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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A. 

Q. 

A. 

Q. 

A. 

My name is David J. Rumolo and my business address is 340 East Palm Lane, Suite 250, 

Phoenix, Arizona 85004. 

BV WHOM ARE YOU EMPWYED AND WIIAT POSITION DO YOU IIOI.Il'! 

I have been employed by Resource Management International, Inc. for over seven year~ 

and I hold the position of Executive Consultant. As an Executive Consultant , I provide 

a broad range of consulting services including financial, engineering, valuation , and 

management consulting assignments . 

PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL EXPERIENCE. 

I graduated from the University of Colorado in 1973 with a Bachelor of Science dcgrce 

in Electrical Engineering and a Bachelor of Science in Business with Finance as the an.:a 

of emphasis. 

From February 1974 to April 1976, I was employed by Miner and Miner Consulting 

Engineers, Inc. as a staff engineer. During this time, I was ir volved in the preparation 

of utility system planning studies, cost of service studies, and financial forecasts . 

From April 1976 to December 1976, I was employed by Chemelex, Inc. as an 

applications engineer responsible for the design of electric heat tracing/protection 

systems. 

From December 1976 to January 1980, I was employed by Miner ..uad Miner Consulting 

Engineers, Inc. as their Chief Planning and Rate Engineer. During this time, I was 

responsible for the preparation of utility planning studies, cost of service studies, rate 

analysis, and system protection studies. 

From January 1980 to February 1985, I was employed by Electric Systems Consultants, 

Inc. As the Chief Planning Engineer, I was responsible for cost of service studies, rate 

analysis, utility operating rate and regulation studies, financial studies and system 
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A. 

Q. 

A. 

Q. 
A 

protection studies. 

Since joining RMI in February 1985, I have performed transmission and distribution 

analysis and project management , inventory and valuation of electric utility property, 

analys is of load projections, preparation of utility resource plans and system protection 

analysis. 

IIA VE YOU PROVIDED EXPERT TESTIMONY CONCERNING UTILIT Y 

MATTERS ON PREVIOu S OCCASIONS? 

Yes, I have testified before the Colorado Public Utility Commission, the Wyoming Public 

Service Commission and courts in the states of Arizona and California. 

DO YOU HAVE EXPERIENCE IN TilE VALUATION ANO CO~·n·rNG OF 

ELECTRIC UTILITIES? 

Yes. Throughout my career I have been involved in the development of cosrs and cost 

estimates for electric util ity transmission, distribution, and substation facilities. For 

example, I have been responsible for the development of long range plans and 

construction worlc plans for utilities in Alaska, Colorado, Wyoming, Nebraska, Texas, 

Kansas, and others. These utility planning studies require the development of detailed 

cost estimates for utility construction projects. 

In addition, I have testified on utility valuation in Arizona and California. In these cases, 

a municipality was acquiring the electric utility facil ities of an investor owned util::y 

through eminent domain proceedings. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY TODAY? 

I am testifying on behalf of Sebring Utilities Commission in this proceeding. My 

testimony will describe RMI's efforts and methods to develop the value of the Sebring 

Utilities Commission's transmission and distribution system as well as to identify the net 

boolc value of the tangible assets being acquired by FPC. To further support my 
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Q. 

A. 

Q. 

A. 

testimony I am sponsoring two exhibits: Exhibit DJR-1 is a list of standardized 

groupings of distribution equipment ("assembly units") used in the valuation procecdin~ . 

Exhibit DJR-2 is my report titled Sebring Utilities Commission Distribution System 

Valuation. 

PLEASE EXPLAIN THE SEQUENCE OF EVENTS THAT LED TO RMI'S 

PERFORMANCE OF A VALUATION STUDY OF SEBRING'S DISTRIBUTION 

SYSTEM? 

Until early 1991 , Sebring was a municipal water and electric util ity with generation. 

transmission and distribution assets. Since that time Sebring has sold its generation assets 

to Tampa Electric Company. In addition, Sehring has issued a "request for proposal" 

(RFP) to analyze the viability of selling the remaining utility assets in order to pay off 

Sebring's mounting deht obligations. To assist in evaluation of proposals under the Rfo'P, 

we were asked to estahlish an accurate net book value of the tangible a.\M!I~ th rough a 

valuation study. 

WHY DIDN'T RMl SIMPLY RELY ON SEBRING'S STATED NET BOOK 

VALUE TO DETERMINE VALUE OF THE UTILITY'S TANGIBLE ASSETS? 

As discussed in the testimony of Nancy Holloway, Sebring had not adhered to the 

Federal Energy Regulatory Commission's (FERC) uniform system of accounts but rather 

has used governmental accounting practices. As a result, the asset value recorded in 

Sebring's books was not an accurate reflection of the true net book value of the utility's 

tangible assets . This was confirmed by a series of checks of 53 work order files selectr..: 

at random from Sebring records. RMI reviewed each of these work order files in detail 

to determine the cost that was booked for the job as well as the cost that should have 

been booked. This analysis indicated that the cost that was booked for these 53 jobs was 

approximately 37% lower than it should have been. The major areas of error 
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Q. 

