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▪ Course Overview – In this course, attendees will learn about regulatory auditing. It covers the foundation of auditing in general, 
and approaches and methods unique to regulatory accounting. This course also covers the regulatory challenges that are faced 
by auditors in the collection and analysis of public utility financial and operating data.  This course is intended for students with 
an interest in regulatory audits their purpose and use by regulatory agencies. 

▪ Intended Audience – Accountants and analyst that need a broader understanding of the process of regulatory auditing.

▪ Learning Objectives – After this course the student will have a foundational understanding of the foundations of general auditing 
and how distinctive approaches and techniques are used when reviewing the books and records of an economically regulated 
entity. 

▪ Course Level – Advanced

▪ Course Prerequisites – A working understanding of accounting and regulatory reporting standards and report forms. 

▪ Advance Prep – None

▪ Delivery Method – Online Group Live

▪ NASBA National Registry Statement -- The Institute of Public Utilities is registered with the National Association of State Boards 
of Accountancy (NASBA) as a sponsor of continuing professional education on the National Registry of CPE Sponsors. State 
Boards of Accountancy have the final authority on the acceptance of individual course for CPE credit. Complaints regarding 
registered sponsors may be submitted to the National Registry of CPE Sponsors through its website: www.nasbaregistry.org.

▪ This course is eligible for CPE credit.

Course Information
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Auditing
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the degree 

of correspondence between those assertions and 

established criteria and communicating the results 

to interested users.

Auditing Concepts Committee, “Report of the Committee on Basic Auditing Concepts,”
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the degree 

of correspondence between those assertions and 

established criteria and communicating the results 

to interested users.

A systematic process: A logical, structured and organized series of steps or 
systematic method.
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the degree 

of correspondence between those assertions and 

established criteria and communicating the results 

to interested users.

Objectively obtaining and evaluating evidence: A process that acquires 
and reviews evidence and support for a filing without bias or prejudice for or 
against the entity making the request.
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the 

degree of correspondence between those assertions 

and established criteria and communicating the 

results to interested users.

Regarding assertions about economic actions and events: Recognizes 
that a rate case is about the identifying, measuring, and the communication of 
complex financial and economic information. 
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the degree 

of correspondence between those assertions and 

established criteria and communicating the results 

to interested users.

To ascertain the degree of correspondence between those assertions and 

established criteria: Requires an auditor to establish a relationship between 
what is filed and the audit evidence and conclusions, which can be either 
quantitative, e.g., the correct mathematical total for an account or qualitative, 
e.g., the proper application of regulatory policy.   
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Auditing is defined as:

A systematic process of objectively obtaining 

and evaluating evidence regarding assertions about 

economic actions and events to ascertain the degree 

of correspondence between those assertions and 

established criteria and communicating the results 

to interested users.

Communicating the results to interested users. In the regulatory arena 
this can mean the preparation of testimony with supporting exhibits and 
workpapers.   
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1. Certified Financial Audit 
2. Regulatory Audit 
3. Performance Audits
4. Quality Audits
5. Project Management
6. CAM* Audits
7. Management Audits
8. Forensic Audits

Auditing

* Cost Adjustment Mechanism

There are three different 
types of CPA issued financial 
statements:
• Compilation
• Review
• Certified Audit
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Compilation

• CPA does not have to be independent. 

• Compiles the financial statements from records provided by owners.

• Required to follow rules promulgated by AICPA - Intended for use by 
lenders and outside parties without requiring any level of assurance 
on the accuracy of financial statements. 

• CPA issues compilation report not an opinion

1st CPA Provided
Financial Statements Type

AICPA SSARS 21

 Fact Sheet
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I have compiled the accompanying balance sheet of XYZ Company as of December 31, 20XX, and 
the related statements of income, retained earnings, and cash flows for the year then ended. I have 

not audited or reviewed the accompanying financial statements and, accordingly, do not 

express an opinion or provide any assurance about whether the financial statements are in 
accordance with accounting principles generally accepted in the United States of America. 

