MEMORANDLUM

June 16, 1997
TO: DIVISION OF RECORDS AND REPORTING
FROM: DIVISION OF AUDITING AND FINANCIAL ANALYSIS (VANDIVER) L}J

RE: DOCKET NUMBERS 970209-WS/970210-WS -- SUNRAY UTILITIES
RATE BASE AUDIT REPORT
AUDIT CONTROL KO. 97-076-1-2

..............................................................................

The above-referenced audit report i{s forwarded. Audit exceptions document
deviations from the Uniform System of Accounts, Commission rule or order,
Staff Accounting Bulletin and generally accepted accounting principles. Audit
disclosures show information that may Influence the decision process.

The audit working papers are available for review on request. There are no
confidential working papers assoclated with this audit.

Please forward a complete copy of the audit report to:

Sunray Utilicies

Kelli L. Adkins

P. O. Box 1708

Fernandina Beach, FL 132035-1708
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I. EXECUTIVE SUMMARY:

AUDIT PURPOSE:
We have applied the procedures described In Section Il of this report in

order to audit the Rate Base of Sunray Utilities {5t.Johns and Nassau| for
the period ending December 31, 1996.

DISCLAIM PUBLIC USE:
This 1s an internal accounting report prepared after performing a limited

scope audit. Accordingly, this document must not be relled upon for any
purpose except to assist the Commission Staff in the performance of their
duties, Substantial additional work would have to be performed to satisfy
generally accepted auditing standards and produce audited financial state-

ments for public use.

OPINION:
Subject to the Audit Exceptions and Disclesures contained in this report,

the schedules of Rate Base as of December 31, 1996 represent company books
and records maintained in substantial compliance with Commission directives
The expressed opinions extend only to the scope of the work described in
Section II of this reporc.

SUMMARY DISCLOSURES:

For Sunray-Nassau, the utility was unable to provide documentation
to support $26,860 of Water Plant and $14,° "0 of Sewer Plant

For Sunray-Nassau (Water), the utility has $36,000 of Land purchased In
anticipation of an expansion in Water Plant operations; however, this
construction of addirional Water Plant has not occurred

For Sunray-St.Johns, the Water Plant is overstated by $7,500 and the Sewer
Plant is understated by §7,500.

For Sunray-Sc.Johns, the uctilicy filed a 1995 Annual Report with the

St, Johns Water and Sewer Authoricy and listed the existence of Nonused and
Useful Plant; however, the utility desires that those amounts listed as
Nonused and Useful be declared void for the purpose of establishing the
Sunray-5t.Johns Rate Base for the acquisition by United Water




II. AUDIT SCOFE:

The opinions contained in this report are based on the audit work which
is described below. When used in this report Compiled means that audit
wvork includes:

Compiled: Means that the audit staff reconciled

exhibit amounts with the General Ledger; visually
scanned accounts for error or Inconsistency;

disclosed any unresclved error, irregularity, or
inconsistency; and, except as otherwise noted, performed
no other audit work.

RATE BASE:

Compiled Rate Base for the period ending December 31, 1996, established
schedules of Plant accounts from January 1, 1988 to December 31, 1996,

traced Plant account balances to the General Ledgers and/or the Audit Trail
Reports (the Audit Trail Report is a company specific document providing greater
details per transaction than that contained in the utility’'s General Ledger)
from January 1, 1988 to December 31, 1996; traced Flant Account Summary Ledger
to the General Ledger as of December 31, 1995; wutilized auditor judgement to
select transactions within the Plant accounts for verificatlon of transactions
from ledger to invoice to check and/or to other documentation; {dentifled Plant
{tems not to be sold by the utility [Sunray-Nassau Water| as exclusions from the
rate base per United Water acquisition; identified Sunray general Plant items
to be sold by the utility as inclusions into the rate base per United Water
acquisition; compared (for each category of Plant) the asset life used for
depreciation purposes by the utility to the F.P.5.C. asset life guidelines within
the Commission rule; traced Contributions in Ald of Constructlon (C.1.A.C.)
balances to the General Ledger and/or Audit Trall Report from January 1, 1988 to
December 31, 1996; traced Accumulated Amortization of C.1.A.C balances to the
General Ledger and/or the Audit Trail Report from January 1, 1988 to December 31,

1996,




III. AUDIT DISCLOSURES:

AUDIT DISCLOSURE HNo. 1

SUBJECT: MISSING DOCUMENTATION TO SUPPORT PLANT.

