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DIRECT TESTIMONY OF 
SHEREE L. BROWN ON BEHALF OF 

PUBLIX SUPER MARKETS, INC. 

PLEASE STATE YOUR NAME AND OCCUPATION. 

My name is Sheree L. Brown and I am a Managing Principal of SVBK Consulting Group, Inc., a 

subsidmy of AUiant Energy Integrated Services, located at 37 N. Orange Ave., Suite 710, 

Orlando, Florida 32801. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

I graduated Magna Cum Laude from the University of West Florida with a B. A. in Accounting and 

later received a Masters in Business A d ” t i o n  degree fiom the University of Central Florida. I 

am a Certified Public Accountant in the State of Florida and am a member of the American Institute 

of Certified Public Accountants and the Florida Institute of Certified Public Accountants. 
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Since 198 1, I have provided utility consulting services to regulators; municipal, cooperative, county 

and institutional utilities; and industrial c o m e r s  in matters pertaining to electric, water, 

wastewater, natural gas, steam heat and chilled water utilities. My work has focused in the areas of 

regulatory affairs, revenue requirements and cost of service, rates and rate design, deregulation and 

stranded costs, valuation and acquisition, feasibility studies and contract negotiations. A more 

detailed description of my experience is included in my resume that is attached hereto as Exhibit 

SLB- 1. 

ON WHOSE BEHALF ARE YOU SPONSORING THIS TESTIMONY? 

I am sponsoring this testimony on behalf of Publix Super Markets, Inc. (‘Publix”). 

WHAT ARE THE INTERESTS OF PUBLIX IN THIS PROCEEDING? 

Publix is a Fortune 500 company employing 135,000 employees in 675 supermarkets, 8 

distriiution centers and 3 manufacturing facilities with 304 supemkets, 3 distribution centers, and 

one manufkturhg facility in Florida Power & Light Company’s (‘W&L’s’’) seMce territory. The 

Company is growing at the rate of approximately 50 stores per year. The typical Publix store has a 

demand of 435 KW, with the range of monthly demands varying only h m  a low of approximately 

403 KW to a high of approximately 479 KW. Due to refigeration requirements, the supermarkets 

have an average load factor of 75% and Off-peak usage is 72% of their total energy requirements. 

Electricity makes up a sipflcant portion of Publix’ operating expenses. In 2000, Publix purchased 
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Q: 

A: 

Q: 

A: 

846,880,535 kwhs fiom FP&L, which is approximately 1% of FP&L's total sales to ultimate 

consumers, as reported in FP&L's 2000 Federal Energy Regulatory Commission ("FERC") Form 

1. As a major consumer of electricity b m  FP&L, Publix is very interested in the outcome of this 

proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to address FPC's proposed revenue requirements for the 2002 

Test Year. I will also address rate design issues affecting Publix. 

PLEASE S- YOUR TESTIMONY. 

My testimony addresses FP&L proposed cost of service and shows that, with all of FP&L's 

proposed adjustments, the earned return on equity equals 13.15% as recommended by FP&L 

witnesses Avera and Dewhurst. 

I have concluded that many of the Company's proposed adjustments are simply the adjustments to 

the way the costs are collected from the Florida customer, or transfers fkom one "pocket" to 

another. I have also concluded that the Company should not be allowed to recover the cost of its 

charitable contributions fiom Florida customers. In addition, I have concluded that while the 

Company has made an adjustment to uncollectible accounts, it has not made the corresponding 

adjustment to rate base. 

I have concluded that the Company's Test Year payroll expenses are overstated and that the Test 
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Year revenue requirement should be reduced by $21.7 million. I have also concluded that the 

Company has overstated its Test Year revenue requirement by allocating 100% of payroll taxes to 

O&M and recommend that the Test Year revenue requirement be reduced by $10.993 million to 

reflect an appropriate allocation of payroll taxes to capital accounts. I also demonstrate that the 

Company’s pension h d  is overfunded by $1.4 billion and that the Company has not contributed to 

this fund since at least 199 1. I show that the Prepaid Pension Asset created under accounting rules 

has grown h m  $2.793 million in 1993 to $583.7 million in the Test Year and results in the retail 

customers paying a retum on assets that are (i) overfhded, and (ii) already eaming a retum in the 

pension h d .  I recommend that the Prepaid Pension Asset be eliminated h m  the Test Year rate 

base for ratemaking purposes. I have concluded that the Company’s Office Supplies expense is 

overstated in comparison to historical trends and recommend a reduction in the Test Year revenue 

requirements of $4.6 million. Finally, I have concluded that the Company’s Rate Case expenses are 

overstated and recommend a reduction in the Test Year revenue requirements of $7.2 million. 

I also have several concerns with rate design issues. I recommend that the demand rates should be 

more reflective of differences in load characteristics %lan simply size, or demand levels. I also 

recommend that discrepancies between the GSDT and GSLDT rates should be removed and the 

rates should allow for savings over the General Service rates at more reasonable levels of &Peak 

and Off-peak usage, and that the Commission should require FP&L to implement a new Real Time 

pricing rate that is either a “true” RTP rate or that allows the customer to have the benefit of real 

time pricing for all load growth. 
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HAVE YOU REVIEWED FP&L’S COST OF SERVICE ANALYSES? 

Yes. The Company’s cost of service was fled in Schedule B 1.  As shown in that schedule, 

FP&L’s estimated Test Year revenues, expenses, and rate base result in a total return of $885.873 

million, or 8.97%. At an 8.97% overall rate of return, the Company would be earning a retum on 

equity of 12.12%. 

DID THE FILED COST OF SERVICE REFLECT FP&L’s ACTUAL POSITION ON ITS 
PROPOSED TEST YEAR REVENUE REQUIREMENTS? 

No. As explained in FP&L Witness Mr, Davis’ testimony, FP&L first recommends several 

adjustments to its filed cost of senice to reflect updates due to changes in the Company’s estimates 

since the on@ filing. Further, Mr. Davis sets forth several other adjustments that the Company 

would propose if the rates are to be changed in this proceeding. 

WHAT IS THE IMPACT OF THE FIRST SET OF “UPDATE” ADJUSTMENTS? 

FPL did not file a cost of service incorporating these adjustments; however, it did file certain 

updated statements which set forth its summary of the axt of service and the adjustments. 

Schedule €3-3, Revised 1 1/9/01 shows that the Company updates would decrease the overall rate 

ofretumto 8.81%, whichresultsinaretumonequityof 11.83%. 
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104 Q: WHAT rs THE IMPACT OF THE COMPANY’S ADJUSTMENTS THAT IT PROPOSES 
105 

10 7 A: 

TO MAKE IF RATES ARE TO BE CHANGED IN THIS PROCEEDING? 

FP&L’s Witness Mr. Davis, provided a list of the adjustments that he proposed to make to the 
106 

108 Test Year cost of service in the event that rates were to be changed in this proceeding. Since one 

109 of the primary purposes of this proceeding is to allow the Commission to evaluate FP&L’s rates 

110 and costs of providing service, it is appropriate to include those adjustments in FP&L’s Test Year 

111 cost of service study to determine FP&L’s actual position regarding its Test Year revenue 

112 requirements. To do this, I developed three cost of service analyses. The first analysis was a 

113 duplication of FP&L’s filed cost of service study. The second analysis was a revision of the original 

114 cost of service study to reflect the updated assumptions provided by Mr. Davis. The third analysis 

115 was an update of the second analysis to incorporate the adjustments proposed by Mr. Davis if the 

116 rates are to be changed in this proceeding. 