A . 

() . 

A. 

Q. 

A. 

encountered were the Jack of appropriate overheads being applied to labor and materials, 

and improper accounting of transportation equipment usage for the particular jobs. 

WHY DIDN'T RMI USE THIS ADJUSTED SAMPLE OF PROJECTS TO SIMPLY 

PROJECT TilE TOTAL SYSTEM NET BOOK VALUE? 

Because of the lack of records prior to 1982, RMI had no way of determining whether 

this sample of 53 jobs, or any sample of jobs, was representative of the system. 

Therefore, Sebring authorized RMI to perform a full valuation study to determine the 

true net hook value of the tangible property, plant and equipment a.\~et~ . 

PLEASE SUMMARIZE TilE METIIOOOLOGY USED RV RMIIN PERFORMING 

ITS VALUATION ~TUDV? 

RMI used a basic two-step procedure for valuing the Sebring system: first, RMI 

determined the physical inventory of the facilities; second, RMI prepared detailed 

estimates of the cost to reproduce the faci lities and adjuste<l those reproduction cosL'i to 

reflect the original cost of construction. This two-step process was used to determine a 

value for the materials, labor, and vehicle components of the distribution system, as well 

as other costs such as the transmission line and the substations. In addition, accumulated 

depreciation was calculated based on the original cost and vintage of these assets, and 

construction work in progress was taken into account. 

STEP I: DEVELOPING THE INVENTORY 

PLEASE DESCRIBE HOW YOU DEVEWPED TilE INVENTORY OF TilE 

EQUIPMENT TO BE VALUED. 

FPC, as part of its participation in the Sebring RFP process, had performed a detailed 

field survey to determine the totaJ quantity of the Sebring distribution facilities. Through 

these efforts and the use of the FPC Automated Construction Estimating (ACE) Program, 

FPC produced a detailed list of materials needed to reproduce the Sebring system, as well 
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Q. 

A. 

as a listing of the FPC assembly units (i.e., various devices and line configurations on 

a pole-by-pole basis). Because RMI assisted in the quality control of the FPC inventory 

and. after detailed review, concluded that the results thereof were reprc.'ientative of the 

Sehring system. we elected to rely on the FPC inventory as part of the valuat ion ~111Liy 

PLEASE EXPLAIN IN DETAIL TilE QUALITY CONTROL F FFORTS 

UNDERTAKEN BY RMI TO CONFIRM TilE ACCURACY OF TilE FI'C 

INVENTORY'! 

Twit:e a week throughout the FPC inventory procc.'is, RMI per~onnel partid patcd with 

Sehring and FPC to randomly select and field check ACE cudinK sheets for accuracy. 

During the early checks, RMI checked every tenth pole location depicted in Lhe Sehring 

t li'ltllhut lou I uri I II ll'll IIIIIJIN A It or vorl I y luu II HI l(t,llt,lltl lll'nllll~ y o I 1 ht A C'l: l "' h1 11lu•r111. 

the teHIII clectoo to check every 20th pole 'l11c team luuml thnt tho t\( 'I· w dl' ~hl'l' l~ 

were accurately completed. In addition, RMI performed its own checks to veri ly that the 

ACE w dc ~oheets were proper I y e111 ercd into the computer R M I personnel 1 andnml y 

selected 230 ACE coding sheets and checked those against the wmputcr print-out to 

verify the accuracy of the data entry process. RMI concluded that the ACE data was an 

accurate representation of the inventory of the Sebring system. Once the inventory was 

determined to be accurate, we then proceeded to Step 2 in the process -- preparing 

detailed cost estimates to construct the facilities . 

STEP 2; ESTIMATE OF SYSTEM VALUE 

PLEASE DESCRIBE HOW RMI ESTIMATED THE COST OF THE SEBRING 

SYSTEM? 

RMJ reviewed the list of materials generated by ACE for reproduction of the Sebring 

system and developed current unit prices for each of the items on the material list. This 

unit price multiplied by the number of units in any given year produced the reproduction 
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Q . 

A 

Q. 

A . 

cost of materials necessary to build the Sebring system. The reprodw.:tiun wst.s were 

then restated into original cost using the Handy-Whitman index appropriate for the given 

Item and the given year of vintage. Finally, accumulated depreciation wa.~ cakulated and 

taken into account. 

UIU HMI TAKI! INTO ACCOUNT I.AUOH ANU VI~III( 'LE ( 'fiAH<;F.S 

HI-:(JlJIH~U TO HIWMOUUU! '1'111~ S~IIMIN(; SV~"I'It.M '/ 

y, .• 

PLEASE EXPLAIN. 

