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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
DIRECT TESTIMONY OF C. MARTIN MENNES
DOCKET NO. 050045-EI

MARCH 22, 2005

Please state your name and business address.

My name is C. Martin Mennes. My business address is 9250 West Flagler Street,
Miami, FL 33174.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (FPL) as Vice President of
Transmission and Substation.

Please describe your duties and responsibilities in that position.

I am responsible for FPL’s bulk and regional transmission planning, operations,
maintenance, engineering and éonstruction. These responsibilities include
ensuring the reliability and security of the FPL transmission and substation
facilities. FPL plans, operates and maintains its transmission and substation
system to meet the needs of its customers in a safe and effective manner
consistent with reliability standards set by the North American Electric Reliability
Council (NERC), Florida Reliability Coordinating Council (FRCC) and other

applicable reliability standards.

Od
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Please describe your educational background and professional experience.

I graduated with honors from the University of Florida in 1968 with a Bachelor of
Science degree in Electrical Engineering. I eammed a Post-Graduate Certificate of
Proficiency in Electrical Engineering from the University of Miami in 1974, and
completed the Program for Management Development from the Harvard
University Graduate School of Business in 1981. I am a registered Professional

Engineer in the State of Florida.

I began working at FPL in 1968 in the area of protective relay and control
systems. Since then I have held the positions of Manager of System Protection,
Manager of System Operations, Manager of Bulk Power Markets, Director of
Power Supply, Vice President, Transmission Operations and Planning, and Vice
President, Transmission and Substation. On July 1, 2003, I assumed my present

position.

My industry-related activities include serving as the chair of the following
organizations: NERC Performance Subcommittee, NERC Security Coordinator
Subcommittee, and Southeastern Electric Reliability Council (SERC) Operating
Committee (OC). I have represented the transmission owners in my service as
vice chair of the Industry Commercial Practices Working Group and of the NERC
’Market Interface Committee. Presently, I am the Investor Owned Utility
representative to the NERC-OC and chair of the FRCC-OC. I also have worked

on numerous NERC committees and task forces including the Technical Steering
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Committee, Transmission Transfer Capability Taskforce and the Electronic
Information Network Taskforce.

Are you sponsoring an exhibit in this case?

Yes. I am sponsoring an exhibit consisting of 11 documents, CMM-1 through
CMM-11, which are attached to my direct testimony.

Are you sponsoring or co-sponsoring any MFRs in this case?

Yes. I am co-sponsoring the following MFRs:

o B-13, Construction Work In Progress;

e (-8, Detail Of Changes In Expenses;

e (-34, Statistical Information; and

e (C-41, O&M Benchmark Variance by Function.

What is the purpose of your testimony?

The purpose of my testimony is to describe how the Power Systems Transmission
and Substation business unit is providing and will continue to provide FPL
customers a high level of reliable service in a cost effective manner. I will also
address the ongoing need for substantial capital investments to meet customer
growth and maintain FPL’s high level of reliability and the factors giving rise to
Operations & Maintenance (O&M) expense levels over the next few years.

Please describe FPL’s transmission and substation system.

The FPL transmission and substation system is comprised of 6,410 circuit miles
of transmission lines and 537 substations. The FPL transmission system is
designed to integrate all of FPL’s generation resources in a reliable and cost

effective manner to serve FPL’s customers. The transmission and substation
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system is designed and operated to meet NERC, FRCC and other applicable
reliability standards.

Please provide a summary of the performance of FPL’s transmission and
substation system.

Since FPL’s last rate increase in 1985, FPL’s summer peak MW load has
increased approximately two fold. During this period of sustained growth, FPL’s
transmission and substation system has provided FPL’s customers reliable service
in a cost-effective manner. Looking at the more recent seven year period
beginning in 1998 and continuing through 2004, reliability has improved over
60% as illustrated in the graph provided in Document No. CMM-1 which shows
the System Average Interruption Duration Index (SAIDI), a standard industry

measurement, for FPL’s Transmission and Substation operations.

These reliability improvements and enhancements to customer service have been
achieved while still effectively managing costs. As discussed later in my
testimony, the 2006 transmission and substation capital costs will increase.
However, O&M expenses, excluding Regional Transmission Organization (RTO)
expenses, are forecasted to be relatively flat, despite an increase in the amount of
generation resources to be integrated and the increased load that FPL must

reliably serve.
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This excellent overall performance is a direct result of the commitment of FPL’s
management and employees to providing superior reliability and service at a
reasonable cost.