117 While FP&L has not provided all of the required backup for its cost of service study, I was able to 

118 duplicate the original cost of service study and the updated cost of service summary with only small 

119 variations in class allocations. The third cost of service study was then developed to incorporate 

120 Mr. Davis’ additional adjustments, as set forth in his January 28, 2002 testimony and in the 

121 response to Staffs Seventh Set of Interrogatories, Questions No. 259,270, and 282. Based on 

122 these adjustments, the Company’s overall rate of retum would increase to 9.54%, resulting in a 

123 retum on equity of 13.15%. 
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IS THIS THE RETURN ON EQUITY PROPOSED BY THE COMPANY? 

Yes. As with FP&L’s filed cost of service, the f X y  adjusted cost of service surprisingly results in 

the Company earning its proposed retum on equity at the present rate level. 

WHY DO THE COMPANY’S FINAL, PROPOSED ADJUSTMENTS RESULT IN AN 
INCREASE TO ITS RETURN? 

The majority of the increase is simply due to FP&L’s desire to shift certain revenues and costs h m  

the base rates to the Energy Conservation Clause and to eliminate the Gross Receipts Tax from the 

base rate revenue requirement and, instead, to include it as an “add-on” to customer bills. 

PLEASE DESCRIBE THE ADJUSTMENTS PROPOSED BY FP&L IF ITS RATES ARE TO 
BE CHANGED IN THIS PROCEEDING. 

FP&L proposed numerous adjustments to its Test Year cost of service. These adjustments are 

listed below: 

1) Add back the dental expenses that were previously disallowed by the Commission; 

2) Allow charitable contributions; 

3) Remove over-recoveries associated with the recovery clauses from Working Capital; 

4) Discontinue the additional depreciation expense associated with interest syncbnization; 

5 )  Reverse imputed revenues for orange groves; 

6) Remove conservatiorrrelated pension and welfare costs fbm base rates and include them in 
the conservation clause; 

7) Remove gross receipts tax and include the gross receipts on customers bills as a pass- 
b @ x  
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8) Remove capacity charges and revenues that are currently included in base rates and include 
them for recovery in the Capacity Cost Recovery Clause; 

9) Annualize expenses associated with the new production plant placed in service in the Test 
Year; 

10) Remove the under-recovered he1 costs (Special Deferred Fuel) fiom rate base; 

11)Remove environmental costs fiom base rates and include them for recovery in the 
Environmental Cost Recovery Clause; 

12) Remove the estimated refund accrual, 

13) Normalize insurance costs to reflect increases resulting from the terrorist attack; 

14) Reduce decommissioning to reflect the Commission’s decision in the last decommissioning 
case and to reverse the nuclear depreciation recorded under the previous settlement 
agreement; 

15) Amortize the Last Core Nuclear Fuel and End-of-Life Nuclear Materials and Supplies over 
the remaining life of the current nuclear licenses; and 

16) Annualize the rate base treatment of the Okeelanta Settlement. 

DO YOU HAVE ANY CONCERNS WITH THE ADJUSTMENTS PROPOSED BY FP&L? 

Yes. First, it should be recognized that many of these adjustments are simply transfa of the 

“pocket” fiom which FP&L will take its revenues. Second, I have concerns with the Company’s 

proposal to include charitable contributions. Lastly, the Company did not reflect an adjustment to 

Uncollectible Accounts Receivable that should have been made as a result of the other adjustments. 

WHAT IS THE MAGNITUDE OF THE ADJUSTMENTS THAT SLMPLY TRANSFER 
REVENUE RECOVERY FROM ONE “POCKET” TO ANOTHER? 

Document KMD-6, Page 1 of 1, provided a breakdown of the adjustments proposed by FP&L’s 
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Q: 

A: 

Q: 

A: 

Witness, Mr. Davis. Of these adjustments, $54.83 1 million was attributable to removing the gross 

receipts tax that is currently collected through base rates. FP&L is then requesting that an 

additional 1.5% gross receipt tax factor be put on customer bills as a pass-through expense. 

Therefore, FP&L’s elimination of this Test Year expense does not really reduce customer costs, 

but simply changes the methd in which FP&L will collect the costs. An additional $56.948 million 

in base rate reductions were shifted into the Capacity Cost Recovery Clause and $1.745 million 

were shifted into the Environmental Cost Recovery Clause. 

WHAT IS THE LEVEL OF TEST YEAR CHARITABLE CONTRIBUTIONS THAT FP&L IS 
SEEKING TO RECOVER FROM THE CUSTOMERS? 

FP&L is seeking to recover $2 million fiom customers to support its charitable contxibutions. 

, 

SHOULD FP&L BE ALLOWED TO RECOVER ITS CHARITABLE CONTRIBUTIONS 
FROM CUSTOMERS? 

No. Fp&L’s customers should not be required to support FP&L’s choice of charitable 

contributions. 

UNCOLLECTIBLE ACCOUNTS RECEIVMLE 

Q: PLEASE EXPLAIN THE RATE BASE IMPACT FOR UNCOLLECTIBLE ACCOUNTS 
RECENABLE. 

In making its adjustments to the Test Year cost of service, the Company included an increase in 

uncollectible accounts of $3.830 million. This adjustment is shown on Document KMD- 1, page 5 

of 41. The Company did not make a corresponding adjustment to Working Capital. In response 

to Staffs Sixth Set of Interrogatories, Item 224, FP&L indicated that the adjustment to 

A 
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uncollectible accounts would result in a reduction in Working Capital of $1.915 million. This 

adjustment should be included in the calculation of the final Test Year revenue requirements, 

2 17 LABOR COSTS 

2 1 a SALARIES AND WAGES 
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PLEASE DESCRIBE FP&L' S INCREASE IN SALARY EXPENSES FOR THE TEST YEAR 

Table 1 below provides a breakdown of the 2000 through 2002 gross payroll into wages and 

salaries, overtime, and miscellaneous other eamings and adjustments. The 2000 and 2002 

information was provided in response to Publix' First Set of Interrogatories, Items 15 and 23. 

mwj 
*\,,"..\. ..,. _ * w  

HAS FP&L HAD A SIGNIFICANT INCREASE IN EMPLOYEES OVER THE PAST 
SEVERAL YEARS? 

No. Table 2 below provides the number of employees for each year from 1996 through 2000, 

based on information reported on page 323 in the respective FERC Form 1 reports and for 2001 

and projected 2002 based on the Company's Schedule C-33, Revised 10/15/01. 
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 TABLE^ 
EMPLOYEE HISTORY 

2000 
200 1 
2002 

Number of Em lo ees 
10,235 

Percent Increase 

9,857 -3.69% 
9,994 1.39% 

1999 9.937 -.57% 
9,957 .20% 
9,925 -.32% 

10,124 2.00% 
23 8 

23 9 

240 

241 

242 

243 

244 Q: 
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249 

250 

251 

252 

253 

254 

As shown in Table 2 above, FP&L has actually reduced its number of employees fiom 1996 

through 200 1. On a compound average basis, Fp&L reduced its work force by .6 1 % a year &om 

1996 through 2001. However, for the Test Year, FP&L is estimating an increase of 199 

employees, or 2% of its work force. 