Management is responsible for the preparation and fair presentation of the financial 

statements in accordance with accounting principles generally accepted in the United States of 
America and for designing, implementing, and maintaining internal control relevant to the preparation 
and fair presentation of the financial statements. My responsibility is to conduct the compilation in 
accordance with Statements on Standards for Accounting and Review Services issued by the 
American Institute of Certified Public Accountants. 

The objective of a compilation is to assist management in presenting financial information in the form 
of financial statements without undertaking to obtain or provide any assurance that there are 

no material modifications that should be made to the financial statements.

I am (we are) not independent with respect to XYZ Company as during the year ended December 
31, 20XX, I was employed by the parent corporation of XYZ Company, ABC Corp.

Accountant’s Compilation 
Report
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2nd CPA Provided
Financial Statements Type

Review

• CPA must be independent (cannot review their own work). 

• Required to follow AICPA standards for Accounting and review 
services. Includes some limited analysis and inquiries. 

• Cannot be relied on to reveal fraud or misstatement.

• Provides level of assurance.
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I have reviewed the accompanying financial statements of XYZ Partnership, which 
comprise the statement of assets, liabilities, and partners' capital— tax basis as of 
December 31, 20XX, and the related statements of revenue and expenses—tax 
basis, and partners' capital—tax basis for the year then ended, and the related 
notes to the financial statements.

A review includes primarily applying analytical procedures to management's 
(partners') financial data and making inquiries of partnership management 
(partners). A review is substantially less in scope than an audit, the objective of 
which is the expression of an opinion regarding the financial statements as a 
whole. Accordingly, I do not express such an opinion. 

• Management’s Responsibility for the Financial Statements 
• Accountant’s Responsibility
• Accountant’s Conclusion  

Accountant's Review 
Report

Based on my review, I am not aware of any material modifications that should be made 
to the accompanying financial statements in order for them to be in accordance with the 
basis of accounting the partnership uses for income tax purposes.
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Certified Independent Audit
• Must be done by a CPA, whom must also be independent.   Must 

assure the accuracy and completeness of financials and adherence 
to a standard. i.e., GAAP, OCBOA,

• Utilizes testing, analysis, and interviews,
• Document and test internal controls.
• Verify balance sheet items. i.e., buildings inventory.
• Auditor’s Objective - derive an opinion regarding a company’s 

financials statements and the accompanying notes. 
• Audit opinions:

• Unmodified (clean) opinion, 
• Qualified opinion
• Disclaimer of opinion
• Adverse opinion 

3rd CPA Provided
Financial Statements Type
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We have audited the accompanying consolidated balance sheets of Avista 
Corporation and subsidiaries (the “Company”) as of December 31, 2022, and 
2021, the related consolidated statements of income, comprehensive 
income, equity, and cash flows, for each of the three years in the period 
ended December 31, 2022, and the related notes (collectively referred to as 
the “financial statements”). 

In our opinion, the financial statements present fairly, in all material 
respects, the financial position of the Company as of December 31, 2022, 
and 2021, and the results of its operations and its cash flows for each of the 
two years in the period ended December 31, 2021, in conformity with 
accounting principles generally accepted in the United States of America.

Accountant's Audit 
Unmodified Opinion
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We have audited the accompanying consolidated balance sheets of Avista 
Corporation and subsidiaries (the “Company”) as of December 31, 2022, and 
2021, the related consolidated statements of income, comprehensive 
income, equity, and cash flows, for each of the three years in the period 
ended December 31, 2022, and the related notes (collectively referred to as 
the “financial statements”). 

In our opinion, the financial statements present fairly, in all material 
respects, the financial position of the Company as of December 31, 2022, 
and 2021, and the results of its operations and its cash flows for each of the 
two years in the period ended December 31, 2021, in conformity with 
accounting principles generally accepted in the United States of America.

