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SEC TION 1: INTRODUC TION, CONCLUSIONS, AND RECOMMENDATIONS

Section 1
INTRODUCTION, CONCLUSIONS, AND RECOMMENDATIONS
Introduction
Keys Energy Services (KEYS) was established in 1943 and is an Electric Utility System (System) owned,
operated, and governed by the Utility Board of Key West (Utility Board). On January 9, 2017, KEYS, in
accordance with the bond reporting requirements set forth in Resolution No. 532 (Bond Resolution)
adopted by the Utility Board on November 13, 1985, retained NewGen Strategies and Solutions, LLC
(NewGen) as a Consulting Engineer. Various articles in the Bond Resolution set forth the responsibilities
of the Consulting Engineer pertaining to the proper funding of certain reserves, the adequate setting of
rates, periodic System reporting, and the calculation of a bonds parity test in advance of the issuance of
new bonds. Specifically, the Bond Resolution describes the duties of the Consulting Engineer as follows:


Funding of Restricted Reserves

 With respect to the Emergency Reserve, Article I, SECTION 1.02 DEFINITIONS (DD) MAXIMUM
EMERGENCY RESERVE AMOUNT – “shall mean the sum equal to $1,000,000, or such greater
amount as the Board may at a later date determine by resolution upon the written
recommendations of the Consulting Engineer to be necessary to provide for emergency repairs
or replacements of the capital assets of the System damaged or destroyed by catastrophes, acts
of God or other disasters.”

 With respect to the Renewal and Replacement Fund, Article III, SECTION 3.03 APPLICATION OF
REVENUES (B)(5) – “The Board shall next apply and deposit monthly from moneys in the Revenue
Fund into a special account to be known as the “Utility Board of the City of Key West Renewal
and Replacement Fund” (hereinafter called the “Renewal and Replacement Fund”) which fund
is herein created and established, an amount equal to one‐twelfth (1/12th) of five per centum
(5%) of the Gross Revenues received during the immediately preceding Fiscal Year, after
deducting therefrom any fuel adjustment charge or fuel cost component of the cost of purchased
power, such deposit to be continued to be made for the purpose of this account; provided that
no deposit shall be required to be made so long as there is an amount on deposit in the Renewal
and Replacement Fund the amount of $1,000,000 or such greater amount as shall be
recommended by the Consulting Engineer. The moneys in the Renewal and Replacement Fund
shall be used only for the purpose of paying the cost of extensions, enlargements or additions
to, or the replacement of capital assets of the System. Such moneys on deposit in such fund shall
also be used to supplement the Reserve Account, if necessary in order to prevent a default in the
payment of the principal of and interest on the Bonds. Except to prevent a default in payment
of principal and interest on the Bonds as hereinafter provided, no expenditure may be made
from deposits in the Renewal and Replacement Fund without the affirmative approval of the
Board voting at a regular or special meeting of the Board if the amount to be withdrawn exceeds
$50,000.”


Rate Covenant

 With respect to the adequate setting of rates, Article V, SECTION 5.01 COVENANTS OF THE
BOARD (B) ‐ “During such time as there shall be a Credit Facility with respect to the Bonds
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outstanding, the Board will provide annual reports each fiscal year showing debt service
coverage (Net Revenues available for debt service for the preceding fiscal year divided by the
Debt Service Requirement for such period) for the preceding fiscal year. If such schedule at
anytime shows a debt service coverage of less than 125%, the Board will cause the Consulting
Engineers to prepare and submit a report within sixty (60) days that determines the level at
which rates much be set to produce a debt service coverage of 130% and shall revise rates within
thirty (30) days of receipt of such report to the level recommended in such Consulting Engineer’s
Report. The Board shall maintain rates at a level recommended by the Consulting Engineer as
necessary to maintain a debt service coverage of 130% for thirty‐six (36) consecutive months.
Thereafter, debt service coverage may be reduced to 125%.”


Report Regarding the System

 With respect to Article V, SECTION 5.01 COVENANTS OF THE BOARD (F) REPORT REGARDING
SYSTEM. “The Board will retain a Consulting Engineer on an annual basis for the purpose of
providing to the Board competent counsel affecting the economical and efficient operation of
the System and in connection with the making of capital improvements and renewals and
replacements to the System. The Board shall at least once every five (5) years cause to be
prepared by the Consulting Engineer a report or survey of the System, with respect to the
adequacy of the management of the properties thereof, the sufficiency of the rates and charges
for services, the proper maintenance of the properties of the System, and the necessity for
capital improvements and recommendations thereof; provided, however, that the Board shall
also cause a report to be prepared in connection with the issuance of Additional Parity Bonds.
Such a report or survey shall also show any failure of the Board to perform or comply with the
covenants herein contained.”


Bond Parity Test

 With respect to adjusting Net Revenue in support of the issuance of Additional Parity Bonds,
Article V, SECTION 5.01 COVENANTS OF THE BOARD (J) (2) “If desirable, the Net Revenues for
such preceding twelve (12) months may be adjusted by the Consulting Engineer as follows: (a) to
reflect for such period changes made in the rates, fees, rentals or other charges from the
operation of the System prior to the issuance of such Additional Parity Obligations; (b) to reflect
any changes in such Net Revenues caused by any new projects of the System having been placed
into use and operation subsequent to the date of commencement of such period and prior to
the date of such statement provided for in paragraph (1) above.”
Given the above duties of the Consulting Engineer, NewGen performed a due diligence review of the KEYS’
System from October 1, 2011 (Fiscal Year (FY) 2012) to September 30, 2016 (FY 2016) in accordance with
Bond Resolution 532, Article V, Section 5.01(F). This Quinquennial Report (Report) summarizes NewGen’s
findings with respect to the performance of KEYS during the historical five‐year period. The information
and analyses presented herein are representative of information made available to NewGen as of the date
of this Report, System observations, and KEYS’ staff interviews conducted in February 2017. NewGen’s
analyses, conclusions, and recommendations relied on independent review of information provided to us
by others in the form of audits, reports, budgets, projections, and interviews as disclosed in this Report.
NewGen has not independently verified the accuracy of information provided and has assumed that
information provided is accurate and representative of the financial and operating condition of the KEYS’
System.
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Introduction, Conclusions, and Recommendations

Conclusions
Based on NewGen’s review of KEYS’ properties management, rates sufficiency and services charges,
System maintenance, and necessity of capital improvements over the quinquennial period,
October 1, 2011 to September 30, 2016, we conclude the following:

Management of the Properties


The System is well managed with a highly experienced and competent management team. During
the quinquennial period, four new directors were appointed from within the organization to
replace retiring directors. All new directors have considerable experience as KEYS employees.



KEYS faces the likely retirement of several key employees in the next five years. Currently, KEYS
lacks a formalized succession planning strategy to prescribe adequate training procedures and
ensure a smooth transition of knowledge to the next generation of leaders.



The cost of living in Key West is significantly higher than other areas in the southeast United States
(U.S.); KEYS’ compensation levels lag behind the cost of living in the area. During interviews with
KEYS’ staff it was reported that KEYS often has a difficult time filling highly skilled positions where
recruiting outside of the area is required. Within the area, competitive compensation issues of
most concern exist between KEYS and the local distribution cooperative.



Despite competitive compensation concerns, KEYS experiences low employee turnover, which can
be attributed to a positive work environment and other quality of life benefits found in South
Florida.



Employee incentive compensation, within a job classification, rewards years of service through a
longevity pay program.



Utility Board and management relations with the International Brotherhood of Electrical Workers
(IBEW or Union) is positive and productive.



KEYS’ organizational structure, management responsibilities, and lines of reporting align with key
utility functions and reflect a reasonable degree of leverage and management oversight. KEYS
periodically reviews its organizational structure and is currently in the process of conducting such
a review.



KEYS routinely performs strategic planning and goal setting exercises in support of a two‐year
business planning cycle.

Sufficiency of Rates and Charges


Over the quinquennial period, KEYS effectively managed their costs and met their financial
obligations without a base rate increase. This was accomplished during a period of rising costs and
low load growth.



Over the quinquennial period, KEYS’ debt burden has been reduced from $66 million in 2012 to
$50 million in 2016. Debt service coverage exceeds minimum requirements.



KEYS’ customer base is diversified, rates are competitive, and customers have limited interest in
self‐generation. Therefore, NewGen finds the customer base and associated revenue stream from
rates to be stable.



The level of payments to the City of Key West (City) remained stable and represented a small
component of overall System costs.
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KEYS experienced negative cash flows over the quinquennial period; current rate levels may be
insufficient to maintain a strong positive cash flow into the future.



Cash reserves meet or exceed the minimum requirements set forth in the Bond Resolution.



Over the quinquennial period, changes in the rate structure improved the recovery of fixed costs.



KEYS revenues and expenditures reasonably tracked budgeted amounts during the quinquennial
period.

Proper Maintenance of Properties


The System has been prudently operated and maintained, and the Operation and Maintenance
(O&M) and Capital Improvement budgets are sufficient to continue prudent operation.



The System is compliant with all applicable environmental permits.



Since 2007, KEYS has been a North American Electric Reliability Corporation (NERC) Registered
Distribution Provider (DP) and Transmission Owner (TO), each requiring KEYS to meet certain
reliability compliance parameters. Effective December 31, 2015, NERC “deactivated” KEYS’
Registration as a TO. As a result, KEYS is no longer required to meet NERC transmission reliability
standards. KEYS remains a Registered DP, and must continue to meet the DP reliability standards.



Measures of reliability such as the number of Transmission and Distribution (T&D) outages, System
Average Interruption Duration Index (SAIDI), and System Average Interruption Frequency Index
(SAIFI) improved over the quinquennial period.



The recent decision to form an additional line crew to focus on the transmission system is a positive
step to ensure high reliability of the System.



KEYS enhanced customer access to service by improving its customer service center and through
expansion of its online offerings.



Customer satisfaction metrics were maintained at a high level during the period covered by this
Report.

Necessity for Capital Improvements
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The System is being properly recapitalized as utility plant in service grew over the quinquennial
period.



Although the completion of capital projects has consistently lagged budget goals, the lag is not
material and is not adversely impacting progress with respect to System performance and reliability
goals.



KEYS has proactively and aggressively been improving its System to withstand severe storm events,
which are likely to occur due to its geographical location.
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Recommendations
Given the above conclusions, NewGen recommends the following:

Management of the Properties


The current compensation program should be reviewed to ensure that KEYS can attract and retain
highly skilled talent. Compensation considerations should include an evaluation of base pay by job
responsibility and other merit structures linked to factors other than longevity.



KEYS should formalize and implement a succession planning program once it has completed its
current organizational structure review.



KEYS should prepare a quarterly progress report with respect to strategic plan goals, strategies,
and tactics. This report would be presented to the Utility Board and available to the public.

Sufficiency of Rates and Charges


KEYS should examine base rate increases or other cost control measures, which result in a positive
cash flow.



KEYS should continue to evaluate rate design with the objective of improving fixed cost recovery
and the equitable allocation and recovery of Florida Municipal Power Agency (FMPA)
demand‐related costs.

Proper Maintenance of Properties


In light of potential future T&D personnel retirements, recruiting, training, and succession planning
for these positions should be actively pursued.



KEYS should continue to track customer satisfaction levels on a routine basis and address issues as
they arise.



KEYS should continue to monitor Advanced Metering Infrastructure (AMI) costs and economics,
and further deploy AMI meters as is beneficial to System operation.



KEYS should continue to meet NERC transmission reliability standards voluntarily despite the
deactivation of KEYS TO registration.



KEYS should establish the use of a line crew dedicated to maintenance of its transmission system.

The Necessity for Capital Improvement


Once Phase 1 of the inaccessible easements project is complete, KEYS should immediately begin
Phase 2, addressing inaccessible easements outside Key West city limits.
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Report Organization
In support of NewGen’s conclusions and recommendations, we discuss the System in additional detail in
the following sections:
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Section 2 – Management of the Properties



Section 3 – Sufficiency of Rates and Charges for Services



Section 4 – Proper Maintenance of Properties



Section 5 – Necessity for Capital Improvements
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Section 2
MANAGEMENT OF THE PROPERTIES
Overview of KEYS Organization and Management
KEYS is governed by the Utility Board, which was initially created by the Key West City Commission through
the 1943 purchase of the privately held Key West Electric Company. In 1945, the Florida State Legislature
subsequently established the Utility Board as a separate governmental entity authorized to manage the
electric system. The current Utility Board was created in 1969 by the Florida State Legislature, which gives
the Utility Board ownership, operational, and maintenance authority of the System.

