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DATE: Mardlll, 1997 

TO: Divisioo or A•Jditina and Financial Aoalylis (Vmd.iver) 

FROM: Dividoa or Water and WUICWIIa' (Walker)~ 

ll .. IGiWlL 
fU.E M 

RE: Doc:ta N01. IMiilg:ws and 970ll~WS - Allolicatioos 10 Transfer Opendaa 
fec:!llrlrt to Uailed Wattr Florida loc. - AmcR\ .. .,.u or Cen1flcat.c:s 10 Ioclucle 
Talibia Scmd by SWny UtW&ia ill St. .Joba aS NUAU Coo•uiea 

oocu· ": .. 
- 0 2 6 ~ 5 l.:.ll l2:,; 

FP~C-RECOnO:t~(PORT I~G • 
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TO: 

FROM: 

RB: 

AUDIT SBRV ICE REQUEST 

March 11. 1997 

IAPAD Control I 

Oeniee Vandiver, Divieion Of Audit and Finance 

N.D. Walker, Divieion of Water and Wastewater 

Requeet for Audit of Sunray Otilitiee in St. Johns and 
Na•-u Countiee - Docket Noe. 970219-WS and 970210-WS: 
Audit to eatablieh rate baee valuee . 

AUDIT PORPOSB: To utablieb rate base balance• u of transfer date 
to United Florida Water Inc .• 

LIST AUDIT OBJECTIVES AND OTHBR INFORMATION ON BACJC . 

·······--···········-············································ 
ADHINISTRATIVB DBTAILS : 

COMPANY CONTACT: 

MAILING ADDRESS: 

Hunipalli Sambamurthi. V. P. 
onited Water Florida, Inc. 
Phone s (904) 725-2865 

P.O. Box 8004 
Jacksonville , Florida 32239 

LOCATION OP RECORDS: 1400 M.illcoe Road 
Jacksonville, Florida 

AUDIT DOE DATE: 5/2/97 PIECEMEAL RESULTS: NO 
································-································ 
COORDINATING DETAILS : Staff engineer - Richard Redemann ; Staff 
attorneys - Bobbie Reyes and Rosanne Capeles a 

REPBRBNCBS: Order Nos . 20252, 25501 
••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
USB OF THE FIELD AUDIT SUPERVISOR: 
REQUEST ACKNOWLBDOSD BY, ______________________ ~ OATB :~~----

AUDIT MANAGER ASSIGNED : DATE ON SITE: __ 

COMMENTS: 

I 
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A rate base determination is needed to establish Sunray• s 
investment in rate base facilities for its operating systems in 
Nassau and St. Johns COunties . Pursuant to the purchase agreement 
dated August 21 , 1996, United will pay Sunray the •verified• net 
book value for the acquired systema. Per the application a.nd 
SUnray' s books, the 12/31/95 rate base balances were $2 ,081,949 in 
St. Johns County and $1,995,764 in Nassau County. However, the 
purchase price will be adjusted as needed to match the audited 
suma . Because of this parity, United will not record acquisition 
a.djusta~ent for thio transaction. 

The books and recorda for Sunray are available for review at 
two locations: through 1989 at Jacksonville Utilities Management 
(address : 1300 Riverplace Blvd , Suite 620, J acksonville, Plo r i da 
32307 and telephone r (904) 399-8802) and since 1989 at Sunray 
Utilities (address: SOl Centre Street, Fernandina Beach, Plorida 
32035 and telephone: (904) 261-2918 ). The auditors should contact 
Mr. Sambaaurthi at United Plorida Water Inc. to schedule and 
coordin.ste audit vbits. In addition, Me . Kelly Adkins at 
(904 ) 321-SSU at R&yonier (parent company for Sunray) may be 
contacted for assistance is scheduling the audit investigation . 

HIQH PRIORITY - STNIDARD RBQQIRPJ11tn'S 

1. The rate base objectives per the rate case audit guide of the 
DAPA audit manual should be used i n auditing utility plant, 
accumu.lated depreciation, CIAC, and •c<;W~~ulated amortization . 
Sunray• s existing rates wore granted using proiected data 
conGerning expected future expenses and investment levels. 
The utility's actual rate base values have not been audited by 

the Commiaaion. The audit inapection will therefore need to 
address all rate base component& since Sunray's inception. 