Accountant's Audit 
Unmodified Opinion
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Certified Independent Audit
• Must be done by a CPA, whom must also be independent.   Must 

assure the accuracy and completeness of financials and adherence 
to a standard. i.e., GAAP, OCBOA,

• Utilizes testing, analysis, and interviews,
• Document and test internal controls.
• Verify balance sheet items. i.e., buildings inventory.
• Auditor’s Objective - derive an opinion regarding a company’s 

financials statements and the accompanying notes. 
• Audit opinions:

• Unmodified (clean) opinion, 
• Qualified opinion
• Disclaimer of opinion
• Adverse opinion 

3rd CPA Provided
Financial Statements Type

Modified
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1. Certified Financial Audit 
2. Regulatory Audit 
3. Performance Audits
4. Quality Audits
5. Project Management
6. CAM* Audits
7. Management Audits
8. Forensic Audits

Auditing

* Cost Adjustment Mechanisms
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Regulatory Audits - Types
Economic  – Rate case - tariff filings

 Finance filings

Oversight   – Annual Reports - Spot Audits

 Integrated Resource Plans

Compliance – Filings ordered by a regulatory authority

  Trackers, Riders, Surcharges, & Decoupling
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Regulatory Audits - Types
a) Desk Audits

▪      Review of all available or filed documents 

▪      Routinely requested additional data from company

▪      Low cost, higher productivity (e.g., no travel time, small talk)

▪      Harder to follow up, lose one-to-one interaction

b) Site Audits

▪     Review supporting documents on site, limited follow-up

▪     Informal interaction and conversations with key personnel

▪ Tour facilities or the focus of a filing or inquiry (e.g., energy-

storage facility, hydro dam site 



IPUMSU

IPUMSU - ADV2023F-1  22 

Scope of Audit
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IPUMSU
Project Constraint Triangle

Time

Cost/ResourcesScope
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IPUMSU
Project Constraint Triangle

Time

Cost/ResourcesScope

Time

Cost/ResourcesScope
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Time

Cost/Resou
Scope

1. Preliminary due diligence
2. Materiality
3. Political or social sensitivity, and
4. Application of regulatory accounting 

principles

Limiting Scope To:
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Time

Cost/Resou

Limiting Scope To:

• Due Diligence
• Preliminary research and analysis

• Review prior orders
• Review prior audits (CPA and Staff) 
• Annual reports and proxies
• Variance examination

• Review filing for CCCA
• Correctness, Completeness,
• Consistency and Accuracy

• Review for timeliness – test year

1. Preliminary Due Diligence
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Time

Cost/Resou

Limiting Scope To:

• Material Items
• Costs of new infrastructure
• Officers' salaries

(Named Executive officers)

• Catastrophic expenses
• Other major cost drivers

• Minimal focus on non-material 
operating costs
• Postage Stamps
• Coffee for office staff
• Seasonal office parties 

2. Materiality
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Time

Cost/Resou

Limited Scope

• Non-material items
• Charitable donations
• Political contributions
• Traffic or parking tickets 
• Miscellaneous expense
• Gifts for board members 

3. Politically or Socially 
Sensitive Costs



IPUMSU - ADV2023F-1  29 

IPUMSU

Time

Cost/Resou

Limited Scope

• Income Tax Basis of Accounting or Other 
Comprehensive Basis of Accounting 
(OCBOA)

• GAAP Accounting Treatment which 
Regulatory Accounting Prohibits

• Accounting Not Consistent with State 
adopted USoA, Rules or Orders

4. Application of regulatory 
accounting principles

* USoA - Uniform 
System of Accounts
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Beginning the
Regulatory Audit

Preliminary Due Diligence

Review publicly available reports:
• Annual Report to Shareholders
• Annual Report to the SEC (10-K)
• Annual Report to the FERC  (Form 1,2 & 6)
• State Required Reports
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Annual 
report to the 
shareholders
Normally found in the investors 
section of a company’s webpage
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IPUMSU

Beginning the
Regulatory Audit

Preliminary Due Diligence

Review publicly available reports:
• Annual Report to Shareholders
• Annual Report to the SEC (10-K)
• Annual Report to the FERC  (Form 1,2 & 6)
• State Required Reports
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Annual 
Report Form 
to the SEC – 
Form 10 K
Normally found in the investors 
section of a company’s webpage
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Annual Report to the SEC (10-K)
PART I