Please describe FPL’s transmission and substation reliability programs and
the results achieved.

The reliability programs are comprised of multiple processes and initiatives
designed in a cost effective manner to avoid generator trips, maintain grid
stability and reduce the average time a customer is without electricity due to
transmission and substation events. The two main processes are the Condition
Assessment Process and Event Response Process. The Condition Assessment
Process’ theme is “Prevention through Prediction.” This process has four main
components: 1) Transmission Line Assessments, 2) Substation Assessments, 3)
Contingency Planning and 4) End of Life Determination. The Event Response
Process is designed to determine the root cause for every unplanned outage of
transmission and substation equipment. Each event is recorded, classified and
analyzed. Subsequently, the results of the analysis are used in the condition
assessment process and incorporated in the design and engineering of future
facilities. The goal of the Event Response Process is to prevent and mitigate
future events (i. e., reduce outage time) as measured and reported by indices such
as SAIDI. SAIDI provides a comprehensive and useful indication of the level of
reliability FPL provides to its customers. [ address the SAIDI Index for
transmission and substation in Document No. CMM-1. Ms. Williams will address

the Distribution SAIDI index.
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Please provide several examples of the major transmission reliability
initiatives that focus on the efficient design, utilization and operation of
transmission facilities.

The following are some examples:

End of Life and Predictive Replacements — This initiative involves replacing
major equipment and facilities using predictive models and the outputs from the
Condition Assessment Process to minimize customer impact and cost while

maximizing asset utilization.

Life Extension Maintenance — This initiative consists of rejuvenation activities
for equipment and facilities that extend the useful life of the equipment. This
initiative, together with other programs such as the Equipment and System
Surveillance and Design Improvements Programs which are discussed below,

comprise the “Prevention of Reoccurrence” programs.

Equipment and System Surveillance — This program is part of the Condition
Assessment activity which includes oil sampling and testing, equipment and
protective system testing, thermovision, climbing inspections and station
assessments which provide information used to preempt equipment or facility

failures.
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Design Improvements — Technological improvements are developed and
deployed which reduce the likelihood of interruptions and mitigate the effects on
customers when interruptions do occur.

Please describe some of the major initiatives implemented by FPL for
improving the reliability of service associated with transmission lines and the
results that have been achieved.

The following are some of the major initiatives:

Vegetation Management — The growth of vegetation into overhead power lines
represents a major challenge to electric utilities. This is particularly true in much
of Florida with the year-round growing season. Transmission and Substation’s
vegetation management program involves trimming and right-of-way clearance
and has two main focuses: System Stability and Customer Impact Reliability.
From the perspective of System Stability, this work focuses on preserving right-
of-way requirements for higher véltage transmission lines (500 and 230kV) that

can affect the entire system. Whereas, the Customer Impact Reliability work

“includes condition assessments of the remaining transmission lines, in order to

determine appropriate maintenance trimming requirements. The results, as
reflected in Document No. CMM-2, indicate that FPL has reduced the level of

vegetation events over the last six years, and thereby improved reliability.

Lightning — FPL’s service territory is one of the highest lightning density

(strikes/square-mile/year) areas in the United States. In order to minimize the
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impact to FPL’s customers as a result of lightning strikes on the transmission and
substation systems, FPL has placed in service a variety of innovative
countermeasures. Document No. CMM-3 depicts the effectiveness of the
countermeasures deployed by FPL. These countermeasures include new design

standards, grounding improvements and better lightning arrestors.

Birds — Transmission and substation equipment outages as a result of bird related
events present a significant challenge. As a result, FPL instituted several
environmentally friendly initiatives to improve this situation. These initiatives
involved design modifications to structures to make them less prone to bird
related events, customized bird discouragers specific to the types of birds in a
particular area and countermeasures that encourage birds to roost on less
vulnerable areas of a structure. As shown in Document No. CMM-4, the
implementation of these initiatives in 2000 has reduced outages related to birds.
Are there other factors that have contributed to FPL’s success in the area of
reliability?

