Period Details of Coverage Liability Limits
Comprehensive General Liabiity:
PGIT PK FL 106449520504 10/01/05  Combined bodily injury ~ $1,000,000 per occurrence
10/01/06 and property damage ~ $2,000,000 annual aggregate
$ -0- deductible
Business Auto:
PGIT PK FL 106449520504 10/01/05  Liability $1,000,000 bodily injury and
10/01/06 property combined
$ -0- deductible
Comprehensive Actual cash value less
$1,000 deductible
Collision Actual cash value less
$1,000 deductible
No fault Statutory
Hired and Non-owned $35,000
Business Property:
PGIT PK FL 106449520504 10/01/05  Buildings and contents ~ $39,610,002 with $50,000
10/01/06 deductible (agreed value)
Valuable papers/records ~ $100,000 with $2,500 deductible
Contractors equipment  $356,138 with $2,500 deductible
Computer equipment $155,000 with $2,500 deductible
Crime:
PGIT PK FL 106449520504 10/01/05  Theft, Destruction (inside) $100,000 with $1,000 deductible
10/01/06  Theft, Destruction (outside $100,000 with $1,000 deductible
Employee Dishonesty $100,000 with $1,000 deductible
Boiler and Machinery:
Travelers Property Casualty 15J-BM21-993x9275-TIL-  10/01/05  Breakdown due to $30,000,000 with $10,000
10/01/06  accident deductible, $500,000 gas turbines
Flood Insurance:
Omaha Property Casualty 30097212202003 09/02/04  Building $500,000
09/02/05  Contents $500,000
Deductible $5,000
Nuclear Energy Damage:
American Nuclear Insurance and P00-081 04/01/04  Primary property $500 million
Nuclear Electric Insurance, Ltd. 04/01/05
X00-015 04/01/04  Excess property $1.100 billion
Insurance Ltd. 04/01/05 (Excess of $500 million)
(These amounts represent the NF195 04/01/04  Primary liability $200 million
total insurance coverage for Progress Energy 04/01/05
Florida, Inc.'s Crystal River Nuclear Plant No. 3 NS347 04/01/04  Suppliers and transporters $200 million
of which the Commission owns a 0.05608% 04/01/05 liability
undivided ownership interest) N35 04/01/04  Secondary financial $9.514 billion with $200 million
04/01/05 protection deductible
NW579 04/01/04  Master Workers Torts $200 million aggregate
04/01/05
Public Official/Employee Liabiity
PGIT PK FL 106449520504 10/01/05  Liability $1,000,000 Retentions-$5,000
10/01/06 per loss
Workers' Compensation:
PGIT 24,105 10/01/05  Statutory coverage Statutory
10/01/06  Employer's liability $1,000,000
Pollution Liability:
Mid-Continent Group 047000010729 07/10/04  Liability - fuel spillage ~ $1,000,000 / $2,000,000 aggregate
07/10/05 $10,000 deductible
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TEN LARGEST ELECTRIC CUSTOMERS Table VI
September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

Kilowatt Hour Sales Revenues Billed
Percent Percent

(kWh) of of

(000's) Total Amount Total

1. BertFish Medical Center..........ccoovvvvvvninnn. 7,570 2.04% $ 623,188 1.80%
2. Utilities Commission (wastewater plant)........ 4,557 1.23% 378,107 1.09%
3. Publix Food Store (#2019100)........ccccevnne... 3,510 0.95% 292,011 0.85%
4. Reddylce.......cooiiiiiiiii 3,182 0.86% 268,257 0.78%
5. Winn Dixie (#2304).......coooiiiiiiiiiie e 2,958 0.80% 244,785 0.71%
6. Caraustar Industrial & CO.......covvvvvvviinnnnn. 2,830 0.76% 205,993 0.60%
7. Publix Food Store (#2033500)........cccvvunne... 2,707 0.73% 224,588 0.65%
8. Wal-Mart Stores.........ccoovviii i 2,293 0.62% 187,730 0.54%
9.  New Smyrna Beach Middle School.............. 2,196 0.59% 205,211 0.59%
10 KMart #7447 ... 1,932 0.52% 162,379 0.47%
TOtaAlS. ..o 33,735 9.10% $ 2,792,249 8.08%
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TEN LARGEST WATER CUSTOMERS
September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
New Smyrna Beach, Florida

10.

Table VII

Consumption Revenues Billed
Percent Percent

Gallons of of
(000's) Total Amount Total
Reddy 1C8.....ceiiiiee e 18,527 1.24% $ 53,367 0.96%
Rinker Materials......cc.vvvvvveiiiieeieee e 8,823 0.59% 22,469 0.40%
Quiail Hollow Association Limited.................... 8,217 0.55% 9,472 0.17%
Oceanview Nursing Home..........cc.ccoccvvovenenennne 7,520 0.50% 14,151 0.25%
Bert Fish Medical Center (522230)................... 7,439 0.50% 14,307 0.26%
Bert Fish Medical Center (522231)................... 7,038 0.47% 13,259 0.24%
Board of Public Instruction...........ccoecevvvvveveennnn. 6,697 0.45% 17,711 0.32%
Islander Beach Lodge.........ccccevvrveieiraieinnenn, 6,267 0.42% 10,704 0.19%
Surfside Management..........cccceoevevveeieneneennenn 5,795 0.39% 9,731 0.17%
Ocean Beach Club........ccccooviiiiiieceee 5,678 0.38% 6,553 0.12%
TOtaAlS. ..o 82,001 5.49% $ 171724 3.08%
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SCHEDULE OF REVENUE CERTIFICATE COVERAGE

LAST TEN FISCAL YEARS
September 30,

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

New Smyrna Beach, Florida

Gross Revenue Per Certificate Resolution:
Operating reVENUES.........vvvveeeeveneernnns

Interest and other income (excluding

construction fund interest earnings)........
Capital contributions...................oceenee.
Assessment collections...............co.oeeene

Expenses Per Certificate Resolution:

Operating eXPenSeS. ... ...c.vveevevereenenennenns
Less: Depreciation expense..................
Required payments to the City.......

Income available for debt service...........

Annual Debt Service Requirements:

Principal........ccoviiiiiii
Interest (less accrued interest) (1).............

Coverage ratio (Times).........coceveeeenn.

Gross Revenue Per Certificate Resolution:
Operating reVENUES. .......ouevevrievenaniienns

Interest and other income (excluding

construction fund interest earnings)........
Capital contributions......................oeeee.
Assessment collections..................ooeeene

Expenses Per Certificate Resolution:

Operating eXPenSeS. ... ....oveeevevrernenennnn.
Less: Depreciation expense..................
Required payments to the City.......

Income available for debt service...........

Annual Debt Service Requirements:

Principal...... oo
Interest (less accrued interest) (1)..............

Coverage ratio (Times)...........ccceeeenn ..

Table VIII
2005 2004 2003 2002 2001
58,967,403 54,613,482 46,347,066 40,612,225 42,715,387
1,772,305 1,406,072 694,980 894,508 1,345,251
3,428,529 1,854,598 4,474,157 960,595 1,185,634
64,168,237 57,874,152 51,516,203 42,467,328 45,246,272
57,380,632 53,335,909 39,807,203 35,090,229 37,049,738
(5,272,971) (5,009,752) (4,904,128) (4,737,946) (4,360,451)
(3,328,647) (3,262,587) (2,706,427) (2,509,729) (2,625,008)
48,779,014 45,063,570 32,196,648 27,842,554 30,064,279
15,389,223 12,810,582 19,319,555 14,624,774 15,181,993
3,300,000 3,230,000 4,070,000 2,705,000 2,560,000
1,644,725 1,850,173 1,969,170 2,515,209 2,747,236
4,944,725 5,080,173 6,039,170 5,220,209 5,307,236
3.11 2.52 3.20 2.80 2.86
2000 1999 1998 1997 1996
41,419,907 32,552,181 32,913,781 32,847,472 33,763,090
1,471,189 1,292,757 1,436,271 1,097,587 1,076,766
773,198 1,774,292 1,755,040 1,785,424 1,383,945
- 3,408 40,878 559 1,331
43,664,294 35,622,638 36,145,970 35,731,042 36,225,132
36,247,872 28,339,261 29,087,843 28,714,644 29,315,783
(3,656,949) (3,502,707) (3,490,562) (3,450,710) (3,386,306)
(2,214,486) (2,016,471) (2,018,552) (1,949,594) (2,076,104)
30,376,437 22,820,083 23,578,729 23,314,340 23,853,373
13,287,857 12,802,555 12,567,241 12,416,702 12,371,759
2,460,000 2,350,000 2,255,000 1,945,000 1,855,000
2,857,214 2,948,209 3,054,404 3,138,448 3,687,574
5,317,214 5,298,209 5,309,404 5,083,448 5,542,574
2.50 2.42 2.37 2.44 2.23

(1) Interest expense for the fiscal year ended September 30, 2002 is stated net of $152,218 in interest
expense which was funded from the proceeds of the issuance of revenue certificates.
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UTILITY RATE SCHEDULE -
ELECTRIC SERVICE
September 30, 2005
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
NEW SMYRNA BEACH, FLORIDA

Electric System Rate Schedule:

Residential Service - Monthly Rate
Customer Charge: Single Phase Service
Three Phase Service

Energy Charge: All kWh per month at:
(plus fuel and purchased
power cost adjustment)

General Service - Non-Demand - Monthly Rate
Customer Charge: Single Phase Service
Three Phase Service

Energy Charge: All kWh per month at:
(plus fuel and purchased
power cost adjustment)

General Service - Demand - Monthly Rate
Customer Charge:
Demand Charge: All kW of billing demand

Energy Charge: All kWh per month at:
(plus fuel and purchased
power cost adjustment)

General Service - Demand Time of Use - Monthly Ratt
Customer Charge:
Demand Charge: per kW of excess demand

Energy Charge: All kWh per month at:
(plus fuel and purchased
power cost adjustment)

Customer Charge:

Demand Charge: All kW of billing demand

Energy Charge: All kWh per month at:
(plus fuel and purchased
power cost adjustment)

Green Pricing Rate
Green Pricing Level 1
Green Pricing Level 2

Fuel and Purchased Power Cost Adjustment Clause:

Table X

$5.65
$7.85

$0.07173 per kwWh

$6.05
$8.85

$0.07333 per kwWh

$33.50
$5.50 per kW

$0.05546 per kwh

$33.50
$22.00 per kKW

$0.05546 per kwh
$235.00
$5.50 per kW

$0.05546 per kwh

$2.00
$5.00

The Fuel and Purchased Power Cost Adjustment Clause (FPPCAC) is an integral component of the monthly
charges, and is designed to allow for accurate billing of fluctuating applicable fuel and purchased power costs.
In order to minimize changes in customer billings, the FPPCAC is developed on a twelve month projected
basis, with provision to "true-up" any over or under recovery of any applicable fuel and purchased power

cost in each subsequent twelve month period. A provision is provided in the clause for the FPPCAC to be
modified if significant circumstances arise during the twelve month billing cycle. The adjustment for the

twelve month period ending September 30, 2005 was $17.18 per 1,000 kwWh.

Q) The above information is provided pursuant to the requirements of Section 2(B) of the Commission's
Continuing Disclosure Certificate which was issued on December 22, 2004 in conjunction with the sale

of $3,370,000 Utilities Refunding Revenue Certificates, Series 2004A.
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UTILITY RATE SCHEDULE -
WATER SERVICE
September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

NEW SMYRNA BEACH, FLORIDA

Table XI

Meter Base Reuse Billing Total
Size Facility Subsidy Charge Monthly
(Inches) Charge Charge Monthly Billing
Residential Service: 5/8" 8.85 $ 0.90 $ 1.90 $ 11.65 + Gallonage Charge
Single Family 1" 22.15 2.25 1.90 26.30 + Gallonage Charge
11/2" 44.25 4.50 1.90 50.65 + Gallonage Charge
2" 70.80 7.20 1.90 79.90 + Gallonage Charge
3" 141.60 14.40 1.90 157.90 + Gallonage Charge
4" 221.25 22.50 1.90 245.65 + Gallonage Charge
6" 442.50 45.00 1.90 489.40 + Gallonage Charge
8" 708.00 72.00 1.90 781.90 + Gallonage Charge
Gallonage Charge/1,000 Gallon:
Block 1 Block 2 Block 3 Block 4
$1.10 $1.20 $2.40 $2.90
Monthly Rate Blocks (Gallons)
Block 1 Block 2 Block 3 Block 4
All meter sizes 0 - 2000 2,001 - 6,000 6,001 - 14,000 14,001 and over
Base Reuse Billing Gallonage Total
Billing Facility Subsidy Charge Charge per KG Monthly
Account Charge Charge Monthly All usage Billing
Multi-Family Each Unit 8.85 $ 0.90 $ 0.00 $ 0.00 $9.75
Master Meter 0.00 0.00 1.90 1.15 $1.90 + Gallonage
Charge @ $1.15
per KG - all usage
Meter Base Reuse Billing Total
Size Facility Subsidy Charge Monthly
(Inches) Charge Charge Monthly Billing
Irrigation Service: 5/8" 8.85 $ 0.90 $ 1.90 $ 11.65 + Gallonage Charge
Gallonage Charge/1,000 Gallons
Block 1 Block 2 Block 3 Block 4
$1.10 $1.20 $2.40 $2.90
Monthly Rate Blocks (Gallons)
Meter Size Block 1 Block 2 Block 3 Block 4
5/8" 0-2,000 2,001 - 6,000 6,001 - 14,000 14,000 and above
Meter Base Reuse Billing Total
Size Facility Subsidy Charge Monthly
(Inches) Charge Charge Monthly Billing
1" 2215 % 2.25 $ 1.90 $ 26.30 + Gallonage Charge
11/2" 44.25 4.50 1.90 $ 50.65 + Gallonage Charge
2" 70.80 7.20 1.90 $ 79.90 + Gallonage Charge
3" 141.60 14.40 1.90 $ 157.90 + Gallonage Charge
4" 221.25 22.50 1.90 $ 245.65 + Gallonage Charge
6" 442.50 45.00 1.90 $ 489.40 + Gallonage Charge
8" 708.00 72.00 1.90 $ 781.90 + Gallonage Charge
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UTILITY RATE SCHEDULE -
WATER SERVICE - (Continued)
September 30, 2005
UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
NEW SMYRNA BEACH, FLORIDA

Gallonage Charge/1,000 Gallons

Table XI

Meter Size Block 1 Block 2 Block 3
1"-8" $1.20 $2.40 $2.90
Monthly Rate Blocks (Gallons)
Meter Size Block 1 Block 2 Block 3
1" 0 - 15,000 15,001 - 40,000 40,001 and above
11/2" 0 - 30,000 30,001 - 75,000 75,001 and above
2" 0 - 50,000 50,001 - 100,000 100,001 and above
3" 0 - 100,000 100,001 - 200,000 200,001 and above
4" 0 - 200,000 200,001 - 400,000 400,001 and above
6" 0 - 300,000 300,001 - 600,000 600,001 and above
8" 0 - 600,000 600,001 - 1,000,000 1,000,001 and above
Meter Base Reuse Billing Total
Size Facility Subsidy Charge Monthly
Nonresidential service (Inches) Charge Charge Monthly Billing
5/8" $ 8.85 $ 0.90 1.90 $ 11.65 + Gallonage Charge
1" 22.15 2.25 1.90 26.30 + Gallonage Charge
11/2" 44.25 4.50 1.90 50.65 + Gallonage Charge
2" 70.80 7.20 1.90 79.90 + Gallonage Charge
3" 141.60 14.40 1.90 157.90 + Gallonage Charge
4" 221.25 22.50 1.90 245.65 + Gallonage Charge
6" 442.50 45.00 1.90 489.40 + Gallonage Charge
8" 708.00 72.00 1.90 781.90 + Gallonage Charge
Gallonage Charge/1,000 Gallons
Meter Size Block 1 Block 2 Block 3
5/8" - 8" $1.15 $1.35 $1.85
Monthly Rate Blocks (Gallons)
Meter Size Block 1 Block 2 Block 3
5/8" 0-7,000 7,001 - 14,000 14,001 and above
1" 0 - 15,000 15,001 - 40,000 40,001 and above
11/2" 0 - 30,000 30,001 - 75,000 75,001 and above
2" 0 - 50,000 50,001 - 100,000 100,001 and above
3" 0 - 100,000 100,001 - 200,000 200,001 and above
4" 0 - 200,000 200,001 - 400,000 400,001 and above
6" 0 - 300,000 300,001 - 600,000 600,001 and above
8" 0 - 600,000 600,001 - 1,000,000 1,000,001 and above

(1) The above information is provided pursuant to the requirements of Section 2(B) of the Commission's
Continuing Disclosure Certificate which was issued on December 22, 2004 in conjunction with the sale

of $3,370,000 Utilities Refunding Revenue Certificates, Series 2004A.
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UTILITY RATE SCHEDULE - Table XI1
WASTEWATER AND WATER REUSE SERVICE

September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

NEW SMYRNA BEACH, FLORIDA

Wastewater Rate Schedule:

Residential, (Single-Family)

Meter Base Reuse Billing Total
Size Facility Subsidy Charge Monthly
(Inches) Charge Charge Monthly Billing
5/8" $  14.07 $ 1.05 $ 1.50 $ 16.62 + Gallonage Charge
1" 35.20 2.65 1.50 39.35 + Gallonage Charge
11/2" 70.35 5.25 1.50 77.10 + Gallonage Charge
2" 112.56 8.40 1.50 122.46 + Gallonage Charge
3" 225.12 16.80 1.50 243.42 + Gallonage Charge
4" 351.75 26.25 1.50 379.50 + Gallonage Charge
6" 703.50 52.50 1.50 757.50 + Gallonage Charge
8" 1,125.60 84.00 1.50 1,211.10 + Gallonage Charge

Gallonage Charge/1,000 Gallons
Block 1 Block 2
All meter sizes $2.55 $3.10

Monthly Rate Blocks (Gallons)

Block 1 Block 2
All meter sizes 0-2,000 2,001 and above
Non-Residential:
Meter Base Reuse Billing Gallonage Total
Size Facility Subsidy Charge Charge Monthly
(Inches) Charge Charge Monthly Per KG Billing
5/8" $ 1407 $ 105 $ 1.50 $ 2.60 $ 16.62 + Gallonage Charge
1" 35.20 2.65 1.50 2.60 39.35 + Gallonage Charge
11/2" 70.35 5.25 1.50 2.60 77.10 + Gallonage Charge
2" 112.56 8.40 1.50 2.60 122.46 + Gallonage Charge
3" 225.12 16.80 1.50 2.60 243.42 + Gallonage Charge
4" 351.75 26.25 1.50 2.60 379.50 + Gallonage Charge
6" 703.50 52.50 1.50 2.60 757.50 + Gallonage Charge
8" 1,125.60 84.00 1.50 2.60 1,211.10 + Gallonage Charge
Base Reuse Billing Gallonage
Facility Subsidy Charge Charge per KG
Multi-Family: Charge Charge Monthly All Usage Total Monthly Bill
Each Unit $ 14.07 $ 1.05 $ 0.00 $ 0.00 $ 15.12
Master Meter 0.00 0.00 1.50 2.60 1.50 + Gallonage Charge
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UTILITY RATE SCHEDULE - Table XI1
WASTEWATER AND WATER REUSE SERVICE - (Continued)

September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

NEW SMYRNA BEACH, FLORIDA

Reclaimed Water Rate Schedule:

Meter Minimum Included Gallonage Gallonage Charge
Size Monthly (Per KG) in Minimum Per KG Over
(Inches) Charge Monthly Charge Monthly Maximum
Primary Tier Rate: 3/4" $ 10.00 $ 15 $ 2.00
1" 25.00 45 2.00
11/2" 50.00 100 2.00
Meter Minimum
Size Monthly Flow Charge
(Inches) Charge Per KG
2" $ 75.00 $ 0.15
3" 75.00 0.15
4" 75.00 0.15
6" 75.00 0.15
Secondary Tier Rate: $16.29/acre/month for metered users whose anticipated capacity exceeds

100,000 gallons per day and which must provide a minimum of three
(3) days of wet weather storage for the minimum flow rate of 1,900
gallons/acre/day on an annual average.