2. Determine whether any assets on the seller• e books are not 
being transferred (i.e., vehicles and computer equipment), and 
exclude thoae itema from the rate base calculation . 

3. Verify that land dedicated to utility service is included in 
the proposed transfer to Onited Water . 

4 . Please advise N.D. Walker if any problema arise duri ng the 
audit examination. ' 
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Aa dlacuaaed In the Caae 8oCk9COund . RAP o bj ected to 
Sunrar'a cartlflcotlon on the bull that RAD'I Muuu l.a~eo 
aull4lvhion vaa not Inc l uded ln &unrar' • requ .. ted te rri t o ry . 
Sunray Indicated that lt vaa willi n9 t o provide aer v1c e t o 
RAP. H.,...ver, It appeara tbat llAD wonteo2 t o o2efer l nc l ualo n ot 
lta lind In lunror•a t.rritory u ntil the C.,..i aalon deter•lned 
tbe utUltr•• loltlal ratea an4 chor9ea. Recently, RAP hu 
reportedly loat ita title to the Maauu Lakea aubd l vlalo n 
throu9h .art9191 f o reclooureo , althOU9 b ita rl9ht ot redempt ion 
bad not -n utlovulabed. Ohen auch uncerta lntl.. . we 
decline to include RAP ' e property within &unroy'a turltorr at 
tbla tl... ln tbe 8"1nt tlllt L\D or ita IUCCUIOr(l) in 
lnte rea t dealre aenice f rooa the utility, they ahould o~lt • 
CD~~C>leted applicat ion for aei'Yice to tbe "tlllty. The utilltr 
would then procee<l vlth ootlcea one! a n applica tion f o r 
c:o..iulon epprova l of on eJttenalon of ita certlflcotu 
pureuant to lectiona l,7.041 o r 117 . 0,1. r lorlda ltotut••· 

Suour hu on .. tatlnv uo,ooo vollona per d or (9pd l wotu 
t reat .. nt phnt loco ted wl tbln the Otter lun dnelo,_nc . The 
plant waa conetr .. cted at a coat ot 1269,500 a nd vaa In aerv l c e 
on Jan .. ory 1, 1918. n.e woter treoc..nt ayate• I n ploce I a 
dealvned to 11rY1 429 uca. The "tUity lnt111d1 t o c onotruc t o 
1.0 •Ullon vollon per dor (IIIlO) voter treat .. nt plont by 
January 1. ltlt, ot • projec ted coat ot I UO , OOO . The wou r 
tceat .. nt f•cllttlea would then b••• the c apeci ty t o aerve 
1pproalaetaly 2.257 1RC1. 

lunror allo haa an eahtlnv 117,000 9pd eatencled urat I on 
waat-ater tre1C..11t pllnt. Tbe pllftt vu c onatruc•..S ot a 
coat o t Un ,000 aftd vaa In aervlce on Ja nuor I IU8 . Tt,• 
e.alatl1>9 a-r arat- h duivned to aern 661 u ca . .ne p • nr 
vill be converted t o tbe contoc t atabl l l ut l on aode 0 1 
t rea t .. nt and the capoclty ••paDded t o 500.000 9Pcl I t an 
eoti .. ted coat of 1120,000. Tbe u t i l i t y azpecta t ho t t he 
••ranalon vlll occur by Janua ry 1. 1990. and the trut-nt 
facilities ot that t ime would bove t be c a poclt r to aerve 
approal .. telr 1,786 ERCa. 

Sunray plena t o c onatcuc:t the utl ll t y aya t .. ln ph•••• · 
lloraally, In orlvlnal certltlcatlon p roc .. d lnoa . we calcu l ote 
ratea which will allow the utility t o ea rn a fa i r r ote of 
return on lnveat.llent whe.n the treat .. nt p l ant a re1c h 80 \ o f 
capoclty. ln thla cue, we have calcull t ed ratea bued o n 8 0\ 
o f Pbaae I phnt a nd aapenaea . 