In oHicr 111 detc.:unlne the pwpcr lahm arul vcluclc charJ:I!.\, ~MI used the ACE printout~ 

Wllldt ll'ltltcJCd lho Jlf'( ' lllllll'lllhJy llltllll fill II Jfllltl htll lty l111 :tlillll fta11111 fl ttWI'VI' I , 

hl'I..IIIIIHJ 1111 cornpulcr Jlle with tlllli lnlorrnatlon w:.11 11vullahk. J( MJ 111111 .\l'luiiiJl Hlllfl 

tkvtllopll(l Sl'hriiiJI IIfiOCiflc Juh111 IIIIIICIIIhly tlll llll lhllt l.. llfllllfl'.d lhl luhor 1111d vehicle Wlltll 

a.o;sodatcd with the ln~tallation of that pnrtk uhH luutlwuro U lltliJl lll 111luu 

HOW DID RMI DEVELOP THE SEBRING SPECIFIC ASSEMBLY UNITS? 

The Sebring specific assembly units and their corresponding labor and vehicle charges 

were developed by RMI. These labor and vehicle charges represent the best estimate of 

what it would take Sebring, using current Sebring work practices, to reproduce each of 

these assembly units. These labor charges represent real world considerations such as 

work performed around energized primary, construction in backyard easements, travel 

time to and from the job site, materials handling time and appropriate Administrative and 

General (A&G) and payroll overheads. 

Once the labor and vehicle assembly units were developed, RMI reviewed the ACE 

printout on a location by location basis, interpreted the configuration of the pole and the 

type of equipment installed, and then translated the FPC assembly units to a Sebring 

specific assembly unit. This data was entered into the computer and the reproduction 
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A. 

cost of each assembly unit was multiplied hy the number of the assembly units in any 

given year. Like the material cost, this reproduction cost was then restated into the 

appropriate original cost using the Handy-Whitman index and accumulated depreciation 

was calculated. 

The ~:umbination of labor, vehicle costs, together with the materials wsts to whk h I have 

Jll l'VIIIUNiy I U~ t l flud yll•lilud tllu lll l~~tl na l llllil li, IH l 'llllllll lll l'll li11JIIl' l llll lou ltlld lll'l l11111k 

value ol tho Sehrlnllllllltrlhutlon liy!'ltont 

VALUATION 01' 'l'KANSMJSSlON ANV StJll~"l'ATIONS 

Wft:IU: ASSI•:I'S O'I'IU:H TIIAN TilE UI~·I'HIIIIITION sv~·r..:M IW AI.I IATI·:U UV 

I(MI'/ 

Yl'li In tuhllt lon 111 tho tiiHldhulltll l lly~ll'l ll , ltMI a l11o pllllt'll ll vuh11• 1111 1111• l nk t•Wt~nd 

lt ttllh 1111u IIIII II fl (l, I Ilk IIWIIIItl llllh-II!IIOII, I) I 1111111 I ~~~ ~~ 11 11h'tllllt tll lll lt I v Itt IIIII~ ~ ""'' ' .tl plu111 

a.\setll bcinH a~:4u lroo hy FPC. 

HOW WAS THE NET BOOK VALUE OF THE TRANSMISSION SYSfEM 

DEVELOPED? 

The transmission system for this study consisted of a single transmission line associated 

with the Lakewood Substation. This transmission line was built in 1989 and complete 

work orders and documentation were available in Sebring's files. These work: orders 

were adjusted to include the appropriate overheads and vehicle costs not previously 

stated in the work orders. The resulting statement of original cost was reduced by 

accumulated depreciation to arrive at net book: value. 

HOW WAS THE NET BOOK VALUE FOR THE LAKEWOOD SUBSfATION 

DEVELOPED? 

The Lakewood Substation was built in 1989 at the same time the transmission line was 

built. Complete work orders and documentation were available in the Sebring Utilities 
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A. 

('mnrnlli!ilon'll lll ua ~tnd , ll.\ with lhc llliiiHrniHiiloul lue, tho work orderli were adJu~<l e<l lor 

appropriate overheads and vehicle co11111 . 'llw rColiull lnjl .~talemcrll ul orlglual coN IIi wn~ 

rU<JuclXI hy accumuilucd depreciation to arrive at net hook value. 

IIOW WAS Tim NET UOOK VALUI~ HH~ IHNNI~U I.AKI~ SlJU~"I A'IION 

amvm" wm)'f 
l>luucr I olk ll ~Uhlillllloll '" IIVl•r J' v••ur ll ultl ( 'ou.lllllll lhllr "''~ 11111111\'d Ul tllfh·ll'lll 

times over several years. There are limiloo rct.:ords In the Schrlug fii WI to rwlluuc th t• 

wst of the Installation uf'the Dinner Lake SuhNtut lon Uw ursu of this, RMI elected to 

prepare au lru.Jepoudenl c.~tlrnalc ol tire rcJHothll.:tlou wllt of tho errtlrutwh~>tatlwr f(Mf 

used Schring's engineering drawings of the ~>uhstatlon to develop th l11 ~.:o~; t. ·nrc cwll 

rr•llt•l tll tho r••JIIt Hiuctlou 111~ t ul 11 111111thu 11uhlll11tln11 r apuhlc ot 11crv iu~ the \arne loatl 

with tlw lllllffll lllfllllu•r ul lltH•II, r l1111ll hr r•ll~t• r - . urul lf iHfltlll llllt'" llu~ ··d ''" 

l11lur rrruth111 lu tlw 111'111 Ill~ lil t• ~. UMI dt•lf•llulw•rlthut fll»)ul ' "'"trtutl1111 ut tlrr• llltuu•r 

Itt••• •,rrlrlllllllorrturtllllrtlnl IIIIH' tllll1•11111 lllllr•• tlttrluu 11 11 11urvl•n lllu IINiuu lllht 

information, the rcpnxlucllon cusl wall 1 c.~ tlll l'tllt• 1111 orll{lnnlwlll u-llljt llnutl V Whll1rrnu 

Index. Net book value for this substation was calculated by reducing the original wst 

by the accumulated depreciation. 