HAS THE COMPANY MET ITS TARGET LEVEL OF EMPLOYEES IN PAST BUDGET 
YEARS? 

Apparently not. In response to OPC's 6" Set of Interrogatories, item 129, the Company showed 

actual average employees for each year fkom 1998 to 200 1 as compared to target year-end levels. 

In each year, the actual average was less than the target level. Over the four- year reported period, 

average employees were only 96.3% ofbudgeted employees. Applying this percentage to the Test 

Year budget employees of 10,124 results in only 9,752 actual employees, which would be 372 less 

than projected by the Company. In 2001, there were 9,832 actual employees as compared to 

10,017 budgeted. Applying the ratio of 2001 actual to budgeted employees to the Test Year 

budgeted employees of 10,124 would result in estimated 2002 employees of 9,937 or a reduction 
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273 

274 

275 A: 

276 

277 

of 187 employees. This reduction would essentially “wipeout” FP&L’s estimated increase in 

employees for the Test Year. 

DID THE COMPANY PROVIDE ANY JUSTIFICATION FOR THE PROPOSED LEVEL 
OF INCREASE IN EMPLOYEES? 

No. FP&L’s Witness, Mr. Peterson addresses the labor-related issues and does not elaborate on 

the reason for the 2% increase in employees proposed for the Test Year. [Redacted] 

HOW MUCH OF THE TEST YEAR TOTAL LABOR EXPENSE OF $690.7 15 MILLION IS 
INCLUDED IN THE TEST YEAR OPERATING AND MAINTENANCE EXPENSES? 

FP&L has not provided a breakdown of the 2002 Test Year payroll expenses into amounts 

included in operating and maintenance (“O&M”) expenses, construction activities, plant removal, 

or other activities. In addition, although FP&L uses a total labor allocator in its cost ofservice, it 

has not provided the development of that allocator. Therefore, it is not possible to tell how much of 

the gross payroll is actually impacting the Test Year revenue requirement. 

WHAT PORTION OF THE TOTAL GROSS PAYROLL IS GENEMLLY ATTRIBUTABB 
TO O&M ACTIVITJES? 

Table 3 below provides a breakdown of the salaries and wages charged to O&M accounts as a 

percentage of total salaries and wages for each year h m  1996 through 2000, as shown on 

FP&L’s FERC Form 1, pages 354 and 355, for each respective year. 

278 
279 

280 
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281 

282 As shown in Table 3 above, the percentage of FP&L's total salaries that is typically charged to 

283 O&M accounts ranges fiom approxhately 76% to 78%, with an average of 77.04%. 

284 
285 Q: [Redacted] 

286 
287 Q: [RedactedJi 

289 

288 
Third, it appears that a large porti 
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2 94 

295 A: 
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298 

299 

300 A 

301 

302 

303 

n f the high overtime in 2000 may have been a 

result of the merger attempt. 

WHY DOES IT APPEAR THAT THE HIGH OVERTIME IN 2000 MAY HAVE BEEN A 
RESULT OF THE MERGER ATTEMPT"? 

[Redacted] 

HAVE YOU ADJUSTED THE TEST YEAR LABOR EXPENSES TO REMOVE EXCESS 
OVERTIME PROJECTIONS? 

Yes. Exhibit SLB-2 provides a recalculation of the Test Year payroll expenses with overtime 

adjusted to 5% of the regular wages and salaries. [Redacted] This adjustment reduces the 

overtime expenses by $21.365 million for the Test Year. 
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IS THE REVENUE IMPACT OF THE ADJUSTMENT EQUAL TO THE REDUCTION IN 
TOTAL, OVERTIME EXPENSES? 

No. As noted above, FP&L typically charges approximately 77.04% of its total payroll to the 

O&M accounts. To account for this factor, I have reduced the adjustment to O&M wages fiom 

$2 1.365 million to $16.459 million. This amount, however, must be further adjusted to reflect the 

impact of the adjustment on payroll taxes and fiinge benefits. 

WHAT IS THE IMPACT ON PAYROLL TAXES AND FRTNGE BENEFITS? 

Payroll taxes are typically charged out to construction and other accounts, along with regular 

wages. Based on the 2002 estimates provided by the Company, the payroll taxes are 

approximately 6.32% of the total payroll. Applying this rate to the O&M payroll adjustment of 

$16.459 million results in associated O&M payroll taxes of $1.040 million. Although insurance 

costs are also typically charged out, the historical O&M costs appear to contain the total fringe 

benefits shown on Schedule C-33, other than the payroll taxes. The rate for other h g e  benefits is 

approximately 19.31% of total payroll. Applying this rate to the total payroll adjustment of 

$21.365 million results in associated fringe benefits of $4.126 million that would be charged to 

O&M. The total adjustment to the Test Year revenue requirement is thus $21.625 million for the 

total system. Based on the Company’s jurisdictional allocation factor of 99.612% for 

adminisirative salaries, the total adjustment to the Test Year revenue requirement for the retail 

jurisdiction would be $2 1.54 1 million. 
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Q: DO YOU HAVE ANY OTHER CONCERNS REGARDING THE TEST YEAR WAGES 
AND SALARIES EXPENSES? 

A Yes. As explained earlier, the Company has not provided a breakdown of its Test Year labor 

costs that have been assigned to the various O&M accounts. A review of the Administrative and 

General Salaries included in Account 920 raises additional concems regarding the Test Year level 

of salaries charged to O&M. 

Q: PLEASE EXPLA.IN. 

A: In 2000, the total wages and salaries for Administrative function O&M was $109,402,412, while 

the Administrative and General salaries in Account 920 was reported as $103,164,787. In 

response to Publix Interrogatory 22, the Company explained that the 2000 salaries and wages 

included total long-term incentive payments associated with the merger of $30.338 million and 

indicated that Administrative and General salaries included $6,647,554 of such payments. 

Adjusting the Account 920 salaries and wages to eliminate the merger-related incentive payments 

reduces the Account 920 salaries and wages to $96,5 17,233. In 2001 , the Account 920 salaries 

increased to $1 12,847,000. [Redacted] 

Q: HAS THE COMPANY PROVIDED ANY EXPLANATION FOR SUCH A LARGE 
INCREASE IN ADMINISTRATIVE SALARIES? 

A: pedacted] These calculations are shown on Exhibit SLB-3. 
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375 

376 

DO THE 2001 ADMINTSTRATNE AND GENERAL S A L A R I E S  EXPENSES APPEAR 
REASONABLE? 

No. [Redacted] Even so, FP&L’s Account 920 Administrative and General salaries increased 

13.3% fiom 2000 to 2001. Escalating the Account 920 Administrative and General salaries at the 

overall increases in salary expenses shown on Schedule C-33 from 2000 to 2002 would result in a 

Test Year Account 920 Administrative and General salary expense of only $103’28 1,8 15, which is 

$29.6 million less than the Company’s Test Year estimate. Adjusting for taxes and benefits of 

25.63% would provide a total reduction in revenue requirements of $37.2 million for the total 

system and $37 million for the retail jurisdiction. These calculations are shown on Exhibit SLB- 3. 

ARE YOU ASKING THE COMMISSION TO ACCEPT BOTH THE OVERTIME AND 
ADMINISTRATIVE AND GENEMI, SALARY ADJUSTMENTS YOU HAVE 
DESCRIBED? 