Utility Board
The Utility Board consists of five persons, a Chairman and four members, which are elected by citizens of
Key West. Members serve a four‐year term. The Utility Board has authority to appoint the Chairman,
Vice‐Chairman, General Manager, and Chief Executive Officer (CEO). Currently, the General Manager and
CEO represent a single management position that is responsible for the daily operation of the System.
Additionally, the General Manager and CEO serves as Secretary to the Utility Board.
Current and past Utility Board member experience is summarized below. Three current Utility Board
members, Mr. Batty, Ms. Clark, and Mr. Bradford served during the entire quinquennial period. The
remaining two current Utility Board members served between one to three years during the quinquennial
period.


Chair Peter Batty has served on the Utility Board since 2005. He is a Florida Licensed Real Estate
Broker and Florida Supreme Court Certified Circuit and Family Mediator. Mr. Batty is an ordained
Permanent Deacon to the Archdiocese of Miami. He received his Bachelor of Science degree from
Eastern Michigan University and his Master’s degree from St. Thomas University.



Vice Chair Mona C. Clark has served on the Utility Board since 2004 and holds the distinction of
being the first elected female Board member in the Utility Board’s history. She is a retired educator
and administrator for the Monroe County School District, where she worked for over 35 years.
Ms. Clark received her Bachelor of Science in Education degree from Florida A&M University and
her Masters of Education/Leadership degree from the University of South Florida.



Mr. Charles A. Bradford, Jr. has served on the Utility Board since 2006. After retiring from
Commercial Banking in 2014 with almost 40 years of banking experience, Mr. Bradford is currently
the Property Manager for the Monroe County Clerk of Courts. Mr. Bradford received his Bachelor's
degree in Banking and Finance from the University of North Florida and has certifications in
Consumer Lending, Cash Flow Analysis, and Accounting.



Mr. Timothy Root has served on the Utility Board since 2013. Mr. Root was born and raised in
Lancaster, Pennsylvania, and traded school, at age 17, for a trade union job building the shipyards
in Philadelphia. He moved to Key West in 1987, where he started as a project manager for
developer Pritam Singh's historic structures venture. Mr. Root has been a general contractor since
1980 and is currently working as the chief estimating officer for McKendry Builders Inc.
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Mr. Steve Wells has served on the Utility Board since 2015. He was born and raised in Key West
and is a Shift Commander with the City of Key West Fire Department. Mr. Wells is a graduate of
Key West High School and serves on the board of the Southernmost Federal Credit Union.



Mr. Lou Hernandez, prior Chairman, served on the Utility Board from 1997 to 2013. He was the
Executive Director of HELPLINE, Inc., a crisis intervention and information referral telephone
hotline in Monroe County. Upon graduation from Texas A&M University, Mr. Hernandez was
commissioned by the U.S. Army and served as an Infantry Officer in Vietnam. He worked with
several Federal agencies, completing his career in Washington as the Director of Training and
Employee Development with the General Services Administration.



Mr. Barry L. Barroso, Jr. served on the Utility Board from 2011–2015. He was born and raised in
Key West and has owned Certified Lower Keys Plumbing, Inc. since 1995. Mr. Barroso is a graduate
of Mary Immaculate and is a Florida State Certified Master Plumber.

In 1998, the Utility Board established an Advisory Committee charged with providing the Utility Board and
KEYS staff with community input on utility operations. The Advisory Committee includes five members,
the Utility Board Chairman and two KEYS’ staff members. Community members represent five districts:
Key West to Stock Island; Key Haven to Big Coppitt; Shark Key to Sugarloaf Key; Cudjoe Key to Torch Keys;
and Big Pine Key to the Seven‐Mile Bridge.

City Commission Authority
City Commission authority is limited to Utility Board appointees. The City Commission can remove Utility
Board members “for cause” by a two‐thirds vote.

Organization Structure
Currently, and during the quinquennial period, Mrs. Lynne Tejeda served as KEYS General Manager and
Chief Executive Officer. She established the following organization structure for the System.

Figure 2-1: KEYS Organizational Chart
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An Assistant General Manager & Chief Financial Officer (CFO), and five Directors report to the General
Manager and CEO. The number within each component of the organization chart depicts the number of
employees in the various departments. For example, there are 35 employees in the T&D department. In
total, as of June 2016, KEYS has 129 budgeted positions and employed 125 persons.
Professional experience of the KEYS management team is summarized below.


Mrs. Lynne E. Tejeda, General Manager & CEO, has been employed by KEYS since January 1989,
most recently as Assistant General Manager & Chief Operating Officer (COO), prior to being
appointed General Manager & CEO in December 2005. Mrs. Tejeda is responsible for the
day‐to‐day management of KEYS, implementing the decisions of the Utility Board with respect to
utility operations, and keeping the Utility Board informed of the status of the System. Mrs. Tejeda
is active in FMPA: serving as Vice Chairman of the Executive Committee and Secretary of the Board
of Directors. She is also active with the Florida Municipal Electric Association (FMEA), where she
was a past President. Mrs. Tejeda holds a Bachelor of Arts degree, with a major in Journalism, from
the University of North Carolina at Chapel Hill, and a Master of Business Administration degree
from Regis University in Denver, Colorado. Mrs. Tejeda is a Certified Public Manager and serves on
the Board of the Key West Chamber of Commerce.



Mr. John ‘Jack’ Wetzler, Assistant General Manager & CFO, has been employed by KEYS since April
1992, most recently as Director of Finance and CFO, prior to being appointed Assistant General
Manager & CFO in December 2005. Mr. Wetzler is responsible for Finance, Information
Technology, Fleets, Facilities, Purchasing, and the Warehouse. He is active in FMPA serving on the
Planning & Budget Committee. Mr. Wetzler was employed as the Vice President of Finance for
several New York‐based firms, including Caswell Massey, Ltd., D.F. Sanders & Company, and
Concord Limousine Services; he began his career with Coopers & Lybrand, CPAs (currently known
as PricewaterhouseCoopers). Mr. Wetzler holds a Bachelor of Business Administration degree from
Hofstra University.



Mr. Julio J. Torrado, Director of Human Resources & Communications, has been employed by
KEYS since October 2003, most recently as Communications/Marketing Coordinator, prior to being
appointed Director of Human Resources & Communications in December 2015. Mr. Torrado is
responsible for overseeing KEYS' human resources administration, coordinating communication
and marketing strategies for KEYS' customers, and overseeing internal communications for KEYS'
employees. Mr. Torrado holds a Bachelor of Science degree in Communication – with a
double‐major in Public Relations and International Studies and a minor in Marketing – from the
University of Miami, and a Master of Business Administration degree – with a concentration in
Human Resources Management – from Saint Leo University.



Mr. Dale Z. Finigan, Director of Engineering and System Control Center, has been employed by
KEYS since May 1987. In his tenure at KEYS, Mr. Finigan has held various supervisory positions
related to substations and the T&D system. In his current position, Mr. Finigan is responsible for
both the Engineering Section (oversees the design/maintenance of KEYS electrical T&D
infrastructure), and the System Control Center (24‐hour a day manned control center for the
monitoring of KEYS electrical grid, and the dispatching of System trouble calls). Mr. Finigan holds
a Bachelor of Science degree in Electrical Engineering and a Master’s Degree in Electrical Power
Systems, with a minor in Engineering Management. Both degrees are accredited from the
University of South Florida.



Mrs. Erica Zarate, Director of Customer Services, has been employed by KEYS since July 2005, most
recently as Collections Supervisor, prior to being appointed to Director of Customer Services in
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October 2014. Mrs. Zarate is responsible for Collections, Customer Services, Customer Programs,
and Meter Services. Mrs. Zarate holds a Bachelor of Arts degree, with a major in Accounting and a
Master of Business Administration degree, both from Saint Leo University.


Mr. Fred Culpepper, Director of Transmission & Distribution, has been employed by KEYS since
September 1990, most recently as Power System Control Supervisor, prior to being appointed to
Director of Transmission & Distribution in December 2015. Mr. Culpepper is responsible for all
personnel in the line and the electrical sections, as well as all electrical facilities and substations.
Mr. Culpepper is a Certified Public Manager through Florida State University.



Mr. Dan Sabino, Director of Generation, has been employed by KEYS since January 2006, most
recently as Substation Supervisor, prior to being appointed Director of Generation in
December 2015. Mr. Sabino is responsible for overseeing the O&M of generation units capable of
producing over 100 megawatts (MW). Mr. Sabino holds both Bachelor of Science and Master of
Science degrees in Electrical Engineering from the University of Pittsburgh.

KEYS periodically reviews its organizational structure and is currently in the process of conducting such a
review.

Compensation / Benefits Changes
Employee compensation includes base pay, benefits, and a longevity bonus. Base pay varies by job
position and title, and ranged from $33,000 to $177,000 in 2016.
Benefits include a pension plan, health care, life insurance, and vacation and sick leave. The pension plan
provides retirement, disability, and death benefits to plan members and beneficiaries. During the
quinquennial period, health insurance benefits were reduced to control costs. Cost reductions were
attained through increases in deductibles, co‐insurance percentages, and copays. Employees hired before
June 9, 1999, are eligible for postretirement benefits associated with healthcare and life insurance with
no out‐of‐pocket cost. Employees hired after June 9, 1999, are eligible for post‐retirement benefits
associated with healthcare and life insurance but must pay premiums out‐of‐pocket.
Longevity pay is provided on an increasing “years‐of‐service” scale at milestones of 1, 5, 10, 15, 20, 25,
and 30 years. For most employees, longevity pay represents a fixed annual amount that ranged from
$1,300 to $3,100 in 2016. In addition to the fixed annual amount, members of the management team are
eligible for a percentage of base pay adder.
Non‐management employees are members of the IBEW. In April 2015, the Utility Board successfully
negotiated a new three‐year contract with the Union. The relationship between the Utility Board and the
Union is reported to be satisfactory.
The following table summarizes annual change in base pay and total compensation over the quinquennial
period. In FY 2015, employees received two base pay adjustments due to Union contract negotiations.
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Table 2-1
Annual Change in Base Pay and Compensation
Fiscal Year

Average Annual Change in
Employee Compensation

Average Annual Base
Compensation (1)

2012

1.25% (10/1/11)

$68,839

2013

1.5% (10/1/12)

$69,943

2014

1.6% (10/1/13)

$69,890

2015

2.4% (10/1/14) and 2.25% (5/1/15)

$73,616

2016

3.25% (5/1/16)

$75,771

(1)

Average base compensation is effected by many variables including annual change in
compensation and employee makeup (new hires, retirements, promotions, etc.).

Over the five‐year period, annual percentage increases represent a compounded increase in base
compensation by approximately 12.9%. Over this same period, average compensation per employee grew
by approximately 10%. Despite these base pay increases, compared to other neighboring investor owned
and cooperative utilities, KEYS compensation is generally lower. In addition, the cost of living in Key West
is significantly higher than other areas in the region largely due to the high cost of housing. Due in part
to these compensation and cost of living factors, KEYS reported difficulty in competing for skilled
positions, which resulted in longer recruiting periods and delays in filling certain positions. In order to
attract and retail highly skilled talent, KEYS should review the current compensation and merit pay
structure to determine ways to attract highly skilled talent. Compensation considerations should include
an evaluation of base pay by job responsibility and other merit structures linked to factors other than
longevity.

Staff Turnover and Vacancies
As of June 2016, KEYS had 125 employees compared to 129 budgeted positions. In FY 2016, vacant
positions included IBEW Technician, Journey Lineman, and Substation Electrician. Staffing by technical
area over the quinquennial period was as follows.