(1) The above information is provided pursuant to the requirements of Section 2(B) of the Commission's
Continuing Disclosure Certificate which was issued on December 22, 2004 in conjunction with the sale
of $3,370,000 Utilities Refunding Revenue Certificates, Series 2004A.
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UTILITY RATE SCHEDULE -
COMMUNCIATIONS SERVICE

September 30, 2005

UTILITIES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA
NEW SMYRNA BEACH, FLORIDA

Local Exchange Telephone Service:

Residential Service Plans - Monthly Rate

Business Service Plans - Monthly Rate

Home Plan
City Plan
America Plan
World Plan

Silver Package
Gold Package
Platinum Package

Measured Rate Charges:

Residential Intrastate Long Distance
Business Intrastate Long Distance
Residential State-to-State Long Distance
Business State-to-State Long Distance

Extended Area Usage Charge (Gold Package only)

Internet Service:

Economy Internet Dial-up

Standard Unlimited Internet Dial-up
Deluxe Unlimited Internet Dial-up
Platinum High Speed Internet Dial-up

DSL Internet Service:

ADSL 128/384
ADSL 384/768
IDSL 128/128/
SDSL 192/192
SDSL 384/384
SDSL 768/768
SDSL 1.1/1.1
Reach T-1 192/192
Reach T-1 384/384
Reach T-1 768/768
Reach T-11.1/1.1

Broadband Wireless Internet:

)

128 kbps/128 kbps
384 kbps/128 kbps
512 kbps/128 kbps
768 kbps/128 kbps
1.1 Mbps/128 kbps

Condominium Group Rate (per unit)

384 kbps/128kbps

Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate

Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate

Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate
Monthly Rate

Monthly Rate

Table X111

$24.95 to $34.95
$32.95 to $34.95
$49.95 to $58.95
$58.95 to $69.95

$27.95 to $34.95
$29.95 to $36.95
$39.95 to $46.95

$.069 per minute
$.069 per minute
$.059 per minute
$.045 per minute

$.06 per minute

$6.95
$9.95
$12.95
$14.95

$49.95

$69.95
$149.00
$149.00
$184.00
$279.00
$359.00
$409.00
$539.00
$669.00
$789.00

$22.95
$29.95
$39.95
$49.95
$69.95

$19.95

The above information is provided pursuant to the requirements of Section 2(B) of the Commission's
Continuing Disclosure Certificate which was issued on December 22, 2004 in conjunction with the sale

of $3,370,000 Utilities Refunding Revenue Certificates, Series 2004A.
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Chairman and Commissioners
Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

We have audited the financial statements of Utilities Commission, City of New Smyrna Beach, Florida, a
component unit of City of New Smyrna Beach, Florida, as of and for the year ended September 30, 2005,
and have issued our report thereon dated June 5, 2006. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Utilities Commission, City of New Smyrna Beach,
Florida’s internal control over financial reporting in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on the internal
control over financial reporting. However, we noted certain matters involving the internal control over
financial reporting and its operation that we consider to be reportable conditions. Reportable conditions
involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control that, in our judgment, could adversely affect the Utilities Commission, City of New
Smyrna Beach, Florida’s ability to record, process, summarize, and report financial data consistent with
the assertions of management in the financial statements. Reportable conditions are described in the
accompanying Management Letter under headings Prior Year Findings and Recommendations and
Current Year Findings and Recommendations. We consider all of the items under both headings to be
reportable conditions.

A material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control that might be reportable conditions and, accordingly, would not necessarily disclose
all reportable conditions that are also considered to be material weaknesses. However, of the reportable
conditions described above, we consider all of the items to be material weaknesses.
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To the Honorable Chairman and Commissioners

Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

Page 2 of 2

Compliance

As part of obtaining reasonable assurance about whether Utilities Commission, City of New Smyrna
Beach, Florida’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grants, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance that are required to be reported under Government Auditing Standards and which are
described in the accompanying Management Letter under Prior Year Findings and Recommendations,
items 1 and 2.

We also noted other matters that we have reported to management of the Utilities Commission, City of
New Smyrna Beach, Florida, in two separate letters dated June 5, 2006.

This report is intended solely for the information and use of the Utilities Commission, management, City
of New Smyrna Beach, the Auditor General of the State of Florida, and applicable federal/state awarding
agencies and pass-through entities and is not intended to be and should not be used by anyone other than
these specified parties.

Brect Mlldo $ bo., P

June 5, 2006
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BRENT MILLIKAN & COMPANY, P.A.

CERTIFIED PUBLIC ACCOUNTANTS

MANAGEMENT LETTER

To the Honorable Chairman and Commissioners
Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

We have audited the financial statements of Utilities Commission, City of New Smyrna Beach, Florida,
(the “Commission™) as of and for the fiscal year ended September 30, 2005, and have issued our report
thereon dated June 5, 2006.

We conducted our audit in accordance with United States generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. We have also issued our Independent Auditor's Report on
Compliance and Internal Control over Financial Reporting. Disclosures in this report, which is dated
June 5, 2006, should be considered in conjunction with this management letter.

Additionally, our audit was conducted in accordance with Chapter 10.550, Rules of the Auditor General.
Those rules (Section 10.554(1)(h)1) require that we address in the management letter, if not already
addressed in the auditor's report on compliance and internal control, whether or not inaccuracies,
shortages, defalcations, fraud, and/or violations of laws, rules, regulations, and contractual provisions
reported in the preceding annual financial audit report have been corrected. Of the significant findings
that were disclosed in the preceding annual report only those identified below under the heading Prior
Year Findings and Recommendations have not been corrected.

The Rules of the Auditor General (Section 10.554(1)(h)3.) require that we address in the management
letter, if not already addressed in the auditor's report on compliance and internal control, whether or not
recommendations made in the preceding annual financial audit report have been followed. The
recommendations made in the preceding annual financial audit report that have not been corrected are
identified below under the heading Prior Year Findings and Recommendations, in the accompanying
Exhibit A.

As required by the Rules of the Auditor General (Section 10.554(1)(h)2.), the scope of our audit included
a review of the provisions of Section 218.415., Florida Statutes, regarding the investment of public funds.
In connection with our audit, we determined that Utilities Commission, City of New Smyrna Beach,
Florida, complied with Section 218.415, Florida Statutes.

The Rules of Auditor General (Section 10.554(1)(h)4.) require disclosure in the management letter of the
following matters if not already addressed in the auditor's report on compliance and internal control: (1)
violations of laws, rules, regulations, and contractual provisions that have occurred, or are likely to have
occurred; (2) improper or illegal expenditures; (3) improper or inadequate accounting procedures (e.g.,
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To the Honorable Chairman and Commissioners

Utilities Commission, City of New Smyrna Beach, Florida
New Smyrna Beach, Florida

Page 2 of 2

the omission of required disclosures from the financial statements); (4) failures to properly record
financial transactions; and (5) other inaccuracies, shortages, defalcations, and instances of fraud
discovered by, or that come to the attention of, the auditor. Our audit disclosed certain matters required to
be disclosed under Current Year Findings and Recommendations; in the accompanying Exhibits A and B.

The Rules of the Auditor General (Section 10.554(1)(h)5.) also require that the name or official title and
legal authority for the reporting entity be disclosed in the management letter, unless disclosed in the notes
to the financial statements. The Utilities Commission, City of New Smyrna Beach, Florida, was created in
1967 through the passage of Chapter 67-1754, Laws of Florida, Special Acts of 1967 (House Bill 1669),
which amended the Charter of the City of New Smyrna Beach, Florida, to create the Utilities Commission
as a component unit of the City of New Smyrna Beach, Florida.

As required by the Rules of the Auditor General (Section 10.554(1)(h)6.a.), the scope of our audit
included a review of the provisions of Section 218.503(1), Florida Statutes, regarding financial
emergencies. In connection with our audit, we determined that Utilities Commission, City of New
Smyrna Beach, Florida, is not in a state of financial emergency as a consequence of the conditions
described in Section 218.503(1), Florida Statutes.

As required by the Rules of the Auditor General (Section 10.554(1)(h)6.b.), we are required to determine
that the annual financial report for Utilities Commission, City of New Smyrna Beach, Florida, required to
be filed with the Florida Department of Financial Services pursuant to Section 218.32 (1)(a), Florida
Statutes is in agreement with the annual financial audit report for the fiscal year ended September 30,
2005. This report has not yet been completed by the Commission’s oversight unit (City of New Smyrna
Beach, Florida, Unit ID#251) at the time of submitting this report. Upon completion of the annual
financial report, we will compare the reported data with that data contained in their audited financial
statements to confirm that both are in agreement. Should it be determined by us that the data reported in
the annual financial report is not in agreement with the Commission’s audited financial statements, we
will promptly report our findings to you in an amended or supplemental management letter.

As required by the Rules of the Auditor General (Sections 10.554(h)(6)c. and 10.556(7)), we applied
financial condition assessment procedures at September 30, 2005. It is management’s responsibility to
monitor the entity’s financial condition, and our financial condition assessment was based in part on
representations made by management and the review of financial information provided by same.

We also noted other matters that we have reported to management of the Utilities Commission, City of
New Smyrna Beach, Florida, in a separate letter dated June 5, 2006, which follows this communication.

This management letter is intended solely for the information of Utilities Commission, City of New
Smyrna Beach, Florida and its management, and the State of Florida Office of the Auditor General and is
not intended to be and should not be used by anyone other than these specified parties.

Bret Nlibr $ Co., CA

June 5, 2006
(except for Exhibit B attached, as to which date is August 1, 2006)
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MANAGEMENT LETTER COMMENTS Exhibit A
Year Ended September 30, 2005
UTILITES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

PRIOR YEAR MATTERS

Section 10.554(1)(h)1., Rules of the Auditor General, require that we address in the management letter, if
not already addressed in the auditor's report on compliance and internal control, whether or not
inaccuracies, shortages, defalcations, fraud, and/or violations of laws, rules, regulations, and contractual
provisions reported in the preceding annual financial audit report have been corrected. The following is a
summary of the status of the Prior Year Findings and Recommendations:

1.

Management Conduct

Refer to our separate report titled Report on Audit Matters, dated June 5, 2006, which
accompanies this letter for detailed information on these findings.

Marketing Expenses

Refer to our separate report titled Report on Audit Matters, dated June 5, 2006, which
accompanies this letter for detailed information on these findings.

CommWorx System Limitations and Errors

In the prior year, we noted that the central operations support service software (Exceleron’s
CommWorx web based application program) used to process customer related financial
transactions involving the Communications Division, failed to provide the sufficient ability to
manage this data, and to provide the capability for management to reconcile detailed accounts for
telephone service customers to the separate general ledger system. Furthermore, this software
lacked the ability of producing standardized basic accounting reports, such as detailed accounts
receivable reports, related accounts receivable aging reports, customer account billing reports,
and customer payment and cash receipts reports, all of which are essential for reconciliation of
customer account balances with service activities and for application of customer payments to
banking activity.

As a result of these system limitations, we recommended that the IT Director implement
procedures sufficient to resolve these problems so that the system could produce accurate and
reliable reporting of sales, customer payments, accounts receivable and customer deposits that are
tracked throughout the system. During our continued testing of the system in our current year
audit, we found that various reporting differences continued, which is addressed in our Current
Year Findings and Recommendations section below.

Recommendation: We understand that the Commission has approved exiting the
telephone sales business and that any further enhancements to the CommWorx system and
reporting related to this activity will no longer be an issue. During the process of
winding up the business affairs related to this activity, we recommend that staff continue
to use reports produced by the CommWorx system for consistency purposes and that
reconciliations be prepared for items reported in the Commission’s general ledger
accounting and financial information systems. After sales activities cease, staff can
concentrate their efforts in pursuing collection of outstanding uncollected customer
accounts receivable. The final aging report produced by CommWorx should be supported
by a detailed listing of all customer accounts receivable. Any differences between the
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MANAGEMENT LETTER COMMENTS - (Continued) Exhibit A
Year Ended September 30, 2005
UTILITES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

aggregate amount recorded in the general ledger and the management reports produced
by CommWorx can then be reconciled and adjusted as necessary.

4. Monitoring for Fraud

In the prior year, we made management aware of it’s increased responsibility in overseeing
activities carried out by employees and for implementing and monitoring antifraud processes and
controls as required under new promulgated standards issued by the Comptroller General of the
United States and the Institute of Certified Public Accountants, as outlined in Statements on
Auditing Standards, No. 99 (SAS no. 99), Consideration of Fraud in a Financial Statement Audit.

In planning and performing our audit, we considered the Commission’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the basic financial statements. Part of this work involves determining
management’s identification and measurement of the risks of fraud and whether preventive
internal controls are implemented to mitigate those risks.

A review of the Commission’s policies and procedures indicates that some antifraud processes
and controls are already in place to prevent, deter, and detect fraud. However, two very important
aspects of the antifraud system had not been established as of the most recent year-end. They are:
assessment of fraud risks, and an oversight process to monitor these risks.

Recommendation: We recommend that management establish a formal antifraud policy
that will specifically address fraud risk factors, identify antifraud processes and controls,
monitor such processes and controls, and to provide a means for reporting any
wrongdoing. Appropriate oversight process is crucial. Accordingly, we recommend that
the Commission appoint the General Manager/CEO with the responsibility to establish an
active oversight process to evaluate management’s identification of fraud risks,
implementation of antifraud measures and maintenance of the appropriate supervision of
the activities of senior management, in addition to the activities involving all of the
Commission’s personnel.

5. Computer System General and Application Controls

In the prior year, we communicated several areas involving the Information Technology (IT)
Department that required corrective action to strengthen the organization of the department,
address security and access controls, and the development of application and other operational
controls for purposes of enhancing the integrity of the internal controls over financial reporting
that are dependent on the Commission’s computer systems and IT technology. During our
current year audit, we found that, for the most part, the Commission’s former IT Director failed to
implement our recommendations.

During the current year audit, we expanded the scope of our audit to include a more thorough
review of the IT department. We are herein communicating these findings in the next section
under the heading Current Year Findings and Recommendations.

Recommendation: It is our understanding that management has considered steps to
control the security and integrity of the financial data processed by its systems. We
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MANAGEMENT LETTER COMMENTS - (Continued) Exhibit A
Year Ended September 30, 2005
UTILITES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

continue to recommend that IT personnel develop a process for periodic review and
reporting of all matters pertaining to the department to the General Manager/CEO and to
the Commission.

6. Communications System Operations

The Commission continued to experience material operating losses in the fiscal year ended
September 30, 2005 in its Communications Division, d/b/a New Smyrna Communications
(formerly Sparks Communications), that amounted to approximately $3.8 million. In addition to
those findings that we communicated to the Commission a year ago, we found the following
factors contributing to the continued loss experienced this past year: (1) increased costs to
provide telephone services, (2) continued increase in the amount of uncollectible customer
accounts receivable, (3) failure to implement and collect additional revenue sources related to
providing telephone services (i.e., CABs), (4) loss of commission revenue from EPICUS, and (5)
lack of experienced staff to manage the complex nature of telephone service business operations.
In a separate comment under the Current Year Findings and Recommendations section, we
address how prior management contributed to the failure of this enterprise. In the paragraphs
below, we expand on these matters.

The Commission, doing business as New Smyrna Communications, is a non-facilities based
Competitive Local Exchange Carrier (CLEC) that contracted with BellSouth and Sprint
(Incumbent Local Exchange Carriers, hereinafter referred to as “ILECs”), along with other
companies to provide its telephone services. In essence, the Commission is a reseller of these
companies’ services, paying network access charges according to interconnection and
commercial agreements with these vendors.

The contracts that were in force under U.S. Code, Title 47, Chapter 5, Subchapter |1, Section 251,
Interconnection, at the time the Commission began providing telephone services under its CLEC
license, were replaced with commercial agreements that became effective March 17, 2005
pursuant to FCC Order on Remand adopted December 15, 2004 that placed new rules applicable
to ILECs unbundling obligations. As a result of this change, the ILECs provided new
commercial agreements that were signed by the Commission and became effective in March
2005.

Correspondence from each ILEC specifically stated that pricing under the old agreements would
be changed and would be no longer available after the effective date of the change in March
2005. It appears at the time of signing the agreements that no one at the Commission had
reviewed the pricing arrangements, which had increased significantly. As a result, the
Commission incurred higher ILEC charges to provide its services for the remainder of the fiscal
year ended September 30, 2005. While this change increased costs to the Commission, there
were no corresponding pricing changes made to the plans offered to customers. Consequently, the
Commission was providing its telephone services at a much smaller operating margin. Our final
analytical review indicates that while the Communications Division increased telephone sales by
approximately $2.4 million, the direct cost of providing these services had increased by
approximately $3.8 million, thus incurring a net decrease in the gross margin of providing these
services by approximately $1.4 million for this period.
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Year Ended September 30, 2005
UTILITES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

In addition, the Commission lost revenues from agent sales commissions attributed to EPICUS
customers that, in the previous year, yielded revenue of approximately $1.7 million, of which
$418,201.83 was deemed uncollectible in the prior fiscal year. This loss of revenue was factored
into the judgment awarded to the Commission by the United States Bankruptcy Court as filed
against EPICUS that amounted to approximately $2.8 million. However, the Commission
ultimately received a final payment of only $69,000 in fiscal year 2006, which is less than 2.5%
of the original judgment awarded to the Commission.

Also contributing to the loss was a disregard of the managerial and fiscal responsibilities in
monitoring the credit-worthiness and types of customers being solicited by an external
telemarketing company and lack of due diligence on collections for amounts billed from the
enormous increase in credit sales. In fiscal year 2005, the Commission provided for expected
losses on uncollectible customer accounts receivables related to telephone sales of $1,030,142.

The Commission also incurred a loss on uncollectible Carrier Access Billing revenue receivables
amounting to $345,336 and lost revenue for failure to bill Carrier Access Billings related to
telephone traffic conducted by customers in five other states outside of Florida. These findings
are separately addressed under appropriate headings in the Current Year Findings and
Recommendations section below.

During our current year audit and expanded investigation related to the Communications Division
of the Commission, we identified several other matters involving material weaknesses in internal
controls and other serious accounting concerns resulting from the apparent mismanagement of the
entire Division and lack of experienced staff. These factors contributed heavily to the
Communications Division losses incurred by the Commission in the past two fiscal years. We
have reserved commenting on these matters under separate headings in the Current Year Findings
and Recommendations section of the management letter below.

Recommendation: It is our understanding that management has turned over all financial
and accounting matters related to the Communications Division to the Finance
Department, which is charged with resolving these problems. While the Commission has
directed management to exit the telephone service business, there will still be a
significant amount of financial activity related to various aspects of the operations that
will need to be accounted for; especially, a proper cutoff and matching of sales with a
corresponding cutoff of costs for providing these services. In addition, due diligence and
timely actions must be exercised to pursue collections of past due amounts owed to the
Commission. We understand that management is dedicated to completing this
monumental task and will continue to report to the Commission any further findings that
may have contributed to the losses experienced over the last two years.

76
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Year Ended September 30, 2005
UTILITES COMMISSION, CITY OF NEW SMYRNA BEACH, FLORIDA

CURRENT YEAR MATTERS

Section 10.554(1)(h)4., Rules of the Auditor General, requires disclosure in the management letter of the
following matters if not already addressed in the auditor's report on compliance and internal control: (1)
violations of laws, rules, regulations, and contractual provisions that have occurred, or are likely to have
occurred; (2) improper or illegal expenditures; (3) improper or inadequate accounting procedures (e.g.,
the omission of required disclosures from the financial statements); (4) failures to properly record
financial transactions; and (5) other inaccuracies, shortages, defalcations, and instances of fraud
discovered by, or that come to the attention of, the auditor. The following is a summary of our Current
Year Findings and Recommendations (sorted by departmental responsibility):

1. Report on Audit Matters dated June 5, 2006

On June 5, 2006, a formal Report on Audit Matters was presented to the Utilities Commission,
City of New Smyrna Beach, Florida, concerning allegations of the possible misappropriation of
assets. Refer to this report, which accompanies this letter, for detailed information of our
findings.