No. Without more detailed information to break down the Test Year labor expenses by function 

and allocations to capital accounts and transfers, the adjustments may be duplicative. However, I 

would recommend a reduction to the retail jurisdiction revenue requknents of $21.7 million, based 

on the level of magnitude of the overtime adjustment and the most conservative adjustment to 

Administrative and GeneraI salaries. 

3 7 7 EMPLOYEE BENEFITS 

378 

3 79 Q: 
380 EMPLOYEE BENEFITS? 

DO YOU HAVE ANY CONCERNS WITH THE COMPANY’S PROJECTED LEVEL OF 
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3 8 2 A: Yes. I have concerns with the level of payroll taxes and with the treatment of the Prepaid Pension 
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Asset. 

PA YROU TRXES 

Q: PLEASE EXPLAIN YOUR CONCERN WTH THE LEVEL OF PAYROLL TAXES. 

A Although the total level of payroll taxes shown on Schedule G33, Revised 10/15/01 appears 

reasonable for the level of gross payroll, the Company has failed to allocate a portion of the payroll 

taxes to Construction and other capitalized or transferred accounts. By allocating 100% of the 

payroll taxes to O&M, the Company has overstated the Test Year revenue requirement. 

Q: HAVE YOU REVIEWED THE HISTORTCAL ALLOCATIONS OF PAYROLL TAXES? 

A: I have reviewed the historical allocation of payroll taxes to the Construction accounts. As shown 

on page 355 of the FERC Form 1 for each year, the Company allocates payroll costs to O&M, 

Construction, Plant Removal, and various other capital or transfer accounts. When the Company 

allocates payroll costs, it also allocates the payroll taxes and insurance costs. While I do not have 

sufficient information to determine the total payroll taxes allocated to the all of the miscellaneous 

accounts, the Form 1 does provide a breakdown of the total payroll taxes and the amounts 

allocated to Construction activities. Table 4 below provides a breakdown of the Company’s 

allocations fiom 1996 through 2000. 
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405 

Tobl Payroll Construction 
Year Taxes 1 Allocation 
1996 $42,612,423 $8,017,491 
1997 4 1,962,434 7,271,119 
1998 42,5 15,249 7,040,086 
1999 45,194,233 8,999,357 
2000 46,423,979 11,033,081 

Percent 
Construction 

18.81% 
17.33% 
16.56% 
1 9.9 1 Yo 
23.77% 

407 On Schedule C-33, Revised 10/15/01, the Company reported $45.810 million inFICA costs and 

408 $616,000 in unemployment taxes for 2000. Schedule C-38a shows that FICA expensed in 2000 

409 was only $35.660 million and unemployment expensed was only $466,000. As shown in Table 4 

410 above, the 2000 payroll taxes reported in the FERC Form 1, excluding the taxes allocated to 

411 Construction were $35.39 million. While not exactly matching the 2000 FERC Form 1, the 

412 allocation appears to be in line with the total reported payroll taxes, less the mount allocated to 

4 13 Construction. 

414 In the Test Year, the Company has included 100% of the estimated payroll taxes in the FICA and 

415 unemployment expenses that ate in the Test Year revenue requkment Assuming that construction 

416 activities in 2002 will continue at 2000 levels, the FICA and unemployment expenses included in 

417 the Test Year revenue requirement should be reduced to reflect a 23.77% assignment to 

418 Construction. This assignment would reduce the Test Year O&M expenses from $46.426 million 

419 to $35.391 million, resulting in a reduction to the total system revenue requirement of $1 1.036 

1 Payroll taxes include Social Security (FICA), Federal Unemployment (FUTA), 
and State Unemployment (SUTA) . 
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420 million and a duction to the retail jurisdiction revenue requirement of $10.993 million. 

4 2 1 Prepaid Pension Expense 

422 

423 Q: 
424 COMPANY? 

4 2 6 A: 

WHAT IS THE TEST YEAR LEVEL OF PENSION EXPENSES ESTIMATED BY THE 

425 

The Company has provided its Test Year pension expense breakdown on Schedule %-66. In the 

427 on@ fiting, the Company estimated a pension credit of $109.787 million. In the November 19, 

428 2001 adjustments, the Company revised a few of its pension assumptions, resulting in a reduced 

4 2 9  pension credit of $103.46 1 million. 

430 

43 1 Q: 
432 PENSIONS? 

434 A: 

IS THIS THE ONLY REVENUE REQUIREMENT ASSOCIATED WITH THE COMPANY 

433 
No. As shown on Exhibit G66 by comparing the Fair Value of Plan Assets to the Projected 

435 Benefit Obligation, the Company’s pension plan is overfunded by $1,357,454,000 or over double 

436 the Projected Benefit Obligation. Due to the overfunded status of the fund, the Company cannot 

43 7 make M e r  contributions to the fund at this time. In response to Publix’ First Request for POD, 

43 8 item 9b, the Company provided a copy of its FPL Group Employee Pension Plan Actuarial 

439 Valuation Report produced by Towers Penin in December, 200 1 (the “Pension Report”). Page 

440 FC-4 (50008404) of that document notes that ‘WL has been restricted to making no cash 

441 contributions to the pension fund due to the operation of the IRS fU h c h g  limit?. The Pension 

442 Report further indicated that “h]rojected employer contributions are expected to remain at $0 

443 throughout the forecast period because of the IRS 111 funding limit.” (Page FC-5; 50008405) The 
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444 

445 

446 

447 

448 

449 

450 

451 

452 

453 

454 

455 

456 

457 

458 Q: 
459 

460 
461 A: 

462 

463 

4 64 

465 

forecast period went out to 2006. 

When contributions to a pension fund are greater than pension expense, a prepaid pension account 

is created in accordance with Statement of Financial Accounting Standard (“SFAS”) No. 87. In 

Exhibit B26, the Company explained that in 1993, pension expense for ratemaking purposes was 

calculated under the provisions of SFAS 87, consistent with the method used for financial reporting 

and that the corresponding Prepaid Pension Asset is captured in Account 186.190. As shown on 

Schedule (2-66, the balance in Account 186 was $473.902 million at the end of 2001 and is 

expected to be $583.7 million by the end of 2002. Schedule B-7 shows that the retail jurisdictional 

working capital asset is $528.958 million for the Test Year. Assuming that the corresponding 

components included in the cost of capital are accumulated deferred income taxes in Account 283 

of 38.575% of $528.958 million, with the remainder in equity in order to reconcile rate base to the 

cost of capital, the additional cost associated with including the Prepaid Pension Asset in rate base 

is $69.6 million 

SHOULD THE RETAIL CUSTOMERS BE REQUIRED TO PAY A RETURN ON THIS 
PREPAID PENSION ASSET? 

No. While the Company is correctly following the requirements of SFAS 87, it is not reasonable to 

require customers to pay a retum on the Prepaid Pension Asset. SFAS 87 requires the Company 

to recognize a Prepaid Pension Asset if‘ contributions to the Pension Fund have been greater than 

the Pension Expense, which includes an offset for eamhgs on the fund. The Prepaid Pension Asset 

can be reconciled to the fair market value of the fund by subtracting the Projected Benefit 
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4 8 0  

4 8 1  

4 8 2  

4 8 3  

4 8 4  

4 8 5  Q: 
4 8 6  

4 8 7  

4 8 8  A: 

4 8 9  

4 9 0  

Obligation and adjusting for unrecognized liabilities and assets. The Prepaid Pension Asset simply 

recognizes in the balance sheet the net assets that are in the fund and are already eaming a return. 