Yes. In addition to continuing to aggressively seek ways to further build upon the
reliability initiatives discussed above, there are various other factors that
contribute to the excellent reliability of service FPL’s customers receive in a cost
effective manner. The efficient operation of FPL’s transmission and substation
systems plays a key role. The performance of FPL’s transmission and substation
operation was recently assessed through an audit conducted by NERC. As a

result of the August 2003 blackout in the Northeastern United States, NERC
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initiated nationwide operational audits. A team that included representatives from
NERC, the Federal Energy Regulatory Comimission and the FRCC participated in
FPL’s audit. The team’s findings were very positive. As reported by The Energy
Daily on May 27, 2004, Mr. Michel Gent, NERC’s President and Chief Executive
Officer, stated that Florida Power & Light had “a nearly perfect” audit. “We were
pleasantly surprised at how well they have taken into account all the issues we
had called attention to.” The findings of the NERC audit including a
recommendation that several FPL practices be adopted as “best practices” for

other NERC members. Among FPL’s recommended “best practices” are:

e The high quality and availability of tools and information on the status of our
system and its generating plants. As stated in the NERC audit report “The
tools that FPL has provided to the system oﬁerators are the latest off-the-shelf
SCADA EMS tools with further customization done in-house to add

additional functionality”;

e Information access and coordination among FPL and the other members of the

FRCC to help mitigate contingencies and improve system management; and

e The effectiveness of our proactive equipment maintenance and testing and

vegetation management programs.

The NERC audit team also found the transmission and substation system group’s

organizational structure is “an advantage to ensure reliability,” allowing “FPL to
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put reliability functions, including transmission planning, system studies and

operations, and even after-the-fact analysis under one management team.”

From an operational standpoint, FPL has had no cascading outages, congestion
overloads requiring implementation of transmission line loading relief procedures
(except in one limited circumstance involving restoration of the transmission and
substation systems following Hurricane Frances), or for that matter, any major
operational event (excluding those due to storms) resulting in customer
interruptions during the past five years.

Are there other factors that have contributed to FPL’s operational
excellence?

Yes. FPL’s operational excellence is also a result of the planning that takes place
years ahead of the operation of the transmission and substation system. FPL plans
the transmission and substation system to integrate FPL’s current and future
planned generation resources with FPL’s forecasted load. The transmission
system must be planned, consistent with NERC, FRCC and other applicable
reliability standards. The system is planned to meet all of these objectives in a
cost effective manner, while at the same time being conscientious about

environmental impacts and the communities in which these facilities are located.

Over the years, FPL has met these planning and operational challenges very
successfully, and has in place an organization and management team with the

experience and expertise to successfully meet these challenges in the future.

10
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Restoration of service after hurricanes is an important issue in Florida.
Please briefly comment on your emergency preparedness.

Extensive plans for rapid and safe restoration of FPL customers’ service have
been developed. These plans undergo continuous testing and refinement based on
critiques following “Dry Runs” ‘conducted each year, as well as analysis of
performance after cach event. This has resulted in the development of processes
that facilitate rapid mobilization of resources during these events. The rapid

mobilization capabilities enable FPL to maintain a high state of readiness.

FPL’s effectiveness in restoring transmission and substation facilities following a
hurricane is also due to the restoration preparedness and processes that go into
action from the period beginning several days prior to landfall, to the time that
landfall occurs. During the period prior to landfall, FPL monitors the track and
intensity of the hurricane. Based on this information FPL forecasts potential
damage assessments, mobilizes crews and prepares materials that may be needed
for repairs. Prior to and during the landfall, FPL personnel are positioned at a
hardened command center to monitor and operate the transmission and substation
system in order to minimize the impact to customers and develop a damage
assessment and restoration plan for transmission and substation equipment. This
provides management the information to priortize transmission and substation
facility restoration, and allows for field crews to immediately mobilize and begin

restoration efforts once working conditions are safe.

11
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These capabilities were particularly important in 2004 during the six week period
in which Hurricanes Charley, Frances and Jeanne struck FPL’s service territory.
The effectiveness of our organization and capabilities is evidenced by the fact that
within approximately two days after each of the three hurricanes struck FPL’s
service area, all affected substations were energized from the transmission system
and ready for service.

What has been FPL’s approach for managing the cost of operating,
maintaining and expanding the FPL transmission and substation system, and
what successes have been achieved in these areas?