The p ro,ected co~aple t lon of Phaaa 1 Ia • ld-1991 tor the 
vatar ayat• and lote 1991 f or the •-er ayat-, acco rcl lnv t o 
pro, ect i ona of coeal t t«d pllnt baaed on deve loper conat ruc tl on 
per•l ta laaued by t h e rlorlda Oeport .. nt ot tnv lronm.nt a l 
llevullt lon (01:1) . AI Ita d a t u o f p roj ec ted CCNOCJ ia tlon. the 
utlllty u•ed the dotaa that DEll will co,..lt cllpacl ty t ro10 the 
t r eat .. 11t planta t o apeci H c devalo- nu . Accord I no t o t he 
utlllty, when peralta are vranted t o r the conat ructlon o f li ne a 
to aene develos-anta. DO cona14a ra the treetMnt pl e nt 
c apacity needed to aerve theae euat oaera •• · cOGD l tte a · 
revercUeaa o r wben t he active cuato.tMra wll l ac tu e l l y b• 
connectlnq t o the ayat ... 

W. uaed t heae proje cttona ot •co.al tted• pl • nt t o de t e ratn• 
servic e avalhbl ll t y c haroaa on ly, u d iscussed I n thl l Orde r. 
r oc pu rpoaea o f calcull t ln9 ln l tla l ae rv lce r a t u . ve band o H 
pco )ectlona on the ra t e o f 9 rowtr\ tn I Ct l ve c:ua totN"r a 
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redvc:ed luuranc-e eapenae-other tor •aud.den po llut i on and 
coata•lnat ion• lnaurance obtolne., by t he utility . The polic y 
provldea ten alllton 4o llara ln coverage. S1nce t he coveraqe 
h ln.S.~ndent o f the n-r of •Tilt•- opera t ed , we belle•• 
that the utiHty•a at . Jollna county dhhlon ahould onere the 
coet of thla poHc:y. It ap~an that the St. Johna County 
ayat.. h projected to have a alllllar nu~r o f c uato""'n 
throu;h lu Pha.. 11 therefore , we belle.. a SO/SO al l ocatio n 
of coat la reaaonable . 

Depreciation eapenae waa adjuated to reflect the 
adjua-ntl ude to water and •-•r u tlllty pllnt·ln-.. r•l c e 
aD4 to reflect tile u .. of co-tUalion approved depreclotlon 
ratea . 

.,. ~>••• ad juated the utlllty'a pro~rty tuea f o r wate r aDd 
...... to reflect 10\ of deatva capacity for utlllty plaDt-ln· 
aeni~. r- taaa and revuhtory uaeu•nt f•.. were 
calc:uht.ed at the appro•ed 1•••1 of vrou revenue . Tbe 
lcbedule of Operation• ap~aro OD &ebedulea Moo. 4 and s. with 
our adjuat.enu ap~arlnv OD kbed11l e •o. 6. 

Me find the utlllty• a pro foraa capital at ruc:ture t o be ' 
ruaonable. Therefo re , the only ad juat•nt nec uury .... t o 
reconcile the eaplUI atructure to rate bue . .,. calculated 
the return on e-n equity to be l4 . ll\, ualn; the curre nt 
CO..laalon•approved leverao• for.ula, aa author ized by Order 
• o. ltl11, luued on July 26, uae. Tbe utlllty'a c ap itol 
atructure ap~ara on Schedule No . 1. 

The abOve 1ebedulu art pruented only 11 a tool uaeu I n 
eatabliahlnv Initial rat ea . They are not Intended t o ••tabllah 
rate baae. Tbla Ia conalatent wi th eo.aiealon pollc T In 
orlvlnal c e rtlflcation proceecllnva. However, we do eatabl ah a 
return oa equi ty o f l4 . ll\ to be u.aed ln f uture proc .. d l nqa 
1n•oh•a9 "'"'" tblnv• u c alc:ulatlon• of allowa nce f o r f 11nda 
uaed durlD9 coaatructlon (AIUDC), &oterl• r ate• and t a• aav lnqo . 

Tbe utility baa aot propoaed IDY opecltlc wate r and aewer 
ratea . Baaed upon our approved t t Y&AU& requ l r ... nta o t 
1400.506 f or wate r and l54l ,71l for aever , the f o llowl nq ratu 
are apprond, effect! .. for Mter r udlava on o r a fter thirty 
daTil tr ... tilt u._d approva l date oD the orlvl~>~l water and 
aewer tarlffa. Tile t arlffa wlll be epproved upon atafC ' a 
•erlficatlon that they Itt conalattnt with tbl l Order and a fter 
tbt ~rlD4 fo r objectlona to tbh propo .. d aqency act i on hu 
up1re4. 