Customers should not be required to pay an additional retum on a portion of a fund that is 

overfhded. 

AREN'T THE CUSTOMERS ALREADY BENEFI"G FROM THE NEGATIVE 
PENSION EXPENSE CREATED BY THE FUND EARNINGS IN EXCESS OF FUND 
COSTS? 

Yes, however, this is a true reduction in pension costs, not unlike a revenue credit for interest 

eamings. A similar example would be external decommissioning funds, which, like pension funds, 

are collected over time in a fund that is invested in order to meet the Company's future obligation to 

dec0"iSsion its nuclear hcilities. In determining the going-forward decommissioning expense, the 

amounts required to be contributed are directly affected by the expected eamings on the fund, 

reducing the amount of decommissioning expense that would otherwise have to be paid into the 

fund. This methodology also essentially credits ratepayers with eamings on the fund Since the 

pension fund is continuing to grow based on the eamings that are included as an offset to Pension 

Expense, the net effect of reducing the expenses is a zero effect on the Company. 

HAS THE COMPANY ACTUALLY MADE CONTRIBUTIONS TO THE FUND THAT 
HAVE RESULTED IN THE PREPAID PENSION ASSET? 

No. A review of FP&L's historical financial statements shows that no contributions to the fund 

h v e  been required since at least 1991. The balance in the Prepaid Pension Asset account was 

only $2.763 million at December 3 1 , 1993. Since that time, the Prepaid Pension Asset has grown 
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491 each year to its current anticipated Test Year level of $583.7 million. For the most part, this 

492 increase has been a direct result of earnhgs and changes in h d  market value. 

493 Q: 
4 94 

495 

4 9 7 A: 

DOES THE FACT THAT THE PREPAID PENSION ASSET IS CREATED BY SFAS 87 
ACCOUNTING MEAN THAT THE COMMISSION MUST ALLOW THE COMPANY TO 
EARN A RETURN ON THE PREPAID PENSION ASSET? 

No. As stated earlier, the Prepaid Pension Asset is, in essence, a simplified method ofreporting on 
496 

498 the financial statements the net of the pension assets and liabilities that are h d e d  and carried “off 

499 balance sheet”. The Pension Fund is overfhded and is expected to remain that way into the 

500 forseeable fbture. As the Company continues to build the amounts in the Pension Fund through the 

501 eamings, it is appropriate for the customers to receive the credits that recognize the overfhded 

502 status of the Fund. It is not appropriate to allow the Company to then e m  an additional retum 

503 h m  the Customers for the net Pension Asset that is included in the fund “off balance sheet”. The 

504 Commission should thus require the Company to eliminate the Prepaid Pension Asset fiom rate 

505 base for ratemaking purposes and reduce the Test Year retail jurisdiction revenue requirements 

506 accordingly. 

507 

5 o 8 ACCOUNT 92 1 - OFFICE SUPPLIES EXPENSE 

5 o 9 Q: 
510 YEAR? 

5 12 A: 

WHAT IS THE LEVEL OF ACCOUNT 921 -OFFICE SUPPLIES INCLUDED IN THE TEST 

511 

The Company has included $80.025 million in office supplies expenses for the Test Year. 

513 

514 Q: PLEASE DESCRIBE THE HISTORY OF THIS ACCOUNT. 
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517 
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519 

520 

521 

522 

523 

524 

525 

526 

527 

528 

529 

53 0 
531 

532 

533 

534 

53s 

536 

A: 

Q: 

A: 

Q: 

A: 

A review of the historical charges to Account 921 shows that the Account ranged from $50.5 

million to $55.5 million fiom 1996 through 1999. In 2000, the Account increased to $71.79 

million, which was an increase of 29.6%. In 2001, the Account increased 2.3% to $73.5 million. 

WHAT CAUSED THE LARGE INCREASE IN ACCOUNT 92 1 FROM 1999 TO 2000? 

The large increase has not been explained. One area of concem would obviously be merger- 

related costs incmed in 2000. While the Company has only identified $61.658 million of O&M 

expenses as merger-related, it is not clear whether these merger-related expenses included a 

detailed accounting for indirect costs. Another area of concem would be the level of expenditures 

that may have been incurred for Y2K issues. In response to Publix’ First Set of Interrogatories, 

Item 12, the Company indicated that 2000 O&M expenses included $1.413 million related to 

Y2K issues. Of this amount, only $160,000 was in Account 921. 

HOW MUCH DID THE COMPANY SPEND ON Y2K IN 1999? 

According to the Company’s 1999 10-IS, the Company spent $37 million on Y2K issues in 1999. 

I do not have a breakdown of the Y2K issues by account; however, if it assumed that a prorata 

amount of Y2K costs were charged to Account 921 as were charged in 2000, then the 1999 

Account 921 expense would have included approximately $4.2 million in Y2K costs. This could 

indicate that the 1999 Account 921 expense included nofirecuning items. The increase fiom 1999 

to 2000 would have been even greater than 29.6%. 
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537 

538 

5 3 9 Q: 
540 IN THE TEST YEAR? 

542 A: 

HAS THE COMPANY EXPLAINED WHY ACCOUNT 921 IS FURTHER INCREASING 

541 
No. As shown in Schedule G9, Account 921 is projected to increase h m  $73.536 million in 

543 2001 to $80.025 million in 2002, for an increase of $6.489 million, or 8.82%. The Company has 

544 not provided an explanation for this increase. 

545 

546 Q: 
54 7 EXPENSES? 

5 4 9 A 

SHOULD THE COMMISSION ADJUST THE TEST YEAR OFFICE AND SUPPLIES 

548 
Yes. Since I do not have d c i e n t  information to determine if the 2000 and 200 1 expense levels 

550 were dramatically increased as a result of merger-related or other non-recurring costs, I have 

551 calculated the Test Year Office and Supplies expenses at the 2001 expense level, adjusted by the 

552 Consumer Price Index estimate of 2.59%. The resulting Test Year Office and Supplies expense is 

553 $75,440,582. The revenue impact of this adjustment is $4,584,418 for the Total System. 

554 Applying the jurisdictional separation factor of 99.612% results in a revenue impact for the retail 

555 jurisdiction of $4,566,630. 

556 

5 5 7 RATE CASE EXPENSES 

558 Q: 
559 RATE CASE EXPENSES. 

5 6 1 A: 

DO YOU HAVE ANY CONCERNS WITH THE COMPANY’S TEST YEAR LEVEL OF 

560 
Yes. The Company has estimated total rate case expenses for this proceeding of $1 0,848,000 

2 4  



562 which it is proposing to amortize over a two year period at $5,424,000 per year. The Company is 

563 also proposed to include the unamortized balance in rate base. In response to Publix’s First Set of 

564 Interrogatories, item 17, the Company provided the actual level of rate case expenses incurred 

565 throughDecember31,2001, which was $1,958,000. This is 68.13% less thanthe 2001 rate case 

566 expenses of $6,143,0OO estimated by the Company. Applying this factor to FP&L’s total rate 

567 case expenses would result in a revised total rate case of $3,458,000. Given the history of FP&L’s 

568 fkequency of rate proceedings, this amount should be amortized over a four year period. The 

569 revenue impact of this adjustment is $7,244,000 to the retail jurisdictional customer. 

570 
5 7 1 Q: 
572 CASE EXPENSES. 