DID RMI EVALUATE CONSTRUCTION WORK IN PROGRESS (CWIP) IN 

PERFORMING ITS STUDY? 

Yes. The value of CWIP was determined by examining tl-ae 'detailed printout from 

Sebring's accounting system for each construction work order. Appropriate adjustment!. 

were made for A&G and payroll overheads, vehicle charges, store..~ overhead and 

purchasing overhead. These restated work orders were then summed to produce the 

CWIP for the electric system. General plant CWIP consists of a lease purchase payment 

for a copier. 
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HOW WAS TilE NET BOOK VALUE FOR TilE OTHER ASSETS IN TilE 

SEBRING SYSTEM, SUCII AS GI£NEKAL I'LANT ANI> MISCELLANEOUS 

DISTRJBUfJON ASSETS, DEVELOPED? 

As it did tor the materials cost. RMI developed a current cost fi1r cilch of these items ilnd 

adjustlXJtfto rc.~ultllljl ICJIIOdUCtlclll CCIIII In illl orlv.lnal CONI llli illl( the U~jl' olthll ill>IICI Net 

hook value was calculated hy suhtrilcting accumulatoo dcprcciatHHI lrum the origtn.ll 

I..IISI!i 

IIOW WAN A( 't 'IIMlii.A ltr.U Ulti' IUr.c'IA'I'ION Ult.'II'.UMINI~II IN '111ft. UMI 

V AI .IIATION kTIIU\' 'f 

II M I 11111'11 lilt• 1 II•J, "'' lull' •II 1 ufl q 1 ' '' 11 111 fill lift II t1 It v tl 11 It 11 1 ul I I••• I 1 If II utlt "' A • f ll tllllllllull•u• 

till ' A, llw~~· "'"'A w•••1• ""'''" ,, "'" u 1'1'1'1 ,., '"""I lt v I'll'' ,,,II"'"' ' "' ~ '~ 

WilY HUI£S ltMI IUr.LIIWtr, II III. IUt,A lllti'UitC lA 114 tN ItA Ill • AUir 

APPROPRIATE FOR USE IN THIS VALUATION S11JDV'! 

Sebring's distribution construction standards are the same as REA cOnstruction standards. 

In fact, the Sebring standards manual is a reproduction of the REA standards manual . 

HOW WAS THE ACCUMULATED DEPRECIATION CALCULATED? 

The original cost for each year was broken down into the appropriate FERC account. 

The depreciation rate for each FERC account was multiplied by the number of years of 

depreciation and this result was multiplied by the original cost for each FERC account. 

In those instances where accumulated depreciation equaled original cost, indicating that 

the assets were fully depreciated, net book value was set to zero. 

STUDY RESULTS 

WHAT ARE THE RESULT'S OF RMI'S VALUATION STUDY? 

Our valuation study concludes that the net book value of the tangible property, pi ant and 
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equipment assets being acquired by Florida Power Corporation is $1 5,429,039 and the 

assets being acquired by the City of Sebring is $382,967. The total net hook value of 

the system's tangible propeny, plant and equipment asset.'! is $1 5,81 2,006. My Exhibit 

DJR-2 is a summary of this valuation. These values do nm include adju!lum:nt!l for 

contributions in aid of construction (CIAC) and do not take into account current assets, 

or accrued unbilled revenue. As is addressed in the audited financial statement and the 

testimony of Nancy Holloway, when current assets and accrued unbiJJed revenues are 

accounted for and CIAC adjustments are made, the net book value of the tangible assets 

is $17,81 3,753. 

IS YOUR VALUATION OF DISTRIBUTION PLANT CONSISTENT WITH 

OTHER MUNICIPAL SYSTEMS WITHIN THE INDUSTRY'! 

Yes. As set forth on page 8 of my Exhibit No. DJR-2, the net book value of the 

distribution plant ($14, 193,450) per customer is $1 ,109. This is consistent with other 

municipal utilities, both in Florida and across the nation. 

IS TIUS NET BOOK VALUE STATED BY RMI CONSISTENT WITH RMI 'S 

lNITIAL RANDOM SAMPLING OF THE 53 SEBRING WORK ORDER FILES 

THAT PRECIPITATED THE FORMAL SI1JDY? 

Yes. The system value developed based on the sample of 53 jobs is consistent with the 

system net book value developed with the fuJI inventory approach described above. 