As T have discussed previously, Transmission and Substation has been very
successful in continuing to provide reliable service while at the same time
effectively managing O&M costs. FPL’s transmission system expansion process
is designed to continue to meet the needs of load growth in a cost effective
manner consistent with NERC, FRCC and other applicable reliability standards.

This process has in-turn helped FPL reduce the rates charged to its customers.

With respect to Transmission and Substation O&M (excluding costs associated
with the establishment of a RTO), FPL expects a continuation of its history of

effective cost containment as shown in Document No. CMM-5.

With respect to capital costs, FPL’s achievement in keeping costs down while at
the same time serving more customers, integrating greater amounts of generation

and improving reliability is attributable to a number of factors such as:

12
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e Transmission and generation expansion through cost effective integrated
planning;
e The ability to maximize the use of existing facilities through cost efficient
upgrades;

e Excellent operational and maintenance implementation.

What is required to continue to provide reliable service to FPL’s customers
in the future?

The levels of reliability that FPL has been able to achieve are a result of
significant transmission projects and improvements constructed over the past
three decades, upgrades of existing facilities, reliability initiatives and effective
operations. However, transmission capability is becoming exhausted because of
the increasing load, as well as the commitment to integrate an additional five
percent (5%) of generation reserve margin. Therefore, substantial capital
expenditures have become necessary to expand the transmission and substation
system to continue to meet these increased demands and service obligations. As
demonstrated in Document No. CMM-5, FPL invested a total of approximately
$414 million in the transmission and substation system in 2003 and 2004 and
anticipates additional transmission capital expenditures totaling approximately
$534 million in 2005 and 2006. At the same time, to continue to preserve and
upgrade aging facilities, continued O&M expenditures will be required. FPL’s
requested rate increase addresses the costs associated with transmission and

substation facilities necessary to continue to provide reliable service to its

13
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customers consistent with NERC, FRCC and other applicable reliability
standards.

Please provide some examples of FPL projects requiring significant capital
expenditures to expand or refurbish its transmission and substation system
and the need for such projects.

The following are examples of projects requiring significant capital expenditures:
Dade - Overtown 230kV Line: Load in the downtown Miami area continues to
increase. The increased load exceeds the capacity of the transmission network
serving the downtown Miami area. As a result, under certain single contingencies
of a cable failure, a large portion of the Miami downtown area could experience
rotating outages for a period of up to several months until repairs or replacement
of the damaged cable can be completed. The total cost of this project is estimated

at $16.2 million and it is scheduled to be completed by the summer of 2005.

Conservation — Oakland Park 230kV Line: Lo;d in the Oakland Park area of
Broward County continues to increase. This area is in large part served from two
138kV lines from the Sistrunk substation, which in-turn is sourced from a 230kV
cable from the Port Everglades switchyard. In the case of a single contingency
failure, overload conditions on the remaining transmission lines in the adjacent
area and low voltage conditions could occur, resulting in the need to interrupt
electrical service to customers. The total cost of this project is estimated at $17.7

million and is scheduled to be completed by the winter of 2005/2006.

14
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Cortez - Johnson 230kV Line: Load continues to increase in the Manatee
County area of southwest Florida. This increase in load causes the capacity of the
transmission network serving this area to be exceeded. Under single contingency
conditions, overloads on the remaining transmission lines in the adjacent area and
low voltage conditions could occur, resulting in the need to interrupt electrical
service to customers. The total cost of this project is $7.1 million and it was

completed in the summer of 2003.

Collier — Orange River #3 230kV Line: Load continues to grow in the Collier
County area. If this project is not constructed or is deferred, several contingencies
could cause overloads and low voltages in the Collier — Alico — Orange River
area. The total cost of this project is estimated at $23.4 million and it is scheduled

to be completed by winter of 2005/2006.

Capacitor Banks: The installation of capacitor banks provide for voltage
reliability at various locations throughout the system. The total cost of projects
associated with capacitor banks between 2003 and 2005 is estimated at $20.9

million.