Table 2-2
Employee Staffing
Title

2012

2013

2014

2015

2016

General Manager’s Department

11

10

10

10

9

Engineering & Control

20

19

19

20

20

Customer Services

27

27

27

27

26

Finance

16

15

15

15

15

Transmission & Distribution

32

32

33

31

33

General Plant

13

12

12

12

13

Generation

15

14

11

10

10

Total

134

129

127

125

126

Note: Numbers above do not include the five Utility Board members.
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Over the quinquennial period, total staffing levels dropped by 8 positions (134 positions in 2012 to
126 positions in 2016). Most of the position reductions occurred in the generation function. KEYS
operates and maintains generation facilities at the Stock Island Generating Facility, which are owned by
FMPA. The contractual relationship between KEYS and FMPA is described in greater detail in Section 4 of
this Report. In coordination with FMPA, staffing at the Stock Island Generating Facility was reduced
gradually over time, from 23 positions in 2007 to the current 10 positions. A portion of the staffing
reduction at Stock Island Generating Facility can be attributed to changes in plant operation as discussed
in Section 4.
Overall, KEYS employee retention is high, which can be attributed to a positive work environment and
other quality of life benefits found in South Florida.
Like other utilities across the country, KEYS faces challenges pertaining to an aging workforce and the
successful transfer of institutional knowledge and job skills to the next generation of leaders. The
following graph depicts KEYS employees/ years of service as of September 30, 2016.

Note: Management designation refers to GM, Assistant GM, Directors, and Supervisors per KEYS job title descriptions.

Figure 2-2: KEYS Employees Years of Service
The above graph indicates that over 20 employees have over 25 years of service. Many of these
employees hold key management, supervisory, and leadership positions at KEYS. In FY 2016, of the
20 managers and supervisors, 13 have over 20 years of service. To ensure a smooth transition of
knowledge, KEYS should consider a formalized succession planning strategy. KEYS management has
begun to address this concern by examining programs that incentivize employees to provide advanced
notification of retirement, job sharing, and other means to ensure a planned and measured approach to
succession planning.
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Strategic Plan Goals
KEYS routinely conducts strategic planning within the context of a two‐year planning cycle. Within the
quinquennial period, plan goals were as follows:

Figure 2-3: KEYS’ Strategic Plan and Goals
Goals are supported with numerous tasks and are generally tracked, but goal progress is not regularly
reported. KEYS reports that 76% of the tactics supporting the 2015/2016 Strategic Plan were completed
over the quinquennial period, which reflects significant progress.
NewGen finds KEYS’ focus on periodic planning and goal setting to be commendable and reflective of
strong leadership and proactive management. However, we are not aware of any formal periodic
reporting of Key Performance Indicators (KPI) or other tracking mechanisms that comprehensively
monitor goal progress to the Utility Board or public. Although the General Manager addresses progress
in a Utility Board letter and other communications from time‐to‐time, we recommend formal KPIs be
established and tracked that align with goals and tactics. Based on quinquennial goals, KPIs may be related
to rate comparisons, customer satisfaction surveys, customer service metrics, SAIDI and SAIFI
performance, environmental compliance, employee moral metrics, etc. It is acknowledged that KEYS
periodically reports on some of these measures, but NewGen has not seen a comprehensive and periodic
(i.e. quarterly) management report to the Utility Board addressing the attainment of these goals.
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Conclusions
Based on NewGen’s review of the organization and management of the System, we conclude the
following:


The System is well managed with a highly experienced and competent management team. During
the quinquennial period, four new directors were appointed from within the organization to
replace retiring directors. All new directors have considerable experience as KEYS employees.



KEYS faces the likely retirement of several key employees in the next five years. Currently, KEYS
lacks a formalized succession planning strategy to prescribe adequate training procedures and
ensure a smooth transition of knowledge to the next generation of leaders.



The cost of living in Key West is significantly higher than other areas in the southeast U.S and KEYS’
compensation levels lag behind the cost of living in the area. During interviews with KEYS’ staff it
was reported that KEYS often has a difficult time filling highly skilled positions where recruiting
outside of the area is required. Within the area, competitive compensation issues of most concern
exist between KEYS and the local distribution cooperative.



Despite competitive compensation concerns, KEYS experiences low employee turnover, which can
be attributed to a positive work environment and other quality of life benefits found in
South Florida.



Employee incentive compensation, within a job classification, rewards years of service through a
longevity pay program.



Utility Board and management relations with the IBEW is positive and productive.



KEYS organizational structure, management responsibilities, and lines of reporting align with key
utility functions and reflect a reasonable degree of leverage and management oversight. KEYS
periodically reviews its organizational structure and is currently in the process of conducting such
a review.



KEYS routinely performs strategic planning and goals setting exercises is support of a two‐year
business planning cycle.

Recommendations
Based on this review, we recommend the following:
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The current compensation program should be reviewed to ensure that KEYS can attract and retain
highly skilled talent. Compensation considerations should include an evaluation of base pay by job
responsibility and other merit structures linked to other factors rather than longevity.



KEYS should formalize and implement a succession planning program once it has completed its
current organizational structure review.



KEYS should prepare a quarterly progress report with respect to strategic plan goals, strategies,
and tactics. This report would be presented to the Utility Board and available to the public.
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Section 3
SUFFICIENCY OF RATES AND CHARGES
The sufficiency of rates and charges are best measured by KEYS’ financial strength and vitality during the
quinquennial period. For municipal utilities, rates are typically established on a cash basis as cash flow is
of primary concern in meeting the financial obligations of the Utility Board. Therefore, during the conduct
of NewGen’s due diligence we reviewed the following financial and rate measures:


Cash Flow – The ability of rates to generate sufficient cash to meet the fiscal obligations of the
Utility Board including payment to the City, meet debt service coverage requirements, and
maintain established reserve requirements.



Enterprise Recapitalization – The success of KEYS in maintaining or expanding plant‐in‐service to
maintain or improve service reliability and meet System growth. This financial measure will be
discussed in greater detail in Section 5 of this Report.



Revenue Stability – An assessment of customer usage characteristics, rate adjustments, sensitivity
to rates, and overall competitive position of the System.

A discussion of each of these measures is as follows:

Cash Flow
The following table summarizes KEYS’ net increase or decrease in Cash and Cash Equivalents from
Operating and Financing Activities over the quinquennial period.

Table 3-1
Increase or Decrease in Cash and Cash Equivalents
from Operating and Financing Activities
(FY 2012 – 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

$97,411,071

$91,334,761

$96,294,969

$86,874,930

$89,843,070

$50,658,853

$51,738,636

$52,691,941

$45,567,232

$46,744,853

Transmission Expenses

4,782,103

5,647,880

5,653,600

6,024,280

6,446,897

Distribution Expenses

3,800,595

3,798,706

3,736,558

7,741,375

7,553,159

Customer Accounts and Collection
Expenses

1,242,695

1,383,512

1,222,595

2,052,038

1,935,831

14,555,804

15,540,816

15,723,183

13,428,676

13,577,487

Depreciation

6,979,378

7,294,534

7,297,266

7,151,518

7,377,387

Taxes Other than Income Taxes

2,499,757

2,361,199

2,493,197

2,240,944

2,145,028

Total Operating Expenses

$84,519,185

$87,765,283

$88,818,340

$84,206,063

$85,780,642

Operating Income

$12,891,886

$3,569,478

$7,476,629

$2,668,867

$4,062,428

Operating Revenues
Operating Expenses
Purchased Power

Administrative and General Expenses

Economics | Strategy | Stakeholders | Sustainability

Section 3

Table 3-1
Increase or Decrease in Cash and Cash Equivalents
from Operating and Financing Activities
(FY 2012 – 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Adjustments to Reconcile Operating
Income to Net Cash Provided by
Operating Activities
Depreciation

$6,979,378

$7,294,534

$7,297,266

$7,151,518

$7,377,387

286,204

387,513

69,772

107,400

93,861

(401,694)

(187,002)

(412,408)

(470,747)

(762,126)

187,002

412,408

470,747

762,126

390,684

–

–

–

(3,180,868)

–

4,314,783

1,948,323

3,444,872

4,009,656

1,900,661

284,575

11,750

–

–

–

(627,180)

1,426,810

(4,689,689)

1,630,846

1,027,595

(16,980)

(43,948)

32,501

98,964

(64,204)

(8,853,203)

(38,009)

(1,412,547)

(74,963)

276,722

(92,081)

110,976

–

–

–

–

(21,955,580)

(149,794)

(2,768,167)

(233,974)

2,387,420

3,864,918

1,988,665

5,582,437

3,321,666

Increase (Decrease) in Accrued
Expenses

247,142

367,035

4,833,884

1,740,934

(3,839,617)

Increase in Customer Deposits

45,385

99,957

(129,274)

5,083

88,824

Increase (Decrease) in Security
Deposits

53,014

77,934

(557)

673

(73,003)

$4,793,765

($6,222,381)

$11,343,438

$14,594,892

$9,504,476

$17,685,651

($2,652,903)

$18,820,067

$17,263,759

$13,566,904

Cash Paid to City of Key West,
Florida

($423,585)

($434,331)

($419,323)

($395,384)

($390,989)

Net Cash (Used) by Non-Capital
Financing Activities

($423,585)

($434,331)

($419,323)

($395,384)

($390,989)

Provision for Uncollectible Accounts
Amortization of Deferred Revenue
Receipt of Deferred Revenue
Loss on Refunding
Other Non-Operating Sources of
Revenue
Grant Revenue Net
Changes in Assets and Liabilities
(Increase) Decrease in Accounts
Receivable
(Increase) Decrease in Plant Material
& Inventory
(Increase) Decrease in Prepaid
Expenses
(Increase) Decrease in Due from
Other Governments
(Increase) Investment
Increase in Accounts Payable

Total Adjustments
Net Cash Provided by Operating
Activities
Cash Flows (Used) by Non-Capital
Financing Activities
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Table 3-1
Increase or Decrease in Cash and Cash Equivalents
from Operating and Financing Activities
(FY 2012 – 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

($7,090,000)

($7,495,000)

($7,925,000)

($44,162,271)

($2,059,230)

–

–

–

45,845,950

–

(3,092,539)

(2,666,781)

(2,229,654)

(9,291,210)

(9,115,096)

54,838

(47,282)

350

–

–

(10,795,545)

(5,527,756)

(9,075,032)

(9,836,999)

(10,477,227)

407,618

85,948

108,565

129,826

141,352

(20,515,628)

(15,650,871)

(19,120,771)

(17,314,704)

(21,510,201)

–

(156,141)

(163,382)

–

–

Cash Flows Provided (Used) by
Capital and Related Financing
Activities
Principal Paid on Long-Term Debt
Proceeds from Refunding Long-Term
Debt
Interest Paid on Revenue Bond
Maturities
Contributions in Aid of Construction
Acquisitions and Construction of
Capital Assets
Proceeds from Disposal of Assets
Net Cash (Used) by Capital and
Related Financing Activities
Cash Flows Provided by Investing
Activities
Loss on Investments
Issuance Cost on Bond Refunding

–

–

–

(479,666)

–

Net Appreciation on Investment

573,870

546,053

757,040

684,059

663,732

Net Cash Provided by Investing
Activities

$573,870

$389,912

$593,658

$204,393

$663,732

($2,679,692)

($18,348,193)

($126,369)

($241,936)

($7,670,554)

Net Increase (Decrease) in Cash and
Cash Equivalents

Over the quinquennial period, Operating Revenues declined, which can be attributed to low load growth
and a reduction in FMPA purchased power costs that are recovered through a Power Cost Adjustment
(PCA) in retail rates. FMPA costs were reduced due to low natural gas prices. Net Cash Provided by
Operating Activities was significantly lower in 2013 due to $21,955,580 cash transfer to investments. In
FY 2015 and FY 2016, Net Cash Provided by Operating Activities was positively impacted by a settlement
with BP associated with the 2010 oil spill in the Gulf of Mexico. Net Cash Provided by Operating Activities
were negatively impacted by adjustments in pension liability associated with a recalculation of future
liability, issuance expenses, a loss associated with the 2014 bond refunding, and a decrease in accrued
expenses related to the PCA.
Overall Net Cash and Cash Equivalent declined by approximately $29 million over the quinquennial period.
However, nearly $22 million associated with this decline is attributable to a transfer of cash to longer term
investments. Giving consideration to this transfer, the majority of the cash reduction occurred in FY 2016.
Until FY 2016, cash flow was steady over the quinquennial period despite rising costs and declining
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revenues. KEYS successfully managed cash flow because of lower FMPA purchased power costs and a
reduction of administration and general expenses. Administrative and general expenses were reduced by
approximately 15% over the quinquennial period resulting in over $2 million in annual savings.
Although there were no System rate increases over the quinquennial period, the expectation of continued
low load growth and rising costs will present KEYS with increasing upward rate pressure.