2. Accounting/Finance-Uniform Accounting Policies and Procedures Manual

We noted that the Commission has never fully developed a formal, written, accounting policies
and procedures manual. We observed that Finance Department personnel have direct and easy
access to the Director of Finance and selected financial management software manuals and
documentation when questions arise. We also noted that new accounting personnel were
developing their own handwritten notebooks outlining specific procedures relating to their jobs as
a result of the resignation of an employee at year-end at a time when it is crucial to prepare for the
audit of the financial statements. We also noted that other non-finance personnel involved in
processing invoices and other accounting records do not have ready access to the Finance
Department due to external locations of other departments in the Commission.

Recommendation: We recommend that management establish a standard accounting and
operating procedures manual outlining all fiscal policies to be followed. The preparation
and maintenance of written standard procedures is very useful and serves to:

o Establish consistent company practices.

o Establish and designate accounting and bookkeeping responsibilities.

o Reduce the likelihood of coding errors and assist in the preparation of timely and
accurate monthly financial statements.

o Aidin review by management for adherence to company policies.

o Aidin exchange of management ideas.

o Provide the company with a source of information that will not be lost if key
personnel leave.

o Aid in the training of new employees, especially in the event of an untimely
resignation of key accounting staff.

o A well-devised accounting manual can also help to ensure that all similar transactions
are treated consistently, that accounting principles used are proper, and that records
are produced in the form desired by management.
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o Also, in the process of the comprehensive review of existing accounting procedures
for the purpose of developing the manual, management might discover procedures
that can be eliminated or improved to make the system more efficient and effective.

This manual should include (1) a summary of the company’s detailed general ledger chart
of accounts, (2) a detailed explanation of functional and object account content, (3) an
appropriately detailed description of all accounting procedures and routines, (4) a linear
organization chart for all accounting functions, and (5) complete definitions of individual
job authority and associated responsibilities. Management should periodically review
each division’s compliance with standard procedures.

We recognize that the preparation of the manual will be a very time consuming task so
that implementation may take several years. However, we believe that action should be
taken by the Company to establish priorities and a timetable for the completion of the
manual.

3. Accounting/Finance-Crystal River Nuclear Plant No. 3 Decommissioning Costs

We obtained a copy of the most recent CR3 Decommissioning Cost Study Report that was
prepared by a third party engineering firm on behalf of Progress Energy Florida, Inc. (PEF), filed
with Florida Public Service Commission on 4/29/2005 and approved on 9/28/2005. We also
obtained a copy of the Biennial Decommission Funding Status Report that was filed by PEF with
the Nuclear Regulatory Commission (NRC) in March 2005, which showed that as of 12/31/2004
all participants, and in particular, the Commission has more than sufficient funds on hand to meet
the minimum amount of decommissioning costs, as computed using the NRC’s formula.

From these documents, we prepared a computation of the estimated funding level (annual
accrual) for the Commission that would be necessary to meet the Commission’s share of the
future costs of decommissioning the plant, which was extended from 2016 to 2036. The
computation factored in the current yield on funds invested by the Commission as of 9/30/2005
(4.0%), the balance of restricted cash invested at 9/30/2005 ($2,885,737), and the Commission’s
share of future costs ($14,512,157). The computed estimated annual accrual (amount to be
funded) is approximately $82,000. Based on the previous cost study the Commission had been
funding $115,493 each year.

Recommendation: Based on our comparison of the current funding level and the present
value of the Commission’s share of future costs to dismantle the plant, we recommend
that management give consideration to reducing the funding level from $115,493 to
$82,000, which would result in an estimated annual savings of approximately $33,500.
As a result the total estimated savings to the Commission over the next thirty years would
be more than $ 1 million.

4. Accounting/Finance-Capital Assets Module-Depreciation Record

The Finance Department has developed and utilized a separate database, maintained in Microsoft
Access, to account for capital assets accounted for as utility plant in service. The reports
produced from this system are compiled as a Continuous Property Record, which also serves as a
depreciation schedule for the capital assets of each utility system. While reviewing the
reconciliations of the system reports produced from the databases to the general ledger system,
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we noted that depreciation expense was erroneously computed on capital assets that were already
fully depreciated as the end of the prior fiscal year. We also noted that the computed arithmetic
totals at the end of the schedules did not cross-foot (beginning accumulated depreciation, plus
current year depreciation, does not always equal ending accumulated depreciation). Although
several queries can be run in each database to ensure assets are not over-depreciated, we still
found that the system continued to erroneously compute depreciation on fully depreciated assets.
However, we also noted that the system limits the amount of accumulated depreciation on such
assets, so that the net basis of the assets does not go below zero. As a result, the integrity of the
amounts reported in the database reports was questionable. Significant unanticipated additional
time was required to review this matter, which resulted in an audit adjusting entry to correct.

Recommendation: It is our understanding that management has directed the IT
Department to work with the Finance Department to implement the fixed asset module
that integrates with the Microsoft Great Plains Dynamics general ledger and financial
management system, which should correct these problems.

5. Accounting/Finance-Capital Assets-Venetian Bay Costs Reimbursed by Developer

While examining the Commission’s property, plant and equipment (PPE) records, we obtained a
summary schedule prepared by your personnel that lists Miscellaneous Invoices billed by the
Commission to Venetian Bay of New Smyrna Beach, LLC (the developer) for various work done
by the Commission in connection with the first phase of Venetian Bay. The stated capital costs
incurred were accumulated on project work orders that were closed out during the fiscal year
ended September 30, 2005.

We modified the client prepared schedule by including a billing to the Venetian Bay
Homeowner’s Association and by including columns to provide a reasonable means to compare
these costs and to document the accounting associated with the reporting of the capital
contributions received from the developer. We also made note of various pertinent dates related
to the Venetian Bay projects; such as: (1) the date the earliest developer agreement was signed,
(2) the date that the developer acquired property from the Commission, and (3) the date that the
Venetian Bay Water Project Work Order was established. We reviewed the various documents
and dates to determine if there was any mention of an understanding, either in writing or
documented in the minutes of the Commission’s meetings, where a valid arrangement had been
approved by the Commission to incur these costs prior to receiving reimbursement by the
developer. Based on our review of the prior year Commission Meeting minutes, and work orders
closed out during the current year, we were unable to find satisfactory evidence of this
arrangement, or where this arrangement was fully explained by the former General Manager/CEO
to the Commission. We also were unable to find any evidence of this arrangement having been
documented in writing.

We also made a comparison of readily identifiable costs representing a portion of the total costs
accumulated in the Venetian Bay Electric Project Work Order with the Water Project Work Order
for the purpose of matching costs incurred by the Commission to amounts reimbursed by the
developer. From this comparison, we found the following exceptions which potentially indicate
that the Commission has failed to bill all costs incurred directly related to the Venetian Bay
Subdivision to the developer:
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Venetian Bay Electric WO 60-1-32633:
Excess cost of 150 poles and 180 street lights not billed
to developer or to homeowners’ association .............ccccceeeeen. $ 108,796

Venetian Bay Water WO 60-2-33321:
Survey of land for Venetian Bay development not billed

to developer (paid by UCNSB on 12/31/2002) ...........cccccevenee. $ 6,250
Permit paid to Florida Department of Environmental

Protection for Venetian Bay development not billed

to developer (paid by UCNSB on 3/7/2003) .........cccceveiveinnne $ 500
Permit paid to Volusia County Public Health Unit

for Venetian Bay development not billed

to developer (paid by UCNSB on 3/7/2003) .......ccccccevveevnnne. $ 500

We noted that the costs incurred for the electric poles purchased from Ameron, and the lights
acquired from Tri-State, are documented in the Venetian Bay-Electric Work Order, along with
copies of vendor invoices for the above items. To date, we found that only 10 poles with the light
fixtures have been billed...and they were billed to the homeowners’ association rather than to the
developer.

The surveyors fee paid to Allen Campbell & Associates, Inc. was for a specific purpose survey
which included the preparation of a legal description of the land being surveyed that includes
references to the description of property eventually sold to Jerry Johnson/Venetian Bay of New
Smyrna Beach, LLC. This was never billed to the developer.

The amounts collected from the developer for reimbursements of some of the costs incurred for
these projects appear to have been timely billed, even though the work orders were closed
sometime later. While there is nothing in writing outlining the understanding between the
Commission and the developer pertaining to the reimbursement arrangement, it appears that
management had met with the developer to address these matters as early as August 2003. The
first invoice rendered by the Commission was dated 9/2/2003 in the amount of $426,712.68,
which involved the billing for the purchase and installation of 12” PVC mains and pipes for
water, wastewater, and reclaimed water systems that were installed in the first phase of the
Venetian Bay subdivision. The billing for the installation of these in-ground assets appears to be
reasonable and complete. However, with regard to the above mentioned items that have not been
billed there may be other items that could be recovered through additional billings.

Recommendation: It is concerning that the Commission would enter into such a massive
developmental project without a clear, concise, and formal written understanding and
Agreement of the role and, more importantly, the costs anticipated to be borne by the
Commission in a project of this monumental size. Based on our findings, we would
recommend that an additional analysis of the costs accounted for in the Venetian Bay
project work orders be prepared by the Commission’s Engineering Department to ensure
that all costs incurred by the Commission, that are normally costs borne by the developer,
related to the installation of electric, water, wastewater, reclaimed water, and fiber optic
cable costs, are in fact billed and reimbursed by the developer. The nature of this work is
beyond the scope of our audit; however, we believe that further investigation is merited,
especially since the amounts that we have been able to readily identify are material.
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6. Accounting/Finance-Capital Assets - Head End Building/Venetian Bay Work Orders

During the audit, we noted that several large work orders had been open in the prior year, which
were directly related to the Communications System for several ongoing projects. At the end of
the prior fiscal year (9/30/2004), there were no capital assets contained on active work orders
which were completed and placed in service, and subject to depreciation, related to the
Communications System. During the fiscal year ended 9/30/2005, we noted that several project
work orders related to the Communications System were erroneously misclassified as either
Common Utility Plant or Electric System construction work-in-progress, all of which were
subsequently (and erroneously) closed to Electric System Utility Plant in Service accounts.

Accordingly, we specifically reviewed five project work order files involving the Venetian Bay
Electric and Venetian Bay Water project work orders, in addition to the Fiber Optics, Fiber To
The Home (FTTH), and Broadband projects. Upon further investigation, we found that all five of
these work orders involved substantial costs related to the Head End Building and the first phase
of the Venetian Bay subdivision development. The total costs of these projects amounted to over
$4 million. While reviewing the detailed transactions accumulated in the work order file folders,
we discovered numerous items, all of which include exceptions for the types of costs incurred that
should be capitalized, as follows:

a. Two (2) HP Pavilion Notebooks, Serial # SDND4200K6N and Serial # CNF41917SV
purchased by the former General Manager/CEO on 5/30/2004 from Circuit City with a
total cost for both amounting to $2,236.48 were charged to W.O. No. 60-1-32634, Fiber
Optic, and capitalized along with the other costs that were initially recorded as Electric
System UPIS-Miscellaneous Equipment to G/L Account No. 000-010-101-0010. The
concern — the portable computers are a type of asset more susceptible to
misappropriation. By charging the cost of these notebooks to an extensive project work
order along with other costs that eventually are capitalized as one large asset in the
Commission’s Fixed Asset Property Record and Depreciation Schedule, instead of
capitalizing these assets separately, these un-inventoried assets can be easily lost in the
system. We further inquired of IT staff about the whereabouts of these notebooks. We
were informed that they are kept track of by the IT Department; however, they are not
tagged with a UC property tag. In fact, upon further inquiry of Finance Department
personnel, we found that the practice of tagging assets had eventually stopped due to a
lack of available personnel dedicated to keep up with this project. While computer
equipment is being tracked by the IT Department with service tag numbers and other
demarcation provided by each computer manufacturer, this practice falls short of the
proper tagging of UC property as was originally adopted years ago.

b. A 6 foot by 10 foot white cargo trailer equipped with side door and ramp with 6 foot
interior height costing $2,643 and acquired on 3/10/2004 was charged to W.O. No. 60-2-
33321, Venetian Bay Water, and capitalized as Water System UPIS-Transmission and
Distribution Mains, which is obviously an erroneous classification for the reporting of
this asset. This is a trailer required to be registered and tagged. Again, the concerns with
this cost are that it relates to an asset that should not be lumped together with other
project costs and accounted for as one large single asset. The Commission could easily
lose this asset to misappropriation. Without accounting for it separately, it is difficult to
demonstrate compliance with the Commission’s own custodial accounting of capital
assets.
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C. Fees paid to Exceleron Software, Inc. pursuant to an agreement for access charges,
configuration and training pertaining to the CommWorx system used for telephone
customer ordering, sales, etc. amounting to $10,000 were charged to W.O. No. 60-1-
72609, Broadband, and erroneously capitalized as Electric System UPIS-Towers, Poles
and Fixtures (Distribution). These fees are non-capital subscriber fees for operational use
of the CommWorx software system and are not costs that should be capitalized.
Furthermore, these expenses should be classified as operational costs of the
Communications Division, and not capital costs of the Electric Division.

d. Legal fees paid for a legal opinion rendered by an attorney related to federal regulatory
and local franchise compliance requirements related to cable TV services amounting to
$7,450 were charged to W.O. No. 60-1-42640, Fiber To The Home, and capitalized with
all other costs of this project to Electric System UPIS-Towers, Poles, and Fixtures
(Distribution). This is an expense for legal services and does not include cost elements
that should be capitalized. Furthermore, these expenses should be classified as
operational costs of the Communications Division, and not capital costs of the Electric
Division.

e. A fiber splice trailer (vehicle with a VIN) costing $17,595 used for pulling fiber cable
was charged to W.O. No. 60-1-32634, Fiber Optics, and capitalized as Electric System
UPIS-Misc Equipment, which is an erroneous classification in the reporting of this asset.
Again, the concerns with this cost are that it relates to an asset that should not be lumped
together with other costs and accounted for as one large single asset. The Commission
could easily lose this asset to misappropriation by not accounting for it separately.
Furthermore, this asset should be capitalized as an asset of the Communications Division,
and not as a capital cost of the Electric Division.

f. Amounts paid for airfare and airport parking ($825) for a one-day trip taken by the
former General Manager/CEO and a member of the Commission’s Engineering staff
from Orlando, FL to Atlanta, GA to Greensboro, NC on 12/4/2003 and charged to a Bank
of America Purchase Card was charged to W.0O. No. 60-1-42640, Fiber To The Home,
and capitalized as Electric System UPIS-Towers, Poles, & Fixtures, which is an
erroneous accounting of this administrative travel expense. We also noted that there was
no travel expense voucher existing for this trip. These costs are non-capital expenses and
are not costs that should be capitalized. Furthermore, these expenses should be classified
as operational costs of the Communications Division, and not capital costs of the Electric
Division.

g. A total of $10,800 paid to BellSouth Telecommunications for a Basic CLEC Class and
for UNE-P two (2) day class for UC personnel for basic training of staff in early and late
June 2003 related to the telephone portion of Communications System, were charged to
W.O. #60-1-72609, Broadband, and were capitalized as Electric System UPIS-Towers,
Poles, & Fixtures, which is incorrect accounting treatment for this administrative training
expense. These costs are non-capital expenses and are not costs that should be
capitalized. Furthermore, these expenses should be classified as operational costs of the
Communications Division, and not capital costs of the Electric Division.

h. We found evidence of incidental miscellaneous expenses being charged to various work
orders; for example, drinks, and lunches for employees, being capitalized as a component
of utility plant costs on numerous project work orders. We also noted numerous instances
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where the Commission’s project work orders reflect a number of clearly immaterial items
that have been capitalized in the past. These items require the same amount of
recordkeeping by the Commission regardless of the size of the transaction. While the
amounts we were able to identify were immaterial, nonetheless, such expenses should not
be capitalized and accumulated with other costs that are eventually included in the total
cost of the asset placed in service.

i. During our testing of the current year’s utility plant additions, it was noted that the some
Project Transaction Ledger Detail reports did not tie to the Work Order Closing
Statements.

Recommendation: We recommend consistent accounting treatment, in conformity with
generally accepted accounting principles, be applied to all project work orders, so that
items that are not true utility plant additions or do not meet the capitalization threshold of
$750, be expensed. This will ensure accurate financial reporting and prevent overstating
the costs of utility plant additions. We also recommend that utility plant purchases be
properly coded to the correct utility plant class to ensure proper reporting of assets that
impact the determination of depreciation expense allocation to appropriate systems.

We also recommend that management should consider revisiting the Commission’s
capitalization policy and, if necessary, draft changes to limit the costs accumulated on
work orders to only those charges that add value to the asset or extend its useful life, with
all other items to be expensed. The Commission’s capitalization policy should be
communicated to those personnel who code property invoices to ensure the policy is
consistently followed.

Further, we recommend a more careful review of all capitalization matters and
accounting procedures with all personnel to better inform them of the types of
appropriate costs that are capitalized and those that are expensed in accordance with
generally accepted accounting principles (GAAP). According to GAAP, property, plant
and equipment (PP&E) related costs incurred during the preacquisition, acquisition-or-
construction, and in-service stages should be charged to expense unless the costs are
directly identifiable with the specific PP&E. Directly identifiable costs include only (a)
incremental direct costs incurred with independent third parties for the specific PP&E, (b)
employee payroll and payroll benefit-related costs related to time spent on specified
activities performed by the entity during those stages, (c) depreciation of machinery and
equipment used directly in the construction or installation of PP&E and incremental costs
directly associated with the utilization of that machinery and equipment during the
acquisition-or-construction stage, and (d) inventory (including spare parts) used directly
in the construction or installation of PP&E. All general and administrative and overhead
costs incurred, including all costs of support functions, should be charged to expense.

We also recommend that staff should reconcile any differences between the Project
Transaction Ledger Detail reports and the Work Order Closing Statements to ensure
proper capitalization of all costs.

Finally, we recommend that the Commission review the practice of tagging Commission
owned property and equipment and to prepare logs of the location and custodian of all
tangible assets. Additionally, we recommend a periodic inventory of all tangible personal
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property to compare to the Property, Plant and Equipment Record to ensure custodial
safekeeping and accounting of all tangible capital assets.

7. Accounting/Finance-Internal Auditor

With the explosive development and growth in the City, the Commission is also experiencing
growth, and the challenges it faces to finance this growth. This will result in an increase in the
Commission’s financial reporting requirements and compliance with laws and regulations
impacting the accountability of its resources. Currently, the Commission does not have an
internal audit function. With the amount of issues that the Commission has had of late, the
investment in a full time internal auditor may well be worth the investment. An internal auditor
can help the Commission save money in a number of ways, such as, identifying accounting
issues, simplifying the time and effort to conduct formal audits, and by assisting in the collecting
and filing of any compliance documents. Rather than waiting until formal audits are conducted at
predefined intervals, an internal auditor can conduct continuous informal audits of everything
from accounting, security controls, monitoring for fraud, testing internal procedures and practices
to ensure compliance with established policies, and to enhance the internal control function over
compliance with the various laws and regulations applicable to the Commission’s business.

Recommendation: We recommend that management give consideration to adding an
internal auditor position and employ an individual that possess the requisite educational
background, skills, and experience to perform this function.

8. Accounting/Finance-Employee Reimbursements — Cable (Road Runner) Internet Fees

We noted that the Commission currently reimburses a limited number of employees for their
personal home internet access fees paid to Brighthouse Networks, a primary competitor of the
Commission. Access fee reimbursements made between April 2004 and September 2005 totaled
$9,170 for employees’ home use of RoadRunner cable internet access.

Recommendation: We are not fully aware of the Commission’s true need to reimburse
employees for these fees. We recommend that this issue be examined to determine if this
service is essential, and if it could be provided directly by the Commission.