DOES TIDS CONCLUDE YOUR TFSTIMONY? 

Yes. 

22 TAL 15245 
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SINGLE PHASE 
Tangent, Pole Top Pin 
Tangent, Cross Ann 
Angle, Dead End or Double Dead End 

1WO PHASE - 2/0 or SMALLER 

Tangent, Cross Ann 
Tangent, Vertical 
Angle, Dead End or Double Dead End, Double Cross Arm 

Angle, Dead End or Double Dead End, Triple Cross Arm 

An!(lr, f),.ad End o r Do11ble Dead End, Vertical 

1WO PHASE - 4/0 or LARGER 

Tangent, Cross Ann 
Tangent, Vertical 
Angle, Dead End or Double Dead End, Double Cross Arm 

Angle, Dead End or Double Dead End, Triple Cross Ann 

Angle, Dead End or Double Dead End, Venscal 

THREE PHASE - 2/0 or SMALLER 

T.1n~l'nt, Cross Ann 
l.lll~:rnt, Vcr trc.ll or Tn.ury,le 
Angle, Dead End or Double Dead End, Double Cross Ann 

Angle, Dead End or Double Dead End, Triple Cross Arm 

Angle, Dead End or Double Dead End, Vertical 

THREEPHASE-4/0orLARGER 
Tangent, Cross Ann 
Tangent, Verncal o r T:iangie 

Angle, Dead End or D.1ubte Dead End, Double Cross Arm 

Angle, Dead End or Double Dead End, Triple Cross Arm 

Angle, Dead End or Double Dead End, Vertical 

Lighming Arrestor on L Bracket 
Down Guy, 1 phase 
Down Guy, 2 or 3 phase, Cross Ann, 2/0 or Smaller 

Down Guy, 2 or 3 phase, Cross Arm, 4/0 or Larger 

Down Guy, 2 or 3 phase, Vert, 2/0 or Smaller 

Down Guy, 2 o r 3 phase, Ven, 4/ 0 or Larger 
One Phase Tap 
Two Phase Tap 
Three Phase Tap 
Transformer or Regulator Platform 

In-Line 3 Phase Disconnect Swuch 
Pole Mounted J Phase Disconnect Switch 

Gang Operated Air Break Switch (GOi\!3) 

3-Way GOAB 
Cut-Outs, per Phase 

Cross Arm Mounted 3 Phase Disconnect Swrtch 

Cut ·Out plus l.r~hmrng Arr<'stor, pc·r Pha~c 

3 PhJ ~c CapJcllor 

1 Pha~c Cap;Jcllo r, per Phase 
2 Wrre Servrce 

J Wut• Scrvrrr 
·I Wil l' ~;.; , vi( .; 

1·1':.(. DOCKET n l:l 
WITNESS: DAVID J. RUMOLO 

EXHIDIT NO. DJR-1 ( ) 

LIST OF ASSEMBLY UNITS 

PAGE 1 OF 2 



Span Guy, 1 Phase 
Span Guy, Horizontal Dead End or 2 Phase Vertical 
Span Guy, 3 Phase Venical 
Recloser, 1 Phase w/cut-outs 
Recloser, 3 Phase 
Street Light, 100 or 175 W 
Street Light, 150 W 
Street Light. 250 W 
Street Light, 400 W 
Srreet Light, 1000 W 
Street Light, 1500 W 
Srreet Light, 70 W plus Fiberglass Pole 
Secondary Riser 
One Phase Riser 
Two Phase Riser 
TI1rl'e Phase Riser 

Secondary, Open Wire, Tangent 
Secondary, Open Wire, Deadend 
Secondary, Cable, Tangent 
Secondary, Cable, Deadend 

Single Transformer, Conventional 
Single Transformer, CSP 
2 Pot Conventional 
2 Pot CSP 
3 Pot Horizontal Primary 
3 Pot Vertical Primary 

Wood ?ole, 30' - 35' 
Wood Pole, 40' - 45' 
Wood Pole, 50' - 55' 
Wood Pole, 60' · 65' 

Con crete Pole, 30' -35' 
Concrete Pole, 40' · 45' 
Concrete Pole, Large (Class 2 or 3) 

UNDERGROUND 
Trench & Backfill for Conduit 
Install Conduit in Trench 
Install Cable in Conduit 
Direct Bury, Trench and CJble 
Set 1 Phase Transformer and Connect 
Set 3 Phase Transformer & Connect, Radial 
Set 3 Phase Transformer & Connect, Loop 
Secondary or Semce Pedesral 
MulfiTap, 3 or 4 Wire 
Pad Mounr Swurh Gt>ar 
UG 3 Wire Scmce 
UG 4 Wire Semce 

lnstJII Cf Metering (OH & UG) 
lnsrall Primary Tcrmmanon Enclosure Assembly (PTEA) 

FPSC 
W1TNESS: DAV1D J. R 

EXHIBIT NO. DJR-1 ( ) 
UST OF ASSEMBLY UNITS 

PAGE 2 OF 2 
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SEBRING UTILITIES COMMISSION 

DISTRIBUTION SYSTEM VALUATION 

Prepared for 

Sebring Utilities Commission 

Prepared by 

Resource Management International, Inc. 
Unpuhli1>hcd Work (l') J une 191)2 



I 

I 

I 

I 

I 

I 

I 

I 

I 

I 
I 

I 

I 

I 

I 

I 

I 

WITNESS· 

RMI 
EXHIBIT NO DJR-2 ( 

DISTRIBUTION SYSTEM v·-A-L -UA- T- 1-0
-'N 

Rl \OLII\ I 1\1 \'-\1. 1 \II '-1 

I ' I I II ' ,, I I IJ" A I ' I ... ( . 