574 A: Yes. In FPC’s corresponding documents Docket 000824-EIY FPC has estimated rate case 

DO YOU HAVE ANY OTHER CONCERNS WITH THE COMPANY’S ESTIMATED RATE 

5 73 

575 expenses of only $1,600,000. In preparing it’s estimate, FPC also included the use of outside le@ 

576 counsel and consultants. The process employed in both proceedings is the same and raised 

577 questions as to why Fp&L would require rate case expenses over 6 times the level of rate case 

578 expenses estimated by FPC. 

579 

5 8 o RATE DESIGN ISSUES 

5 13 1 Q : 
582 by FP&L? 

5 8 4 A 

As a large consumer of electricity, does Publix have any concerns with the rate offerings provided 

583 
Yes. As explained earlier, Publix has 304 stores, 3 distribution centers, and one manufacturing 

585 facility in FP&L’s service territory. On a consolidated basis, these facilities consume 846,880,535 
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587 

588 

589 

590 

591 

592 

593 

5 94 

595 

596 

597 

s g a  

599 

600 

601 

602 

603 

604 

605 

kwhs of electricity annually, which is approximately 1% of FP&L’s total system sales. Publix 

stores maintain an average load factor of approximately 79%, providing FP&L with efficient 

utilization of its generating resources. 

As such a large, high load factor consumer, Publix has several concerns with the rate offerings 

currently provided by FP&L. The following is a list of a few of Publix’ concerns , which I will 

address herein. 

(1) The General Service Demand (GSDl), General Service Demand Time ofUse (GSDTl), 

General Service Large Demand (GLSDl) and General Service Large Demand Time of 

Use (GSLDTl) rates recover a significant portion of demand-related costs through the 

energy rate. This rate tilt causes high load factor customers to pay more for demand- 

related costs than would be incurred under a pure demand rate design. 

The altemative General Service Demand Time of Use (GSDTl) rate requires an excessive 

amount of energy to be CoIlSumed during off-peak hours. The typical Publix store 

consumes only 27% of its energy during FP&L’s established OrrPeakhours; however, in 

order to reduce costs by switching to the optional GSDTl rate, the stores would have to 

limit &Peak consumption to less than 22.5% of total energy use. This is substantially 

more restrictive than the amount of &Peak usage allowed under the General Service 

Large Demand Time of Use (“GSLDTl”) rate in order to save as compared to the 

General Service Large Demand (“GSLDl”) rate. 

The 500 KW mini” re& to take service under FP&L’s GSLDl or GSLDTl rates 

(2) 

(3) 
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606 is an arbitrary limit that has nothing to do with actual costs to serve, yet a Publix store 

taking service at secondary voltage under the GSDl rate pays 4.8% higher rates than 607 

would be required under the GSLDl rate. A Publix store taking service at secondary 608 

voltage under the GSDTl rate pays approximately 8% more than a comparable customer 609 

under the GSLDTl rate. 610 

(4) The requirements to participate in FP&L's Real-Time Pricing (''RP')- General Service 611 

(Optional Experimental Schedule), Rate Schedule RTP-GX, are too restrictive. Publix 612 

has successfully utilized RTP rates of other utilities in Florida and Georgia, yet, due to the 613 

Customer Baseline Load provisions of the experimental rate, Publix has not been able to 614 

take advantage of the RTP-GX rate. 615 

616 Q: 
617 

618 

619 
620 A: 

PLEASE EXPLAIN HOW A RATE TILT CAUSES HIGH LOAD FACTOR CUSTOMERS 
TO PAY MORE FOR DEMANDRELATED COSTS T" THEY WOULD INCUR 
UNDER A PURE DEMAND RATE DESIGN. 

High load factor customers, by nature, use more energy per KW of demand placed on FP&L's 

system. FPL's GSDl, GSDTl, GSLDl, and GSLDTl rates recover a portion of the demand- 621 

related costs through the energy rate. When demand costs are shifted into the energy rate, the high 622 

load factor customer pays a higher share of the costs due to its higher energy usage relative to its 623 

demand usage. 624 

625 Q: 
626 

627 
628 A 

IS LOAD FACTOR THE ONLY FACTOR THAT SHOULD BE TAKEN INTO ACCOUNT 
IN DESIGNING RATES? 

No. There are other factors that influence costs that would be taken into account in designing mte-s, 

such as service voltage; however, load factor is a primary factor in promoting system efficiency. In 629 
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630 

631 

632 

633 Q: 
634 

635 

636 A: 

637 

638 

63 9 

640 

641 

642 

643 Q: 

644 
645 A: 

646 

647 

648 

649 

the industxy’s move to deregulation, high load factor customers are the most attractive load that 

competitors seek to “steal”. Utilities have recoglllzed this and many utilities have implemented high 

load factor rates to attract and retain high load factor customers. 

PLEASE DESCRIBE A RATE DESIGN THAT RECOGNIZES AND REWARDS HIGH 
LOAD FACTOR CUSTOMERS. 

Many general service rates have a declining block cost structure in which the energy rate is lower as 

the energy use increases per kW of demand. This is typically called an “lours-use-demand”, or 

“HUD block” rate. Under a HUD block rate, the energy charges at the lowest levels of use per 

kW of demand include the majority of the fixed costs, while the energy charges at the highest levels 

of use per kW of demand reflect lower energy prices. Another, more straight- f o m d  alternative is 

to offer a single lower energy for customers with high load factors. 

PLEASE PROVIDE AN EXAMPLE OF A HUD BLOCK RATE. 

Duke Power’s General Service rate is a good example of a KUD block rate that rewards 

customers for having high load factors. The rate is available for all commercial customers that do 

not qual@ for the industrial rate based on classifuxition as a rnanufkturing inclustxy where more than 

50% of the electric energy consumption is used for manufacturing processes. There are no specific 

demand limitations. Table 5 below provides a summary of Duke Power’s General Service rate. 

650 

651 
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653 

654 

655 

656 

657 

658 

659 
660 

661 

662 

663 

664 

665 

~~ ~ 

TABLE 5 
DUKE POWER SCHEDULE G(NC) GnvERAlL SERVl 

Basic Facilities Charge 
Demand Charge 

First 30 KW monthly 
AU over 30 KW 

Energy Charge 
For the First 125 kwh per KW demand per month 

For the first 3,000 kwh per month 
For the next 87,000 kwh per month 
For all over 90,000 kwh per month 

For the first 6,000 kwh per month 
For the next 134,000 kwh per month 
For all over 140,000 kwh per month 

For all kwh per month 

For the Next 275 kwh per KW demand Der month 

For all Over 400 kwh Der KW demand Der month 

CRATE 

$10.88 

No Charge 
$3.48 per KW 

$ .094244 
$.048485 
$.03493 1 

$.049788 
$ .048 5 74 
$.044670 

$.042297 

As shown in Table 5, the rate design is structured to encourage high load factors at all levels of 

demand. 

Q: ARE TIME-OF-USE RATES AN ACCEPTABLE ALTERNATIVE TO A HIGH LOAD 
FACTOR RATE? 