Payments to the City of Key West
KEYS regularly makes payments to the City per an agreed upon calculation that considers System Gross
Revenues less purchased power costs. Payments to the City during the quinquennial period are shown in
the following table.

Table 3-2
Annual Payment to the City of Key West, Florida (FY 2012-2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Total Gross Revenues from Sales of Electricity

$97,411,071

$91,334,761

$96,294,969

$86,874,930

$89,843,070

Sales of Electricity (kWh)

705,634,210

695,512,851

764,683,266

732,959,609

753,050,669

0.0800

0.0800

0.0800

0.0800

0.0800

$56,450,737

$55,641,028

$61,174,661

$58,636,769

$60,244,054

(2,472,797)

(6,238,555)

(4,478,072)

(10,860,786)

(13,286,111)

Less: Total Power Cost in Operating Revenues

$53,977,940

$49,402,474

$56,696,589

$47,775,983

$46,957,943

Equals: Non-Power Related Revenues from Electricity

$43,433,131

$41,932,287

$39,598,380

$39,098,947

$42,885,127

1.0%

1.0%

1.0%

1.0%

1.0%

Payment to the City of Key West

$434,331

$419,323

$395,984

$390,989

$428,851

Minimum Amount (Prior Year Adjusted Minimum Amt.)

$318,369

$324,709

$328,556

$334,003

$333,883

1.01991

1.01185

1.01658

0.99964

1.01464

Total Adjusted Minimum Amount

$324,709

$328,556

$334,003

$333,883

$338,771

Difference

$109,623

$90,767

$61,980

$57,107

$90,081

Payment to the City of Key West

$434,331

$419,323

$395,984

$390,989

$428,851

2.54%

-3.46%

-5.57%

-1.26%

9.68%

Power Cost Rate in Base Rate ($/kWh)
Total Power Cost in Base Electric Revenues
Power Cost Adjustment Revenues

Rate - Article III, Section 3.03, B, (11)

Consumer Price Index

Increase (Decrease) vs. Prior Year Actual

Payments to the City were relatively level over the quinquennial period and represent a small component
of the total System costs.

Outstanding Bonds and Debt Service
Periodically, the Utility Board issues debt in the form of revenue bonds to meet certain capital obligations
of the System. Revenue bonds are secured by the Net Revenues of the System. Net Revenues are defined
as Gross Revenues during such period plus the amounts, if any, paid from the Rate Stabilization Fund into
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the Revenue Fund during such period (excluding, for the purpose of avoiding double counting, amounts
already included in the Revenues for such period representing interest earnings transferred from the Rate
Stabilization Fund to the Reserve Fund) and minus the sum of (a) Operating Expenses and (b) the amounts,
if any, paid from the Revenue Fund into the Rate Stabilization Fund during such period.
Over the quinquennial period, KEYS retired debt associated with Electric System Refunding Bonds,
Series 2000 and 2001. In FY 2014, the Utility Board issued the Electric System Refunding Revenue Bonds,
Series 2014. Series 2014 bond moneys were applied to fully refund Series 2006 bonds and restructure
debt service so that future debt service obligations of the System were reduced and levelized. The
majority of Series 2006 bond moneys represents the only new money issued by KEYS in recent history. A
significant portion of Series 2006 bond moneys were applied to storm hardening improvements on the
distribution system.
The following table summarizes the change in outstanding bond principal balances over the quinquennial
period.

Table 3-3
Outstanding Long-Term Debt
Long-Term Debt

FY 2012

FY 2013

FY 2014

Series 1991

$8,077,785

$8,077,785

$8,077,785

$6,212,794

$4,479,166

Series 2000

13,080,000

6,730,000

–

–

–

Series 2001

2,280,610

1,195,000

–

–

–

Series 2006

42,590,831

42,559,734

42,528,638

–

–

Series 2014

–

–

–

45,574,616

$45,249,014

$66,029,226

$58,562,519

$50,606,423

$51,787,410

$49,728,180

Total

FY 2015
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Currently, KEYS revenue bond debt service obligations are associated with the Series 1991 and
Series 2014 bonds. Future annual debt service obligations associated with outstanding bonds are as
follows:

Table 3-4
Debt Capacity
Total Payments (Principal & Interest) Payable for all Debt
Issues through 2032
Payments Due
for FY

Total for all
Debt Issues

1991 Series
Bond Issue

2014 Series
Bond Issue

2017

$11,152,888

$9,270,000

$1,882,888

2018

11,152,888

9,270,000

1,882,888

2019

11,152,888

9,270,000

1,882,888

2020

4,125,388

–

4,125,388

2021

4,122,513

–

4,122,513

2022

4,123,638

–

4,123,638

2023

4,118,513

–

4,118,513

2024

4,112,013

–

4,112,013

2025

4,103,888

–

4,103,888

2026

4,103,638

–

4,103,638

2027

4,100,763

–

4,100,763

2028

4,128,963

–

4,128,963

2029

4,095,538

–

4,095,538

2030

4,091,163

–

4,091,163

2031

4,116,637

–

4,116,637

2032

4,079,500

–

4,079,500

$86,880,819

$27,810,000

$59,070,819

Assuming no future borrowings, KEYS debt service obligation will be reduced by approximately $7 million
annually once the Series 1991 bonds are retired. Holding all things equal, this represents an 8% reduction
in operating costs.

Debt Service Coverage
The Bond Resolution rate covenant requires that KEYS maintain a minimum debt service coverage margin
of 125%. The debt service coverage margin is defined as Net Revenues available for debt service for the
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preceding year divided by the Debt Service Requirements for such period. The coverage calculation over
the quinquennial period is as follows:

Table 3-5
Historical Debt Service Coverage
Operating Revenue

FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

$97,411,071

$91,334,761

$96,294,969

$86,874,930

$89,843,070

Other Income

4,853,083

2,560,319

4,170,307

4,745,516

2,607,967

Rate Stabilization Transfers

(360,082)

–

–

–

–

$101,904,072

$93,895,080

$100,465,276

$91,620,446

$92,451,037

77,542,677

80,470,750

78,528,630

72,975,468

74,010,679

Debt Service Coverage Margin

$24,361,395

$13,424,330

$21,936,646

$18,644,978

$18,440,358

Debt Service

$10,380,906

$10,372,656

$11,258,588

$11,228,037

$11,152,888

Debt Service Coverage

2.35

1.29

1.95

1.66

1.65

Min. Required Debt Service Ratio

1.25

1.25

1.25

1.25

1.25

Revenue Available for Debt Service
Operating Expenses

KEYS has consistently exceeded the minimum coverage requirements.

Bond Ratings
In recognition of strong financial performance and the proven ability to successfully service debt, KEYS
enjoys an “A1” stable outlook credit rating from Moody’s and an “A‐” stable outlook rating from Standard
and Poor on the Series 2014 bonds.

Revenue Stability
For KEYS, revenue stability is a function of rate design, customer characteristics, cash, investments, and
reserves. A discussion of each of these aspects of revenue stability follows.

Rates and Rate Design
KEYS periodically conducts a comprehensive review of retail rates and charges. The last rate review was
completed in July 2012. During that review, overall System rate revenues were unchanged. Rate structure
changes were based on cost of service results and other policy objectives of the Utility Board. A rate
design summary of existing rates by customer class, excluding monthly customer charges, is shown in the
following table.
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Table 3-6
Historical Electric Rates (FY 2012 – FY 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Customer Charge ($/Month)
Residential (110)

6.75

Senior Citizen (111)

15.03

15.03

15.03

15.03

–

–

5.50

5.50

5.50

Small Commercial (210)

7.32

28.31

28.31

28.31

28.31

Large Commercial (214)

20.82

94.27

94.27

94.27

94.27

Large Commercial-Primary (215)

20.82

175.74

175.74

175.74

175.74

Military

20.82

1,809.00

1,809.00

1,809.00

1,809.00

20.82

77.46

77.46

77.46

77.46

0.1332

0.1245

0.1233

0.1266

0.1220

Churches (117)
Energy Charge ($/kWh)

(1)

Residential
Senior Citizen

–

0.1245

0.1233

0.1226

0.1220

Small Commercial

0.1383

0.1249

0.1237

0.1230

0.1224

Large Commercial

0.1114

0.1043

0.1033

0.1027

0.1022

Large Commercial-Primary

0.1106

0.1062

0.1051

0.1046

0.1041

Military

0.1106

0.1056

0.1045

0.1040

0.1035

Churches

0.1332

0.1139

0.1128

0.1122

0.1116

–

0.1575

0.1559

–

0.1543

Recreating Lighting
Demand Charge ($/kW)

(1)

Large Commercial

7.26

8.54

8.45

8.45

8.45

Large Commercial-Primary

6.90

8.13

8.03

8.03

8.03

Military

7.01

8.27

8.19

8.19

8.19

Churches

2.02

2.41

2.39

2.39

2.39

Energy rate includes base energy charge plus PCA.

From a risk management perspective, the single most important aspect of the overall rate structure is the
PCA. The PCA allows KEYS to pass‐through charges associated with FMPA wholesale purchased power
costs. FMPA power costs are the single largest expense item to the System. In total, current base rates
recover $0.08 per kilowatt‐hour (kWh) for wholesale power costs, the PCA then adjusts base rate
collections to actual FMPA costs. As previously mentioned in this Report, purchased power costs have
declined during the quinquennial period due to low natural gas prices. As a result, the current PCA is
negative. The PCA is a significant contributor to revenue stability on the System as it allows KEYS
management to quickly react to changes in wholesale power costs. PCA changes do not require approval
by the Utility Board.
KEYS current practice is to recover the demand and energy components of FMPA power costs through an
energy charge. This practice uniformly recovers FMPA from all customer classes and may not properly
recognize cost of service differentials. Future cost of service studies should examine the appropriateness
of this practice.
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Other rate structure elements that improve revenue stability include demand charges (applicable to
commercial customers) and customer charges. In general, KEYS’ customer and demand charges increased
since the last rate study.

Rate Comparisons
KEYS regularly compares residential and large commercial rates to neighboring utilities. The results of
these comparisons are shown in the following tables.

Table 3-7
Comparison of Average Monthly Electric Bills
Residential 1,000 kWh
FY 2012

Other Municipal
Utilities &
Cooperatives in
Florida

Investor-Owned
Utilities in Florida

FY 2013

FY 2014

FY 2015

FY 2016

Keys Energy Services

$135.00

$134.00

$132.00

$118.92

$112.50

Alachua

$134.08

$133.68

$126.00

$126.00

$113.40

Bartow

$131.50

$134.05

$140.92

$133.77

$125.26

Bushnell

$128.67

$121.56

$142.05

$125.05

$119.05

Fort Meade

$124.70

$122.84

$135.56

$130.56

$125.56

Gainesville

$124.99

$130.50

$124.84

$140.51

$130.40

Jacksonville Beach

$124.91

$128.81

$139.15

$123.91

$117.91

Leesburg

$130.55

$124.91

$132.50

$138.97

$105.58

Mount Dora

$125.69

$127.03

$128.05

$120.38

$108.80

Ocala

$125.67

$124.73

$133.88

$121.22

$110.64

Vero Beach

$126.17

$128.43

$123.93

$121.93

$117.58

FL Keys Electric Coop.