Mr. Ned Ha ncock, Chairman 

Sebring Utilities Commission 

321 Mango Street 
Sebring, FL 33871-0871 

Dear Mr. Hancock: 

June 23, 1992 

Attached you will find the nnal report a nd certifica tion of the value of the Sebring 

Utilities Commission (SUC) distribution system prepa reu by Resource Management 

International, Inc. (RMI}. We have d etermined this value as of September 30, 1991 and 

placed a value on the assets under consideration for sale to Florida Power Corporation 

as well as the assets under cons idera tion for sale to the ity of Sebnng. It is our 

understa nding that the City of Sebring will acquire the Pa rk Street substation. 

However, this asset was specifically excluded from the valuation. 

RMI believes this study presents a fair a nd reasonable value of the remaining assets of 

SUC. RMI followed generlllly accepted industry practices in developing the va lue and, 

where possible, included information from SUC's own books and records. Exhibit 1 to 

this report contains a summary of the value developed by RMI for the assets being 

acquired by FPC and Exhibit 2 contains similar information for the assets being 

acquired by the City of Sebring. 

Enclosures 

Sincerely, 

:'II:; I. A~ I 1:!11 '-IlK I>KI\ I · IlK I ''" o>, I I. 1 ~1\IN • 141171 n'>7 h >\ NI ·I " \ I 11171 ~ 111·4••>4 
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I hereby certify that I, David }. Rumolo, do not ha ve, nor ht~vc had 1n the p<~st , no r d o 

I contemplate having in the future, any personaJ interest in the p ropcrt1es evaluatro; th.1t 

neither the employment to evaluate nor the compensation agreed upon is in any manner 

contingent upon thP valuation given; that aU statements and da ta in the report were 

prepared by me or under my supervision and are, to the best of my knowledge a nd 

belief, tme a nd correct. I was assist£-d in undertaking this value analysis by Mr. Tom 

Reedy. In my opinion, the vctlucs below represent the Sebring Utilities Commission 

r lectric utility properties as constructed by or on beha lf of the> S<'bring Utilities 

Comm i.'>.,IOII, t'>-1 h1ding tlw P~~ri< Street Substa tion, as of September 30, 1991. 

Estimated O riginal Cost 

Es timated Depreciation 

Net Plant In Service 

Dated: June 5, 1992 

$22,441
1, I 47 

$6,633,140 

$15,812,007 

RESOURCE MANAGEMENT INTERNATIONAL, INC. 

By: 

RMI 
I( E S Cl ll ll t: E M A N A C. E M E N T 

I N I EHN A I I IIN/1. 1. , I NC . 
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Until early 1991, Sebring Utilities Commission (SUC) was a municipal water and electric 

utility with generation, tra nsmission a nd distribution assets. Since that time SUC has 

sold the ~cnPration assets to T"mpa Eler trir Company nm.J nr,rN.>d to Sf'll the watPr 

~y&t L·m to the City of Sebring. The rt>m.1111ing .I&Sl'ts .trc 111 tlw pwn ·ss of b(•lllg 
purchased by Florida Power Corporation (FPC>. 

The remaining assets under considera tion by FPC include a tra nsmission line, 

distribution portions of two substations, overhead and underground distribution 

facilities, the adminis tration building, various trucks and other vehicles, radios, tools 

and s hop equipment and office furniture and equipment. FPC has specifically excluded 

the Park Street substation from considera tion in this transaction. 

To nssist in est.1blis hing the net book value of the assets being ilcqu ircd by FPC, 

Resource Management International, Inc. (RMI) was retmned to perform a valuation of 

those assets. RMI is a national and international consulting firm s pecializing in services 

to the electric utility industry. RM l has performed system valuations for other similar 

municipal utiHty systems. 

INVENTORY OF THE SUC SYSTEM 

As part of previous activities connected with the purchase of the remaining assets, FPC 

performed a detailed field survey to establish the total quantity a nd age of the 

d istribution facilities. This eUort produced a d eta iled list of materials needed to 

construct this system as well as a listing of the various devices and line configuratio n 

on a pole-by-pole basis. 

The tool used by FPC to compile the data and produce the list of materials was their 

Auto ma ted Construction Estimating program or ACE. FPC and contract personnel 

skilled at preparing the ACE coding sheets were used to perform the field inventory. 

