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I. EXECUTIVE SUMMARY 

Audit Purpose: We have applied the procedures described in 
Section II of this report to perform an audit of the Resource 
Management International, Inc. (RMI) Valuat) on Study of Sebring 
Utility Plant which is to be purchased by Florida Power 
Corporation, FPSC Docket 920949-EU. 

Scope Limitation: The exit conference was held November 24 , 1992 . 
Audit work on site was ended November 12, 1992. This report was 
not based on confidential information . 

The work performed on this audit was limited in scope due to lack 
of availability of certain documents from Sebring Utilities 
Commission (SUC). 

Disclaim Public Use: This is an interna l a ccounting repo rt 
prepared after performing a limited scope audit ; accordingly, this 
document must not be relied upon for any purpose except to assist 
the Commission staff i n the performance of their duties . 
Substantial additional work would have to be performed to satisfy 
generally accepted auditing standards and produce audited financial 
statements for public use. 

Opinions: The original cost less depreciation (OCLD) methodology 
applied by RMI for the Sebring Utilities Commissio n study is 
consistent with that of other studies completed by RMI in 1986 and 
1988. The methodology is reasonable. 

Although the lack of time prevented a more thorough analysis of the 
RMI study results , inconsistencies noted in disclosures 1-6 
i ndicate the results tend to border on the area of being 
unreasonable. 

Summary Findings: The inventory of the sue distribution plant was 
found to be reasonable . (Audit Disclosure No. 1) 

The dis tribution plant vintage year dates were found to be 
reas onable . (Audit Disc l osure No. 2) 

RMI calculated the overhead plant framing/pole setting crew rates 
of sue for September, 1991, to be $69.88. The rates were 
overstated by $14.34 per hour which is 20 . 5% of the actual crew 
rate in effect in September, 1991, the time of the valuation s tudy. 
RMI crew rates assumes a four man crew while the actual sue c r e w 
rate for September , 1991, captures a three man crew wh ~ch excludes 
the groundsman position. (Audit Disclosure No. 3) 
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Material unit costs used by RMI in their valuation study were 
obtained by sue purchasing from vendor quotes on buying the 
material new in March, 1992 . RMI intended to use September, 1991, 
replacement costs for the study . The average unit costs of sue 
stock items in September, 1991, the valuation period, ranged f rom 
0% to 387.6% less than the unit costs for material that could be 
purchased Marc h, 1992. (Aud i t Disclosure No. 4) 

Payroll, A & G, Purchasing and Stores overhead costs were traced 
back to sue books and records. (Audit Disclosure No . 5 ) 

The crew vehicle rates for overhead wire pulling used by RMI in the 
valuation study were $230.45 . These rates are $ 20 . 08 or 8.7% over 
the SUC listed price. (Audit Disclosure No. 6) 

II. AUDIT SCOPE 

The opinions contained in this report a r e based o n the a udit work 
described below. 

Analyzed the RMI Valuation Study of SUC ' s Electric Utility pla nt 
assets . 

Analyzed the inventory methods used by the FPC , RMI and sue team. 

Analyzed judgmental sample of distribution plant for inventory 
accuracy and reasonableness of asset dating. 

Analyzed crew rates, vehicle rates and allocated costs used by RMI 
for valuation study . 

Determined j f the RMI s tudy places a reasonable value on the 
distribution plant to be purc hased by Florida Power Corporation. 
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AUDIT DISCLOSURE NUMBER 1 

Subject: RMI study - Veri fy Distribution Plant Inventory 

statement of Facts: 

1. For inventory purposes, the Sebring Utjlities (SUC) 
Service area was divided into eight map areas. Inventory 
was conducted by FPC and Sebring Utilities employees 
with checks by a q uality control team. 

2. All of the assets on every pole in each of the map areas was 
identified by Florida Power assembly codes usi ng FPC ' s 
Automated Construction Estimate (ACE) System. 