Southern Palm Beach 230kV Injection: Tremendous load growth continues in
the south Palm Beach County area. This load growth is driven by the planned
commercial and residential growth. Additional transmission capability will be

required to reliably serve the increasing load. This project will increase the

15
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transmission capability in the southern Palm Beach County area by building a
new 230 kV transmission line from the Corbett to Germantown to Yamato
Substations. FPL plans to complete this project by the summer of 2006. If this
project is not built or is deferred, there are several instances in which a single
contingency may cause significant overloads and low voltages in the Germantown
area that could affect service to customers in this area. The total cost of this

project is estimated at $27.3 million.

Bunnell — Pringle 230kV line: As a result of new commercial buildings and
residential communities the load growth in the Flagler and St. Johns Counties will
require the addition of new substations. The construction of a new Bunnell —
Pringle 230kV transmission line by the winter of 2006 is required to provide
transmission service for these new future substations. The total cost of this

project is estimated at $6.3 million.

Transmission Infrastructure Refurbishment: Inspection of transmission
facilities identified through reliability programs or following an outage event has
identified follow-up refurbishment work required to keep these facilities
serviceable. These refurbishments involve all types of components associated
with the transmission system such as cross arms, insulators, overhead ground
wires, poles and splices. For the 2003 through 2006 time frame, FPL plans to
spend a total of approximately $34.4 million on this refurbishment and

replacement work.

16
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500 kV Line Re-insulation: Major sections of the 500 kV line insulation
systems associated with the first 500 kV facilities constructed in the late 1970s to

early 1980s are approaching the end of their useful life.

Failure of any of these insulators could be critical to the reliability of the system;
therefore, preemptive replacements are required. As shown in Document No.
CMM-6, the total cost of replacing insulators associated with the 500 kV lines is
estimated at $52.1 million. From 2003 through 2006, FPL expects to have

incurred a total of $15.6 million in replacing these insulators.

Capital Equipment and Facility Replacement: As the aging fleet of
transmission and substation equipment such as transformers, breakers, capacitor
banks and transmission lines approach the end of their useful life FPL optimizes
the replacement process with respect to interruption avoidance, resource
allocation, and asset utilization. The graphical representations in Document Nos.
CMM-7 and CMM-8 provide data regarding the age of FPL’s fleet of

transformers and transmission lines.
Typically, failures associated with transformers occur either initially (i.e., first

two years of life) or after about thirty years of use. Based on the information

contained in Document No. CMM-7, FPL currently has 536 transformers that are

17
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thirty years or older in age, and thus are near the end of their useful lives and will

need to be replaced.

With respect to transmission lines, many were installed over three decades ago as
reflected in Document CMM-8. Many of the older poles associated with these
lines, although still having various degrees of useful life, have begun to
deteriorate because of weathering and will require replacement in the coming

years.

Replacement and refurbishment of aging transmission and substation equipment
minimizes service interruptions to customers. The total cost of replacement of
aging transmission and substation equipment for the period from 2003 through
2006 is projected to be $173.3 million.

Previously, you mentioned that in planning for the expansion of the
transmission and substation systems, FPL needed to be conscientious about
environmental impacts and the communities in which these facilities are
located. Are these requirements resulting in increased costs?

Yes. Issues associated with environmental impacts and acceptance by
communities in which new facilities will be located are becoming more
contentious and time consuming, and are resulting in some cases in increased
costs of transmission and substation facilities. For example, the total typical cost
of a distribution substation has increased substantially from 1997 to 2006. While

the structural and electrical cost increases associated with distribution substations

18
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have been minimal over this period, the site preparation costs have been
increasing rapidly. The average cost associated with preparation of new
distribution substation sites has more than doubled from 1997 to 2006, because of
added difficulty in obtaining permits, pressure to upgrade existing sites that are
being expanded, and the increased resistance to siting substations,. Document
No. CMM-9 shows the increasing trend in the cost of preparation of distribution
substations sites during the 1997 to 2006 period.

What are some of the major components associated with transmission and
substation O&M costs, and what is the principle driver of the increase in
O&M costs in 2006?

There are a handful of major components associated with O&M in year 2006 that
account for approximately three quarters of the total O&M costs, absent RTO
costs. First, in order to maximize the life of major transmission and substation
equipment, proper and timely maintenance is required. As the average age of our
facilities and equipment increases; the O&M challenges increase. FPL addresses

these challenges through the Condition Assessment Process, which was

~previously discussed, and follow-up component repair or replacement and life

extension maintenance. Also contributing to O&M cost is the Event Response
and Restoration Process. Additionally, extensive inspection, maintenance and
filing requirements imposed on FPL by agencies result in O&M costs. Other
significant drivers for O&M are relay maintenance, SO0KV line projects and

vegetation management.