This process entailed going from pole to pole a nd writing down the ACE codes 

necessary to "construct" the pole as currently configured. In addition, the span lengths 

were measured by the fie ld personnel and each pole was spmy-painted with an 

identifying mark to protect against double counting. This approach produced a 

snapshot o f the SUC system as currently configured ra ther tha n a chronological 

representation of the development of the system. 

Th roughout the inventory process, RMI p;uticipatcJ in Quality Control d u?cks on its 

own and in coopera tion with FPC and SUC. At peri .:>dic mtervals during the field 

RMI 
I( I .. II I M I I \t \ ' \ t I \ 1 I ' I 
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work, ACE code s heets were pulled a t random from those turned in and a QC team 
composed of representatives of RMI, FPC and SUC verified the codes recorded. The 
overall accuracy of the ACE coding was excellent. Few discrepancies were found and 
those tha t were found were usually minor. 

RMI a lso performed checks on its own to verify tha t the ACE code sheets prepared in 
the field were properly entered into the computer. ACE code sheets pulled ra ndomly 
from the tota l set of code sheets were compared to their corresponding computer entry. 
Like the field coding, discrepancies, when found, were usually minor. RMI did find, 
however, thilt approximately 25 ACE loca tions haLl been in;ttlvt•rwntly missrd Llurin~ 
the computer entry process. As described below, RMI accounted for these loca tions 
d uring the valua tion process. 

Civ1•n tlw m.l~nitude of the task of i n vt•ntnryin~ illll'lllt rP sy:-lt•rn, I<M IIn·liPvc•s th;tllhl' 
FPC inventory of the sue system is of reasonable qualtty a nd appropri. ttc oiCCUr,l(y fur 
the purposes of p lacing a value on the sue system. 

ESTIMATE OF SYSTEM VALUE 

FPC provided RMI with a computer file conta ining the list of materials generaled by 
ACE for rPproduction of !hi' sue system . The mf'lter i;lls ncl'CSsary lo construct tbc 
missing 25 ACE locations d escribed above were adtlcd to this lis t. RMI, w1th the 
assis tance of SUC staff, developed current unit prices fo r each of the items on the 
material list. The unit prices represented costs as close to September 30, 1991 as 
possible and included appropria te stores and purchasing overheads. This unit price 
multiplied by the number of uniis in any given year produced the reproduction cost of 
materia ls necessary to build the SUC system. These reproduction costs were then 
restated into orig inal cost us ing the Handi-Whitman index appropria le for the given 
item a nd the g iven year of vintage. f-inally, accumulaled deprecia lion was calculated 
using the depreciation ra tes given in Table 1. 

TABLE 1 

·.;< 
' DEPRECIATION RATES 

FERC Account DescrlpUon Rate(%) 

355 Poles (Transmission) 2.75 

356 Overhead Conduclor (Tra nsmission) 2.75 

361 StnJCtures & lmprovcmcnls (Subsla lion) 2.70 

362 Sla tion Equipment (Substa tio n) 2.70 

364 Poles 3.00 

2 

RMI 
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DEPRECIATION RATES 

FERC Account Description 

365 Overhead Conductor 

366 Underground Conduit 

367 Underground Conductor 

368 Line Transformers 

369 Services 

370 Meters 

373 Street Lighting 

390 Structures & Improvements (Gen Plant) 

391 Office Furniture & Equip ment 

392 Transporta tion Equipment -
.l94 Tools, Shop & Carage Equipment 

- -
397 Communication Equipment 

-

FPSC DOCK I' r ~~ ~ I 
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..... 

Rate(%) 

2.30 

1.80 

2.40 

2.60 

3.10 

2.90 

3.80 

2.00 

5.00 

10.00 

3.60 

5.00 

To d etermine the proper labor and vehicle cha rges to reproduce the SUC system, RMI 

used the printouts from ACE s howing the FPC assembly units location by location. No 

compute r file with this informa tion was ava ilable so RMI and SUC staff d eveloped SUC 

specific labor assembly units a nd manually tra nsla ted from the ACE printouts to a RMI 

coding form. In addition, the 25 missing ACE locations were tra nsla ted from the field 

coding sheet to the RMI coding form. 

The SUC-specific assembly units and their corresponding labor and vehicle charges 

were d eve loped jointly by RMI and knowledgeable SUC transmission and distribution 

engineering s ta ff. These labor and vehicle cha rges represent the best estima te of what 

it would take sue, using sue work practices, to reproduce each of these assembly 

units. These labor cha rges represent real w orld considerations such as working a round 

ene rgized primary, construction in backyard easem ents, travel time to and from the job 

s ite, ma terials handling time a nd appropria te A&G a nd payroll overheads. 

O nce the labor and vehicle assembly units we re d eveloped, the ACE printouts were 

n•viewl>d on " location by location basis, the configura tion of the pole and the type of 

l'qUipment insta lled were interpreted and an appropria te SUC-sp ecifiC COd e was entered 

o n a RMl coding sheet. This data was ente red into the compute r and the reproduction 

cost of each assembly unit was multiplied by the number o f the assemb ly units in a ny 

g iven yt•ar. Lil-.e the ma teria l cost expla ined nbove, th is reproductiOn cost was then 

3 

RMI 
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resta ted into the appropriate original cost using the Handi-Whitman index and 
accumulated d epreciation was calculated. 