3 . Sebring items of equipment not identical with FPC equipment 
were assigned the nearest FPC equipment code . 

4. FPSC engineers , accompanied by FPC and sue emp loyees , tes t d 
the accurac y of t he inventory of 32 pole locations. 

5 . The FPSC inventory found a variance of 12 out of a total of 
273 assembly units (ACE) located on the 32 selected poles for 
an error rate of 4 . 39%. The variance of 12 is composed of a 
total of 8 additional items not listed at 3 pole locations 
a nd 4 items listed but not found at 2 pole locations. 

Opinion: 

An error rate of 4.39% is acceptable, although it tends to border 
on the area of being unreasonable . 

Company Comments: 

Compa ny reserves the righ t to make a comment at a later date . 
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AUDIT DISCLOSURE NUM.BER 2 

Subject: RMI study - Verify Plant Vintag e Year Dates (overhead 
plant) 

statemen t of Facts: 

1 . Each pole is date stamped and RMI estimated that all of 
the e quipme nt o n the pole with the exception of cable , 
was placed at that same date. overhead cable was dated 
by averaging all of the pole dates for each of the map 
areas. 

2 . Two of the 32 poles inventoried by FPSC engineers had 
vinta g e years differing from the ACE s heet inventory . 
One pole (A) listed as 1972 wa s fou nd to be dated 1967 
and the second pole (B) listed as 1973 was fou nd to be 
dated 1974, for an error r ate of 6.25%. 

3 . The assets on Pole (A) (1967) was understated for a period 
of 4 years and the assets on Pole (B) (1974) were over­
stated for a 1 year period . 

Opinion: 

Since the error i ndicates both over a nd under statement of assets , 
it is acceptable. 

company comments: 

Company reserves the righ t to make a comment at a later date . 
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AUDIT DISCLOSURE NUMBER 3 

Subject: RMI Study - Verify Overhead Plant Framing Crew Rates 

statement of Facts: 

1. In ord er to develop the hours needed to install assembly 
units, RMI with t h e assistancae of sue employees, assumed 
using a four man crew composed of a linemanjcrew leader, 
equipment operator , apprentice lineman and groundsman . 

2 . The RMI Study was based on the replacement cost of sue 
Facilities as of September, 1991. Theoretically labor rates 
for September, 1991 , were utilized to arrive at the overhead 
framing crew labor rates used in the study . 

3. The Study used $12.74 p e r hour for lineman/crew leader 
when the actual rate in September, 1991 , was 26 cents less 
or $12 . 48. The rate for apprentice lineman (RMI $8 . 91) 
also differed by 26 cents (actual September , 1991 - $8 . 7 1) 
for a total of 52 cents per hour less. 

4 . The linemanjcrew leader a nd apprentice lineman rates used 
by RMI were t hose in effect March 1 5 , 1992. 

5 . RMI i nc luded the rates for a groundsman @$7 . 21/hou r as part 
o f the crew in September , 199 1 . '!'h e grounds mnn pos iti o n hnd 
not been tilled since March 18 , 1990 - a period o l I U months . 

6 . The crew rate used by RMI was loaded 85 . 5% for A & G overhead, 
payroll overhead , overtime and rain time. 

7 . RMI used a total c r e w rate of $69 . 88 per hour for overhead 
p lant and pole setting which includes the groundsman rate 
($7.2 1) and the 52 centsjhour error for September , 1991. 

opinion: 

The crew rate used for the period March 18 , 1990 , to September, 
1991, is overstated. 

Company comments: 

Company reserves the right to make a comment at a later date . 
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AUDIT DISCLOSURE NUMBER 4 

Subject: RMI Study - Verify Plant Material Unit Cost 

Statemen t of Facts: 

1. To determine the original cost of Distribution Plant , RMI 
used c urrent prices new for Marc h 31, 1992, to trend back 
using t he Handy-Whitman Index. 