9. Communications-Carrier Access Billing (CAB) Discrepancies

During the audit, we noted several inconsistencies and related instances of discrepancies as it
relates to the formal systems for managing the Commission’s Carrier Access Billing (CABS)
revenues. CABs is a source of revenue for the Commission’s Communications System which is
derived from global network access charges billed to long-distance companies who use the
Commission’s CLEC network to complete long distance calls. The CABs billing process is a
complex model for access compensation and requires the Commission to contract with a third-
party service organization to process the elements of billing, using rates established by the
Commission to complete the billing of these revenues. The findings listed below pertain
specifically to the Commission’s CABs revenue billing, recording and collection procedures:

a. The Commission failed to file access service tariffs in the states of Georgia, North
Carolina, South Carolina, Tennessee, and Mississippi since inception of the first CABs
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billing on December 16, 2003 (fiscal year ended 2004) through the end of January 2006.
Correspondingly, the Commission failed to setup these states for billing CABs with the
third-party service organization, Intec Telecomm Systems PLC, who gathers the
voluminous communications traffic data, computes the billings, prepares the invoices,
mails the invoices on behalf of the Commission, and provides the Commission with an
accounting of the billings and aging of amounts receivable each month.

From the initial inception of establishing CABs, the Commission’s Communications
System’s management at the time failed to properly communicate with representatives of
Exceleron and Intec to confirm, or obtain any assurance, that these third party service
organizations were fully informed of the business being conducted in states other than
Florida. It appears that management (1) placed too much reliance on Exceleron and Intec
to assume this obligation, (2) did not review the work of these contractors, (3) did not
fully comprehend the concept of the CABs, (4) failed to direct the telecommunications
attorney to file the appropriate tariffs in the other states, (5) failed to complete the
Implementation Guide supplied by Intec to ensure that long distance traffic in the other
states would be billed, and (6) allowed the problems to persist until current management
recognized the problem and took steps to correct them.

The Commission has since contracted with external consultants to formulate the
appropriate tariffs for access charges for these other states for filing with the various
Public Service Commissions and to coordinate with Intec to ensure that transmission of
access usage files are provided so that CABs billing can commence in the other states as
soon as possible. While this process was not implemented until February 2006, the
Commission may have lost the opportunity to have available access usage files from
inception through January 2006 to allow for back billing CABs. This has resulted in the
Commission failing to bill and collect revenue associated with the Communications
Department that may have helped to reduce the amount of operating losses reported in the
past two fiscal years.

b. The CABs access tariffs used in rating access charges from inception of billing CABs
through the September 16, 2005 billings resulted in higher than usual rates, causing
billing disputes with some of the larger long distance carriers. As a consequence, the
Commission has been unsuccessful in collecting all amounts billed for CABs. The
Intrastate Competitive Local Services Access Price List issued on August 14, 2003 by the
Commission’s telecommunications legal counsel was filed with the Florida Public
Service Commission to establish the tariff for the intrastate component of CABs. The
Interstate Access Services Tariff issued on November 4, 2003 was not required to be filed
with the FCC, since the Commission was not required to file. These tariffs were provided
to Intec to accommodate preparation of the CABs billings. Based on our inquiries of
representatives from Intec, and subsequent verification with contracted consultants, it is
our understanding that the Commission’s rate structure included too many elements,
resulting in a composite rate that was much higher than the standard rates that the long
distance carriers were accustomed to.

It is our understanding that for CLECs that entered into the market to provide telephone

services after June 20, 2001, the FCC’s “benchmark rate” does not apply. In lieu of
setting tariffs and filing them with the FCC, CLECs that entered into the market after
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June 20, 2001 were encouraged by the FCC to contract directly with their long distance
carriers to establish a reasonable interstate rate that both parties could successfully agree
upon. According to the contracted consultants, this process has led to a lot of disputes
made by the larger long distance carriers. Whereas ILECs must file tariffs with the FCC
for the Interstate network access charges, CLECs may, but are not required to, file tariffs
with the FCC for the Interstate network access charges.

CLECs that were in the market as of June 20, 2001 are subject to FCC regulation on the
Interstate rate component of the CABs billings. CLECs in the market as of June 20, 2001
cannot tariff more than the competing ILEC rates in effect for their respective territories.
Initially the FCC established a “benchmark rate” and, thereafter on June 20th of each
year, the CLECs are limited to an Interstate rate that is not more than the competing
ILEC rates. This regulation put in place by the FCC was a concession to the ILECs to
put CLECs on the same level playing field.

Subsequent to a formal inquiry made by the Finance Department as to why collections of
CABs were a mere 10% of the amount billed, the Communications Department Head
began inquiries with both AT&T and MCI in March 2005. These inquiries, and any
ultimate resolution of the inherent disputes, were never resolved. From a series of email
communications, we noted that Intec had already informed the Communications
Department Head that these problems were most likely attributable to the actual rates
improperly established by the Commission. However, no significant further attempts
were made to follow-up on these findings or to satisfactorily and timely resolve the
disputes.

Management met with the contracted consultants on these matters and requested that they
establish a straightforward tariff rate structure for both interstate and intrastate access
charges that were filed with both the FCC and with FPSC to establish “legally
enforceable rates” that became effective with the CABs billing on October 16, 2005.
This was done so that the larger long distance carriers could no longer dispute CABs
billings from that point forward. While a considerable amount of effort has been made to
correct this problem, there has been no significant effort to secure collection of amounts
billed since the changes have been made and there have been no communications with
AT&T to address their complete disregard for past billings.

C. It appears that the Commission failed to exercise due diligence in the billing and
collection of CABs. As of September 30, 2005, the total amount due the Commission for
outstanding CABs billings totaled $579,633.97. Furthermore, an allowance for
uncollectible accounts has been established with a balance at September 30, 2005
amounting to $466,298.71. Approximately 80% of the amounts billed and outstanding
have never been collected. Of the amounts due the Commission, two of the larger long
distance carriers, AT&T and MCI, owed the Commission $211,152.65 and $278,227.99,
respectively, as of year-end.

There has been very little or no significant collection effort put forth by management in
collecting the amounts due from AT&T. MCI officially filed a dispute notification with
the Commission and stopped payment of CABs revenues to the Commission in May
2005. The total amount that MCI disputed was $378,284.58 in over-billed interstate
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charges for amounts billed from inception through April 2005. It is our understanding
that MCI is not disputing the intrastate charge component. With loss of personnel
attributed to downsizing the Communications Division, the Finance Department is
charged with working with an outside contracted consultant and with MCI to resolve
these disputes.

We confirmed our understanding of the legal issues regarding CABs disputes with one of
the Commission’s contracted consultants. From their preliminary review of these CABs
issues, it is their opinion that the access billings prepared by Intec on behalf of the
Commission conform to industry guidelines, as established by the Alliance for
Telecommunications Industry Solutions, Order and Billing Forum (OBF), which is
mandated by the FCC to write and maintain the rules for Carrier Access Billings.
Accordingly, as long as the billings were rendered in good faith and are in compliance
with these rules, any amounts collected by the Commission do not legally have to be
refunded. Whatever amounts billed and collected should be allowed. Therefore, MCI
should not be disputing invoices that they have already paid to the Commission. In a
recent follow-up telephone conversation with this consultant, it is our understanding that
the Commission may have sufficient grounds for a legal dispute with MCI on these
matters. Accordingly, we recommend that management consider consulting with this
consultant to prepare a memorandum of the dispute which can then be submitted to the
Commission’s telecommunications legal counsel for consideration in recovering amounts
that have since been billed using the revised tariffs established on legally enforceable
rates that went into effect with the October 2005 billing.

The contracted consultants also informed us that, for those companies that have not paid
from the very first billing, such as AT&T, the Commission could encounter legal
resistance in requesting the courts to enforce payment by these long distance carriers,
since the rates billed were higher than the current “average traffic sensitive revenue per
minute” rate. In order to collect anything from AT&T, we recommend that management
assign the responsibility of working with the consultants and with Intec to develop a
strategy to re-bill AT&T and other companies at the appropriate rates and follow-up on
collections until amounts are received from these delinquent payers.

d. In reviewing the CABs data, we discovered that there was an improper and unauthorized
rate change made to the interstate and intrastate rates for billing CABs. Upon learning
from Intec that the most logical reason for the Commission’s unsuccessful collection of
CABs was attributed to high rates, they informed us that the former Communications
Department Director had formally communicated a rate reduction to Intec effective with
the April 16, 2005 billing. Subsequently, the rates were mysteriously changed back to
the original rates, with some exceptions to retain the revised lower rates. In our
discussion with one of the Commission’s consultants, we found that such changes are in
violation of the “filed rate doctrine” also referred to as the “filed tariff doctrine.” The
“filed rate doctrine” is a legal principle which holds that filed tariffs are the ultimate
authority in telecommunications regulation. Essentially, this legal concept states that the
switched access rates that the Commission had filed with the Florida Public Service
Commission for intrastate services and the rates established for interstate services, that
were not required to be filed with the FCC, are the only lawful charges allowed. This
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doctrine precludes courts from deciding whether a tariff is reasonable, preserving the
evaluation of tariffs to the FCC and to the Public Service Commissions.

While tariffs can be updated with rate changes, no such revisions were filed with either
the FPSC or FCC when the action taken by the former Director was made. Accordingly,
there was no legal authority to reduce the CABs interstate and intrastate rates without
first filing updated tariffs. Upon discovery of this fact, and with knowledge that the rates
charged since inception were higher than normal, the contracted consultant was directed
by current management to file the appropriate tariffs to establish a “legally enforceable
rate” that would hopefully end the dilemma of collecting overdue CABs billings.

e. Due to the extremely complex nature of the CABs billings, the Commission contracted
with a service organization to compile the access usage files to prepare the calculations
and invoices for billing CABs to the long distance carriers. Because of the Commission’s
heavy reliance on two principal service organizations, namely Exceleron Software, Inc.
and Intec Telecomm Systems PLC, we continued to strongly recommend to management
that it was necessary to obtain a SAS 70 internal control reports on each of these
companies. In the absence of securing such reports, we recommended that management
direct knowledgeable staff to conduct its own substantial review of each service
organizations’ internal controls. A SAS 70 report would provide the Commission with
information regarding the service organization's controls and the effectiveness of those
controls affecting the accuracy of transactions processed by these systems on behalf of
the Commission.

Management was unsuccessful in obtaining SAS 70 reports from its service
organizations. Furthermore, management and staff did not conduct alternative procedures
to satisfy the Commission that the third-party service organizations have been properly
capturing all relevant data to ensure that revenue is being billed properly. These findings
prompted us to inquire about the appropriate procedures in place to specifically test the
transmission of data files through Exceleron’s CommGate, that are received from the
ILECs, that eventually are picked-up by Intec, who also uses Exceleron’s CommGate, to
obtain the access usage files to prepare the CABs billings. We were informed by the
Commission’s former IT Director that the Commission lacks the personnel and time to
devote to such testing and due to the complex nature of the billing process involved, such
a task would be beyond their capabilities to do so. Nothing further was done by
management with respect to this critical issue.

We consulted with the Commission’s contracted experts on these matters and they
confirmed that very little attention is devoted to verifying CABs with the exception of
checking billings for correct rates. During our audit, we tested a sample of CABs billings
using the tariffs in place during the year for the rates used in the billings and we found no
exceptions. However, due to complex nature of the process we found that further testing
on our part was beyond the expanded scope of our audit.

Based on the assessment of the process involved with managing the CABs billings and
collections, we concluded that substantially more managerial emphasis should have been
afforded to this subject. However, with the Commission getting out of the telephone
service business, we believe it would be a daunting task to delve into the detailed testing
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of the transmission of customer files between the ILECs, Exceleron, and Intec. We also
would anticipate that the potential costs could substantially outweigh the benefits to be
derived from this additional work.

Recommendation: We recommend that management continue to work with the
contracted consultants to ensure that steps have been taken to actively “turn on” the data
switches to effect the transmission of switched access files in the other states, and to
ensure that the appropriate tariffs have been filed with the PSCs in those states so that
current CABs billings can be invoiced and increase the revenue stream from this source.
We also recommend that management develop a strategy with the consultants to address
the possibility of back billing the CABs in the other states.

We also recommend that management assign the responsibility to knowledgeable staff
for collections of past amounts due from all delinquent payers of CABs, starting with the
largest non-payer, AT&T. We also recommend that the Commission consult with its
attorneys on the legal dispute with MCI to determine what legal recourse the Commission
has in collecting amounts that have been billed and not collected.

A resolution to these matters would help to offset some of the operating losses sustained
by the Communications System for the past two years.

Communications-ILEC Charges-Breakdown in Accounting Procedures

During the conduct of our supplemental auditing procedures, we were specifically asked by
current management to examine the status of the Commission’s then current and outstanding
billings for telecommunications services from both Sprint and BellSouth in response to
allegations from the previous Communications Division Director that duplicate payments had
been made to both companies, and that such amounts had never been appropriately recovered. In
conducting this review, we examined the accounts payable processing system and discovered the
existence of duplicate (repeated) billings of past due amounts payable to the Incumbent Local
Exchange Carriers (ILECs) for access charges under the agreements by and between Sprint and
BellSouth and the Commission. We subsequently examined 100% of the ILEC charges billed by
Sprint and BellSouth to account for amounts payable and paid from inception (approximately
August 15, 2003) through November 1, 2005 to these two ILEC vendors and reconciled the
billings with vendor payments subsequently made by the Commission. While we were able to
conclude that immaterial duplicate payments had been made throughout this process, we were
able to subsequently determine that no payments had been made by the Commission for duplicate
service billings by these companies that were not appropriately recovered.

We are listing below the breakdown in accounting procedures and problems encountered in
processing the payments of ILEC charges, as follows:

a. We found numerous instances of late and/or incomplete payments of ILEC charges due
to human error on the part of the assigned UC employee charged with the responsibility
for the preparation of the vouchers and gathering of invoices to be approved for payment.
We also noted a lack of adequate supervisory oversight in the Communications Division
as it related to obtaining managerial approval of the charges before the compiled voucher
package was forwarded to the Finance Department for payment.
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b. We found several immaterial duplicate payments due to the above problem and due to
failure to adequately reconcile prior month billing statements processed and paid to
current billing statements. The person(s) preparing the vouchers and the supervisor
approving them for payment in the Communications Department should obtain copies of
prior monthly invoices that are maintained in files kept in the Finance Department in
order to properly reconcile the appropriate amount to be paid.

C. We found several instances of incorrect application of credits and/or reconciliation of
duplicate payments that exacerbate the incomplete payment of balances owed to each
vendor.

d. We found human error in failing to print invoices from CD-ROMs provided by both

ILECs and in failing to account for all invoices for all Billing Account Numbers (BANS)
for each vendor. Based on how the billings are provided, a Commission employee in the
Communications Department is required to print hard copies of the invoices or remittance
advice from the CD-ROMs provided by both vendors. Personnel in the Billings and
Collection Division of the Communications Department were in charge of printing these
invoices, preparing vouchers for payment approval and submitting them to the
Communications Director for approval. Once approved the vouchers were sent to the
Finance Department for payment.

e. We found that there was an incomplete record or log of CD-ROMs received from
vendors in prior years and through the majority of the fiscal year ended September 30,
2005. Since year-end, a log is being maintained to keep track of the CDs as they come in
from the vendors. Based on our review, it is apparent that there are still missing CD-
ROMs according to staff, which indicates there may still be a problem.

f. Finally, the actions of the former Communications Director essentially had the effect of
circumventing the accrual accounting system used by the Commission for outstanding
invoices, resulting in ILEC charges being paid on a cash basis. Also, it is apparent that
the previous practice of the former Communications Director to only approve payment of
current charges, while ignoring some valid billings of past due amounts, significantly
contributed to the inaccurate reporting of accounts payable and communications expenses
related to the ILEC charges.

Each of the above described factors contributed to several instances during the fiscal year ended
September 30, 2005 where Sprint threatened to cutoff service after requesting large sums to be
paid on short notice; much to the surprise of management and to the Commission.

Recommendation: We understand that management has addressed some of these
problems with staff and will be adopting changes in the accounts payable process,
especially as it pertains to communications related bills and, in particular, the ILEC
charges, to better account for all bills relating to the Communications Department and in
reconciling liquidation of payments to the general ledger system.
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Communications-1LEC Bill Auditing Procedures

In August 2003, the Commission entered into a professional services contract with Murphy
Software Consulting, Inc. that was essentially a service provided in the form of a tailored
Microsoft Access program designed to enable the Commission to perform audit reconciliations
and revenue assurance functions related to Sprint and BellSouth bills. The cost of this service is
approximately $4,000 per month. The first version of this tailored software application was not
properly installed on the Commission’s computer systems, or was setup so that it made it very
difficult for staff at the Commission to use. Consequently, the Commission revised the terms of
its needs and requested that the company perform the bill auditing function until such time that
the Commission could correct its installation and setup of the software for use internally.

With reliance on this third party to perform this important function, and as a result of staff failing
to obtain a SAS 70 report, we reviewed these bill auditing procedures to determine if the system
was used solely for identifying billing disputes, and to determine whether or not it was used to
help analyze the profit margins on local telephone services. With the assistance of our outside
specialist and contracted consultant to the Commission, we obtained a copy of the Commission’s
telephone service billing database and performed a very high level straight-forward examination
comparing the lines on the BellSouth and Sprint ILEC bills to the database.

We also sampled customer billings for a period after the fiscal year ended September 30, 2005 to
see if billing discrepancies continued beyond year-end. Our testing produced various results,
including discovery of customer phone lines that BellSouth and Sprint continue to bill the
Commission monthly recurring charges for, even though the dropped customer accounts had been
deactivated in CommWorx for months and, in some cases, for more than one year. Our review
included a sample of December 2005 billings, where we continued to identify similar billing
discrepancies.

Recommendation: We believe that more research into these matters is warranted to
determine if such lines should or should not be active in the Exceleron system. We
therefore recommend that management designate an employee to work with its outside
consultant to research suspicious inconsistencies between BellSouth and Sprint recurring
charges and Exceleron and, if identified, submit any billing disputes for such charges
with the appropriate ILEC. This project would require an update of the tables and
CommWorx database files that were provided to us and to the outside consultant earlier.
The end result of this additional work should result in proper management notification
detailing the financial impact of changes, including but not limited to, the cost and the
number of customers impacted. Upon management approval, staff should proceed with
customer notification and follow-up with appropriate billing updates, including resolution
of billing disputes with the ILECs to be reflected as credits on future bills or refunded to
the Commission.

Communications-Exceleron CommWorx System Flaws

The Commission utilizes a web-based application provided by Exceleron Software, Inc., that
supports, designs, and maintains the CommWorx web-based software package used to manage
telephone customer sales and to account for balances owed on these sales, among other customer
service functions. While this arrangement was made in late 2003, the UC telecommunications
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customer platform was not significantly functional until the end of 2003 (in fiscal 2004). Last
year, we expanded the scope of our audit to conduct a more thorough review of this system and
its reporting capabilities. In the process of this review, we noted numerous significant
fundamental flaws in the program.

Based on detailed inquiries of the former IT Director and other employees, we found that the
Commission prematurely entered into the subject agreement with Exceleron at a time when the
CommWorx system was still in a “beta test” mode. In other words, the actual accounting and
database management system selected by the formal General Manager/CEO and Commission to
maintain its newly developing customer platform was not fully developed and functional on the
date it was selected. Furthermore, the Commission was the only CLEC using this system. We also
noted that this system had never been used in a production mode by any other competitors.
Management’s ultimate decision to select this vendor who (1) has an incomplete, unproven and
non-working product, (2) has no proven track record, and (3) has no other similar customers in
the same industry, is certainly questionable.

A significant number of the original issues and system limitations have still not been resolved
since the Commission first began using this program. It should be noted, however, that from the
inception of this agreement, including the whole time the Commission has been using this
program, the Commission has continued to pay monthly maintenance fees, as well as technical
fees, for the reported problems to be resolved, without success. At some point these problems
appear to be a global issue. We do not believe that the Commission should have been charged, or
held responsible for, the vendor’s time for their own support staff to correct these dysfunctional
elements. Additionally, it is our opinion that in lieu of the maintenance fees that were being paid,
Exceleron should have been monitoring the program for these and similar dysfunctional problems
on a more proactive stance.