Item 1. Business

Item 1A. Risk Factors 

Item 1B. Unresolved Staff 
Comments 

Item 2. Properties 

Item 3. Legal Proceedings 

Item 4. Mine Safety Disclosures 

              (SEC reserved)

PART II
Item 5. Market for the Registrant’s Common 

Equity, Related Stockholder Matters and 
Issuer Purchases of Equity Securities 

Item 6. Selected Financial Data 

Item 7. Management’s Discussion and Analysis of 
Financial Condition and Results of 
Operation 

Item 7A. Quantitative and Qualitative Disclosures 
About Market Risk 

Item 8. Financial Statements 

Item 9. Changes in and Disagreements with 
Accountants on Accounting and Financial 
Disclosure 

Item 9A. Controls and Procedures 

Item 9B. Other Information 
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Annual Report to the SEC (10-K)
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Annual Report to the SEC (10-K)

• Operational Risks
• Financial Risks
• General Risks
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Annual Report to the SEC (10-K)
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IPUMSU

Annual Report to the SEC (10-K)
PART I

Item 1. Business

Item 1A. Risk Factors 

Item 1B. Unresolved Staff 
Comments 

Item 2. Properties 

Item 3. Legal Proceedings 

Item 4. Mine Safety Disclosures 

              

PART II
Item 5. Market for the Registrant’s Common 

Equity, Related Stockholder Matters and 
Issuer Purchases of Equity Securities 

Item 6. Selected Financial Data 

Item 7. Management’s Discussion and Analysis of 
Financial Condition and Results of 
Operation 

Item 7A. Quantitative and Qualitative Disclosures 
About Market Risk 

Item 8. Financial Statements 

Item 9. Changes in and Disagreements with 
Accountants on Accounting and Financial 
Disclosure 

Item 9A. Controls and Procedures 

Item 9B. Other Information 
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Annual Report to the SEC (10-K)
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IPUMSU

Annual Report to the SEC (10-K)
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IPUMSU

Annual Report to the SEC (10-K)
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IPUMSU

Annual Report to the SEC (10-K)
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Annual Report to the SEC (10-K)
PART III

Item 10. Directors, Executive 
Officers and Corporate 
Governance 

Item 11. Executive Compensation 

Item 12. Security Ownership of 
Certain Beneficial Owners 
and Management and 
Related Stockholder 
Matters 

Item 13. Certain Relationships and 
Related Transactions, and 
Director Independence 

Item 14. Principal Accounting Fees 
and Services 

PART IV

Item 15. Exhibits and Financial Statement 
Schedules

Item 16. Form 10-K Summary
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IPUMSU

Annual Report to the SEC (10-K)
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IPUMSU
Annual Report to the SEC (10-K)
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IPUMSU
Annual Report to the SEC (10-K)

5

5

5
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IPUMSU
Annual Report to the SEC (10-K)
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Beginning the
Regulatory Audit

Preliminary Due Diligence

Review publicly available reports:
• Annual Report to Shareholders
• Annual Report to the SEC (10-K)
• Annual Report to the FERC  (Form 1,2 & 6)
• State Required Reports
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FERC Form 1 - Annual Report

▪ Number of Pages
• 260 Pages - 520 Pages 

▪ Includes:
• Operating Data
• Financial Data

▪ Report Presents
• Total Company
• Over 10,000 data points
• Does not include State-

Only Information for 
multistate companies
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IPUMSU
FERC Form 1 - Annual Report
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IPUMSU
FERC Form 1 - Annual Report
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▪ …the financial statements… have been prepared in 
accordance with the accounting requirements of the Federal 
Energy Regulatory Commission (FERC)…which is a 
comprehensive basis of accounting other than accounting 
principles generally accepted in the United States of America 
(U.S. GAAP).

Basis of Accounting 
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▪ …the financial statements… have been prepared in 
accordance with the accounting requirements of the Federal 
Energy Regulatory Commission (FERC)…which is a 
comprehensive basis of accounting other than accounting 
principles generally accepted in the United States of America 
(U.S. GAAP).