19
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The Transmission and Substation O&M budget also includes approximately $59
million in 2006 for costs associated with incremental GridFlorida RTO charges to
FPL. The GridFlorida charges are the principle driver of the increase in
forecasted O&M cost in 2006. As can be seen in Document No. CMM-5, absent
RTO costs; O&M levels are forecasted to be relatively flat.

What is GridFlorida and how will FPL incur charges from GridFlorida?
GridFlorida is the proposed RTO for Peninsular Florida. As stated in the Florida
Public Service Commission’s (FPSC) Order Finding Proactive Formation of
GridFlorida Prudent and Requiring the Filing of a Modified GridFlorida Proposal,
Order No. PSC-01-2489-FOF-EI issued December 20, 2001, GridFlorida will be
an independent entity that will operate the transmission system and serve as the
Security Coordinator for the FRCC in peninsular Florida. GridFlorida will also
operate the wholesale energy markets in peninsular Florida and manage
transmission congestion. FPL will be required to buy transmission service from
GridFlorida to serve our customers and GridFlorida will charge FPL for this
transmission service. These charges will be only partially offset by GridFlorida’s
payment to FPL for the use of FPL’s transmission system. The remaining charges
will be incremental transmission costs to FPL.

What are the costs components that make up these incremental GridFlorida
charges to FPL?

As shown in Document No. CMM-10, there are three primary cost components
that comprise the incremental GridFlorida charges to FPL: start-up costs, annual

operating costs, and cost shifts. The amounts included in the start-up and

20
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operating cost components represent an estimate of FPL’s share of GridFlorida’s

annual revenue requirements for these activities.

The start-up costs represent the estimated costs associated with starting such a
large organization. These costs include infrastructure development and
purchasing equipment and software. The second set of costs is the estimate for
the operation of the GridFlorida RTO. These costs involve salaries and benefits

of employees, and other annual variable costs.

The third cost component is cost shifting. The major cost component affecting
the estimated cost shifts to FPL is the five year phase-in of revenue requirements
associated with the Florida Municipal Power Authority and Seminole Electric
Cooperative’s existing transmission facilities located in FPL’s zone into the rates
charged to FPL. Also, the inclusion in GridFlorida rates of 100% of the revenue
requirements of all new transmission capital additions results in cost shifts. As a
result, FPL’s customers will be responsible for a portion of the revenue
requirements associated with the transmission facilities of all the other
transmission owners participating in the RTO.

What is the basis for the estimate of these costs?

The GridFlorida start-up and operating costs for the first year are developed from
estimates provided by the Accenture Group that were filed with the Commission
in Docket No. 020233-EI on March 20, 2002. The subsequent years’ estimates

are based on an escalation of the first year cost using cost information from other
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RTOs. The cost shift estimates were prepared by the GridFlorida pricing
workgroup from data provided by the stakeholders during 2004.

Does FPL expect the incremental RTO costs to increase over time?

Yes. They are forecasted to increase from $59 million in 2006 to $148 million in
2010 for an average annual cost of $104 million over that five year period.
Therefore, FPL is requesting $45 million as a company adjustment to account for
the difference between the $59 million and the $104 million average. Mr. Davis
has included the $45 million as a company adjustment in his testimony.

How do these start-up and operating cost estimates compare to other RTOs?
It is somewhat difficult to make such a comparison because of issues such as on-
going capital expenditures that are in addition to start-up costs, debt acquired by
the RTOs from time-to-time to pay for both capital and operating costs, and the
RTOs annual revenue requirement recovery mechanisms. However, based on a
review of available information, GridFlorida’s 2010 annual operating costs,
totaling $160 million, are estimated to be in line with the 2004 operating costs of
RTOs such as the ERCOT ISO, ISO New England, New York ISO and Midwest
ISO, as shown in Document No. CMM-11. As can be seen, all four of the RTOs’
costs increased materially from 2003 to 2004. It is also important to note that the
costs of the RTOs discussed above were initially estimated to be much less. Also,
the GridFlorida market approach to congestion management could result in
additional costs to FPL’s customers. As such, there is the potential that
GridFlorida costs may increase over time significantly above those estimated

above.
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Please summarize your testimony.