It should be noted that we found numerous email communications from the former IT Director to
Exceleron wherein many of these and other important accounting issues and system flaws were
identified. This individual possessed knowledge of a material number of identified limitations and
shortcomings of this application, most of which were never appropriately corrected. Some of
these issues that were never appropriately addressed and resolved included the following:

a. The Director had knowledge that the “unmatched payment” report contains errors that do
not automatically clear after resolution and therefore display a huge numerical error in
the reports.

b. The Director had knowledge that only Exceleron personnel were allowed to setup and
update rate tables in the CommWorx system maintained on a separate database server
residing in Texas. A rate change made by Exceleron resulted in negative amounts being
billed for 800 queries. No evidence exists which documents that the testing of rate
changes was performed on a separate database first, to ensure continuing accuracy of the
updates.

C. The Director had knowledge of material revenue reporting discrepancies and invoice
discrepancies.
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d. The Director had knowledge of the limitations and discrepancies that occurred as a result
of customer deposit posting errors.

e. The Director had knowledge that the CommWorx system continuously produced errors in
posting Western Union processed payments.

f. The Director had knowledge that the Master Reports do not display correct data

Throughout the conduct of our audit, we noted serious programmatic errors in the CommWorx
system. We have been able to conclude that the system is not reliable in the production of key
customer account billing and maintenance information. We also noted that the Commission has
not undertaken the appropriate steps that are essential to verify the data flowing in and out of this
system on an ongoing basis. These continuing errors in the CommWorx application are potentially
disastrous.

We inspected a report where header information on the page does not correspond, and in actuality
contradicts, the data displayed in the footer section of the page. The program’s link to Billco, Inc.,
the billing mechanism, was also found to be dysfunctional. Additionally, the Commission has not
been able to adequately produce reliable management reports which must be developed to support
your customer accounting functions. Both the Finance Department and the Communications
Division routinely complained that the CommWorx product was incapable of providing enough
detail to adequately track customer revenues, expenses, aged accounts receivables, related
customer uncollectible amounts, and customer refunds. Additionally, we have found that
Exceleron has been unable to, or unwilling to, accommodate direct confirmation requests made
by us to address these issues. Upon inquiry, we learned that the customer deposit maintenance
module took almost one year for Exceleron to develop. After the revised version of the module
was deployed, the Commission found it was dysfunctional and still did not work. We also found
that a Sprint gateway was requested but never provided. This required an employee to manually
upload CD-ROMs provided by Sprint to an FTP site for Exceleron to pick-up and load into the
CommWorx system. Email correspondence between the former IT Director and Exceleron show
that Exceleron was having problems calculating interest on deposits, figuring taxes, and how to
apply taxes on reports.

When we analyzed the CommWorx database we found that there were numerous SQL statements
embedded within data fields. Although we have not been able to review the code for the web
interface, if these fields were being used, we can easily conclude that this condition would have
allowed someone to change report views on the fly. Additionally, the reports that are formulated
from these fields would have resulted in a slower load time of the viewed web page. The
slowness of the product is a common complaint by the users at the Commission.

In the course of the CIBER security lockdown, we made numerous formal requests to Exceleron
for support. Working with Exceleron proved to be a very frustrating experience and raised several
concerns regarding the relationship between this company and the Commission’s former IT
Director, who was previously employed by Exceleron. During the security exercise, we
requested permission changes on the procedures listing that Exceleron provided. As the course of
the lockdown occurred, we discovered several access points that had not been secured. Even
though formal written requests were made to obtain this information, Exceleron neglected to
mention these access points to our auditors. Furthermore, after discovery of these unauthorized
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portals, we found that Exceleron would not secure these areas until a letter was signed and faxed
by the CEO. We went through this exercise on more than one occasion, because we continued to
find other unsecure areas that Exceleron would not reveal to us. As a consequence, we spent
considerable unanticipated time requesting information on a repeated basis, which required
numerous interruptions in the work day of the Commission’s CEO to secure the log-in 1Ds for the
production, development, and administration sections of the Exceleron application. We continue
to be obviously suspicious of the intent of Exceleron to possibly conceal this information from
both our firm and Commission management.

Considering that the CommWorx system is a web-based application service, an integral part of
our review of this system was to test the inherent security features. We later discovered that all of
our audit requests, which the Commission’s CEO had expressly requested to keep private and
confidential, had been publicly published by someone at Exceleron in the administration module
of the program. Exceleron’s subsequent disclosure of this confidential information could have
contributed to allowing any number of unauthorized users unimpeded access to the Commission’s
data to potentially alter or sabotage the databases we were simultaneously attempting to evaluate,
not to mention a possible disruption of tracking customer telephone traffic through the system and
potential loss of revenue.

Recommendation: We believe that more research is warranted to determine if the system
flaws could have contributed to significant revenue loss to the Commission. We
recommend that management assign this responsibility to the new interim IT Director and
if necessary give consideration to hiring an outside consultant to assist in this review. If
sufficient evidence exits to support this assertion then we would recommend that
management consult with its legal counsel to assess the possibility of a civil action to
recover fees paid to Exceleron.

Communications-CommWorx Reporting Discrepancies and Reconciliation Procedures

As indicated in the comment above we expanded the scope of our audit to review this system in
more detail, to test the processing of data in the CommWorx system, and to test the transmission
of data files from the CommWorx system to Billco, Inc., the third-party service organization that
prepares the individual billings and mails the invoices on the Commission’s behalf to its
customers. Our examination revealed some serious concerns regarding the CommWorx system,
the apparent lack of reconciliation procedures performed by staff for revenue assurance, and
verification of sales reported in the CommWorx system from billings processed by Billco, as
explained in more detail below.

a. The reconciliation process for customer payments (receipts) relative to various
telecommunications billings processed through CommWorx to the banking activity is
conducted in a manner to work around the reporting differences in the Payment Summary
Master Report produced by CommWorx. The timing of receipt of payments posted
electronically in CommWorx for Western Union payments, ACH Direct payments, credit
card and online bill pay payments, compared to when these payments are reflected in
Commission’s Bank of America banking account, makes it impossible to rely on the
CommWorx Payment Summary Master Report in the bank reconciliation and cash
receipts reconciliation processes.
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While the Finance Department has properly identified this aspect of CommWorx’s
reporting limitations, alternative procedures are deployed to reconcile the total of the
payments applied to customer accounts in CommWorx to each day’s banking deposits.
However, a complete reconciliation, and related proofing, of the customer accounts
receivable balances with the general ledger control totals has never been performed.

b. Although the Commission requested Exceleron and Billco to provide our firm with SAS
70 reports, we received no responses from either service organization, even after several
attempts were made both by us and Finance Department personnel. We believe that these
companies do not contract to have an in-depth study and evaluation of their internal
controls conducted by an independent audit firm. Therefore, no such reports are
available. We recommended in our prior year management letter comments that staff
should secure these documents. In absence of any such reports, or any such evidence that
these companies have their organizations subject to such testing, we recommended that
procedures should be performed to appropriately satisfy the Commission and
management that the third-party service organizations are properly capturing all relevant
data, all revenue is properly billed, and all customer account payments received are
properly posted.

C. The relationship between the amount of costs incurred for ILEC charges and revenue
generated for sales to customers has never been analyzed by Communications
Department staff.  Although it was staff’s understanding that Murphy Software
Consulting, Inc. was preparing cost versus profit analysis, upon our inquiry of the
proprietor, Patty Murphy, she indicated that all she was doing on behalf of the
Commission was billing disputes for accounts that were billed by ILECs that were not
working telephone numbers of Commission customers.

The most important question asked by management is whether or not there is any form of
assurance that customer phone charges paid for by the Commission are eventually billed
to customers. Any assertion of the answer to this question cannot be made without
additional work, which prompted us to expand the scope of our audit to include
procedures necessary to test this relationship. With respect to one side of the equation, we
tested the communication and transmission of data between Exceleron’s CommWorx
system to Billco, Inc. to ascertain the completeness and accuracy of the billing for
telephone customer sales. While we are satisfied that 100% of the data produced in
CommWorx is being properly billed by Billco, we were not satisfied with the reporting
differences between CommWorx Statement Manager and the Sales Summary master
report. For one test month, we found an immaterial difference in the amount reported as
revenue in the CommWorx Sales Summary master report, as compared to the amount
billed in the CommWorx Statement Manager report.

Another observation we made while comparing the customer sales computed in
Exceleron to Billco’s customer billings is that Billco’s processing confirmations do not
provide totals for the amounts billed for each batch. Rather, they confirm the total amount
due for all customer invoices contained in each batch. The difference being that the total
amount due will, in almost all circumstances, contain unpaid balances carried forward
from the previous month. Of greater importance, the Billco summary reports do not
contain any summaries of the total amounts billed for each batch. Therefore,
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substantially more work is required to view each invoice, in each batch, from Billco’s
website, and to the drill down into the CommWorx Statement Manager to view each
invoice to verify the amount of each month’s current billing and to then sum all invoices
for the batch. While the CommWorx Statement Manager lists each batch, and the total
amount of the current month’s billings for each batch, the confirmation provided by
Billco does not. Consequently, the verification process which is necessary to be
employed by staff to examine routine monthly customer billings becomes an extremely
tedious and costly, time-consuming job.

d. The difference in the billings, as processed by Billco and reconciled to CommWorx
Statement Manager, and the total amount reported as revenue in the CommWorx Sales
Summary master report continues to be a significant problem, as cited above. We also
noted several instances of reporting differences in the year-end accounts receivable
balance produced in the Accounts Receivable Aging Report as of September 30, 2005
based on the date of the report inquiry. The total balance due on accounts receivable for
September 30, 2005, as printed on November 1, 2005, amounted to $3,252,530.48.
When the same inquiry (for the exact same time period) was made on November 18", the
CommWorx system reported a balance of $3,249,401.82. While the actual monetary
difference of $3,128.66 is immaterial, CommWorx cannot explain any apparent reasoning
to justify this difference. We also noted differences in the amounts reported for Fees in
the Sales Summary master report on two different print query dates. The total amount
reported for Fees for the month of September 2005, as reported in the Sales Summary
master report printed on October 19, 2005 amounted to $57,832.53. Whereas the amount
reported for the same item on Sales Summary master report printed on November 1, 2005
totaled $57,810.87. Once again, while the difference of $21.66 is immaterial, these
constant reporting differences are examples of system problems in the reporting side of
CommWorx. We subsequently discovered attempts by the former IT Director to correct
these reporting problems by evidence of SQL scripts that allowed reports to be produced
outside of the systems report writer, which may have caused and/or contributed to
concealing other reporting problems. Our primary concern, as is management’s, is that
the reliability of the reporting information generated by the CommWorx system is suspect
and it provides an obstacle for accurate accounting and reconciliation to the general
ledger.

Subsequent to the discovery of these matters, we expanded our testing of the financial
activities reported subsequent to year-end for the month of October 2005. Our findings
indicate that the system continues to produce similar adverse results. There continues to
be ongoing differences in amounts reported and amounts computed for accounts
receivable, all of which are immaterial. No explanation for these differences could be
provided by the former IT Director.

It is apparent that the CommWorx application is not, and never was, designed to be an
accounting package, or even an application that could be integrated with the
Commission’s current general ledger systems. At best, it is a poorly designed database
management system which is used primarily to provide customer service and customer
billings. The reporting problems noted above are indicative of the lack of attention on the
part of Exceleron to ensure that the same conventions are used throughout the system, to
ensure that customer revenues reported and sales billed will agree on a consistent basis.
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Recommendation: While our testing of reported revenues and sales billed to customers
provided reasonable assurance that the rates in effect were adequately billed to your
telephone service customers, we recommend that Communications Division staff
periodically conduct the same reconciliation and testing procedures to ensure there is no
breakdown in the process that could lead to the possibility of lost sales. We also strongly
recommend that reconciliation procedures be employed monthly to ascertain, and or
proof, the ending period’s accounts receivable balances to ascertain control over the
billing, collection, and continued maintenance of customer accounts.

We also recommend that if the Commission continues to rely on CommWorx for
reporting revenue of various telecommunications system services, that the reporting
differences are appropriately investigated and resolved to ensure accurate reporting of the
system’s revenue for each period. Of most concern is the difference between the revenue
reported in CommWorx’s master reports compared to the sales reported in CommWorx’s
Statement Manager. We continue to reiterate that there should be no unreconciled
differences in these amounts.

Communications-BellSouth Calling Name and Number Database Queries

During our review of the Commission’s ILEC billings and payments, we found that beginning in
September 2005 BellSouth began charging and back-billing the Commission retroactive to June
2005 for queries made to their Calling Name and Number (CNAM) database. The Commission is
charged a fee each time someone calls a customer who has the Caller ID Name and Number
feature to “query” the database and deliver the name along with the number. On an average, this
can add an additional cost of $4.00 or more per line for those customers that have the Caller ID
Name and Number feature. We noted that this cost is not passed along to the consumer. The
November 2005 charges that the Commission incurred for these queries was approximately
$15,000.

Recommendation: With the Commission exiting the telephone service business it may be
too late to initiate any changes we would otherwise recommend to remedy this situation.
Ideally an additional flat monthly fee should have been placed on any line that has Caller
ID Name and Number, which was never done. This would have required proper
customer notification of the additional charge and their option to change to Caller 1D
Number and not be charged the new monthly fee. The estimated initial impact would
have been a $3.50 charge per request to process the order through BellSouth to change
their feature from Caller ID Name and Number to Caller ID Number only. Alternatively,
the Commission could have elected to increase the package pricing to include the above
discussed fee. A resolution to this matter would have increased revenue and/or lessen
monthly expense.

Communications-Long Distance Rates, Profit Margin and Cost Analysis

We prepared an analysis of the long distance charges incurred by the Commission and paid to the
contracted long distance company providers, Red River Networks, LLC. As a part of this
analysis, we compared the costs of providing long distance service to customers to the amounts
reported for sales of these services, as reported in the Usage Summary CommWorx Master
Reports. Correspondingly, we identified a material difference in the amount of costs versus
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revenue. A recent monthly comparison prepared by staff confirmed that the amount paid versus
the revenue billed to customers for these services is still a problem, with the Commission paying
higher costs than revenue billed to customers.

Upon further inquiry of staff, we found that the Commission is unable to reconcile customer
minutes of usage from invoices rendered by the long distance provider to a corresponding amount
of minutes of usage for sales which is essential to making a valid and complete profit margin
analysis of these services. The lack of sufficient data is attributed to a feature in the CommWorx
system that was never turned on from inception of the setup of the system for customer billing to
capture the usage for customers with long distance minutes provided in the total package pricing.

Existing telephone service local packages, also include long distance minutes bundled in the
package or long distance, are offered with the local package, providing customers with various
options of either unlimited long distance as part of the total price, or packages where customers
receive the first 1,000 minutes of long distance as part of the total package price.

The usage summary master report produced by CommWorx only includes long distance usage
that is separately billed and not included as part of a local package; whereas, invoices provided by
the long distance service provider includes all long distance usage. If the data was available for
customers that selected unlimited long distance that was included in the total package price, it
would result in additional pages for each bill, which would cost the Commission more money in
fees paid to Exceleron to provide this information for inclusion in the billing. Similarly, the costs
paid to a separate provider to prepare the customer billing invoices would be much higher for
inclusion of a listing of long distance calls with no price associated for each event. This may have
been a factor in the setup in CommWorx. Consequently, no such data is available from the
customer billing side of the equation, which makes it impossible to perform a complete profit
margin analysis for long distance service.

Therefore, a more detailed evaluation of the long distance rates to costs was performed that
revealed several areas in which the Commission had been charging the customer lower rates than
it was being charged by the long distance service provider. An example of the findings is the
costs incurred for long distance calls to Canada. The detailed examination revealed that the
Commission is charging $0.05 per minute to the customer. However, the long distance service
provider was charging the Commission $0.07 per minute for these same long distance calls.

In addition to the rate per minute loss, the long distance service provider had been charging the
Commission in increments of 30-second minimums and 6-second increments thereafter for
domestic calls. The industry standard for domestic calls is 18-second minimum and 6-second
increments thereafter. Upon inquiry of staff, it was their understanding that the Commission had
been charging its customers the industry standard of 18-second minimum and 6-second
increments thereafter for all domestic calls. So, there is a discrepancy in the manner in which
costs are incurred compared to customer billings.

For example, if a customer makes a domestic long distance call and the call is completed to an
answering machine (voicemail), and they leave a message, this call would take no longer than 18
seconds on the average. The Commission would then charge the customer for the 18-second
minimum while, in turn, the long distance service provider will charge the Commission 30
seconds for the same call. In this example the Commission is paying 12 seconds more for the call
than it is billing to the customer. International long distance billing increments appeared to
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conform to industry standards for both the long distance service provider and the Commission,
which are 30-second minimums and 6-second minimums thereafter.

Various international rates were also found being billed below cost. An example is calls to South
Korea. The Commission is charging the customer $0.05 per minute and the corresponding cost
from the long distance service provider is $0.10 per minute. As a result, for each minute a call is
made to South Korea, the Commission loses $0.05 per minute.

Recommendation: The outside consultant’s detailed review produced recommendations
to management to update the long distance rates that the Commission implemented mid-
January 2006. Based on these findings, it was also recommended that the Commission
initiate negotiations with the long distance service provider regarding the billing
increments.  Specifically, the Commission should have requested that the domestic
billing increments be revised to conform to the industry standard of 18-second minimums
and 6-second increments thereafter.

Communications-Tax Collection Liability/Opportunity for Refunds

On September 26, 2003, the Commission entered into a third-party processor agreement and
automated clearing house service agreement with the Bank of Oklahoma, N.A. and Telecom
Professionals, Inc. (hereinafter referred to as “TPI”). Under these agreements, TPl was granted
authority to process ACH transfers on the checking account established by the Commission with
the Bank of Oklahoma for payment of communications services taxes on behalf of the
Commission. The various taxes are included in customer billings and are required to be remitted
to various state and local government taxing agencies.

Tax reporting and remittance of taxes are compliance procedures performed by TPI as part of the
services offered under the agreement. Each month a detailed register is provided to support the
taxes paid out of the banking account. However, we noted that copies of tax returns and other
reporting are provided to the Commission on an infrequent basis or, only as requested.

During the period that we conducted our audit, we were made aware of an examination being
conducted by the Florida Department of Revenue with respect to communications services tax
returns that were submitted to the state electronically on the Commission’s behalf by TPI. This
examination has been going on for approximately one year, and it still isn’t resolved. It is our
understanding that there are significant problems with the source data coming from the Exceleron
CommWorx system that is the basis for the preparation of each monthly return to the State of
Florida. From our review of the state auditor’s comments with representatives of Exceleron,
there are discrepancies in the reporting of business and residential telephone sales and
occurrences where there are no sales tax or gross receipts taxes reported for periods where there
were business sales.

From inquiries of Commission personnel in the Finance Department, we were made aware that
there are inconsistencies throughout the entire audit period being examined by the Florida
Department of Revenue and efforts to replicate the results reported from the current database files
have made it difficult to match the returns that were filed for the audit period. TPI had been
trying to work with the Commission’s former IT Director for over a year to resolve these matters.
However, we found no evidence of any assistance provided by the IT Director and, as a result, the
Commission’s Finance Department has inherited this problem.
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In addition, we discovered that the Commission may be in default of filing various information
reports and has failed to comply with filing over a year’s worth of reports to various taxing
agencies. While some annual information reports have been prepared and filed on the
Commission’s behalf by TPI, there were many more that required Commission staff to prepare.
According to TPI these reports were forwarded to the appropriate personnel for completion;
however, it appears that neither the former Communications Director nor the former IT Director
assumed the responsibility to handle these important filings. As a result, the Commission was
informed by TPI that the Commission could expect more examinations of communications
services tax returns from other taxing agencies.