Basis of Accounting 
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Basis of Accounting 
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QUESTION:
Must commission-directed 

accounting be consistent with 
GAAP?
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57

Review of Data 

Poll Question

Is it reasonable and acceptable for 
a regulatory auditor to rely on the 
work and certification of a 
certified public accountant?  

1. Yes
2. No
3. Sometimes
4. All of the above
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Review of Data

58

YES - It is reasonable and acceptable for a 
regulatory auditor to rely on the work 
and certification of a certified public 
accountant.

In our opinion, the consolidated financial statements referred to above present fairly, in 
all material respects, the financial position of the Company … and the results of its 
operations and its cash flows … in conformity with accounting principles generally 
accepted in the United States of America. 

Also in our opinion, the Company maintained, in all material respects, effective internal 
control over financial reporting…
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59

Review of Data 

Is it reasonable and acceptable for 
a regulatory auditor to rely on the 
work performed by a certified 
public accountant related to a 
compilation or review?  

Compilation
No -  A compilation does not provide any form of assurance. No testing is preformed, 
and the accountant is not required to be independent.

 “The objective of a compilation is to assist management in presenting financial 
information in the form of financial statements without undertaking to obtain or 

provide any assurance that there are no material modifications that should be made 
to the financial statements.”
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60

Review of Data 

Is it reasonable and acceptable for 
a regulatory auditor to rely on the 
work performed by a certified 
public accountant related to a 
compilation or review?  

Review
No – All though a review conducts some degree of testing, it results in the 
conclusion:

 “…the accountant is not aware of any needed material modification that 
should be made to the accompanying financial statements in order for them 

to be in accordance with accounting principles generally accepted in the 
United States of America.” 
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Understand the 
Accounting System

Axiom 

Regulatory accounting is not GAAP accounting with 
a few tweaks. 

• The both use the same techniques, 
methods, and approaches  for the vast 
majority of transactions differences have 
developed. 

• Purpose of GAAP accounting is to protect 
investors whereas the purpose of 
regulatory accounting is to protect 
ratepayers and the company. 
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1. Optional accounting. GAAP may permit optional accounting for 
certain types of transactions but for regulatory purposes, a regulator 
may require a single uniform method or methods.

2. Cost definition. Under regulatory accounting certain costs can be 
deferred, and not expensed in the period incurred. For example, a 
deferred return on equity capital can be capitalized, and allow 
recovery in later recovery in rates. Under GAAP, equity return is not 
a cost and cannot be deferred Except for regulated utilities!

3. Time periods. Certain types of cost can be 
allocated to different time periods for 
ratemaking purposes than provided for under 
GAAP.

Understand the 
Accounting System
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IPUMSUUnderstand the 
Uniform System of Accounts
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Understand the 
Uniform System of Accounts

The Federal Energy Regulatory 
Commission (FERC)

 
Title 18 C.F.R. Conservation of 
Power and Water Resources

PART 101—UNIFORM SYSTEM OF 
ACCOUNTS PRESCRIBED FOR 
PUBLIC UTILITIES AND LICENSEES 
SUBJECT TO THE PROVISIONS OF 
THE FEDERAL POWER ACT

National Association of Regulatory 
Utility Commissioners (NARUC)

WATER UTILITY UNIFORM SYSTEM OF 
ACCOUNTS–

Classes A, B & C

FEDERAL COMMUNICATIONS COMMISSION (FCC)
47 C.F.R. PART 32--UNIFORM SYSTEM OF 
ACCOUNTS FOR TELECOMMUNICATIONS 
COMPANIES

The Federal Energy Regulatory 
Commission (FERC)

Title 18--Conservation of Power and 
Water Resources CHAPTER I-

PART 201--UNIFORM SYSTEM OF 
ACCOUNTS PRESCRIBED FOR NATURAL 
GAS COMPANIES SUBJECT TO THE 
PROVISIONS OF THE NATURAL GAS ACT
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The Federal Energy Regulatory 
Commission (FERC)