A While time-of-use rates can be designed to recognize and reward high load factor customers, the 

primary reason for time-of-use rates is to encourage off-peak energy usage or load shiftmg. If a 

customer can shift load into off-peak periods, that customer allows the utility to utilize a generating 

resource that might otherwise be “idle”. This type of shifting allows more of a “cost sharing”. High 

load factor customers, on the other hand, have lower unit costs of production because they use the 
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666 

667 

668 

669 

resources more efficiently in both the onpeak and off-peak periods. If the defined off-peak 

periods are sufficiently long enough and the rate differentials between onpeak and off-peakpeiods 

are large enough, high load factor customers may benefit from switching to a time- of-use* simply 

because they use a substantial amount of energy in the off-peak periods. If a high load factor rate is 

670 

671 

672 
673 Q: 
674 
675 

676 A 

677 

678 

679 

680 

681 
682 Q: 

683 
684 A 

685 

686 

687 

688 

not available, high load factor customers may find it advantageous to switch to a time-of-use rate; 

however, this may not be the optimal rate for such customers. 

IS IT ADVANTAGEOUS FOR FP&L’S HIGH LOAD FACTOR CUSTOMERS TO SWITCH 
TO THE TIME-OF-USE RATE SCHEDULES? 

FP&L’s time-of-use rates are not designed to provide incentives for achieving high load factors or 

to assure that high load factor customers are not subsidizing other customers. While a high load 

factor customer on the GSLD 1 rate may obtain some advantages h m  shifting to the GSLDTl rate, 

a customer with identical load characteristics on the GSDl rate may not achieve any savings by 

shifting to the GSDTl rate. 

PLEASE EXPLAIN. 

During the Winter months, FP&L’s defined On-Peak periods are non-holiday weekdays from 6:OO 

a.m. to 1O:OO a.m. and fkom 6:OO p.m. to 1O:OO p.m. During the summer months, the &Peak 

period is defined as norrholiday weekdays fiom 12:OO p.m. to 9:00 p.m. Therefore, over a year, 

approximately 25% of hours are defined as &Peak and 75% are defined as Off-peak. Under 

the current GSDTl rate design, even a 100% load factor customer would not be better off under 
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693 

694 Q: 

695 A 

696 

697 

698 

699 

700 

701 
702 Q: 
703 

704 

705 A: 

706 

707 

708 

709 

710 Q: 
711 

712 A: 

the GSDTl rate than under the GSDl rate. The only way that smaller-demand customers can 

reduce costs is to shift usage to be disproportionate in the Off-peak hours. In order for a GSDl 

customer to reduce costs by shifting to the GSDTl rate, that customer would have to reduce its 

On-Peak usage to less than 22.5% of its usage. 

IS THIS THE CASE FOR CUSTOMERS ON THE GSLDl RATE AS WELL? 

No. A customer that qualifies for the GSLDl or GSLDTl rate would find it more advantageous to 

switch to the GSLDTl rate ifthe customer has On-Peak energy use that is less than 29% of its total 

energy use, as opposed to 22.5% on the GSDTl rate. Since a 100% load factor customer would 

utilize 25% of its energy &Peak, that customer would achieve some savings fbm switching h m  

the GSLDl rate to the GSLDTl rate. Therefore, customers that qualif4r for the GSLDl or 

GSLDTl rate can take advantage of lower costs with a more reasonable level of On-Peak usage. 

WHAT ARE THE DIFFERENCES IN THE APPLICABILITY PROVISIONS OF THE GSDl 
OR GSDTl RATES AND THE GSLD OR GSLDTl UTES? 

The only difference between the applicability of the GSDl or GSDTl and the GSLDl or GSLDTl 

rates is the higher demand requirement for the GSLDl and GSLDTl rates. The GSDl and GSDTl 

rates are applicable to customers with demands of 20 KW up to 499 KW, while the GSLD and 

GSLDTl rates require demands of 500 KW up to 1999 KW. 

HOW DO THE GSDTl AND GSLDTl RATES COMPARE? 

At almost all demand and &Peak usage levels, a customer with identical load characteristics 
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713 

714 

715 

716 

717 

would be much better off under the GSLDTl rate than under the GSDTl rate. As explained earlier, 

a customer on the GSLDl rate would not switch to GSLDTl until it reached On-Peak usage of 

29% or less, while a customer on the GSDl rate would not switch to GSDTl until it reached On- 

Peak usage of 22.5% or less. Table 6 below compares the cost incurred by a customer with 500 

KW load and 27% On-Peak energy usage under the GSDTl and GSLDTl rates. For ease of 

718 comparison, I have used the cross-over point of 500 KW. 

719 

72 0 

Table 6 
Comparison of Costs Under GSDTl and GSLDTI 

Savings Under Percent 
Load Factor GSDTl GSLDTI GSLDTI Savings 

30% $ 9,314.59 $ 8,892.61 $ 421.98 4.53% 
35% $ 10,158.59 $ 9,647.04 $ 511.55 5.04% 
40% $ 11,002.59 $10,401.48 $ 601.11 5.46% 
45% $ 11,846.59 $ 11,155.91 $ 690.67 5.83% 
50% $ 12,690.59 $ 11,910.35 $ 780.24 6.15% 
60% $ 14,378.58 $ 13,419.22 $ 959.36 6.67% 
65% $ 15,222.58 $ 14,173.65 $ 1,048.93 6.89% 
70% $ 16,066.58 $ 14,928.09 $ 1,138.49 7.09% 
75% $ 16,910.58 $ 15,682.52 $ 1,228.06 7.26% 
80% $ 17,754.58 $ 16,436.96 $ 1,317.62 7.42% 
85% $ 18,598.58 $ 17,191.39 $ 1,407.18 7.57% 
90% $ 19,442.58 $ 17,945.83 $ 1,496.75 7.70% 

721 

722 

723 

As shown in Table 6 above, even with identical load characteristics, a customer with a 500 KW 

load would realize savings of 4.5% to 7.7% by taking service under the GSLDTl rate, as opposed 

to the GSDTl rate. At an 80% load factor, a customer with a demand of 499 KW would have 

724 total costs of $17,718.98, while a 500 KW customer with identical load characteristics would 
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733 A: 

734 

735 

736 
737 Q: 
73 8 

739 
740 

741 
742 A: 

743 

enjoy a bill of only $16,436.96. While the level of savings obviously vary based on demand and 

On-Peak energy usage, savings under the GSLDTl rate, as opposed to the GSDTl rate are 

substantial in most cases. For example, at demand of 250 KW, savings range fiom 3.6% to 7.3%. 

At 250 KW with On-Peak usage of 20%, savings range fiom 2.97% to 6.44%. 

CAN A CUSTOMER WITH DEMANDS THAT ARE LESS THAN 500 KW OPT TO TAKE 
SERVICE UNDER THE GSLD AND GSLDTl RATES? 

Yes, however, to do so requires the customer to pay demand charges based on a minimum demand 

of 500 KW. This penalty can sigdicantly diminish any potential savings that would othe& be 

achieved by moving to the more advantageous GSLDTl rate. 

DOES FP&L EXPERIENCE SUBSTANTIALLY REDUCED COSTS TO SERVE 
CUSTOMERS THAT MEET THE 500 KW APPLICABILITY STANDARD FOR THE 
GSLDl AND GSLDTl RATES THAN IT EXPERIENCES TO SERVE CUSTOMERS AT 
SMALLER DEMANDS WITH SIMILAR LOAD CHARACTERISTICS? 