FPL’s performance in providing superior levels of reliability for its transmission
and substation systems in a cost effective manner has been commendable. The
multiple initiatives undertaken as part of FPL’s transmission and substation
reliability plan coupled with FPL’s operational implementation have resulted in
achieving high levels of performance. This level of performance has been
achieved without significant cost increases. However, FPL has in many
circumstances exhausted the potential to increase transmission and substation
capability from the existing system, and load growth requires FPL to continue to
expand the transmission and substation system. Also, aging facilities require
refurbishment and replacement. Finally, due to the RTO costs, Transmission and
Substation O&M costs will increase in 2006. The requested rate increase is
needed to maintain FPL’s current high level of reliability in accordance with
national and regional reliability standards.

Does this conclude your direct testimony?

Yes.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
REBUTTAL TESTIMONY OF C. MARTIN MENNES
DOCKET NO. 050045-E1, 050188-EI

JULY 28, 2005

Please state your name and business address.

My name is C. Martin Mennes. My business address is 9250 West Flagler Street,
Miami, FL 33174.

Did you previously submit direct testimony in this proceeding?

Yes.

Are you sponsoring an exhibit to your rebuttal testimony?

Yes. I am sponsoring an exhibit consisting of one document, CMM-12, which is
attached to my rebuttal testimony.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to two basic contentions made
by a number of intervenors. First, various intervenors claim that the status of
GridFlorida is uncertain and, therefore, it is premature to seek recovery of
GridFlorida costs. Second, intervenors assert that projected GridFlorida costs for
2006 are not known and measurable and should be denied. Both assertions are

1naccurate.

N
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Ms. Merchant (OPC), Mr. Stewart (AARP), Ms. Brown (FRF) and Mr.
Kollen (SFHHA) argue that the status of GridFlorida is uncertain and that it
would be premature or speculative to allow FPL to recover these costs. Do
you agree?

No. While I would not attempt to speak to whether an expense is appropriate for
a specific test year from a regulatory accounting or regulatory policy perspective,
GridFlorida remains on track for implementation. GridFlorida will impose
substantial incremental costs on FPL as early as 2006, and FPL must be assured

that these costs will be recovered.

Beginning with FERC’s call for Regional Transmission Organizations (RTOs)
back in the late 1990s, and continuing through this Commission’s hearings and
workshops on various GridFlorida topics, the issues surrounding GridFlorida
implementation have been advocated and discussed by the GridFlorida
Companies and numerous stakeholders, including the Office of Public Counsel,
and these issues remain active and pending before this Commission. In the initial
GridFlorida proceeding, the Commission determined in Order No. PSC-01-2489-
FOF-EI issued December 20, 2001, that the formation of GridForida pursuant to
FERC Order No. 2000 was prudent and ordered FPL and the other GridFlorida
Companies to file with the FPSC a modified GridFlorida structure that uses an
independent system operator (ISO). The GridFlorida Companies complied with

the Commission’s order requiring the filing of an ISO structure for GridFlorida as
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well as a subsequent FPSC order issued on September 3, 2002 in Docket No.
020233-EI that required the Companies to file a proposed market design. The
GridFlorida Companies, including FPL, have stated since the initial RTO filings
with FERC in 2000, and consistent with FERC requirements, that GridFlorida
could be in place and operating within a year of regulatory approval.
Consequently, FPL must still plan for implementation of GridFlorida as early as
2006.

What comments do you have regarding the allegation that the cost estimates
associated with GridFlorida are not known and measurable?

This argument is raised by Ms. Merchant (page 27) and restated in various forms
by the other intervenor witnesses. Undertaking an initiative such as GridFlorida
necessarily will require some assumptions as to the projected costs and a decision
to proceed based on a reasonable estimate of those costs. I believe that FPL’s
projections are reasonable. FPL’s estimates of the start-up and operating costs for
the first year (2006) of GridFlorida are based on the start-up and operating costs
developed by the Accenture Group and filed with the Commission in Docket Nos.
001148-EI and 020233-El, escalated using a conservative inflation factor. The
Accenture study is a substantive and detailed study that comprised almost an
entire three inch binder. As I stated in my direct testimony, subsequent year costs
were developed based on an escalation of the first year costs using cost
information and trends from other RTOs. More specifically, an average cost per

unit of load was calculated for several existing [SOs/RTOs and those averages
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were applied to the load of the FRCC to estimate the GridFlorida on-going
operating costs. Document CMM-12 shows that the operating costs estimated for
GridFlorida on a per unit of load basis for the 2009 and 2010 time frame are in
line with the 2003 and 2004 operating costs on a per unit of load basis of RTOs
such as ERCOT, ISO New England and New York ISO. With respect to the cost
shift estimates, as recognized by Ms. Brown, these estimates were prepared by the
GridFlorida pricing workgroup from data provided by the stakeholders during

2004.