$124.55

$118.70

$124.99

$112.36

$132.77

$97.89

$122.86

$136.42

$143.96

$132.19

Duke Energy

$127.32

$119.95

$129.49

$125.66

$108.48

Tampa Electric Co

$110.48

$106.02

$113.28

$112.11

$103.56

Gulf Power
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Table 3-8
Comparison of Average Monthly Electric Bills
Commercial 30 kW & 6,000 kWh
FY 2012

Other Municipal
Utilities &
Cooperatives in
Florida

Investor-Owned
Utilities in Florida

FY 2013

FY 2014

FY 2015

FY 2016

Keys Energy Services

$807.42

$774.53

$732.53

$654.05

$615.53

Alachua

$848.40

$883.58

$826.50

$826.50

$753.11

Bartow

$813.41

$846.55

$927.02

$884.12

$833.06

Bushnell

$840.72

$752.88

$894.55

$792.55

$756.55

Fort Meade

$836.20

$803.16

$836.88

$806.88

$776.88

Gainesville

$719.94

$871.00

$815.16

$1,063.00

$1,015.00

Jacksonville Beach

$728.46

$742.86

$1,035.00

$772.46

$686.46

$1,035.88

$728.46

$883.00

$852.61

$735.69

Mount Dora

$779.03

$779.22

$738.30

$631.14

$558.08

Ocala

$850.94

$657.24

$821.16

$725.49

$662.01

Vero Beach

$805.33

$817.10

$790.10

$779.00

$752.00

FL Keys Electric Coop.

$863.85

$777.78

$824.22

$769.47

$482.54

Gulf Power

$674.67

$653.18

$705.68

$741.13

$712.69

Duke Energy

$706.10

$621.31

$739.63

$709.51

$658.81

Tampa Electric Co

$649.61

$587.64

$603.42

$598.02

$585.84

Leesburg

Over the quinquennial period, KEYS’ average bills for residential and large commercial decreased and
KEYS’ competitive position increased in the region.

Customer Characteristics
KEYS’ customer characteristics are heavily influenced by residential, small and large commercial, and
governmental loads. As shown in the graph below, the residential customer class accounts for nearly half
of the energy sales, while large commercial is the second largest class. Combined, residential and large
commercial energy sales represented approximately 81% of KEYS total energy sales.
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Figure 3-1: Average Annual Energy Usage by Class
The following table summarizes energy sales and number of customers by class over the quinquennial
period.

Table 3-9
Historical Sales and Customers (FY 2012 – 2016)
Avg.
Annual
Change

FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

324,591,272

321,844,576

367,904,886

354,081,145

367,324,629

3%

4,278,721

5,076,910

6,421,613

6,107,664

5,988,755

9%

Energy Sales (kWh)
Residential
Senior Citizen
Small Commercial

73,721,931

73,709,059

81,605,992

76,905,343

76,331,493

1%

Large Commercial

218,661,192

217,310,460

231,795,251

220,110,839

233,988,529

2%

Large Commercial-Primary

20,750,140

18,359,458

18,893,417

19,813,836

13,283,470

(11%)

Military

59,645,920

55,799,116

54,530,993

52,525,742

52,626,848

(3%)

Churches

524,512

479,309

558,523

563,753

577,545

2%

Recreating Lighting

163,563

192,439

174,156

176,025

185,079

3%

Street Lighting

2,069,668

1,964,908

1,987,684

1,896,067

1,966,572

(1%)

Private Area Lighting

1,227,291

776,616

810,751

779,195

777,749

(11%)

705,634,210

695,512,851

764,683,266

732,959,609

753,050,669

2%

24,190

24,267

24,659

24,841

24,978

1%

470

602

647

619

587

6%

Small Commercial

3,525

3,517

3,530

3,590

3,689

1%

Large Commercial

661

679

672

682

690

1%

6

6

6

5

3

(16%)

Total Energy Sales
Actual Number of Customers
Billed
Residential
Senior Citizen

Large Commercial-Primary
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Table 3-9
Historical Sales and Customers (FY 2012 – 2016)

FY 2012

FY 2013

FY 2014

FY 2015

Avg.
Annual
Change

FY 2016

Military

14

14

12

12

12

(4%)

Churches

11

11

12

12

12

2%

Recreating Lighting

5

5

4

4

4

(5%)

Street Lighting

5

5

5

5

5

0%

1,323

1,323

1,323

1,323

1,323

0%

30,210

30,429

30,870

31,093

31,303

1%

13,418

13,263

14,920

14,254

14,706

2%

9,104

8,433

9,925

9,867

10,202

3%

Small Commercial

20,914

20,958

23,118

21,422

20,692

0%

Large Commercial

330,804

320,045

344,933

322,743

339,114

1%

Large Commercial-Primary

3,458,357

3,059,910

3,148,903

3,962,767

4,427,823

6%

Military

4,260,423

3,985,651

4,544,249

4,377,145

4,385,571

1%

Churches

47,683

43,574

46,544

46,979

48,129

0%

Recreating Lighting

32,713

38,488

43,539

44,006

46,270

9%

413,934

392,982

397,537

379,213

393,314

(1%)

928

587

613

589

588

(11%)

23,358

22,857

24,771

23,573

24,057

1%

Private Area Lighting
Total Customers
Energy Per Customer
(kWh/cust)
Residential
Senior Citizen

Street Lighting
Private Area Lighting
Average Energy Per Cust.

Overall, customer load is well diversified and has become increasingly varied as large commercial and
military loads declined while residential and small commercial loads increased. Energy usage per
customer has been flat, which can be attributed to heightened customer interest in conservation and
easier access to energy efficiency devices. Total System load growth was 2% over the quinquennial period.
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KEYS top ten customers over the quinquennial period are as follows.

Table 3-10
KEYS Top Ten Customers

FY 2014

FY 2013

FY 2012

Ranking

Customer Account

1

US Navy

2

Billed Demand
(kW)

Energy (kWh)

Revenue

16,813

59,645,920

$7,492,897

City of Key West

3,745

12,948,896

$1,790,090

3

Monroe County School Board

3,865

10,062,927

$1,447,035

4

Monroe County Detention Center

1,141

7,551,600

$926,851

5

Winn Dixie Stores

1,141

7,300,739

$971,142

6

Key West HMA, Inc.

1,108

7,039,964

$937,762

7

US Coast Guard Key West Sector

1,530

6,882,143

$862,925

8

Marriot Casa Marina Hotel

807

4,890,534

$655,476

9

Publix Supermarkets, Inc.

1,054

4,301,019

$570,505

10

Beachside SH5 Ltd

429

3,923,603

$571,907

1

US Navy

12,509

55,799,116

$6,675,608

2

City of Key West

3,334

13,117,091

$1,732,454

3

Monroe County School Board

4,167

10,160,750

$1,409,763

4

US Coast Guard Key West Sector

1,674

7,339,083

$866,184

5

Monroe County Detention Center

1,162

7,652,400

$858,770

6

Key West HMA, Inc.

1,081

7,060,877

$861,730

7

Winn Dixie Stores

1,098

6,908,633

$842,196

8

Publix Supermarkets, Inc.

994

6,262,841

$762,198

9

Marriot Casa Marina Hotel

816

4,766,008

$598,511

10

Beachside SH5 Ltd

433

3,855,043

$532,371

1

US Navy

14,613

51,775,701

$6,396,275

2

City of Key West

3,270

13,035,420

$1,755,705

3

Monroe County School Board

3,975

10,537,514

$1,454,408

4

Key West HMA, Inc.

1,135

7,222,171

$899,653

5

Monroe County Detention Center

1,197

7,742,700

$891,539

6

Winn Dixie Stores

1,124

6,915,181

$860,274

7

US Coast Guard Key West Sector

1,592

7,023,406

$839,106

8

Publix Supermarkets, Inc.

1,021

6,135,880

$770,937

9

Beachside SH5 Ltd

297

4,033,235

$563,385

10

Marriot Casa Marina Hotel

776

4,288,102

$544,943
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Table 3-10
KEYS Top Ten Customers

FY 2016

FY 2015

Ranking

Customer Account

1

US Navy

2

Billed Demand
(kW)

Energy (kWh)

Revenue

10,500

52,302,969

$5,874,415

City of Key West

3,204

13,005,541

$1,623,625

3

Monroe County School Board

4,044

10,511,584

$1,348,655

4

US Coast Guard Key West Sector

1,938

9,017,680

$990,630

5

Monroe County Detention Center

1,215

7,568,400

$801,721

6

Key West HMA, Inc.

1,125

6,846,158

$789,443

7

Winn Dixie Stores

1,091

6,695,415

$762,483

8

Publix Supermarkets, Inc.

974

6,008,660

$684,874

9

Florida Keys Aqueduct Authority

1,564

4,647,869

$593,758

10

Beachside SH5 Ltd

479

3,826,474

$500,196

1

US Navy

10,500

52,626,848

$5,681,115

2

City of Key West

3,030

13,810,555

$1,601,386

3

Monroe County School Board

4,033

10,419,186

$1,248,736

4

US Coast Guard Key West Sector

1,734

9,076,565

$909,993

5

Key West HMA, Inc.

2,057

7,286,254

$777,455

6

Monroe County Detention Center

1,269

7,822,500

$758,312

7

Winn Dixie Stores

1,093

6,705,167

$700,392

8

Florida Keys Aqueduct Authority

1,398

5,310,167

$642,813

9

Publix Supermarkets, Inc.

921

5,882,100

$611,185

10

Casa Marina Owner LLC

871

4,649,006

$494,859

The majority of top ten customers are governmental agencies along with a few grocery stores and hotels.
The largest customer is the U.S. Navy. Electric service to the U.S. Navy is provided under a 10‐year
contract, which requires the parties to begin negotiations at least one year prior to the end of the contract.
The current contract expires in August 2017, and the negotiation process was recently initiated. The
U.S. Navy has indicated an interest in self‐generating a portion of their own electricity needs with
renewable energy. As a result, U.S. Navy load may continue to decline over time. During the quinquennial
period, the top ten customers represented between 16–18% of total energy sales.
As shown in the graph below, the residential customer class accounts for nearly half of the rate revenues,
while larger commercial is the second largest class. Combined, residential and large commercial rate
revenues represented approximately 81% of KEYS total rate revenues.
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Figure 3-2: Average Annual Revenue by Class
The following table summarizes rate revenues, average rate per kWh or on a kWh basis, and average
revenue per customer by class over the quinquennial period.

Table 3-11
Historical Revenue and Sales Ratios (FY 2012 – FY 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

$45,061,783

$42,533,827

$46,366,673

$42,282,049

$43,851,413

567,358

637,247

776,827

691,388

677,228

Small Commercial

10,489,560

9,963,899

10,658,271

9,447,366

9,397,508

Large Commercial

28,371,301

26,763,839

27,633,199

24,559,411

26,102,906

Large Commercial-Primary

2,591,693

2,132,495

2,125,496

2,074,651

1,390,287

Military

7,426,468

6,625,457

6,339,908

5,667,958

5,681,115

Churches

82,051

73,151

88,591

75,575

77,791

Recreating Lighting

27,139

30,475

27,058

25,552

26,541

Street Lighting

487,425

514,325

527,096

485,693

487,817

Private Area Lighting

218,578

209,036

201,284

193,522

184,898

$95,323,356

$89,483,751

$94,744,403

$85,503,165

$87,877,504

$0.1388

$0.1322

$0.1260

$0.1194

$0.1194

Senior Citizen

0.1326

0.1255

0.1210

0.1132

0.1131

Small Commercial

0.1423

0.1352

0.1306

0.1228

0.1231

Large Commercial

0.1298

0.1232

0.1192

0.1116

0.1116

Large Commercial-Primary

0.1249

0.1162

0.1125

0.1047

0.1047

Military

0.1245

0.1187

0.1163

0.1079

0.1080

Churches

0.1564

0.1526

0.1586

0.1341

0.1347

Revenue
Residential
Senior Citizen

Total Revenue
Revenue ($/kWh)
Residential
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Table 3-11
Historical Revenue and Sales Ratios (FY 2012 – FY 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Recreating Lighting