No. The 500 KW demand level does not have any “magic” that reduces F’P&L’s costs of 

providing service. Differences in FP&L’s costs of providing service are more likely experienced 

744 due to dif3erences in delivery service voltage. Thus, while a customer taking service at transmission 

74s or primary voltage may have lower costs than a customer taking service at secondary, customers 

746 taking service at secondary are typically allocated a proportionate amount of costs, regardless of 

747 the customer class. 

748 

749 Q: 
750 

WHAT IS THE lMPACT OF FP&L’S RATE DESIGN DIFFERENCES ON A PUBLIX 
STORE TAKING SERVICE UNDER THE GSDl RATE? 

751 
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754 

755 

756 

757 

758 

759 

760 Q: 

761 

762 A: 

763 

764 

765 

766 

767 

768 

769 

770 

771 

772 

A typical Publix store has average demands of 468 KW with annual energy of 3,271,797 kwhs 

and On-Peak usage of only 27%. Under the GSDl rate, this store would have an annual cost of 

$194,744. Under the GSDTl rate, this same store would have costs of $198,993. If this store 

were allowed to take service under the GSLDTl rate, it would have an annual cost of $1 84,300, 

for savings of $10,444, This Merence is essentially a penalty to Publix based on size. This type 

of penalty is even more difficult for Publix to bear since, on a consolidated basis, Publix has 

demands greatly in excess of the demand requirement for taking service under the GSLDl rate. 

PLEASE DESCRIBE FP&L’S REAL-TIME PRICING U T E  SCHEDULE RTP-GX. 

Rate Schedule RTP-GX is an experimental rate that is limited to only 50 customen, wilh a minimum 

demand of 500 KW. The schedule terminates on December 3 1 , 2002, unless extended by order 

of the Commission. Under Schedule RTP-GX, a Customer Baseline Load (“CBL” is established 

specific to each customer. The CBL is based on a calendar year of hourly energy levels and 

associated 12 monthly orrpeak and off-peak billing demands. Hourly energy prices under 

Schedule RTP-GX are based on FP&L’s projected hourly marginal costs. In addition to this 

charge, customers pay a monthly Access Charge and an Administrative Charge. The Access 

Charge is customer-specific and is calculated so that the customer’s monthly bill under RTP-GX is 

equal to the bill that would have been generated under the customer’s otherwise applicable rate 

schedule h r  energy consumption identical to the CBL. In other words, the customer will receive 

true RTP only for consumption that varies from the CBL. The CBL is adjusted to recognize 
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792 
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795 

Q: 

A: 

Q: 

A 

changes to load associated with permanent energy efficiency measures, removal or addition of 

equipment; extraordmry events, such as a hurricane; and “other changes in usage”. 

DO YOU HAVE CONCERNS REGARDING THE DESIGN AND APPLICABILITY 
REQUIREMENTS FOR THE EXPERIMENTAL RTP-GX RATE? 

Yes. First, the applicability provisions limit the rate to customers with demands in excess of 500 

KW and to a total customer base of only 50 customers. These provisions are too restrictive. 

Second, the Access Charge calculations appear to be so close to a “make- whole” provision that 

any advantages to be gained by the rate appear to be based on nothing but chance. With the 

comprehensive adjustments to the CBL, the customer has little opportunity to actually take RTP 

energy, except for small fluctuations in load Unusually hot or cold weatherwouldbe circumStan ces 

where a load increase above the baseline may be anticipated; however, RTP likely would then be 

priced above the firm W a n d  the RTP customer would be subject to higher costs as compared to 

the firm rate. 

WHAT TYPE OF RTP RATE DESIGN SHOULD THE COMMISSION CONSIDER? 

In developing a new RTP rate, the Commission should consider implementation of a “true” RTP 

rate. Under a true RTP rate, the customer takes on the risk of market pricing in the high-cost 

periods, but receives the advantages of market pricing during low-cost periods. In a true RTP 

rate, the customer receives energy at the utility’s incremental energy cost without restrictions tied to 

a general service rate. Real time pricing is desirable in that the average inmental cost of energy is 
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811 Q: 

812 

813 A: 

814 

815 

816 

817 Q: 
818 

usually lower than the firm tariff rate for most of the time. For those hours where the cost of 

incremental energy is higher than the f” rate, the customer can choose to use another resource or 

some other form of price protection. In the alternative, the customer can ignore short-term price 

variation and simply “ride the rate”, accepting market risk and hoping to come out ahead in the 

long term. 

Another RTP rate design that is less desirable h m  a customer point of view than the ‘ h e  RTP” 

rate, but much improved over the FP&L design, rewards customer load growth and demand-side 

efforts. This is similar to the RTP rate that Publix stores are served under by Georgia Power, and 

we believe is also similar to the RTP rate that Florida Power Corporation has indicated that it will 

be initiating in the next few months. Under the Georgia Power Real Time Pricing - Day Ahead 

(Schedule RTP-DA- 1) rate, the CBL remains set once established. The customer may request a 

change in CBL due to changes in load pattern, such as demand-side efforts wherein a request to 

lower the CBL would result in a lower cost of the firm rate portion of his bill. Load additions, 

however, add to the percentage of RTP the customer may take. 

WHY IS PUBLIX INTERESTED IN REAL TIME PRICING? 

Publix stores have high load factors, using most of their energy during Off-peak hours. Real time 

pricing allows Publix to take advantage of the lower inatmental pricing during those hours. This is 

especially attractive to Publix when a high load factor rate is not available. 

IS IT NECESSARY FOR THE COMMISSION TO ASSURE THE UTILITY THAT IT WILL 
BE REVENUE NEUTRAL WITH RESPECT TO THE RTP CUSTOMER REVENUES? 
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a i 9  

a 2 o A: No. W e  the establishment of a CBL in many RTP rates appear to be in an effort to protect a 

a21 utility fiom reduced revenues, it is particularly unfair to require the RTP customers to make the 

a22 utility whole for load growth at the general service rates. 

a23 Q: WHAT ARE YOUR RECOMMENDATIONS REGARDING RATE DESIGN? 
a 2 4  

a 2 5 A I am recommending that the Commission consider several adjustments to FP&L’s rate offerings. 

a26 

a28 

830 

a32 

a33 

a34 

a35 

a36 

a37 

a38 
039 Q: 

a 4 0  

841 A: 

1) The General Service rates should be designed to recognize the greater efficiencies of the hi& 

load factor customers. The rates should be more reflective of differences in load characteristics 

than simply size, or demand levels. 

2) Discrepancies between the GSDT and GSLDT rates should be removed and the rates should 

allow for savings over the General Service rates at more reasonable levels of OmPeakandOff- 

Peak usage. 

3) The Commission should require FP&L to implement a new Real Time Pricing rate that is either 

a “true” RTP rate or that allows the customer to have the benefit of real time pricing for all load 

pwth. Customers with multiple facilities in the FP&L service temtory should be considered a 

single aggregate load for the purpose of determining the portion of total load that is considered 

load growth. This would allow customers, like Publuc, that expand in multiple locations, rather 

than at a single site, to take advantage of real time pricing. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, it does. 
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Ms. Brown has also developed cost recovery methodologies for least cost 
integrated resource programs, including the effects of demand side management 
programs on interim recovery of fixed costs. She has additionally developed 
innovative rate structures designed to provide perfomance based incentives for 
demand side management performance. 

Ms. Brown has evaluated the effects of capacity and transmission equalization 
under combined utility operations and the allocation of costs under joint dispatch 
arrangements. She has provided expert testimony on the effects of a proposed 
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