2. RMI obtained Sebring Utilities ' March 31 , 1992, I nventory 
Status List and with the assistance of sue •s purchasing agent, 
updated the prices to then c urrent 1992 prices to arrive 
at replacement costs . 

3. The SUe Inventory Status List for September 16, 1991, the date 
of t he study, was compared to the RMI March 31 , 1992 , updated 
price list for 47 judgmentally selected stock items. 

4. The average unit cost listed in the September 16, 1991, 
I nventory Status List ranged from 0% to 387 .6% less than those 
updated to current prices on the March 31, 1~92, updated list 
and used in the RMI study with the exception of two stock 
items which were 17 . 8% and 31.8% higher . 

5 . Eight i terns not 1 is ted on the Inventory Status List were 
priced from purchase orders. 

6. Transformers are not stock items and the replacement costs 
were vendor quotes obtained by sue •s purchasing agent. 

Opinions : 

RMI the oretically used September, 1991, Sebring Utilities crew 
rate, vehicle and equipment rates and updated material prices in 
completing the study . In using updated 1992 replacement costs, an 
error representing the difference between 1991 and 199 2 prices was 
created in calculating distribution plant material costs . 

sue Stock Items are used to add to or replace existing plant wi t h 
the exception of specialty items purchased for work orders. 
Septembe r 16, 1991, average unit prices s hould have been used to 
~rrivc at Material Rep l acement Costs . 

Company Comments: 

Company reserves the right to make a comment at a later date. 
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AUDIT DISCLOSURE NUMBER 5 

Subject : RMI Study - Verify Indirect overheads, A ' G, Fringe 
Benefits, Purchasing ' stored overheads 

statement of Facts: 

1. Traced A & G expenses to s upporting schedules and traced 
supporting schedules to sue books . 

2 . Traced payroll overheads ( f ringe benefits) to sue books . 

3 . Finance Director , Nanc y Holloway , s tates overhead accounts 
for both electric and water utilities are co-mingled . 

4. Time did not permit verification of c harges in the overhead 
accounts. 

5 . No documentation was furnished to s upport the 30% of 
e nvironmental engineering and di s tribution d i spatc her inc luded 
in A & G. 

Opinion: 

The amount used by RMI for overhead calculatio n as of 9/30/91 agree 
with the books and records of sue. 

company comments: 

Company reserves the right to make a comment at a later d a t e . 
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AUDIT DISCLOSURE NUMBER 6 

Subject: RMI study - Verity Veh i cle and Equipment Rates 

statement of Facts: 

1. Sebring Utilities (SUe) Vehicle and Equipment List is not kept 
up to date with new purchases or retirements . 

/. . sue has no doc umentation to show how vehicle and equipment 
rates were c a l culated or when they went into effect. 

3 . The wire pulling machines rate used by RMI for the study was 
$2 5 .00/hour when sue •s listed rate was $12 . 00/hour for a 
difference of $13 .00/hour listed. 

4 . The rope pulling machine rate u sed by RMI for the study was 
$11.2 5 /hour whe n sue listed $6.00/hour for a difference of 
$5 . 2 5 /hour. 

5 . Veh icle a nd equipment rate s are loade d 10% f o r rain time 
and overtime. 

6 . The loaded hourly r ate difference for the rope and wire 
pull ing machines is $20.08/hour composed of $5.2 5 + $13.00 + 
10% whic h is 8 . 7% of the total wire pull i ng rate of 
$230.45/hour used by RMI. 

Opinion: 

The accuracy of the vehicle rates cannot be veri fied due to lac k o f 
doc umentation. 

The wire pulling ma c h i ne hourly rate used by RMI is overstated by 
8 . 7% over the sue listed rate. Due to the Jac k of time , we c ould 
not calculate the dollar impact this rate differe nt ial had o n the 
plant valuation . 

Company comments: 

( ·o111p.any rr r:rrvrs t he right t o make a comment at a later date . 
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