STATEMENT OF FACT: The utility was unable te provide documentation te
support $26,860 of Water Plant at Sunray Nassau and $14,960 of Sewer Plant

at Sunray Nassau,




AUDIT DISCLOSURE No. 2

SUBJECT: LAND PURCHASED FOR FUTURE EXPANSION OF WATER PLANT,

STATEMENT OF FACT: The utility has Land Held for Future Use of $36,000

at Sunray Nassau (Water). In August 1988, the utility purchased $36,000

of Land (per JVOB-07 for Rayland parcel 85-1-2). The utility states that

it had purchased the land in anticipation of an expansion/construction of
additional Water Plant. However, the expansion of the additional Water Plant
has not yet occurred. The utility considers that Land as being a site for
the future expansion of Water operations.




AUDIT DISCLOSURE HNo. 3

SUBJECT: WATER PLANT OVERSTATED AND SEWER PLANT UNDERSTATED.

STATEMENT OF FACT: The utility at Sunray St. Johns has overstated Water
plant and understated Sewer Plant. The amount is $7,500. In Aapril 1992,

a check (Number 020B44) was paid te JAX Utilities Management Inc. in the amount
of 59,236 for three invoices: Invoices 000274 (5440), Inveices 001826 ($1,296),
and Invoice# 001827 (57,500). A review of Involces 001827 (57,500) shows that
it was for the Sewer Treatment plant; however the §7,500 cost was allocated into
the Water Treatment plant account. Therefore, Water plant is currently
overstated by $7,500 and Sewer plant is currently understated by 5$7,500.




AUDIT DISCLOSURE WNo. &

SUBJECT: PLANT NONUSED AND USEFUL.

STATEMENT OF FACT: The auditor reviewed the utility's Annual Report for
Sunray Utilities --- St. Johns, Inc. for the Calendar Year Ending 1995 (filing
date July 1, 1996) as filed before the St. John's County Water and Sewver
Authority. On page F-4 of their report, the St. John's County Water and Sewer
Authority requests identification of Nonused and Useful Plant (with a footnote
that states "Estimated if not known"). The auditor observed that the utility
had entered the following information on that line of page F-4:

Water Sewer
Ucilicy Utilicy
Nonused and Useful Plant $390,873.24 5625,804 50

The auditor made an inquiry (via Document Request) to the Accounting Manager of
Sunray Ucilicles requesting a detailed explanation of these amounts, the
estimarion methodology utilized, and an indication as to whether United Water
(the acquiring entity) had knowledge of the situation. The Accounting Manager
of Sunray Utilities responded and indicated (1) that when she had entered the
amounts onto the Annual Report, she did not have the engineering data to
accurately dectermine any amount of Nonused and Useful Plant and (2) that she had
utilized an estimacion procedure which appears to have led to an overstatement
of Nonused and Useful Plant,

The Accounting Manager of Sunray Utilities desires that her numbers entered for
Nonused and Useful Plant be declared void for the purpose of establishing the
Sunray-St.Johns Rate Base for the acquisition by United Water. A detailed
letter from her regarding this matter (the circumstances of the 5t. Johns
Authority filing, the estimation procedure that she utilized, etc.) Is included
within the Work Papers of the auditor. According to the Accounting Manager of
Sunray Utilities verbal statements: "To the best of my knowledge, all plant/land
(other than the $36,000 Sunray Nassau Land held for future Water use), is
currently completely useful, is being used, and i{s fully operational at the
St. Johns Ucilicy for Water & for Sewer and at the Nassau Utilicy for Water & for

Sewer.”




RAIT BASE (ASOF DECEMBER 1. 1596

SUNRAY SUNRAY ST JOHNS

Eanm y 51 bohsa
SUNRAY - - - ST JOHNS STIOHNS AD JUSTED Semer
SEWER Scheduled Adyuitmenn BALANCE Ve bosmsre
PREPARED BY. MARK CARUTH Dee 31, 199 st SEWER
PLANT (INCLUDING LAND} | 51,591 47900 $1.900 565 00 D4
Re—allocate [rom Water 1o Sewer 516) =433 page & .50 W D
Genen| plantequip abo o be wobd 1o United Water Slo-a4 bt
Genen| plant equip abo to be wold 1o United Waler 510-82 W i
ALLOWANCE FOR DEPRECIATION: | (5321 88800 (59224659 00)
Allowance for General pliatiequip sold 1o United Waler Si0-a3 (R ¥ LI
Allosance (or General plantequip sold to United Waler 510-6% ram)
C1AC: [ (5236,38200) (5236,38200)
ACCUM. AMORTIZ. OF CIAC: | $13,595.00 $1).595.00
[ RATE BASE: ] | $1.347 D340 055 00 $1.358 089 00

D)=

lmvoik e of §7.500 for Sewer Treatment Plant wasaliceated by the utiity into Wa ler Plant

D4 = Plant Nonuwd & Uselul pes fling with S Johe Asthenty inchaded in Sewer Rate R




RATE BASE |ASOF DECEMBER 31, 1996)