Title 18--Conservation of Power and 
Water Resources CHAPTER I-

PART 201--UNIFORM SYSTEM OF 
ACCOUNTS PRESCRIBED FOR NATURAL 
GAS COMPANIES SUBJECT TO THE 
PROVISIONS OF THE NATURAL GAS ACT

The Federal Energy Regulatory 
Commission (FERC)

 
Title 18 C.F.R. Conservation of 
Power and Water Resources

PART 101—UNIFORM SYSTEM OF 
ACCOUNTS PRESCRIBED FOR 
PUBLIC UTILITIES AND LICENSEES 
SUBJECT TO THE PROVISIONS OF 
THE FEDERAL POWER ACT
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Structure of a
 Uniform System of Accounts

66

• Authority and Application
• Definitions
• Accounting Instructions

• General Instructions
• Utility Plant Instructions
• Operating Expense Instructions

• Chart of Accounts (COA)
• Account Descriptions
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Structure of a
 Uniform System of Accounts

67

• Authority and Application
• Definitions
• Accounting Instructions

• General Instructions
• Utility Plant Instructions
• Operating Expense Instructions

• Chart of Accounts (COA)
• Account Descriptions
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Authority and Application
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Authority and Application
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Structure of a
 Uniform System of Accounts

70

• Authority and Application
• Definitions
• Accounting Instructions

• General Instructions
• Utility Plant Instructions
• Operating Expense Instructions

• Chart of Accounts (COA)
• Account Descriptions
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Definitions 
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Structure of a
 Uniform System of Accounts

72

• Authority and Application
• Definitions
• Accounting Instructions

• General Instructions
• Utility Plant Instructions
• Operating Expense Instructions

• Chart of Accounts (COA)
• Account Descriptions
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General Instructions 
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Structure of a
 Uniform System of Accounts

74

• Authority and Application
• Definitions
• Accounting Instructions

• General Instructions
• Utility Plant Instructions
• Operating Expense Instructions

• Chart of Accounts (COA)
• Account Descriptions
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Danny Kermode CPA 

Chart of Accounts and 
Account Descriptions  
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Chart of Accounts and Account 
Descriptions  
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Preliminary Procedures
• Prepare an analysis of historical financial 

and operating data

• Three to five years of data,

• Identify significant changes in plant, 

investment, revenues, and expenses,

• Identify significant changes in usage, 

customer counts by type, miles of  

transmission and generation capacity.
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• Focused Analysis

– Year to Year

• Absolute change

• Percentage change

• Changes in trends

– Current Year

• Financial measures

• Ratios

• Benchmarks

Historical Data Analysis

•  Depending on the size of 

the company much of this 

data can be obtained 

directly from the company 

using data requests. 

• Results  of the analysis 

can help focus the 

audit to significant 

issues or changes.
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83

Review of Data 

Poll Question

Is there a difference between the 
words “Historic” and “Historical”?

1. Yes
2. No
3. Sometimes
4. All of the above
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Review of Data 

Poll Question

Is there a difference between the 
words “Historic” and “Historical”?

1. Yes
2. No
3. Sometimes
4. All of the above
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Trend Analysis
▪ Trends

 declining sales

 Increasing expenses

▪ Seasonal Expenses 
 Vegetation control,

 Tree trimming,

▪ Expense Anomalies 
 Pandemic

 Union strike,

 Catastrophic Event

▪ Lumpy Investment Changes
 Plant retirement,

 Cash Flow.
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COMPARISONS - yearly

Average Plant Per Customer

Variance Analysis
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Year-to-year analysis
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Review of Data 

Poll Question

Is there a difference between a 
cost and an expense?

1. Yes
2. No
3. Sometimes
4. 4,365
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Review of Data 

Poll Question

Is there a difference between a 
cost and an expense?

1. Yes
2. No
3. Sometimes
4. 4,365
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Best Practices – Rate Filings 
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Please Note:

 A Test Year is sometimes described as the historical period 
which is used to derive a prospective rate base and income 
statement.

 Test Year is also described by some state commissions as the 
period in which rates will take effect.

 I will be using the first example, that is the Test Year here will 
be the historical period whereas the Rate Year will be the 
year in which rates take effect.