In our review of the agreement with TPI, we found that there are some relevant issues that are not
specifically addressed; such as, assistance with the preparation of claims for refunds for taxes
remitted that were never collected from customers, and TPI’s role in providing audit
representation for returns and remittance of taxes that are compliance matters performed on
behalf of the Commission. In this regard we believe an opportunity exists to file amended returns
for purposes of filing claims for refunds of amounts previously paid for taxes that were never
collected on customer billing accounts that have been outstanding and written off as uncollectible
by the Commission. The amount of taxes remitted for the fiscal year ended September 30, 2005
amounted to more than $1.2 million. We know that there is a large provision for uncollectible
accounts receivables for telephone service credit sales to customers and consequently there is an
opportunity to recover some of the taxes associated with the bad debt accounts and the potential
refund amounts in the aggregate may be material.

In addition, we noted in the response to a confirmation request for a SAS-70 report that TPI
confirmed to us that such a report is not available and that the services performed by this
company are not subject to independent auditing procedures to produce such a report. Due to the
importance of their role, and the potential for additional liability for failure to remit taxes, we
recommended in our prior year comments that in the absence of such a report, management
should assign the responsibility of reviewing the transactions processed and reported by TPI to
knowledgeable staff to at least gain some assurance of compliance with the various taxing
agencies’ requirements for reporting and remittance of these taxes. During our current year audit,
we noted that staff did not perform alternative procedures to determine whether TPI is fully
complying with these requirements.

Finally, we reviewed internal billings for telephone customer accounts the Commission
established for its own use in providing telephone and related communications services to
determine if appropriate rates were used and to address a concern expressed by management that
there may have been taxes collected and remitted on these internal billings. We did find evidence
that the Commission did not properly setup its own customer accounts for Customer Service, IT,
Sales, Provisioning, and other lines used in providing telephone services to customers. While the
rates charged for the various services were correct and agreed with the tariffs and pricing charged
to other commercial customer accounts, we did find that the Commission had incorrectly charged,
collected, and remitted state communications services and gross receipts taxes for these services.
Pursuant to Section 202.125, Florida Statutes, Rules 12A-19.041 and 12A19-043, Florida
Administrative Code, the Utilities Commission is specifically exempt from the communications
services and gross receipts taxes.

Recommendation: We recommend that management assess the opportunity to file claims
for refunds with TPI and that TPI provide an estimate of the cost for filing amended
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returns or separate requests for refunds on behalf of the Commission. This will involve
the transmission of data for all accounts that are uncollectible from inception through the
period in which such services will no longer be billed. Separate claims for refunds should
be filed with the Florida Department of Revenue for exempt sales made by the
Commission on internal billings to itself, which will require proof that such billings
included taxes that the Commission is exempt from.

Additionally we recommend that TPI provide the Commission with archived copies of all
filings prepared on your behalf with supporting data files obtained through CommWoryx,
so that this information can be stored and available to substantiate compliance with the
various taxing agencies at such time that the Commission is selected for an audit or
examination of such filings.

Information Technology-Organization and Management

In mid-2004, the Commission hired the former IT Director to head the evolving IT Department,
in addition to helping the various users in the Communications division with use of the Exceleron
CommWorx system. From the date this individual was in charge, none of the matters that we had
communicated in our prior year management letter comments were adequately addressed or
appropriately resolved.

During the current year, we expanded the scope of our audit to include a review of the
Commission’s IT Department organizational and operational capabilities. In the process of
conducting these procedures, we continued to incur ongoing difficulties in obtaining unimpeded
access to financial information stored on the Commission’s data processing systems from the
Information Technology (IT) Department. We encountered a complete lack of cooperation by the
former IT Director to assist our firm in addressing many important issues pertaining to the
Commission’s local area network (LAN), systems and programs which were essential in allowing
our firm to extract database files and tables for analysis and testing of financial transactions
material to the Commission’s financial statements. These actions included limitations on
reviewing internally managed database records and files, as well as those files maintained offsite
with the Commworx system. We also encountered one instance where a network access card was
purposely (manually) disabled on a network workstation at 7:00 a.m. on the morning in which we
were scheduled to utilize this specific workstation to obtain detailed backups of Commission
files.

During the conduct of our procedures, we also discovered that this individual possessed complete
physical access and control of virtually all of the Commission’s internal and external computer
systems, including sole control of all systems” user names and password controls. When formally
requested by the CEO to provide him with a detailed listing of all known system access portals,
including all related supervisory access names and related passwords, the request was essentially
denied, in that this information was never communicated in response to the request.

The above situations, which were immediately reported to management, further prompted our
firm to contract with a third party computer specialist, CIBER Global Security Practice
(hereinafter referred to as “CIBER?”), to conduct a full system lockdown of the Commission’s IT
systems and to perform an assessment of security issues and operational capabilities of not only
the CommWorx system, but of the Commission’s entire network environment. Our findings and
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recommendations, including those reported to our firm by CIBER concerning the Commission’s
IT Department, are included in the comments below:

a.

Information obtained by CIBER during the formal computer security lockdown
procedures confirmed suspicions of questionable or guarded activities of the former IT
Director and a former software developer in the IT Department. From this information, it
appears that these two former employees potentially abused their positions for personal
benefit. Evidence suggests that there were many instances where employee emails and
files were being monitored by these and other employees. This degree of unauthorized
monitoring is not typically practiced by IT administrators. Basic IT practices, such as an
effective backup strategy, an adequate data backup solution, documented IT and IT
Security policies and procedures, storing and reviewing of device audit logs, and
effective perimeter security were being ignored. The security of the Commission’s
network and IT systems was in a state of ineffectiveness. The former IT Director and a
former software developer, both with full administration rights to the Commission’s
systems, had established multiple entry points used to access the internal network from
remote locations. It is inconceivable that someone in the former IT Director’s position
would have exposed the Utilities Commission to such risks without at least attempting to
improve the Commission’s IT and IT security posture. The former IT Director appeared
to be acting in an unusual manner, and the absence of logs and a backup solution could
have made it easier to hide some of his actions.

In addition, the laptop computer subsequently returned by the terminated software
developer had been completely re-formatted and cleared of all information, including the
computer’s operating system. Computer program source code, passwords, design
documents and company plans were not presented as requested. We also found that this
individual’s domain user directory was deleted prior to the lockdown, which may indicate
sabotage, or destruction of public information; however, no reason for its removal was
determined.

The Commission’s IT organization is not operating according to best practices with
respect to security, systems administration, systems and network management, inventory
control, development, and some network practices. Of note is the lack of controls on
sensitive roles, lack of internal auditing and pre-development testing of software changes,
lack of a structured development environment, lack of a change-control policy, and lack
of control of over licensed and/or unlicensed software products installed on Commission
hardware, including the unauthorized use of unproven, development stage “beta test”
operating systems and software.

We noted a complete lack of focus on standard policies and procedures from the
Information Technology management staff. The Commission’s Information Technology
organization is generally tribal in nature. By this, we mean that the information,
processes, and the execution of substantially all duties resides in individual’s minds and
is passed from individual to individual verbally. It is necessary, for the protection of the
Commission, to move to a more institutionalized model where information and processes
are created, documented in writing, appropriately approved, communicated, and
enforced. This is especially dangerous when given sets of skills are practiced by only one
individual.
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d. The IT organization is arranged in an atypical manner with unusual titles and roles.
Responsibilities are not well apportioned with several key skills being allocated to a
single individual. Included in this is Exchange Server (e-mail) support, CommWorx
(telecommunications) support, and Avaya (phone system) support. We noted that many
individuals in the organization are not fully utilized. Productivity, primarily due to a lack
of work direction, is not optimal in a number of individuals. Most of this is related to the
lack of resource and workload management disciplines, and some of this is related to lack
of computer experience.

e. Reporting structures, for some individuals were blurred between information technology
professionals and telecommunications professionals. This was partly due to the fact that
the Communications Division also lacked formally defined processes, controls, and
workload management disciplines.

f. We noted that the Commission does not require, or utilize, its formal legal counsel in
reviewing software contracts and license agreements. While an Information Technology
professional can review contracts, there is value in a legal professional rendering an
opinion on specific contractual clauses, especially those which do not deal directly with
Information Technology subject matter.

g. There appears to be limited accountability within the IT Department at times. This
manifests itself through vague commitments and a lack of accountability controls.
Information Technology management should be responsible for holding individuals
accountable to agreed upon dates. Furthermore, it is necessary to establish the importance
of good service from the Information Technology organization to its customers. At times,
when critical issues arose resulting in a problem for the users, it was deemed acceptable
to work on it on an “as available” basis.

h. The former Director of IT, either through desire or perceived need, was far too involved
in the technical aspects of the organization, neglecting the more managerial aspects of the
position. Not only did the former IT Director have full security access to all systems and
data (a violation of the division of responsibilities best practice) but this individual was
actively involved in developing software and modifying business data which is normally
done under the auspices of the application programs. The former IT Director had over
300 SQL queries (program code that has the ability to retrieve, update, delete, and insert
data records) for data views and manipulation on his user directory. We also noted that
one series of these queries was specifically designed to delete the audit trail of his
actions, and more importantly, we have been able to determine that this SQL query had
been utilized. The former IT Director also developed considerable amounts of software
without formal documentation or socialization to others. In many cases, the software was
implemented using a non-selective security strategy. This is functionally equivalent to
making master keys for anyone needing access to selective doors in a facility rather than
a key that only works on the needed doors.

i. The culture of the organization has some perceived weaknesses and vulnerabilities.

Some aspects of the organization appear to be individual-centered, as opposed to
organizationally-centered. This comment does not apply to every individual equally, but
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there are issues that would seem to indicate inappropriate allegiances and priorities. In
some cases, individuals knew that their tasks were not being performed correctly, yet
they continued to operate in this manner. Many individuals reported that they were
instructed to violate best practices or lawful statutes, but some aspects of these claims are
suspect, and without substantiation. The organization as a whole is a young organization
and needs more leadership with respect to professional detachment, allegiances, and what
is, and is not, appropriate for a work relationship.

Recommendation: In accordance with industry-recognized best practices, we recommend
that the Commission adopt a more traditional Information Technology organization
structure divided into two main sub-functions, System and Network Administration, and
Development. Within each of these groups, responsibilities would be paired; that is each
required skill would be staffed by at least two different individuals. It will, however, be
incumbent on who ever is managing the group to ensure that all individuals with similar
responsibilities and skills are not out of the office at the same time and that off-hours
support structures also leverage this redundant skill model.

We also recommend that management offer a formal ethics and organizational
responsibility seminar, where employee responsibilities are clearly defined for this
department. We also believe that a formal accountability structure be established and
implemented. This process will allow the Commission to determine if its IT employees
are capable of successfully discharging the responsibilities of their positions.

We also recommend that management consider improving the formality of some of its
policies and procedures relating to the IT Department including adherence to core
business hours (8:00 a.m. to 5:00 p.m.), so that individuals are available during normal
business hours to assist other employees throughout the Commission and also available to
assist customers during these hours.

The Commission needs a more formalized software development life cycle (SDLC). The
regimen of an SDLC will ensure that code is not developed and deployed in secret and
without the knowledge of the larger organization. The Commission has had a history of
doing stealth development without using business requirements, without documenting the
code, without defining how and when the application is deployed and what the code is
used for. This is extremely problematic when trying to support code that breaks. In
addition, some of the developed applications were built upon infrastructure that may not
be enterprise worthy. As a part of the development effort, implementation and support
phases are normally the final phases in a software development effort, but there is no
evidence that anyone in Information Technology knows about many of the applications
and therefore is not in a position to support them.

Information Technology-Storage Management

The Commission’s existing backup and recovery strategies are unreliable, at best. In addition,
there is currently no provision for disaster recovery so that in the event that the facility is
compromised by either natural forces (e.g., hurricanes), or an individual’s action (e.g., fraudulent
activity), there may be loss of critical data. Currently, employees of the Commission actually take
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backup tapes home as a disaster recovery mechanism, as opposed to storing them in an alternate
facility (e.g., Smith Street building, Field Street building, the Head End building, etc.).

The Commission currently has a policy to redirect desktop storage of all individual employees’
workstation documents (My Documents) to the server. This is a good policy and makes backing
up of user information much simpler although formal backups have not been regularly executed.
Once policies regarding backup have been defined, they need to be followed. An existing practice
of backing up the Exchange Server once per month was not followed. As a result, the Exchange
information (electronic mail) which was supposed to be backed up once per month has not been
backed up for more than two months.

Data should be backed up on a regular, frequent basis so that in the event that problems occurring
with either hardware of software occur, the data can be quickly and adequately recovered. In
addition, each of the backup sources (and some data such as Exchange files and SQL servers
require specific solutions) should be fully tested to ensure that data can actually be recovered
from the backups. Once backups are created, they should be rotated on a defined schedule (and
kept offsite) so that in the event that a facility is compromised, data from other locations can be
used to re-create the business. During the lockdown procedure implemented in April 2006, we
noted that the most current archived backup available for utilization was prepared in January
2006. Of even greater significance, we noted that the data contained in the backup was partially
corrupted and could not be used for complete data restoration purposes.

Finally, the Commission utilizes multiple hosting providers for some of its sensitive data (e.g.
CommWorx system). An inventory of hosting vendor’s backup solutions of Commission data
needs to be performed to ensure that the data that the Commission uses is securely and
completely backed up on a frequent schedule.

Recommendation: We recommend that the Commission adopt a formal storage
management strategy that covers at least three storage classes (offline, critical, and non-
critical data), defines a formal schedule for backup of data, formal storage quotas for user
storage, departmental storage, and electronic mail storage, defines a tape storage rotation
and storage policy, as well as a disaster recovery scenario, especially for critical data. In
conjunction with the storage management strategy, work needs to be completed on a
formal Records Retention Policy which will define what data and information must be
kept and what may be deleted.

Information Technology- Move-to-Production Process

The Commission’s move-to-production process is currently executed by software developers
without a formal change control management procedure. This can lead to unpredictable results
and requires giving the developers more authority than they need to perform their jobs. While
they may require administrative authority on development systems, they should not have
administrative access on the production systems.

Recommendation: We recommend a formal move-to-production process be implemented
where developers, after creating new software, test the software and develop deployment
instructions for the systems administrators to follow. This provides two benefits. First, it
provides a documented method of deploying an application that transcends the mind of
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the developer currently deploying the application. And second, it reduces the level of
authority that a developer requires for a production system. In addition, if a server is
corrupted, a proper set of application deployment instructions can allow the Systems
Administrator to re-deploy the existing applications without the need to locate the
Developer.

Information Technology-Software/Hardware Inventory Control and IT Infrastructure

At the time we conducted our audit and review of the IT Department, there was no formal
inventory of existing hardware or software throughout the organization. A preliminary review of
the existing software inventory indicates potentially an insufficient number of software licenses
when compared to what is deployed. There are significant penalties for software copyright
infringement. Computer hardware purchases are not well controlled either. During the year, we
noted instances where a series of Acer laptop computers could not be located for our inspection.

The Commission currently has a considerable amount of hardware dispensed to various physical
locations. We were not able to obtain any assurance that this equipment is logged and controlled
by the Commission in accordance with prudent asset control procedures.

While conducting our audit, we observed that there was a frequent history of terminated
employees destroying company computers. We noted numerous instances where terminated
employees routinely, and potentially illegally, eliminated all data, programs and operating
systems from desktop and laptop computers provided to them by the Commission immediately
subsequent to their terminations. These actions could constitute willful violations of Chapter 119,
F.S., as it relates to the unlawful removal and/or destruction of public records.

Recommendation: We recommend that an immediate inventory of all hardware and
software items should be conducted by the Commission. In the event it is discovered that
variances exist in the use of licensed and deployed software, we recommend that actions
be taken to immediately resolve these differences. We also recommend the
implementation of a formal asset management discipline with all assets controlled
through a single point and the establishment of logical relationships between assets such
as between hardware and software. We also recommend the use of asset tags for all major
assets. Once an inventory control process is put in place, it makes sense to coordinate the
acquisition of new hardware and software, and access to software media through this
function so that anytime new software or hardware is needed a record of it can be kept.

We also recommend developing a single, comprehensive environment schematic that
covers the Commission’s global computing infrastructure. Included in this schematic
should be servers and their attributes (names, functions, interfaces, peripherals, storage,
memory, and software inventory), and network nodes (type, interfaces). This schematic
should include all network links, including connections to external service providers.
Such schematics are often used when designing new systems, working with external
vendors to implement or upgrade the infrastructure, and as a communication tool so that
members of the Information Technology organization understand how the infrastructure
is designed.
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We strongly recommend that a formal employee termination policy be developed which
requires the seizing of all employee assigned hardware prior to giving notice of a
termination event. Furthermore, we strongly recommend that similar policies be
developed that prohibit the unauthorized removal of data from Commission hardware,
and that severe penalties are applied in the event such actions are violated (i.e. immediate
reporting to, and prosecution by a law enforcement agency).

Information Technology-Common Desktop Image

We found that the many desktops and workstations utilized throughout the Commission have
been setup differently with no uniformity. In many instances, we noted that individual employee
computer settings vary dramatically throughout the organization.

Recommendation: The Commission should consider developing a common image for
each of the system types in deployment and use that image when implementing new
desktops. This common desktop image can be used to implement new machines in a
timely manner or to re-image a machine after the failure of a key component such as a
hard drive. The common image also simplifies and reduces the time it takes to support a
desktop device because each device is configured similarly and thus it reduces the time
and effort required to locate key files and information.

Information Technology-Naming Standards

We found that in the Commission's computer environment, individual network computers and
access points are named/identified based upon job titles, department locations or even names of
the individuals to which they are assigned. As a result, conditions exist where anyone employed
by the Commission with access to the LAN, may potentially have unauthorized access to any
other individuals’ computer at will.

Recommendation: We recommend that the Commission adopt a series of naming
standards for servers, resources, users, networks, and network nodes. The purpose of such
a naming standard is to provide a common, yet unique, naming convention through which
individuals within the organization can only reference key resources in an individualized
manner on a controlled basis, in a controlled environment.

Information Technology-Records Retention and Logging Issues

Since the Utilities Commission is a public entity and is subject to various Sunshine laws (Chapter
119, F.S.), and considering that much of the Commission’s business is conducted with the use of
IT systems, a number of additional controls need to be implemented on Commission data and
processes to ensure the integrity of the underlying data and processes. In addition to growing
storage and backup needs, we found that there was an inadequate record of system log-ins and
related logging controls were seriously lacking. We also found that the former IT Director had
run Microsoft SQL Server scripts to delete personal access logs evidencing the history of his
access, and to make changes to sensitive database files.

Recommendation: We recommend that the Commission establish the following controls
to ensure the integrity of data and processes:
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o Formal logging and auditing of all changes to systems and networks,

o Formal management approval for credential and permissions changes,

Formal logging and as required auditing of all data changes using database
logging,

o Formal logging and auditing of all electronic mail items,

o Formal logging and auditing of all website visits using a tool such as Websense,

o Formal logging and auditing of credential and permission changes, and

o Formal management approval for credential and permissions changes.

o

Each of these logging recommendations carry with it a requirement for space on file
servers to house the logs as well as implementation of a strategy to rotate and back up the
logs in a consistent manner. There is one other key rule that needs to be employed
wherever possible, but is not possible in all situations. We strongly recommend that no
individual with authority to make changes should have the ability to delete log entries
containing information about those changes. There are some operating systems that do
not easily lend themselves to this level of granular security control (especially for
administrator positions). In these cases, it is important to strive to minimize the number
of administrative users and to develop a well thought out security role and permissions
schema. In addition, we recommend that the Commission define policies associated with
retention of various forms of electronic communications including electronic mail.

Information Technology-Electronic Communications Policy

Prior to May 2005, the Utilities Commission was routing its own internal email through a private
organization. Neither of the entities involved provided any backup on the email, nor did prior
management ever request for a backup procedure to take place. As a result of this situation, a
majority of email generated and/or received prior to May 2005 was lost. Backup procedures could
have been, and should have been, established internally. We also found evidence that email
residing on employee workstations and desktops were susceptible to being deleted by the
employees without any ability to recover such communications. Email was brought in-house in
May 2005 and was managed through an exchange server. During our audit process, we found the
exchange server to be relatively unstable. The former employee who worked with the exchange
server seemed to have limited knowledge on how to manage it.