0.1659

0.1584

0.1554

0.1452

0.1434

Street Lighting

0.2355

0.2618

0.2652

0.2562

0.2481

Private Area Lighting

0.1781

0.2692

0.2483

0.2484

0.2377

$0.1351

$0.1287

$0.1239

$0.1167

$0.1167

$1,863

$1,753

$1,880

$1,702

$1,756

Senior Citizen

1,207

1,059

1,201

1,117

1,154

Small Commercial

2,976

2,833

3,019

2,632

2,547

Large Commercial

42,922

39,417

41,121

36,011

37,830

Large Commercial-Primary

431,949

355,416

354,249

414,930

463,429

Military

530,462

473,247

528,326

472,330

473,426

Total Revenue (kWh)
Revenue Per Customer
Residential

Churches

7,459

6,650

7,383

6,298

6,483

Recreating Lighting

5,428

6,095

6,765

6,388

6,635

97,485

102,865

105,419

97,139

97,563

165

158

152

146

140

$3,155

$2,941

$3,069

$2,750

$2,807

Street Lighting
Private Area Lighting
Average Revenue Per Customer

Customer Interest in Self Generation
As customer interest in conservation and renewable energy grows and the cost of self‐generation
decreases, more customers are installing their own generation. Many utilities across the country have
experienced high residential and commercial customer interest and adoption of rooftop solar and similar
renewable energy self‐generation options. When customers generate their own power, they are no
longer considered a full requirements customer of the System, but are a partial requirements customer.
The System provides backup power and reliability to these customers when they are not self‐generating.
This is especially important for renewable generation resources such as solar and wind. Historically, KEYS
has experienced limited interest by customers in self‐generation. However, this interest will likely
increase in the future. To preserve revenue and fairly recover costs between full and partial requirement
customers, utilities and regulatory commissions in the electric industry have been exploring various rate
designs including value of solar, a buy‐all/sell‐all rate, and standby service. Standby service has been
offered in the industry for years, but has been targeted at customers with traditional fossil fuel fired
generation; generation that is dispatchable and runs when the customer needs the power. More recently,
there has been a trend in the industry to provide service to customers that self‐generate with renewable,
non‐dispatchable power using the standby service methodology.
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Cash, Investments and Reserves
Per the Bond Resolution, KEYS established the following funds and accounts:


Restricted Funds per the Bond Resolution

 Revenue Fund – Moneys in the Revenue Fund must be applied on or before the first day of each
month, first to pay Operating Expenses and then to make the required deposits into the various
funds and accounts established by the Resolution. At the end of each FY, if all Operating
Expenses were paid and all required deposits into the various funds and accounts were made,
remaining moneys in the Revenue Fund may be used by the Utility Board for any lawful purpose.

 Sinking Fund – Used for decreasing debt service. The sinking fund is equal to 1/6 of the interest
coming due on the bonds at the next semiannual interest payment date and either 1/6 or 1/12
of the bond principal due at the next maturity date.

 Bond Amortization Account – The moneys on deposit in the Bond Amortization Account in the
Sinking Fund may be used only to pay Amortization Installments (including the purchase price
of any Bonds purchased by the Utility Board) on Term Bonds as they become due. A separate
subaccount will be established within the Bond Amortization Account for each maturity of Term
Bonds within a Series or installment of Bonds. Interest on Term Bonds is paid from the Sinking
Fund.

 Reserve Account – A reserve funded in the highest annual debt service amount associated with
outstanding debt.

 Renewal and Replacement Fund ‐ Funds in this reserve are established by the Utility Board and
are set aside for the cost of extensions, enlargements, and additions to or replacements of
capital assets of the System.

 Emergency Reserve Fund – The emergency reserve fund includes $2 million in cash to be used
for emergency repairs or replacement of capital assets, which were destroyed or damaged by
catastrophes; or to supplement the Reserve Account to prevent a default in the payment of
principal and interest on the Bonds.

 Rate Stabilization Fund ‐ The rate stabilization fund is available to maintain flexibility with
respect to future rate adjustment and provide moneys for anticipated capital improvements.


Unrestricted Funds per the Bond Resolution

 Operating Reserve Fund – The operating reserve is used to meet the day‐to‐day financial
obligations of the System. Minimum cash requirements of the fund are based on 90 days of
O&M expense less purchased power costs plus $500,000.


Other Funds

 Customer Deposit Fund – Used for deposits held by KEYS on behalf of customers.
The above reserves are reported on KEYS’ Statement of Net Position as unrestricted and restricted cash
and investments. Over the quinquennial period, these moneys have been reported as follows:
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Table 3-12
Cash, Investments & Reserves (FY 2012 – 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Current Assets
Unrestricted
Cash and Cash Equivalents

$26,849,275

$7,581,223

$7,999,823

$8,725,316

$5,225,005

–

4,037,834

5,122,342

4,327,943

8,248,818

$26,849,275

$11,619,057

$13,122,165

$13,053,259

$13,473,823

$9,640,293

$10,560,152

$10,015,183

$9,047,754

$4,877,511

–

–

–

2,500,000

2,500,000

$9,640,293

$10,560,152

$10,015,183

$11,547,754

$7,377,511

$6,642,582

$15,423,592

$14,471,861

$15,545,598

$9,858,697

$43,132,150

$37,602,801

$37,609,209

$40,146,611

$30,710,031

Investments
Total Unrestricted Cash and
Investments
Restricted
Cash and Cash Equivalents
Investments
Total Restricted Cash and Investments
Non-Current Assets
Unrestricted
Investments
Total Cash and Investments

Current and non‐current assets attributable to cash and investments were generally stable over the
quinquennial period, although FY 2016 amounts declined by approximately $10 million. In FY 2016, total
cash and investments represent about 33% of total System operating revenues. KEYS reports fund
balances as of September 30, 2016, are shown in the following table.

Table 3-13
Utility Board of Key West
FY 2016 Average Monthly Fund and Account
Balances (1)
Fund or Account
Revenue

$11,732,440

Renewal & Replacement

9,036,136

Rate Stabilization

3,000,000

Emergency Reserve

2,000,000

Operating Reserve

4,423,484

Sinking

4,641,446

Customer Deposit

4,742,855

Construction Fund

31,116

Debt Reserve Fund

4,072,733

Other

1,536,170

Total

$45,216,381

(1)
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Sufficiency of Rates and Charges
KEYS is compliant with Bond Resolution requirements pertaining to fund balances.

Budgeting Process
Since December 2014, KEYS has developed annual budgets and five‐year financial forecasts using a
customized Microsoft Excel‐based tool that offers financial metric reporting, robust scenario analysis, and
a streamlined budgeting methodology. Annually, department heads submit O&M budgets along with a
five‐year plan. These budgets and plans are then compiled into the budgeting and planning tool. Results
are disseminated and discussed with the finance staff, General Manager, and department heads. As part
of the budgeting and planning process, KEYS evaluates various scenarios to improve understanding of
proposed budget expenditures on utility metrics. Once a final proposed budget and five‐year plan has
been developed, the Utility Board holds public workshop sessions for review. After the public review
period, the budget is submitted to the Utility Board for final adoption.
Compliance with the approved budget is observed through monthly reports to the Utility Board. Budget
amendments are allowed, but require Utility Board approval if a change in the total budgeted occurs. A
review of budget to actuals during the quinquennial period shows that expenses and revenues have
reasonably tracked budgeted values.

Table 3-14
Utility Board of the City of Key West, Florida
Variance of Actual to Budget (FY 2012 – 2016)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Operating Revenues

(6%)

(2%)

0%

(8%)

(1%)

Operating Expenses

(12%)

(6%)

(2%)

(11%)

(4%)

(12%)

27%

100%(1)

7%

4%

2%

Other Revenues/Expenses
Change in Net Position

(2)

(67%)

(15%)

8%

3%

(1) Difference predominantly due to timing of FMPA reimbursement associated with series capacitors. Reimbursement
occurred in FY 2015.
(2) Difference due to unbudgeted BP settlement funds and revenues from FMPA reimbursement for series capacitor costs
originally budgeted in FY 2014.

Over the quinquennial period, KEYS’ actual performance as measured by Change in Net Position has
consistently exceeded budget. Although revenues have been below budget, expenses have more than
offset this reduction creating a greater than expected net margin.

Conclusions
Based on our review of the sufficiency of rates and charges, we conclude the following:


Over the quinquennial period, KEYS effectively managed their costs and met their financial
obligations without a base rate increase. This was accomplished in a period of rising costs and low
load growth.



Over the quinquennial period, the utility’s debt burden was reduced from $66 million in 2012 to
$50 million in 2016. Debt service coverage exceeds minimum requirements.
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KEYS customer base is diversified, rates are competitive, and customers have limited interest in
self‐generation. Therefore, NewGen finds the customer base and associated revenue stream from
rates to be stable.



The level of payments to the City remained stable and represent a small component of overall
System costs.



KEYS experienced negative cash flows over the quinquennial period; current rate levels may be
insufficient to maintain a strong positive cash flow into the future.



Cash reserves meet or exceed the minimum requirements set forth in the Bond Resolution.



Over the quinquennial period, recovery of fixed costs improved due to rate structure changes.



KEYS revenues and expenditures reasonably tracked budgeted amounts during the quinquennial
period.

Recommendations
Based on these conclusions, we recommend the following:


KEYS should examine base rate increases or other cost control measures, which result in a positive
cash flow.



KEYS should continue to evaluate rate design with the objective of improving fixed cost recovery
and the equitable allocation and recovery of FMPA demand‐related costs.
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Section 4
PROPER MAINTENANCE OF PROPERTIES
Overview of the Electric System
KEYS operates an electrical system consisting of approximately 111 MW of FMPA‐owned generating units,
67 circuit miles of 138 kV and 69 kV transmission lines, and approximately 239 miles of 13.8 kV distribution
lines, serving approximately 31,000 customers. System peak demand is approximately 148 MW and
annual energy sales exceed 700 GWh. The electrical system serves all customers within the City, as well
as customers outside the city limits along the Keys up to Marathon.
The following chart identifies the KEYS service area.

Figure 4-1: KEYS Service Area

Production and Power Supply
Generation Department
Per agreements in the Consolidated Operating and Maintenance Contract for the Stock Island Generating
Facility executed in 2011, KEYS sold its generating units to FMPA. Per the contract, KEYS Generation
Department staff operates and maintains the generating units at Stock Island. The total generation at
Stock Island is shown in the following table.
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Table 4-1
Total Generation at Stock Island
Unit

Commissioned

Manufacturer

High Speed Diesel 2 (EP2)

Refurbished 2010

Medium Speed Diesel 1 and 2

Commissioned 1992

Colt Pielstick

CT1

Commissioned 1978, moved to SIPP 1996

GE Frame V

18 MW

CT 2 and 3

Built 1971, commissioned 1998

GE Frame V

16 MW each

CT4

Commissioned 2006

GE LM6000

44 MW

Total

EMD

Capacity
2 MW
7.5 MW each

111 MW

Mr. Edward Garcia, a Certified Public Manager, served as the Director of Generation from 2007 until his
retirement in 2015. Mr. Dan Sabino was promoted to Director of Generation at that time. Mr. Sabino
supervises 11 employees, and is accountable for supervision of the O&M of all seven generating units at
Stock Island.
KEYS generation employees operate the Stock Island Generating facilities at FMPA’s direction. FMPA
reimburses KEYS for all fuel, O&M, and improvements made to the facilities. Generally, the generation
facilities are used as standby units, as FMPA’s other generating units and purchases are more economical.
The units are also used for voltage support in the event transmission deliveries are constrained or
interrupted.
Coordination between the KEYS operating employees and FMPA is accomplished by a formal Operating
Team, consisting of two KEYS employees and two FMPA employees that meet quarterly in person.
Informal direct communication between the parties occurs frequently.
FMPA is responsible for ownership, operation, and maintenance of the Stock Island facilities. The units
are inspected annually and run at least every other month until 2013. Routine bi‐monthly operation
stopped in 2013, but reinstatement is being considered to ensure that there is high confidence that the
units will operate as expected when called upon for emergencies or voltage support. Critical parts
inventory is kept on site and fuel inventory is maintained at a seven‐day supply at 50% capacity. Capital
expenditures at the generation facilities are discussed in Section 5 of this report.
The Utility Board has a long‐standing policy that local generation capacity should be maintained at 60% of
peak load. This criterion is currently being met with significant margin.
There were not significant operating personnel retirements, other than the Director, in the quinquennial
period; however, a number of retirements can be expected in the next few years. The Director is aware
of this and is actively planning to address those potential retirements.