!!AW SE;I!V I t:r; 

(IIOnthly hteal 

fiUIQMJAL NfO QC!fiML I[JVlCJ 

fttttr '"' •••• roc!! ltr 

ve· • l/4" ' 1 . SI 
lr4" 11. 27 
1" 11 .71 
1 l/2" 17 . H ,. 60.01 ,. llO . 16 
4" 117 . H ,. lH .)O 

Oallonaoe Cbarve 
(per 1,000 Oollona l ' 0 9) 
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the d.evalo~r• in Phaae 1 . vlth the eaceptlon ot • am•ll • mount 
related to the IUuh l.okoa aubdhlalon. Tho utility u .. rted 
tblt In o rde r to obto ln peralta fro• DEll for the conatructlon 
of the dlatrlbutlon ond collection ayata~ for now 
dovelo-nu, tho utility oouot repre .. nt thot copocl ty la 
currently avollable to .. ,... tho nullber or EIICa repreaonted b y 
the dovolo-nt. In Otbor warda, ICCO t dlnq tO OrR. th;. 
ruarvad c apacity le conaldorod •co-ltted· to thot davolopar 
at tba tl .. peralta ••• obtolnod to conatruct tho linea . 

We aqrH vHb tbe utility t .bat tba rata of DD-coaoittod 
plant ratbar tbon active cuato-.ra abould be uaecl In thh cue 
to deteraina aanlce onllabiUty chorqaa. Docwaanta provided 
by tba utility lndlcota tbet DD uaea tble =-altted c opoclty 
co.a.pt for tbla utU1ty. 'J'Mrafo re. fo r practic al purpoou . 
tbe fut11ra appeoranc:e of cuato-.ra bean ao ralotlonahip to the 
u .. that plant ln•ut-.nt .,at be ln place. 

Uae of tba 11tlUty'a concept of DCII-coeaoltt~~ CIICa rather 
tbon tba -•• tradltlonol concept o f connection of octlvo 
cuat011era a bortena the lenvth o f u.. until tba plonu will 
rucb c ap.aclty. Tbe pro,acted u .. to bulld-out Ia un r or .. 
the water ayateJI and IUl t or the a-r ayat- uainv tho 
concept o f coaaaltted plont baaed on davelopar conatructlon 
peralta . Ualnv active cuata..r connectlona, thot tiiN Ia 
eatendod 11ntll the yeora 2000 ond 1991 for the wotor ond savor 
ayat .... raapectlvely . 

Co lculotlon of arne• c opoclty chovu ualnv the coiii'Ol ttod 
copaclty concept e~~floyed by Sunny and the od,uatad utility 
plont-ln-aorvlco ••r be dleplayod 11 follova: 

Year plont ro achoa capacity 

Utility Plant-ln-Sar•lca 

t.and 

Accuaulatod Dopreclotlon 

Not Plant 

CIAC 

Net ClAC/Mot Plont 

Propoaad Copocity Chorvo 

Wtttr Sytttftl 

2.2~7 ERCo 

1n2 

$2.897.418 

18,149 

2 60,832 

2,654,7H 

2,115.479 

U5,679 

1.989.100 

74 . U\ 

' l61 

Stwtr Syttem 

1,716 ERCo 

IU I 

&3 . 089.906 

2S~. 000 

270.234 

],074.672 

2. 450.267 

142.103 

2.]07,464 

75.05\ 

s J10 

We note tbot tho obovo copoclty c l'lorqu o ro dul~ned t o 
venerate net Ieveli of CIAC conahtont wltl'l the vuldelinu or 
Rule 25-JO.SIO, Plorldo Adalnietretl•• Coda . Wo find that the 
above capacity charQel are r•••onable . They are. ther•C o re . 
app roved. 

Tho utility 1'111 olao fllod a tariCt pro•laion tor tile 
9roos-up of ClAC tor Inca.. tiE purpooeo. Slnco tho utility Ia 
o corporation oubject to tadarel I nco- tou•. we t lnd thot 
tl'llo t ariff prov l 1 lon lhould bo oppro•ed . 
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