Our review of exchange files for the audit period uncovered a tremendous amount of
unprofessional activity taking place within the Commission. We discovered an abundant number
of eBay transactions taking place during the work day. We estimated that there were hundreds of
eBay electronic traffic transactions recorded at the Commission throughout the past year.
Additionally, email strings show that numerous employees are using company computers to
conduct work for personal, businesses, and school work.

The email traffic we uncovered from the former IT Director suggested inappropriate behavior
taking place both in, and outside of, the Commission. The former IT Director was fully aware that
all email traffic pertaining to the Commission was publicly owned and subject to records
retention requirements under the Florida Sunshine Law. However, we found that on some
business sensitive questions, he would instruct the other party via email to re-direct inquiries to
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him through Instant Messenger, so that no formal archived record would be kept of their
conversation using this type of program.

We also discovered email received from BellSouth proving that Commission information was
recently submitted to the private email addresses of two former employees. Both of these
individuals had previously left the employment of the Commission. This potential security
problem should have been handled by the previous Director of Communications.

We also found that the use of Instant Messaging programs is very prevalent throughout the
Commission. Such programs do not lend themselves to a productive workplace and have no place
in government business environments.

Recommendation: We recommend the creation of a set of policies that govern employee
activity with respect to electronic communications. This would cover the following
items:

o Appropriate and inappropriate use of electronic mail (i.e.; quotas on storage

space for electronic mail; disposition of electronic mail, etc.),

Appropriate and inappropriate use of website access,

Appropriate and inappropriate use of cellular phone technology,

Appropriate and inappropriate use of instant messaging technology,

Appropriate and inappropriate use of hardware supporting electronic

communications, and

o Establish a policy to prohibit the use of such programs (i.e., AOL and Instant
Messenger, from all desktops and workstations). It is also prudent to remove
such programs at the time such policy is implemented.

o O o o

We also recommend that all employees sign formal acknowledgements of their
responsibility to adhere to such policies. When new employees are acquired by the
Commission, we recommend that this should be a part of the indoctrination process
normally coordinated by Human Resources.

Information Technology-Password Policy

The Commission does not have a formal password policy for the majority of its systems. This
can lead to problems when employees or external individuals are seeking to commit fraud, or are
discharged. Since the ID’s of most individuals are known to most employees because of 1D
naming schemes, passwords can often be discerned using personal information or common
passwords.

Recommendation: We recommend that the Commission develop and adhere to a formal
password policy that should be used for all systems. Such a policy should specify a
minimum length and the number and type of characters required. When possible (e.g.
Windows domain), the system should enforce the password rules automatically.
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26.

27.

Information Technology-Security Policy

During the conduct of the audit, we noted that the overall security policy for the IT Department
was not documented. The existing practices appeared to be communicated via e-mail, or word of
mouth. Many of the practices seem ad-hoc and were communicated by the former IT Director on
an as-needed basis. No written policies are available, and all policies and procedures are largely
implied and not cooperatively developed.

The lack of an implemented security policy created an environment where the former IT Director
was able to control the organization without having a clear system for reporting suspicious or
inappropriate behavior. Legally, it is difficult to enforce prosecution of any individuals without a
robust IT and IT security policy and associated procedures for handling a security situation.

Recommendation: We recommend that management develop and implement a formal set
of security policies and procedures. The policy will clarify what is and is not allowed
and the procedure will clearly show the employees how to properly handle incidents.

Information Technology-Security Issues

The security evaluation performed by CIBER and communicated to our firm in connection with
the expanded scope of our audit disclosed the following technical findings and recommendations
on various security issues.

A. Software Inventory

The software inventory listing developed during the process of the complete system lockdown
showed multiple copies of remote administration tools such as GoToMyPC and WebEx were
installed on several computers on the network, including on the workstations of terminated
individuals and on the ITRON meter reading computer.

Also discovered on the workstations of terminated individuals was the LimeWire software peer-
to-peer software package. This is a strong indication that the workstations and network resources
were being used for personal use, and the possibility exists that illegal use (piracy) was being
performed. A manual inspection was also performed to check for such software on each computer
at the Central Office Building.

Recommendation: We recommend that a formal policy be created that clearly states
allowed and disallowed software packages as well as clearly defining employee
responsibilities for personal use of computer equipment and network resources.

B. E-mail Security

The Commission’s web-based e-mail system (Outlook Web Access) had a security configuration
flaw that allowed domain administrators to read e-mail from other accounts. Interviews
conducted with employees corroborated this existed. Comments were made that the former IT
Director had read e-mail sent both to and from other employees on a regular basis. According to
the e-mail administrator, the security configuration flaw that allowed this “hole” was not a part of
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the original configuration and was presumably added by another administrator. The problem was
corrected on April 1, 2006.

C. Malicious Software

The Commission presently uses Norton Anti-Virus software as mandated by the security policy.
However, CIBER conducted a manual review of the Commissions desktop systems to see if such
software was properly installed and working. The review concentrated on searching for malicious
or unwanted software. A total of 296 unwanted software packages were detected, including 26
programs that were considered dangerous for the organization. As a matter of policy, all software
that was not installed by a formal process should not be installed on organizational servers and
workstations.

Many instances of Trojan viruses (a malicious software virus that can potentially be activated to
take control of a system) were found on the Commission’s systems. We were unable to define
who created these Trojans; however, it seems that the former IT Director should have been aware
of this problem.

Recommendation: We recommend that all unlicensed software and malware should be
removed immediately and that enhanced protective measures be taken so that these
occurrences can be discovered and corrected on a more timely basis.

D. Vulnerability Scan

A vulnerability scan was performed on the Commission’s Intranet using Microsoft Baseline
Security Analyzer. The results uncovered a large humber of local Administrator accounts that
have passwords of weak or trivial composition. Several machines scanned did not have security
updates and/or have recent patches installed.

Recommendation: Recommendations made to initiate a change of all local administrator
passwords to address the vulnerability of access to the Commission’s Intranet were
implemnented. We also recommend that systems should be patched with the most
current operating system version so that they are not susceptible to viruses, worms,
and/or hackers.

E. Encryption

Aside from basic encryption functions that are automatically used by Microsoft Windows,
virtually no data encryption was detected in the network. We found that one particular computer
was identified as having “constant irregularities” and that computer did not encrypt the contents
of its hard drive. Although this is not a requirement under current policies and procedures, it is
recommended that computers that hold financial data employ strong encryption.

Recommendation: We recommend that the Commission employ encryption on
workstations and servers hosting sensitive information, in order to limit access to the
data.
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F. Remote Administration and Backdoors

Remote administration systems were discovered in several places on the network that could allow
an external party to access or control a computer inside the Commission’s network. Four specific
types were discovered, as follows:

Microsoft Terminal Services
GoToMyPC Software Package
WebEx Client

VNC (Virtual Network Console)

o O o o

Of these, GoToMyPC was considered the most critical because it is deployed in such a fashion
that it easily traverses a firewall. Multiple copies of GoToMyPC were installed on company
computers, including the workstations assigned to terminated individuals. A firewall rule was
created to block GoToMyPC access on April 1, 2006, allowing for a search of the remaining
systems for copies of the software.

There is no security and audit logging maintained on the servers or firewalls to track unauthorized
access or break-in activity.

We also found that the Avaya phone system has a dial-up modem installed within it that could be
used as an entry point into the organization's network. The former IT Director had administrator
access to the phone system. Employees reported that individuals with a high level of access could
listen in to phone calls as part of the functionality of monitoring sales calls for the
telecommunications business.

Recommendation: We recommend that the Commission give consideration to
contracting with a third party expert to periodically assess the Commission’s systems to
limit future exposure to possibility of remote access to its network. We also recommend
that steps be considered which prohibit the monitoring of telephone conversations.

G. Firewall

The Commission has an outdated firewall that performs both network and VPN services for the
organization. The firewall has a minimal rule set that was inspected immediately at the point of
lockdown. After conferring with the General Manager/CEO, changes were made to firewall
security to disable remote firewall administration from the Internet. Similarly, GoToMyPC
access was blocked at that time.

The existing firewall has exceeded its capacity and is reported to have load issues when all
security features are enabled. The current configuration holds 2 days worth of logs, and the logs
are not archived. Therefore, these logs only provide a minimum amount of protection for the
Commission. We noted that a more robust SonicWall appliance has recently been purchased and
has been configured.

Recommendation: We recommend that the Commission continue to monitor and
maintain the SonicWall appliance to substantially increase the security of the
Commission and allow for the storage and retrieval of firewall logs.
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28.

H. Intrusion Detection

No intrusion detection system (IDS) was found to be deployed by the IT Department. An IDS
could aid in identifying and preventing attacks on the Commission’s network. This would present
a better method of determining if an attack is occurring inside the network, or if a virus is
infecting computers.

Recommendation: We recommend that an IDS solution be configured, implemented, and
monitored by the IT Department.

I. Providing Internet Service

The Commission provides Internet access via dial-up and wireless access. Although the
equipment is located in the same building, external access to the UCNSB network via the wireless
or dial-up Internet Service Provider (ISP) connections that the Commission provides does not
appear to be possible. Although publicly-accessible ISP’s are considered a hotbed for security
problems, it was outside of the scope of our engagement to perform a risk assessment on the ISP
side.

Recommendation: We recommend that the Commission give consideration to
contracting with a third party expert to perform a risk assessment of the Commission’s
Internet services and how they connect to the Commission’s internal network.

J. Wireless Networks

A wireless network router was discovered in the Central Office Building that was used for testing
and use by mobile devices. We determined that this router could have allowed unauthorized
and/or uncompensated access to the Commission's network and to the downtown area of New
Smyrna Beach. This can allow unauthorized users potential access to your entire network system.
The router was later disabled to prevent such access.

Recommendation: We recommend that management direct the IT Department to develop
and implement a policy regarding the deployment and acceptable use of wireless devices.

General-New Accounting Pronouncements

In May 2004 the Governmental Accounting Standards Board (GASB) issued Statement No. 44,
Economic Condition Reporting: The Statistical Section - an amendment of NCGA Statement 1
the provisions of which are effective with the Commission’s fiscal year beginning October 1,
2005. Steps will have to be taken to compile this information in the formatting conventions that
apply for your financial model. Significant additional work may have to be provided by non-
finance personnel in other departments of the Commission in the compilation of this information.

In addition the GASB issued Statements 43 and 45 in 2004 relating to accounting and financial
reporting by employers for postemployment benefits other than pensions. Implementing the
provisions of these new accounting pronouncements may be somewhat more difficult to comply
with since the financial data you will be required to accumulate may also be difficult to acquire.
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Steps should be taken to coordinate the identification of this required data from meetings with
your current health insurance providers and underwriters. The requirements of these statements
are effective with your fiscal year beginning on October 1, 2006.

Recommendation: We recommend that management coordinate the assignment of
responsibilities for the compiling the statistical data to appropriately designated personnel
and develop a timeline to ensure that adequate time and resources can be set aside for the
development of the statistical section of your annual reporting.

We also recommend that management make a comprehensive assessment of all of the
City's employee benefit programs, summaries of the underwriting criteria used by the
insurance providers in their determination of the related premium costs and unit
classifications, and current employee census information that will be needed to be
compiled to appropriately determine the expenses and liabilities associated with the
postemployment benefits for inclusion in your financial statements.
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POST YEAR-END MATTERS (Dated August 1, 2006)

Section 10.554(1)(h)4., Rules of the Auditor General, requires disclosure in the management letter of the
following matters if not already addressed in the auditor's report on compliance and internal control: (1)
violations of laws, rules, regulations, and contractual provisions that have occurred, or are likely to have
occurred; (2) improper or illegal expenditures; (3) improper or inadequate accounting procedures (e.g.,
the omission of required disclosures from the financial statements); (4) failures to properly record
financial transactions; and (5) other inaccuracies, shortages, defalcations, and instances of fraud
discovered by, or that come to the attention of, the auditor. The following is a summary of our Current
Year Findings and Recommendations (sorted by departmental responsibility) which were developed
subsequent to the end of our fieldwork procedures (which are dated August 1, 2006):

1. Accounting/Finance-Improperly Designated Access to SQL Database

The existing Cogsdale interfaced application of the Great Plains financial management system
does not adequately query data in a manner that is conducive to the business needs of the Finance
Department. As a result, some personnel within the Finance Department have a query analyzer
installed on their computers to access the Great Plains database with pre-established SQL
statements that reside on the server in a distinct folder. We inquired of Finance Department
personnel about their interaction with the Great Plains database and determined that some
individuals access the database directly on a global basis. This is a concern because such access
circumvents logging mechanisms and could result in changes being made to the database that
may not have been reviewed or otherwise authorized. This level of access should not be extended
to the Finance Department, and should be maintained exclusively by the IT Department.

Prior to development of the Commission’s IT Department, the Finance Department was the
owner of the Great Plains database, since the only system administrator that the Commission had
prior to 2004 worked under the Finance Department. Management of the Great Plains database
should have been transferred and secured by the IT Department upon its inception, and any log-in
features that were turned off should have been turned back on.

Because of this level of access, a primary concern related to the integrity of the Great Plains
database prompted us to run a Microsoft SQL database integrity check that reported zero errors in
the database. We did find evidence that some data is not properly linked or indexed, which causes
orphaned records to exist in the current database file. We also found the existence of human error
in customer account set-up that resulted in immaterial credits being applied to customer accounts.

Furthermore, we found that the current version of Great Plains system in use is several
generations behind the current product. It is our understanding that features available in the most
recent version will address some of the security shortcomings and reporting limitations found in
the version presently in use, in addition to enabling the Finance Department to replace the
separate third party software application from Workforce ROI that has been used for the
Commission’s purchasing and capital asset work order needs. However, we found that the
archived files of the database may be corrupt.

Recommendation: We recommend that the IT Department stage a report mechanism on
the Intranet for use by the Finance Department, which will eliminate the direct access to
the database and enable users to analyze customer account information in more detail
without potentially compromising the data. We also recommend that the IT Department
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turn back on the database user logon mechanism. Additionally, the IT Department should
work with the Finance Department to upgrade and install the most recent version of Great
Plains, which should take care of some of the known problems under the current version
in use. Additionally it is our recommendation that when the upgrade is implemented that
the Commission start over with a clean slate and incorporate a brand new database, so
that each row of the database can be analyzed for corruption before being moved to the
new system.

2. Communications-Management Issues

As the Commission has found, operating a telephone business is a very complicated undertaking.
The telecommunications industry is controlled by large established incumbent conglomerates
(Bellsouth, Sprint, and others) and it is extremely competitive. Since inception, the
Communications Division has not effectively competed or operated in this industry. Its failure to
do so efficiently and economically was due primarily to managerial deficiencies from the very
beginning. Not all of the blame can be placed on management; however, it was an important
factor that the Commission relied on as it headed into this new business activity. The comments
below summarize our assessment of prior management’s role in the business failure of the
Communications Division.

a. Prior management never developed a comprehensive business plan, or clearly defined the
Commission’s goals relating primarily to telephone sales and service, including cable TV
services, which is another regulated, costly, and extremely competitive industry. Verbal
commitments were routinely made by former management with developers to install
costly fiber cabling at a rate that was significantly higher than industry standard costs that
ultimately cost the Commission millions to deploy. Current assessment and cost
projections provided by consultants later proved the fiber projects, which were started by
former management, was significantly too costly to continue. Meanwhile, other utility
infrastructure needs were overlooked. Westward growth, expansion and development in
the City have brought existing utilities infrastructures to the brink of their capacity
requiring current management to now address these important matters. The investment in
costly fiber projects, and losses incurred by the Communications Division, have also
drained Commission resources making it more difficult to fund necessary improvements
to electric, water, wastewater and water reuse systems.

b. Prior management failed to clearly communicate the marketing strategies and the full
impact of the financial commitment required to grow the customer base of a competitor
(EPICUS) at the Commission’s expense. More importantly, these actions occurred prior
to, and subsequent to, the same time that the Commission was preparing for entry into the
market under its own CLEC license. As a result, the Commission incurred overlapping
marketing efforts and costs paid to vendors that were unknown to the Commission
(RSVP and VStar). Both vendors also provided services to EPICUS simultaneously
while providing services to the Commission at a time when the Commission was trying to
solicit and develop its own customer base outside of its immediate service area. We could
find no evidence in the minutes of Commission meetings, manager reports or other
correspondence where these matters were brought to the attention of the Commission.
We also noted that the financial commitment that the Commission initially approved in
December 2002 authorized customer expansion costs for a period of only twelve months
that would have totaled $1.2 million. Prior management ignored this and continued to
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incur costs for a total period lasting 26 months through November 2004, including costs
totaling $2,873,775.06, of which $612,500 was paid directly to EPICUS and
$2,261,275.06 was paid to RSVP. These matters are discussed in substantially more
detail in our special Report on Audit Matters dated June 5, 2006, which is appended
hereto.

C. Prior management did not involve any participation of the Commission’s Finance
Department in the establishment of appropriate controls and procedures for managing and
recording the related system revenues and expenses. Contrary to this delegated authority,
prior management, in essence, decentralized the customer service, accounting and finance
functions relating to the telecommunications portion of the Commission’s business that is
customarily performed by experienced personnel in the Finance Department. Once the
Commission developed its exclusive telecommunications customer platform (at the
beginning of Fiscal 2004) and began operating under its own CLEC license, the
telecommunications personnel performing these functions should have adopted the same
practices and internal control procedures performed in the Finance Department. At a
minimum, steps should have been implemented to reconcile outgoing customer billings to
incoming billings from vendors. Similarly, specific accounting and reconciliation
procedures that would have helped to identify problem areas requiring immediate
attention, such as uncollectible customer accounts, should have been established.
Unfortunately, these procedures were never established, or performed. After
communicating these findings in our prior year comments, we were surprised to discover
that no efforts were taken to perform these required accounting procedures.

d. Prior management chose to use a program (CommWorx) that was still in a beta stage
whereas; many other smaller CLECs were using other vendor’s services to manage their
telecommunications business. As we mentioned above, the CommWorx program has
many flaws and lacks ability to integrate with the Commission’s other financial
management systems, making it completely unreliable for the Commission’s needs.

e. Many members of the Communications Division lacked the proper education, training,
experience, and management skills which are essential to effectively manage this multi-
million dollar venture into a new and extremely competitive industry. Many of the
employees had to learn their jobs on their own without adequate supervision or a lack of
direction from management. Prior management’s focus was exclusively on sales and, in
particular, processing customer orders attributed to a specific sales agent (VStar). The
division lacked an individual leader with established seniority and diversified
management skills, which was necessary to run all aspects of the daily operations
efficiently. Much of the staff hired to process vendor payments and customer billings,
including their immediate supervisors, lacked a clear understanding of generally accepted
and industry accepted accounting principles. Management’s inability to identify the
importance and necessity of keeping control of all financial aspects of the individual
customer accounts, as is evidenced from the lack of performing any significant billing-
payment-balance reconciliation procedures, significantly contributed to the ongoing
problems, which are still encountered today.

f. During the audit, we noted what appeared to be the equivalent of free advertising
provided by the Commission on its telecommunications billings to Kissimmee residents
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for KUA.net (Kissimmee Utility Authority Internet Services). While the Commission had
a one-year agreement with KUA, executed on January 6, 2004, for KUA to provide
telephone sales agent and marketing services on behalf of the Utilities Commission d/b/a
Sparks Communications, there was nothing in the agreement where the Commission
would pay reduced sales agent commissions to KUA in exchange for providing
advertising of KUA.net’s competitive services. We also noted that the former Director of
Communications signed a Letter of Agreement with KUA on May 31, 2005, to modify
the existing sales representative agreement that did not specifically address this free
advertisement issue. More importantly, the former Director of Communications did not
have proper authority to enter into such an agreement without first presenting the matter
to the Commission for formal approval. Accordingly, the actions taken by this former
employee did not conform to established policies and procedures and an opportunity to
generate additional revenue from advertising income was completely disregarded.