Transmission & Distribution Department
Mr. David Price, a Certified Public Manager, served as the Director of T&D until his retirement in 2015. At
that time Mr. Fred Culpepper was promoted to Director of T&D. Mr. Culpepper was previously an
employee in the Control Center. Mr. Culpepper’s experience in the Control Center has increased the
understanding and coordination between T&D line operations and system control operations.
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The T&D Department constructs, operates, and maintains the overhead and underground electric T&D
facilities, the fiber optic communication facilities, substation facilities, and street and security lighting.
The T&D Department investigates and resolves customers’ power problems and oversees tree trimming.

Transmission Facilities
KEYS is connected to the mainland electric grid via a transmission line, referred to as the “TIELINE.” The
TIELINE, jointly owned with Florida Keys Electric Cooperative (FKEC), is a 61‐mile long 138 kV line, which
runs along US Highway 1 and connects with the Florida Power & Light (FPL) system on the edge of Monroe
County. The portion of the TIELINE wholly owned by KEYS extends from Marathon Key to Stock Island.
KEYS owns and operates a 138 kV to 69 kV transmission station and its 69 kV system operates as a loop
around Key West. More detail about this agreement can be found in the Contracts section of this Report.

Distribution Facilities
The KEYS distribution system consists of approximately 209 miles of three‐phase equivalent overhead
lines and 31 miles of underground facilities operating at 13.8 kV. The 13.8 kV primary system is fed from
9 distribution substations of varying capacities. A supervisory control and data acquisition (SCADA) system
connected to the Control Center provides remote monitoring and control of substation feeders and high
voltage breakers. The SCADA system communication network is based on a dedicated fiber network
owned and operated by KEYS. Certain other equipment, substation capacitor banks, and regulators are
under Control Center operation as well.
The relative proportions of overhead and underground facilities are shown in the table below. KEYS has
9 substations and 40 feeders.

Table 4-2
Distribution Conductor Statistics (miles)

OH

Three Phase
Equivalent (1)

Circuit
Distance (2)

Total Wire (3)

209.2

297.5

577.8

UG

30.6

38.6

91.4

% UG to OH

15%

13%

16%

(1)
(2)
(3)

Method of converting 1 and 2 phase in to an equivalent 3-phase circuit.
Linear distance. Irrelevant of the quantity of phases.
Total summation of all wire.

Historical Performance and System Assessment
The following section contains a discussion of the significant historical performance statistics and major
changes relating to the electrical system. This information was augmented by a physical review of the
System and interviews with KEYS staff conducted during the week of February 20, 2017. Managers and
staff interviews were conducted with the CEO, CFO, Director of T&D, Supervisors of T&D, Supervisor of
Substations and Electrical, Director of Generation, Supervisor of Fleets and Facilities, Director of
Engineering and Control Center, Supervisor of Control Center, Supervisor of IT, Compliance Administrator,
Director of Customer Services, and Supervisor of Collections
The KEYS electrical system, contained on an island chain, is fully developed and may exhibit very low or
no load growth. That was the case from 2011 through 2013 when total customer load remained flat, or
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slightly decreased. However, that trend changed in 2014–2015, as customer loads continued to grow
despite the growth limiting factors of the island chain being served. The following table contains historical
information on System‐wide generation and load for the quinquennial period.

Table 4-3
Operating Information – Energy Sources (FY 2012 – 2016)
2012

2013

2014

2015

2016

Gross Generation in MWh
Diesel and Combustion Turbine

–

–

–

–

–

3,256

3,064

2,694

2,562

–

(3,256)

(3,064)

(2,694)

(2,562)

–

Net Delivered Purchased Power and Stanton Generation

748,378

741,067

773,114

782,334

–

Net Energy for Load

745,122

738,003

770,420

779,772

800,265

Less: Losses

(39,488)

(42,490)

(43,425)

(49,687)

(47,728)

Retail Energy Sales (2)

705,634

695,513

726,995

730,085

752,537

5.3%

5.8%

5.6%

6.4%

6.0%

Generation Capacity (kW) - Name Plate Rating (3)

130,100

132,100

132,100

132,100

132,100

KEYS 60 Minute Net Peak Demand

137,800

137,600

145,080

148,100

148,200

Percentage of On Island Resources for Net Peak Demand

94.4%

96.0%

91.1%

89.2%

89.1%

Load Factor

61.7%

61.2%

60.6%

60.1%

61.6%

Less: Station Auxiliaries
Net Generation
Sales To Other Distributors

(1)

Losses (Transmission & Distribution)

Delivered Purchased Power and Stanton Resources (kW)
FP&L Long-Term Power (4)

45,000

45,000

–

–

–

FMPA Tri-City Project (Stanton 1)

12,723

12,723

12,723

12,723

12,723

FMPA Stanton 2 Project

10,253

10,253

10,253

10,253

10,253

–

–

–

–

–

67,976

67,976

22,976

22,976

22,976

198,076

200,076

155,076

155,076

155,076

43.7%

45.4%

6.9%

4.7%

4.6%

Other Short-Term Firm
Total Purchased
Total Generating and Purchased Capability
Net Reserve Margin Including Purchased Power (5)
(1)
(2)
(3)
(4)
(5)
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For 2016, generation statistics not reported as units are in standby status.
The Retail Energy Sales for FY15 and FY14 do not include the accrued unbilled kWh.
KEYS has a "Capacity and Energy Sales Agreement" with the FKEC to provide a minimum capacity and energy in the event that the transmission line is
interrupted. The minimum is based upon a formula in the contract.
This contract ended June 2013.
Net Reserve Margin represents the amount of capacity in excess of KEYS peak demand, as a percentage of System peak demand.
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Infrastructure and Security
KEYS maintains robust computer and network security policies and procedures. These policies and
procedures address proper use and ownership of PCs and System software, network security standards,
e‐mail and communications standards, and proper use of passwords. In addition, SCADA and Control
Center hardware and software systems are updated regularly to ensure a continued high level of security.
There have been no cyber security issues during the quinquennial period.

Compliance
NERC and the Florida Reliability Coordinating Council (FRCC) both require KEYS to meet certain reliability
parameters and policies. Since 2007, KEYS has been a NERC Registered DP and TO, each requiring KEYS
to meet certain reliability compliance parameters. Effective December 31, 2015, NERC “deactivated”
KEYS’ Registration as a TO. This means that KEYS is no longer required to meet NERC transmission
reliability standards; however, is encouraged to do so voluntarily. KEYS remains a Registered DP, and
must continue to meet the DP reliability standards. KEYS has an active NERC Committee and the chairman
reports directly to the General Manager and CEO regarding NERC issues.
The FRCC administers the NERC Reliability Standards in its coordinating region. FRCC performed an audit
of the KEYS Internal Compliance Program (ICP) in July 2014, and KEYS provided detailed responses to the
FRCC ICP questionnaire. There were no exceptions found in this audit procedure.

Transmission and Distribution Reliability
T&D system reliability has significantly improved through KEYS on‐going storm hardening infrastructure
program. This program is further discussed in Section 5 of this Report. Additionally, during the
quinquennial period, KEYS commissioned a study of its transmission system and as a result of that study,
it was recommended that KEYS institute a transmission line crew devoted to maintenance of the
transmission system. KEYS approved the implementation of this recommendation.
KEYS maintains detailed information on its T&D system reliability, including statistical information, as well
as detailed outage causes and analysis. Typical electric utility outage statistics are recorded in the SAIDI
and SAIFI indices, which are shown below.
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Figure 4-2: Number of Outages

Figure 4-3: SAIDI Transmission Average Outage
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Figure 4-4: SAIFI Average Number of Sustained Distribution Outages
As shown in the above graphs, KEYS demonstrated improved reliability over the quinquennial period
compared to prior periods.
KEYS made a number of improvements to the SCADA and Control Center during the quinquennial period,
including updated software to two Master Stations and Work Stations in 2012, upgraded Master Station
hard drives in 2015, and additional software upgrades to Master Stations and Work Stations in 2016.

Environmental Compliance
KEYS primary U.S. Environmental Protection Agency (EPA) compliance matters are associated with its fuel
storage facilities. The following table lists the facilities and related permits.

Table 4-4
Operating Permits, Policies, and Forms
Permit Title

Issuing Agency

Storage Fuel Tanks

Permit Number

Issuing Date

15106513

1/5/2016

Expiration Date

Certification of Financial Responsibility

Commerce & Industry

8624718

10/1/2016

10/1/2017

Storage Tank Registration Placard

Florida Department of
Environmental Protection

486719

6/23/2016

6/30/2017

Storage Tank Third-Party Liability,
Corrective Action and Cleanup Costs

Commerce and Industry
Insurance Company

5219880

10/1/2016

10/1/2017

Florida Department of Environmental
Protection

Storage Tank Facility
Registration Form

PCC 050650

7/13/1998

No permit violations were reported during the quinquennial period.
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Contracts
Three major contracts are important to KEYS’ operations providing for energy purchases, transmission
services, and generation facilities operation. In addition, KEYS maintains numerous small contracts for
specific services such as tree trimming, meter testing, environmental services, and the like.

Florida Keys Electric Cooperative Transmission Agreement
The jointly owned 138 kV transmission line is governed by the Long‐Term Joint Investment Transmission
Agreement (LTA) between KEYS and FKEC. This agreement established ownership and transfer limit
guidelines for transmission line assets between the TIELINE interconnection with FPL and the north end
of the Seven Mile Bridge. The LTA entitles KEYS to 40%, or approximately 132 MW, of the total transfer
capacity of the 330 MW line. The relative transmission investment required to be maintained by each
party to the agreement was determined by the relative use of the transmission line based upon a
megawatt‐miles methodology. Based upon that analysis, KEYS is responsible for 56.5% of the transmission
investment, and must pay for a similar share of the O&M costs and capital additions. A number of
improvements have been made to the TIELINE to improve the transmission limit including the addition of
Statcom and capacitors at the Big Pine substation and at Stock Island plant, and series capacitor system
at the FKEC Islamorada substation. Because these additions affect the KEYS’ System in addition to the line
transfer capacity, a separate Amendment #2 to the agreement, dated June 8, 2011, was signed
establishing responsibilities for the improvements.

Energy Delivery
The Revised, Amended, and Restated Capacity and Energy Sales Contract with FMPA, dated
January 1, 2011, provides the terms and conditions for the all‐requirements power (ARP) supply with
FMPA. This contract expressly revised, amended, and restated the Original 1997 Capacity and Energy
Contract. This ARP contract also provided for the transition of all KEYS‐owned generation at Stock Island
to FMPA ownership and control. KEYS remains operator of the Stock Island Generating Facility under
separate agreement with FMPA. ARP contract has remained in place unchanged during the quinquennial
period.

Generation Operations
The Consolidated Operating and Maintenance Contract for the Stock Island Generating Facility provides
the terms and conditions surrounding KEYS operation of the Stock Island facilities on behalf of FMPA. This
contract was executed in 2011, consistent with, and coincident with the Capacity and Energy Sales
Contract mentioned above, which provided for the sale of KEYS‐owned generating units to FMPA. This
contract remained unchanged during the quinquennial period.

Capacity and Energy Sales
A long‐term agreement to make capacity and energy sales to FKEC expired on January 1, 2012, and KEYS
ceased selling capacity and energy to FKEC.