Test Year Approaches
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Historical Test year – 
Based only on historical data
No regulator currently used this approach

Pro Forma test year  --

Historical data adjusted for known and measurable changes 

Sometimes incorrectly referred to as an historical test year

Future, projected, forward, or forecasted test year -- 

Partially Projected – a portion of the period is historical, and the 
remaining is projected. 

Fully Projected Future Test Year

12-month period beginning the first month new rates 
become effective – Pennsylvania

Test Year Approaches
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Appropriateness of Test Year

The test year selected by the company is a recent, partially 
projected, or fully-projected twelve-month period.

Audit Question: Does the 
proposed test year after 
adjustments provide a 
reasonable representation of 
the year in which rates will take 
effect, the rate year?



IPUMSU

IPUMSU - ADV2023F-1  94 

Appropriateness of Test Year

Is the test year stale? 
Another way of saying, is the the selected period too old?

A test year must be recent enough to 
provide enough relevant and timely 
information to confidentially develop 
an acceptable picture of the operating 
and financial position of the company 
when new rates take effect. 

Question: How do we handle 
the Pandemic?
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2020 Test 
Year

Appropriateness of Test Year

Criteria for assessing appropriateness of test year? 
• Is more than a year old too old?
• Example: TY 2020 used for a 2023 rate year

2021 
Prepare case 2022 

Ratecase 2023 Rate 
Year

Regulatory Lag

2022 
Prepare case

2023 
Ratecase 2024 Rate 

Year

2021 Test 
Year
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Test Year 2021

• Historical Results of 
Operations -2021

• 2021 was impacted 
by COVID-19

Preparation and 
ratecase Year(s)

• Recognize and 
Project Cost 

Changes

• 2022 - 2023

Rate Year

• Year new rates are 
effective

• 2024

Development of a Prospective 
Rate Year
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Auditing the Rate Base
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Rate Base

“Determination of the rate base, the value of a utility's 
property used and useful in the public service minus 
accrued deprecation, is one of the most important and 
most difficult problems confronting both the 
commissions and the utilities.”

Charles Phillips, Jr., The Regulation of Public Utilities
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Rate Base
• The utility’s rate base is the total of the investor 

funded or supplied plant, facilities, and other 
investments used by the utility in providing utility 
services to its customers. 

• It is the investment base to which a fair rate of 
return is applied to arrive at the net operating 
income requirement (i.e., the amount of 
authorized return).
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Instructions for account 114 Acquisition Adjustments 
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Working 
Capital
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Additions to Rate Base
 Cash Working Capital
• Lead-Lag Study

• Most common approach
• Actual study of cash flows related to payments 

and receipts of cash

• Time consuming / Expensive

• 45-day Lag = 30 days service + 15 after billing

• Expected Auditor Inquires

• Review worksheets / interview witness

• Look for missing sources of working cap – 

• e.g., prepayments.
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Additions to Rate Base
 Working Capital

• Balance Sheet Method

• Standard accounting formula

• Current Assets – Current Liabilities

• L/T Liabilities – L/T Equity

• Complex 

• Used by two states, each with a different 
approach
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Additions to Rate Base
 Working Capital

Formula Method:

• Assumes 45-day lag in revenues.

• Assumes NO expense lead.

• 45/365 = 12.33% of operating expenses

• Excludes depreciation, property tax and fuel.

• Expected Auditor Inquires

Review workpaper (very simple)
Note: method NEVER results in negative 
working capital  …. Does it make sense. 
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Expected Auditor Inquires

• Different CIAC type segregated 
• CIAC related to plant not in service is removed from rate base
• Gross-up required to pay income taxes is accounted for.
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Questions 
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“…the corporation may not be required to use its 
property for the benefit of the public with out 
receiving just compensation for the services 

rendered by it. How such compensation may be 
ascertained, and what are the necessary elements in 

such an inquiry, will always be an embarrassing 
question…”

US Supreme Court 
Justice Harlan - Smyth v. Ames
 171 U.S. 361 (1898)
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Thank You!
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