Related to this matter, we found documentation of conversations from IT personnel and
the Communications Division’s Sales and Marketing Manager taking place with KUA’s
Vice President of Information Technology in December 2005, indicating some intent to
partner marketing efforts. We could find no indication that such matters were presented
to management and to the Commission for approval. At the time, the Commission had
already formally decided to cut down on advertising and marketing costs related to the
telephone service sales in response to the preliminary findings of questioned costs
incurred for other sales agent and telemarketing expenses from our prior year audit.

Our primary concern is the apparent lack of management oversight and supervision of
staff in the Communications Division. Additionally, the Communications Division lacked
formally defined processes and controls that we believe contributed to a lack of
understanding of authority to enter into agreements and in general a lack of
accountability to management.

g. During the current year, we noted a lack of managerial oversight in reconciling telephone
account billings for Commission based access lines. Subsequent to year end, the
Commission discovered the existence of two active Commission paid “800 number”
telephone lines that provided unlimited long-distance phone access to a former General
Manager’s (Turano) home telephone number. This discovery was first communicated to
the current General Manager on April 3, 2006. At the same time, it was determined that
other 800 lines rang to disconnected numbers. These matters only came to the attention of
management after encountering a disruption in service after the fiscal year end subject to
our audit. From the documentation we obtained on these matters, it was obvious that this
discovery came as a surprise. There is no known reason why two 800 numbers rang
directly to a former employee’s home telephone number or why the Commission was
paying for 800 service on lines that were not properly setup or no longer working.

h. In our review of a limited portion of the Commission’s internal email correspondence, we
found evidence of discussions between the former Director of Communications and
Former Director of IT concerning their knowledge of the fact that cable customers in
Venetian Bay were not being billed for cable use. Responses to our inquiries of
Commission staff indicated that Venetian Bay cable use was not billed for an entire year
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of use. The act of not billing customers should have been brought to the attention of the
General Manager and to the Commission.

i. We found instances where Commission employees were gainfully engaged in host of
personal activities during the work day, as opposed to working on the success of the
department. During the audit, we noted several instances where employees were
conducting significant eBay sales and purchase activity from their workplace at the
Commission. The Commission is also very aware that during the time of his employment,
the former Director of Communications created a separate legal entity (Mustang
Solutions, LLC) for the purpose of providing customer internet services in May 2005.
Furthermore, we also found evidence that indicates the former Director of
Communications collaborated with two other employees in the Communications
Department to assist in the development of various company jingles, logos,
advertisements, and a corporate introductory letter. One of the communications
employees was named as the Vice-President of the organization, but has since removed
his affiliation. Evidence shows that some of the work on this venture was conducted
during Commission business hours. During this time, the former Director of
Communications wrote two letters of resignation that were stored on his computer.
These letters were never shared with management or with the Commission. The terms of
a recent settlement agreement preclude either party to discuss the nature of the
termination and settlement with this former employee. However, these findings are,
nonetheless, a strong indicator that this individual (as the Director of this operating
division) was not closely managing and/or monitoring his own Department’s employees,
and further directed them to work on personal projects while employed at the
Commission’s workplace. These actions were certainly not in the best interest of the
Commission.

J. During our investigations, we also obtained evidence that documents in April 2005, the
former Director of Communications, without authorization, instructed the former IT
Director to write-off previously identified customer uncollectible accounts by deleting
those customer accounts with unpaid balances over 90 days old from the CommWorx
system to “add to the general ‘awesomeness’ of this month.” As was previously
represented to you in our separate interim report dated April 7, 2006, the former Director
of Communications took similar action in reporting to the Commission on various
occasions of the Division’s financial recovery which, to the contrary, never took place.
Not only do these actions appear to intentionally mislead the Commission in its
understanding of the affairs of the Division, it is totally improper for department heads to
approve the “write-off” of any customer accounts without first obtaining the General
Manager’s and Commission’s approval to do so.

These actions of the former IT Director and former Director of Communications appear
to have been designed to reduce the appearance of the number of customer accounts with
delinquent balances. Customer account balances outstanding for more than 90 days (from
credit sales to telephone service customers accounted for in the CommWorx system), is
the primary criteria used by the Finance Department to establish estimated losses and the
related provision for uncollectible accounts, all of which directly impact the bottom line
of the Communications Division’s results of operations.
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We found additional internal email and evidence that the former IT Director had
continued to write-off or delete customer accounts from the CommWorx system in the
months of May and June 2005 for amounts equivalent to the provision for uncollectible
accounts that were recorded in the prior fiscal year. In an August 2005 meeting that we
attended with the former IT Director and a former employee in the Finance Department,
we became aware of the intent to “write-off” accounts. However, at the time we did not
have knowledge that these actions had already been taken as early as April 2005. In our
meeting, we informed these individuals that no such actions should take place until such
time that all accounts have been properly identified and reconciled to the listing of
accounts submitted to the Commission’s contracted collection agency, followed by a
report to the current General Manager providing more information on the results of the
collection efforts. We also informed these individuals that no such actions can take place
until formal approval from upper management and the Commission was provided.

Upon inquiry, we found that previously “written-off” accounts were actually restored to
the database, so that reports produced for the year-end audit would properly reflect the
total amount of outstanding customer accounts receivable. We could not tell at what time
this restoration took place, and whether it came as a result of our conversation on the
matter. We believe that these practices were quite deceptive, and we had concerns that
similar actions may be taking place in other financial areas. Regardless, we performed
analytical procedures to account for sales reported for the year. Based on the fiscal year-
end aging report, we found that the Director of Finance had properly accounted for an
additional provision for uncollectible accounts. This is the proper method, conforming to
generally accepted accounting principles, for the accounting of uncollectible accounts.

What was particularly concerning to us in finding evidence of interdepartmental
cooperation in manipulating database files and financial representations was that it was
indicated to us that the General Manager at the time (Turano) was aware of these matters.
However, we have not been able to conclusively verify this matter. We found internal
email correspondence directed from, and to, the General Manager (Turano) on the subject
of bad debt write offs, particularly as it related to questions arising on the impact that
these bad debts would have on various communications services taxes. This indicates that
upper management was aware to some extent of these matters and yet we could find no
evidence that management at the time directed staff to refrain from automating any bad
debt write-off routine in the CommWorx system.

We believe these actions demonstrate how prior management contributed to the financial
demise of the Communications division.

These findings, in addition to other comments communicated in this management letter,
clearly indicate that the prior management of the Commission’s personnel and resources
appears to have been deficient. The majority of employees we met with were hard
working, and dedicated to doing the best they could with very little practical assistance
and oversight from management. Unfortunately, we have been able to conclude that prior
management had no significant working knowledge of the telecom business, the
Commission was not fully informed of the actions taken by the former general manager,
and sound business practices (similar to those used in operating the Commission’s other
utility systems) were either ignored and/or abandoned by prior management in the
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operation of the Communications Division. Prior management was so obsessed with
continued growth in this new business, that the lack of attention to what was developed
became uncontrollable. The attention towards the welfare of one sales agent vendor
(\VStar) went far beyond the normal practices of conducting business with other outside,
independent vendors. Also, the continued tampering with the CommWorx database by the
former IT Director (with the active or tacit consent of the former Director of
Communications) and the lack of reliable backup files available, contributed to obscuring
the evidence of previous actions taken by two former general managers. These issues
substantially contributed to the amount of questioned costs being incurred by this
division, specifically as they relate to the VVStar coded customer accounts.

In conclusion there were many contributing factors to the financial failure of the
Communications division, but poor management was by far the largest and most
disastrous.

Recommendation: We recommend that steps should be taken to ensure that no new
business ventures are initiated until a comprehensive business plan has been developed
and approved by the Commission. As important as it is for management to closely
manage Commission personnel, it is just as important for the Commission to monitor
management’s actions more closely and to keep management within the boundaries of
authority granted by the Commission and in conformity with established management
policies and procedures.
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UTILITIES COMMISSION
CITY OF NEW SMYRNA BEACH, FLORIDA

200 Canal Street
New Smyrna Beach, Florida 32168
386-427-1361

Mailing Address:
Post Office Box 100
New Smyrna Beach, Florida 32170

September 7, 2006

To the Honorable Chairman and Commissioners
Utilities Commission, City of New Smyrna Beach, Florida

RE: Management’s Response to Comments Included in Comprehensive Annual Financial
Report, September 30, 2005 and 2004

We have no knowledge of any additional information regarding the topical matters addressed
through our responses contained herein affecting the entity received in communications from
employees, former employees, analysts, regulators, short sellers, or others, with the exception of
those matters previously communicated to Brent Millikan & Company, as Utilities Commission
auditors and special forensic investigators, and addressed in your separate report on audit matters
dated June 5, 2006 and post year-end matters dated August 1, 2006.

Prior Year Matters
1. Management Conduct

The Commission has taken steps to remove prior management and employees, who may have
contributed to the findings reported in the prior fiscal year audit and believes that, with the
exception of possibly pursuing civil action against former selective management and employees,
the matter has been resolved. Legal counsel is currently reviewing and evaluating possible civil
actions.

2. Marketing Expenses

The Commission previously ceased doing business with questionable vendors. The Commission
has requested legal counsel regarding recovery of these related and questionable expenditures.
The Commission has ceased telephone and cable T.V. operations.

3. CommWorx System Limitations and Errors

We have begun compiling outstanding uncollected accounts receivable information from
CommWorx and have contracted with MAF Collections, who have begun collections.
Negotiations have begun with Exceleron to discuss the ability to apply payments and we are
exploring possible options in the event negotiations with Exceleron transition to impasse. The
Commission has ceased telephone and cable T.V. operations.

“Connecting’You With Quality”
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Prior Year Matters (cont.)
4. Monitoring for Fraud

The Commission acknowledges management’s responsibility to prevent, deter and detect fraud
and will be establishing a more formal antifraud system to address the findings communicated

and consistent with recognized counter measures. A position of Controller/Budget Coordinator
has been presented in the U.C.’s 2007 Budget request in support of this effort.

5. Computer System General and Application Controls

A formal evaluation and corrective action plan is in process.

6. Communications System Operations

Finance has now assumed these new responsibilities/duties to properly record transactions in an

effort to better manage the exiting of telecom. Please refer to number 3 above regarding our
collection efforts.

Current Year Matters
1. Report on Audit Matters Dated June 5, 2006

The Commission has taken action to remove prior management and employees who contributed
to these matters. We believe the situation has been resolved. For whatever reason, the State
investigatory agencies chose not to proceed with prosecuting selective employees, and the
Commission is considering civil actions against those that contributed to our losses. Legal
counsel is currently reviewing the matter

2. Accounting/Finance — Uniform Accounting Policies and Procedures Manual

The Finance Department currently has notes regarding procedures. An initiative has begun to
compile this information into a manual which will be an on-going, fluid project with an
anticipated completion occurring over the next three fiscal years.

3. Accounting/Finance — Crystal River Nuclear Plant No. 3 Decommissioning Costs
We have discussed the possibility of changing our level of funding, but have agreed to maintain

the same level of $115,493 at the present time, given our experience of great variation from year
to year and noting that “life extension” of the unit is underway and may yet impact the funding.
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Current Year Matters (cont.)
4. Accounting/Finance — Capital Assets Module — Depreciation Record

As soon as the Commission can implement Great Plains 9.0, we will be better equipped to
monitor and account for this function through the Fixed Assets Module as well as the new
Project Module. We are currently examining the replacement of our stand-alone billing system
which is a threshold condition to affect an upgrade to Great Plains 9.0.

5. Accounting/Finance — Capital Assets — Venetian Bay Costs Reimbursed by
Developer

Finance has begun a re-review with Engineering of all work order files to identify project costs
related to the first phase of Venetian Bay, which are to be paid by the developer. Appropriate
actions may be taken as based upon these findings.

6. Accounting/Finance — Capital Assets — Head End Building/Venetian Bay Work
Orders

Finance has budgeted an additional position for FY 2007 with responsibilities, among others, to
address capital projects, to improve controls over expenditures, and to monitor our capitalization
policy. It is expected the Great Plains 9.0 Fixed Assets module, when implemented, will also
assist in asset tagging and improved controls over the assets.

7. Accounting/Finance — Internal Auditor
Noted, refer to answer number 4 in Prior Year Matters.

8. Accounting/Finance — Employee Reimbursements — Cable (Road Runner) Internet
Fees

This practice was originally initiated for IT personnel who are “on-call” evenings and weekends.
This practice anticipates and allows remote diagnoses and corrections for applications or network
issues through the VPN. The IT organization is currently implementing a new organizational
structure and procedures. Upon completion of the reorganization, this practice will be revisited.

9. Communications — Carrier Access Billing (CAB) Discrepancies
Finance has been overseeing CAB’s for this fiscal year, and we have contracted with an outside

consulting firm to aid in collections and negotiations regarding outstanding balances. The
Commission has exited the telephone business.
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Current Year Matters (cont.)
10. Communications — ILEC Charges — Breakdown in Accounting Procedures

The Finance Department has now assumed the responsibility of monitoring and payment of the
Communications invoices. The Commission has exited the telephone business.

11. Communications — ILEC Bill Auditing Procedures

Noted, the Commission has exited the telephone business.

12. Communications — Exceleron CommWorx System Flaws

Noted, the Commission has exited the telephone business and legal counsel has been sought.

13. Communications — CommWorx Reporting Discrepancies and Reconciliation
Procedures

Noted, refer to answer number 12.

14. Communications — BellSouth Calling Name and Number Database Queries

Noted, the Commission has exited the telephone business.

15. Communications — Long Distance Rates, Profit Margin and Cost Analysis

Noted, consultant review continues and the Commission has exited the telephone business.

16. Communications — Tax Collection Liability/Opportunity for Refunds

Noted, the Finance Department is working with the appropriate parties and has requested that
copies of all prior and currently filed documents be provided to us. We have already initiated the
process of seeking tax refunds through the Florida Department of Revenue and have discussed
the procedures for filing in other states with our consultant.

17. Information Technology — Organization and Management

IT has been reorganized into two units consisting of Applications Development and
Systems/Networking. This allows us to separate powers from those making changes and those
responsible for protecting production systems. In all cases, at least two personnel are assigned to

be the backup to the other so that IT can effectively function when personnel are unavailable due
to sickness, vacations, etc. Backup training of resources is underway.
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Current Year Matters (cont.)

18. Information Technology — Storage Management

A backup and recovery process has been commissioned and provides for on-site backup of all
UC data. On a weekly basis, information is cycled off-site through a 3 party vendor and stored
in their climate-controlled environment. This process also includes monthly off-site storage of
that data. A recovery process has also been commissioned to periodically test the ability to
restore this information.

IT has defined a disaster recovery plan that calls for establishing a duplicated data center that
contains all critical systems and applications. This data center has a dual use in that it can also
serve as a fault-over resource, if we lose our primary servers presently located at Canal Street.

Lastly, IT is defining a Document Management plan that will address the archival and retrieval
of email, data files and scanned documents used for record retention.

19. Information Technology — Move-to-Production Process

IT has initiated a development, test and production process to test changes before moving any
updates onto our production systems. All necessary equipment is currently on order.

20. Information Technology — Software/Hardware Inventory Control and IT
Infrastructure

Equipment and software will be ordered that will allow us to create labels, bar code/scan
inventory and equipment and store that information into a database for later retrieval. Initial
equipment that will be inventoried includes computers, monitors, telephones and cell phones. 1T
is working with Purchasing so that this same equipment can be used for application with other
fixed assets.

All system and network schematics have been created as a part of the network analysis
completed by a network consultant.

IT is working with HR to develop a checklist of equipment that IT will secure upon the
termination of any employee. HR is creating the termination process which contains, in part, the
notification to IT that an employee has been terminated.

21. Information Technology — Common Desktop Image

Desktop images are currently being defined for standard users, power users, system
administrators and development personnel. These images will be used to install images for new
employees or when computers are upgraded. These images will also include defined roles for our
business users when roles-based security is available in Great Plains 9.0.
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Current Year Matters (cont.)
22, Information Technology — Naming Standards

IT is using a senior network consultant to conduct a detailed audit of our system and network
environment. The recommendations of this analysis call for 30, 60 and 90 day increments to
address all concerns. The naming standards are going to be addressed within 60 days.

23. Information Technology — Records Retention and Logging Issues

IT has turned on SQL Server audit trails which will track all user access to Great Plains or the
Cogsdale Utility Billing application.

File server auditing has been turned on with additional shadow copying invoked.
Network and System access change auditing will be implemented in the 60 day network plan.

Application access and logging will be more tightly controlled when roles-based security is
implemented with Great Plains 9.0.

System, network, files and folder access will be redefined in the 30-day network plan.
Websense will be implemented in the 30-day network plan.

Electronic mail retention is being addressed, long-term, in the document management project
that is currently being defined.

In the short term, IT will be implementing a product called “Sherpa” that will allow IT to archive
email. This tool will allow IT to respond to requests for email more quickly than our current
methods, which have been dysfunctional.

24. Information Technology — Electronic Communications Policy

A first draft email policy has been created and disseminated to the UC staff.

Websense will monitor all web access. Access and downloading can be controlled with this
product. As stated above, Websense will be implemented in the 30 day network plan.

The Nextel contract now calls for a breakdown of cell phone usage by Director. Directors will
monitor and control usage.

Instant messaging will be monitored by Websense. IT is responsible for finding and deploying
an IM solution for valid intra-company needs.
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Current Year Matters (cont.)

25. Information Technology — Password Policy
A new password process is currently in effect.
26. Information Technology — Security Policy

IT has not formally addressed policy creation at this time. A series of department procedures and
policies will be created within 60 days.

217, Information Technology — Security Issues

A. Software Inventory
IT is using the Belmanage software package to track software installed on user desktops.
Standard application protocols are currently defined and any inappropriate software will be
brought to the attention of the Director in charge of that area and the software will be deleted.

B. E-mail Security
The Exchange server access rights for administrators are being assigned to the Network
Consultant and Help Desk technician. All other access rights have been terminated.

C. Malicious Software
Malicious software has been removed and will be further controlled by Belmanage and
Websense.

D. Vulnerability Scan
Vulnerability scan was performed. Virus protection is current.

E. Encryption
Encryption is not currently being used. IT is evaluating this capability in reference to its
compatibility with our public nature. The intrusion concern originated from personnel within,
who previously had unrestricted access rights. Permissions are now formally controlled and
unrestricted, broad access has been eliminated.

F. Remote Administration and Backdoors
Third party intrusion was conducted on the UC systems and network. The findings of the attack
are addressed in the 30/60 day network plan.

G. Firewall
The Sonic Wall firewall is currently in place and includes logging.
H. Intrusion Detection

Intrusion detection has not been deployed. IT will evaluate the need for this level of security
going forward.

. Providing Internet Service
The Canopy router will be separated from the company internet router in the 60 day network
plan.

J. Wireless Networks
There is no current wireless router device beyond our commercial offerings. Any future need for
a wireless access will be assessed for security risks before being deployed.
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Current Year Matters (cont.)
28. General — New Accounting Pronouncements

Noted, these are under evaluation and information requests have been issued.

Post Year-End Matters

1. Accounting/Finance — Improperly Designated Access to SQL Database

SQL Analyzer and other database update tools have been eliminated from users’ desktops.

IT has turned on the SQL audit trail to track all database access.

IT has changed the “SA” password so that finance users cannot access all system functions.
Although upgrading the U.C.’s Great Plains system will address some of our current functional
finance issues, a current review of Cogsdale, as an application, indicates deficiencies in security,
internal data integrity and database consistency. To date, Cogsdale has not been able to remedy a
number of concerns and a replacement for the Cogsdale system is currently under review by IT.

2. Communications — Management Issues

Duly noted, and many preventive changes have been implemented to address controllable events.

/XM% Sl

Robert J. Rodi
General Manager/CEO

RJR/ds
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