SUNRAY SUNRAY ST JOHNS Susay St Johm
SUNRAY - - - ST JOHNS STIOHNS ADJUSTED Water
WATER Schedule # Adjatmens BALANCE D bomare
FREFARED BY: MARK CARUTH Dec. %1, 1908 -3 WATER
PLANT (INCLUDING LAND}; [ £1.108. 544 0 $1.1029% 00 ps |
Re~allocate from Water to Sewer S16)- 00 page & (F3mim) D3
Geneal plant'equip abso 1o be sold 1o United Water S10-a% $T40.00
Genen| plast'equip also 10 be sold 1o United Water 510 -84 S0 00
ALLOWANCE FOR DEPRECIATION: | (E=5.199.00) {$356.0%0.00) |
Ellfcl-_ur!i!tsc.f..!m! 510 -89 (§X=0.m)
Allcus me for Gessral phot equip oM 1o Unéted Water 510 -84 (BELm0)
Clac: | (596.360.00) (578.360.00) 1
ACCUM. AMORTIZ. OF CIAC: | $13.840 00 51154000 |
| RATE BASE: | 912 (BIE0) 4800 |

D3 = fmvox e of 57500 for Sewer Treatment Plant was allocs ted by the utiity inko Water Plast
104 = Plant Nonusd & Uselul per fling with 5t Johre Authorily  included in Waler Rate Base

Fhoe 10




RATE BASE (ASOF DECEMBER Vi, 199)- SUNRAY SUNRAY NASSAU Sunmy Nasmu
SUNRAY - - - NASSAU NASSAU ADIUSTED Sewer
SEWER Shedule # Adjustmenis BALAMNCE e boomare
PREFARID BY: MARK CARUTH D V1, 1950 - SIWIR
PLANT (INCLUDING LAND) | £1.751 540 5170 o |
ALLOWANCE FOR DEPRECIATION: | (5539594 00) (F939.505.00) |
anac: [ (533357 00) (S350, i
ACCUM. AMORTIZ. OF CIAC: | B457300 497 |
| RATE BASE: 54920 w10 W75.49 240

Mimmng Dacumentation $14.960 for Sewer Plant included in Sewer Rate Base

Pase 11




RATE BASE (ASOF DECEMBER %1, 199}

SUNRAY

SUNRAY NASSAU Sunmy Nawm s
SUNRAY = = = NASSAL HASSAL ADJUSTED Witer
WATER Schedule # Aupusisie nis BALANCE i, v
PREFPARFIY BY: MARK CARUTH Dhex. M., 1990 5 WATER
PLANT (INCLUDING LAND§ | $1.2% 561 00 512025000 DI.D
Flant not to be soid Sl6a-wd0) (S48 0y
Pt pot to be sold Sléa-wiD] (L S8 LULFL AT
ALLOWANCE FOR DEPRECIATION: [ (338.016.00) (S280.5851 00) |
Allea e e for Flant not sokd $12a-w0] B0 m
Allowa ace lor Flant acl sold 5Xa-wi0] 10200
Clac: | (8216.701 00) (Su6.VL00) i
ACCUM. AMORTIZ OF CIAC: _ £%0,419.00 $30,419.00 _
| RATE BASE 79639300 (OB 0) S50 |

D1 = Missing Documentation 530 560 for Water Phiat included in Water Rate Buse
DI = Land held for feture Water Phint capamsion’use $%.00 included in Water Raie Base

Prse 12




Commissioners:
JULIA L. JOHNSON, CHAIRMAN
SUSAN F, CLARK

DIVISION OF RECURDS &
REPORTING

1. TERRY DEASON BLANCA § BAYO
JOE GARCIA IMRECTOR
{904) 41346770

DIANE K. KIESLING

Public Serbice Commisgion

June 16, 1997

Ms. Kelli L. Adkins

Sunray Utilities Company

Post Office Box 1708

Fernandina Beach, Florida 32035-1708

Re: Docket Numbers 970209-WS/970210-WS -- Sunray Utilities
Rate Base Audit Report
Audit Control # 97-076-1-2

Dear Ms. Adkins:

The enclosed audit report is forwarded for your review. Any company response filed with
this office within ten (10) work days of the above date will be forwarded for consideration by
the staff analyst in the preparation of a recommendation for this case.

Thank you for your cooperation.
Sincerely,

3. [Gayo

lanca 5. Bayo

BSB/DNV/cls

Enclosure

cc: Public Counsel
Martin Law Firm

CAPITAL CIRCLE OFFICE CENTER » 2540 SHUMARD OAK BLYD - TALLAHASSEE, FL 32399-0850
An Affirmative Action/Equal Opportanity Employer Internet E-mail  CONTACTGEPSCSTATEFLUS
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