Customer Service
KEYS customer service operations are located on the first floor of the KEYS’ service building at
1001 James Street. In addition to storm hardening improvements made to this facility, the first‐floor
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customer service area was remodeled in 2016 with the goal of providing customers with better access to
customer service representative staff. KEYS’ customer accounts and metering staff are now located in the
same location and can assist most customer issues without needing to send customers to various
windows/departments.
KEYS increased its online presence and access of customers support through the keysenergy.com website.
Customers can now accomplish many tasks online including, but not limited to:


Account access



Bill pay



Service connections, disconnections or transfers



Mailing address/account information updates



Outage reports



Tree trimming request



Application for Senior/Disabled Veteran Discount



Application for customer rebates on eligible energy efficient appliances

KEYS communications staff also share a variety of information on utility events, programs, and outages
through the KEYS website and official Facebook and Twitter accounts.
In 2014, KEYS partnered with Measure‐X, a business performance and customer experience consulting
firm, to train customer service staff and track customer satisfaction levels. Staff training included periodic
visits by Measure‐X staff to provide onsite training events and the implementation of department
processes to improve staff effectiveness. Service call coaching was implemented to provide employees
with better feedback and tools to provide customer service. As part of this coaching, customer service
calls are recorded and periodically reviewed by customer service supervisors with customer service
employees.
Customer satisfaction surveys are administered and reported to KEYS staff monthly by Measure‐X.
Approximately 20 customers are included in each monthly survey. Survey metrics are typically tracked on
a rating scale of 1 (very dissatisfied) to 5 (very satisfied). As shown in the following table, KEYS has
averaged a rating of 4 (satisfied) or higher in all customer service metrics tracked in 2016.
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Table 4-5
Average Customer Satisfaction Survey Results FY 2016
Question

Result out of
5

How would you rate the representative's attitude in terms of being positive and
friendly?

4.8

How would you rate them on providing a solution to your inquiry?

4.8

How would you rate their level of knowledge concerning your inquiry?

4.9

If you called to establish service: How would you rate them on clearly explaining the
process?

4.9

If a visit was needed, were you satisfied with the date/timeframe offered?

80% (1)

How would you rate them on making certain that they had answered all of your
questions or met all of your needs before ending the interaction?

4.8

How would you rate them on making you feel appreciated or valued as a customer?

4.8

How would you rate your overall customer service experience?

4.8

(1)

Percent of respondents that indicated satisfaction with date/timeframe offered.

Meter Services
KEYS instituted a remote automated “drive by” metering system (Automatic Meter Reading (AMR)) in
2011, and it continues to be efficient and functional. KEYS has approximately 2,000 AMI meters, which
are capable of remote connect and disconnect. These meters are deployed in locations with meter access
difficulties or in situations with historical high customer turnover. At this time the AMR system remains
highly functional and KEYS does not plan to deploy a System‐wide AMI metering system. KEYS employees
indicate that they continue to monitor AMI costs and functionality, and will address further deployment
should the economics of AMI systems prove beneficial.

Conclusions
Based on our review of the sufficiency of rates and charges, we conclude the following:


The System has been prudently operated and maintained, and the O&M and Capital Improvement
budgets are sufficient to continue prudent operation.



The System is compliant with all applicable environmental permits.



Due to the unique radial configuration of the transmission system providing power to the KEYS
customers, the System’s registration as a TO was deactivated by NERC in December 2015 and KEYS
is no longer required to meet NERC transmission reliability standards.



Measures of reliability such as the number of T&D outages, SAIDI, and SAIFI improved over the
quinquennial period and are above industry indexes.



The recent Utility Board approval of a formation of an additional line crew to focus on the
transmission system is a positive step to ensure high reliability of the transmission system.



KEYS made enhancements to customer access to service by improving its customer service center
and through expansion of its online offerings.
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Customer satisfaction metrics were maintained at a high level during the period covered by this
Report.

Recommendations
Based on these conclusions, we recommend the following:


In light of potential future T&D personnel retirements, recruiting, training, and succession planning
for these positions should be actively pursued.



KEYS should continue to track customer satisfaction levels on a routine basis and address issues as
they arise.



KEYS should continue to monitor AMI costs and economics, and further deploy AMI meters as is
beneficial to System operation.



KEYS should continue to meet NERC transmission reliability standards voluntarily despite the
deactivation of KEYS TO registration.



KEYS should establish the use of a line crew dedicated to maintenance of its transmission system.

Keys Energy Services – Quinquennial Report (Five‐Years Ended September 30, 2016)

4‐11

SEC TION 5: THE NECESSIT Y FOR CAPITAL IMPROVEMENTS

Section 5
THE NECESSITY FOR CAPITAL IMPROVEMENTS
Electric utilities are capital intensive and require on‐going capital renewals and replacement to adequately
maintain facilities and ensure reliable service to customers. To review the adequacy of KEYS capital
program, in addition to the maintenance and performance criteria reviewed and previously discussed in
Section 4, NewGen reviewed the following:


Enterprise Re‐capitalization – The success of KEYS in maintaining or expanding plant in service to
maintain or improve service reliability and meet System growth.



Capital Budgeting – The success of KEYS in meeting budget objectives and completing capital
projects.



System improvements.



FY 2017 Operating and Capital Budget.

Enterprise Re-capitalization
One measure to gauge the adequacy of KEYS renewal and replacement programs, is to measure annual
capital expenditures (excluding large infrequent capital additions) against depreciation expense.
Depreciation expense is a measure of the useful life of an asset. A positive indicator that the System is
being adequately re‐capitalized results when capital expenditures are greater than or equal to
depreciation expense. As shown in the following table, this is in fact the case, as KEYS has added a net
$9.6 million of plant in service over the quinquennial period.

Table 5-1
Enterprise Re-Capitalization
Item

FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

$10,795,545

$5,527,756

$9,075,032

$9,836,999

$10,477,227

$45,712,559

Less Depreciation Expense (2)

6,979,378

7,294,534

7,297,266

7,151,518

7,377,387

36,100,083

Net Increase in Capital Assets

$3,816,167

($1,766,778)

$1,777,766

$2,685,481

$3,099,840

$9,612,476

Acquisitions and Const. of
Capital Assets (1)

(1)
(2)

Total

Status of Cash Flows
Status of Revenue, Expenses, and Changes in Net Position

Capital Budgeting
Annually, KEYS prepares a five‐year capital plan, which is the basis for capital expenditures on an on‐going
basis. The effective execution of the capital plan can be measured by comparing actual capital
expenditures to approved capital budgets. This relationship is summarized in the following table.
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Table 5-2
Capital Budget (FY 2012 – 2016) (1)
FY 2012

FY 2013

FY 2014

FY 2015

FY 2016

Average

$10,478,864

$1,766,262

$6,297,490

$6,906,535

$9,889,922

$7,067,815

9,413,989

7,639,915

7,286,222

8,286,657

7,508,600

8,027,077

Difference ($)

$1,064,875

($5,873,653)

($988,732)

($1,380,122)

$2,381,322

($959,262)

Difference (%)

11%

(77%)

(14%)

(17%)

32%

(12%)

Actual Additions
Budgeted Additions

(1)

Capital Budget and Actual Additions excludes overhead adders.

Due to timing of project completions, budgeted to actual capital additions may vary from year‐to‐year.
However, over the quinquennial period, KEYS’ budgeted capital expenditures have lagged budgeted
capital expenditures by 12%.

System Improvements
Generation Improvements
As part of the ownership agreement, FMPA makes capital expenditures for generation facilities at Stock
Island. These capital expenditures have averaged approximately $500,000 a year during the quinquennial
period. A list of significant projects is provided in Table 5‐3 below.

Transmission and Distribution Improvements
As a result of four significant hurricane events that hit Florida in 2005, the Florida Public Service
Commission (PSC) issued new rules for electric utilities to address weaknesses in storm resiliency. These
rules addressed higher wind loading design, elevation of pad mount transformers, hardening critical
facilities (such as hospitals), pole testing, and inaccessible facilities in easements. KEYS addressed all of
these requirements. KEYS storm hardening projects cost $14.7 million over the quinquennial period to
improve infrastructure to 150 miles per hour wind design.
For many years, KEYS T&D department operated from two different locations, which was not optimal for
crew coordination. In 2013 and 2014, a new T&D operation building was constructed to bring all T&D
operations to a central facility. The facility was constructed to withstand category five hurricanes.
KEYS has been increasing its ability to withstand hurricane force storms on its distribution system by way
of a storm hardening program. Rear lot line easements have been taken over by trees, vegetation, and
out buildings making access to lines and transformers a difficult and slow process. During storm events,
restoration of service is made particularly difficult in these situations. KEYS is addressing inaccessible
easements and facilities by way of a two‐phase project to move all back‐lot line facilities to front public
rights of way. Phase 1, which includes all Key West facilities, will be complete in 2017. KEYS will then
begin Phase 2, which addresses distribution facilities up the Keys.
Other major improvements to the distribution system during the quinquennial period include a
$2.1 million upgrade to the Key West Diesel substation, which began in 2015 and included a turnkey
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project to upgrade the circa 1965 station. The upgrades will provide improved reliability and control for
the substation, which serves U. S. Navy facilities and portions of central Key West.
In 2013 KEYS hired a contractor to inspect all transmission poles in the TIELINE that are near or in coastal
waters. This was the first below water inspection of transmission line poles.
KEYS intends to comply with PSC requirements for pole testing on an eight‐year cycle. In 2014, KEYS hired
a contractor to perform a comprehensive distribution pole inspection. Approximately 15,000 poles were
inspected and approximately 600 were identified as inadequate. KEYS budgeted $4.1 million to address
replacement of the inadequate poles, and that work is currently underway.
During 2013, KEYS gathered and updated its System maps using Global Positioning System data, and now
has more accurate locational information of its lines, poles, and other T&D facilities.

General Improvements
KEYS finished a 2‐year renovation project of the Service Building at 1001 James ST in 2016. These
renovations addressed a variety of issues and provided improvements including the upgrading of the
facility to a Category 5 storm hardened facility, flood proofing of the 1st floor, addition of backup
alternating current units to server and control rooms, addition of backup generators to facilities, and the
remodeling of interior to improve customer and employee experience.
KEYS received approximately $1.6 million in settlement funds from BP, and the Utility Board agreed that
these funds be used for local environmental initiatives. Funds have been committed for light‐emitting
diode lighting at the Key West sports complex, solar arrays at the new City Hall, and an 80‐kW solar array
at old Garcia Steam Plant building.
In addition to these major projects, the following listing of recent improvements are representative of
KEYS’ commitment to increase reliability, vigor, and resiliency of its electrical system.

Table 5-3
Recent KEYS’ Improvements
Generation System (Performed by FMPA)
Replacing CT 2 stack

Rerouting of fuel lines

Replacing CT 3 Stack

MSD 1 & 2 Catalyst System Installation

Replacing radiators on the GSU transformers for CTs 1-3

Replaced Catwalks around CTs 1, 2 and 3

Upgrade of the Essential Services Bus Replacement

Replaced MSD Air Compressors

Transmission System
Fiber inter-connection between relays

311 line differential – relay upgrade

Series capacitor in FKEC

Distribution System
Upgraded Distribution protective relays

Continued tree trimming program

Conducted infrared survey of lines and field correcting/fixing

Removed wire in rear lots for Easement Project

Installed DVAR compensator at Stock Island Substation

Installed DVAR compensator at Big Pine Substation

Test all distribution poles - Osmose

Key West Diesel switchgear building

Replaced reject poles – storm harden
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Section 5

Table 5-3
Recent KEYS’ Improvements
General System
Main Service Building renovation and storm hardening

Garage construction

Historical capital additions made to the System over the quinquennial period are summarized in the
following table.

Table 5-4
Capital Additions (1)
FY 2012
Transmission Plant
Distribution Plant

(1)

FY 2014

FY 2015

FY 2016

$7,512,021

$55,495

$52,806

$4,596,994

$553,362

4,444,513

2,041,319

2,790,833

2,142,506

1,985,516

784,336

221,994

4,796,640

861,280

9,370,959

$12,740,870

$2,318,808

$7,640,279

$7,600,780

$11,909,837

General Plant
Total Capital Additions

FY 2013

Capital Additions include overhead adders.

Conclusions
Based on our review of the Necessity for Capital Improvements, we conclude the following.


The System is being properly recapitalized as utility plant in service grew over the quinquennial
period.



Although the completion of capital projects has consistently lagged budget goals, the lag is not
material and has not adversely impacted progress with respect to System performance and
reliability goals.



KEYS proactively and aggressively improved the System to withstand severe storm events, which
are likely to occur due to its geographical location.

Recommendations
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Once Phase 1 of the inaccessible easements project is complete, KEYS should immediately begin
Phase 2, addressing inaccessible easements outside Key West city limits.
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