The combina tio n of labor, vehicle and materia ls costs yielded the origina l cost, 
nccum ula tcd depreciation and ne t book value of the SUC distribution sys tem. In 
addition to the distributio n system, RMI a lso p lilccd a va lue o n the LnkL'WOt)(..lto Sun-n­
Lake transmission line, Lakewood substa tion a nd va rious general p la nt assets being 
acquired by FPC. Information from specific work orders and other record s of SUC was 
used to d evelop the value of these assets. Because of the age of the Dinner Lake 
substation and the lack of records, RMI prept~red an estimate of the cost to SUC to have 
a contractor replica te the entire distribution substation. Also, in order to provide a 
complete statement of the value of the remaining assets, RMI valued the genera l p lant 
assets not being acquired by FPC by examining SUC work orders and other records. 

The value of Construction Work in Progress (CWIP) wa~ dctcrmtrll'd by rx.1mining tlw 
d eta iled printout from SUC's accounting system for each job. Appropria te adjustments 
wt•rc madt> for A&C and payroll overhellds, vehicle charges, s tores overhead and 
purchas ing overhead . These res ta ted work o rd e rs wt•rc then ~l liOil1L'd to produn• the 
C WIP for the elec tric system. Genera l plant CWJP consis ts of a IPase purchilse payment 

for a copier. 

RESULTS 

Exhibit 1 shows the estimated value determined by RMI, based on the work practices 
employed by SUC, for the assets acquired by FPC. After determining the original cost, 
RMl applied the above d epreciation ra tes and, based on the year pl<ice in service, 
determined the accumula ted deprecia tion. Net book value is the origina l cost less 
accumula ted depreciation. Exhibit 2 pro vides similar d e tai l for the estimated value of 
the assets being acquired by the City of Sebring. 

RMI 
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TRANSMISSION PLANT: 
355 Poles & Fixtures 
356 OH Conductor & Devices 

Subtotal Transmission Plant 

DISTRIBUTION PLANT: 
360 Land & Land Rights 
361 Struct & lmprov 
362 Station Equipment 
364 Poles 
365 OH Conductor & Devices 
366 UG Conduit 
367 UG Conductor & Devices 
368 Transformers 
369 Services 
370 Meters 
373 Street Lighting 

Subtotal Distribution Plant 

Value of Distribution Plant 
per Residential Customer 

GENERAL PLANT: 
389 Land & Land Rights 
390 Structures 
391 Office Furn & Equip 
392 Transportation Equip 
394 Tools & Equipment 
397 Communication Equipment 

Subtotal General Plant 

CONSTRUCTION WORK IN PROGRESS: 
Electric Plant 
General Plant 

Subtotal CWIP 

1! rdrA1.-s·9sn::...,.M·v:ArnE.J I 
I DETER~!NEQ ~V.BMI -------

RMI 

Determined by AMI 
Assets Acquired by FPC 

[_ Original l Accumulated I 
Cost Depreciation 

123,923 8,520 
429,306 29,515 
553,230 38,035 

32,209 0 
141,898 3 1,152 

2,233, 157 402,148 
3,648,662 1,414,456 
4,343,813 1,297,387 

72,027 8,676 
2,932,021 524,150 
3,558,057 1,053,493 
1,191,977 482,717 
1,212,956 265,940 

538,807 232,015 
19,905,584 5,71 2, 134 

$1,555 $446 

35,458 0 
240,984 40,Ll60 

57,188 32,883 
201,246 129,546 
133,841 36,137 
~8.631 5,089 

687,348 ---243,715 

275,383 0 
1,379 0 

- -----v6 ,762 0 

!_ ._2 1 ,422,§1~] [_-5,9§3 ,88~] 

5 

~ Net 
1 

Book 
Voluo 

11 5,403 
399,791 
515,1 95 

32,?0U 
110,74G 

1,831,009 
2,234,206 
3,046,426 

63,351 
2,407,87 1 
2,504,564 

709,260 
947,016 
306,792 

14,193,450 

$1,109 

35,458 
200,924 

24,305 
71 ,701 
97,704 
13,542 

443,633 

275,383 
1,379 

276,762 

[= 15,429,039] 
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Original J 
Cost _ r 

Accumulated 
D~preciation 

Net 
Book 
Value .__ 

GENERAL PLANT: 
389 Land & Land Rights 
390 Structures 
391 OHice Furn & Equip 
392 Transportation Equip 
394 Tools & Equipment 
397 Communication Equipment 

Subtotal General Plant 

RMI 

0 
26,996 
95,183 

748.881 
11 4,345 
_?6,819 

1,022,224 

6 

0 
1,809 

54 ,730 
539,208 

30,873 
_12,637 

639,257 

0 
25,187 
40,453 

209,673 
83,472 
24,182 

382,967 
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