I don’t believe FPL could reasonably be expected to proceed with the
implementation of GridFlorida, which will impose substantial costs on FPL, with
no opportunity for cost recovery until the actual costs are precisely known and
measured, as Ms. Brown and others suggest.

Has there been any update of the estimated costs for GridFlorida since you
filed your Direct Testimony?

Yes. On April 27, 2005, preliminary GridFlorida cost-benefit findings were
released by ICF. Subsequently, on May 23, 2005, the Commission held a
workshop in which ICF presented the final cost and benefit findings with the
understanding that two additional sensitivities remained to be completed and the
final report would be subsequently provided. Though FPL believes that ICF’s
cost estimates associated with GridFlorida are understated, the total ICF cost

estimates are in line with those submitted in my Direct Testimony.
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Q. Does this conclude your rebuttal testimony?

Yes.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
DIRECT TESTIMONY OF GEISHA J. WILLIAMS
DOCKET NO. 050045-EX

MARCH 22, 2005

Please state your name and business address.

My name is Geisha J. Williams. My business address is Florida Power & Light
Company, 9250 W. Flagler Street, Miami, Florida, 33174.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (FPL or the Company) as
Vice President, Distribution.

Please describe your duties and responsibilities in that position.

I am responsible for the planning, engineering, construction, operations,
maintenance, and restoration of FPL’s distribution infrastructure.

Please describe your educational background and professional experience.

I have a Bachelor of Science degree in industrial engineering from the University
of Miami and a Masters of Business Administration from Nova Southeastern
University. I joined FPL in 1983 and have served in a variety of positions in
distribution operations, customer service, and marketing. I have been Manager of
Commercial/Industrial Marketing, Regional Manager of Customer Service, and
Manager of External Affairs. I also am a member of the Dean’s Advisory

Council for the College of Engineering at Florida International University, a
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member of the Association of Edison Illuminating Companies’ Power Delivery
Committee, a member of Leadership Florida Class XXIII, a former Commissioner
of the 11th Circuit Judicial Nominating Commission, and a former director of the
Florida Chamber of Commerce Management Corporation.

Are you sponsoring an exhibit in this case?

Yes. I am sponsoring an exhibit consisting of three documents, GJW-1 through
GJW-3, which are attached to my direct testimony.

Are you sponsoring or co-sponsoring any MFRs in this case?

Yes. 1am co-sponsoring the following MFRs:

e B-13 - Construction Work in Progress

e B-24 —Leasing Arrangements

e (-8 - Detail of Changes in Expenses

e C-15 - Industry Association Dues

e (-34 —Statistical Information

e E-7 - Development of Service Charges

What is the purpose of your testimony?

The purpose of my testimony is to describe the superior reliability and customer
service, and the effective cost management provided by the Distribution business
unit (Distribution) to FPL customers. I will also discuss the upward cost

pressures on Distribution and their impact on the 2006 forecast.
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RELIABILITY
Can you describe Distribution’s reliability program and its results?
The program is comprised of multiple initiatives designed to reduce the average
time a customer is without electricity and to sustain these improved results.
Improvements are sought to both prevent outages from occurring and to minimize

outage time if an outage does occur.

Distribution employs a centralized organization to provide a coordinated system-
wide approach to reliability. This organization identifies, analyzes and prioritizes
causes of past interruptions, targeting causes that would yield the largest customer
benefits. An integrated set of initiatives has been designed to address the greatest
arcas of opportunity to further improve reliability. A summary list of the
initiatives is provided in Document No. GJW-1 of my testimony. The
effectiveness of each initiative within the program is evaluated on an ongoing
basis and resources redeployed as necessary to maximize overall performance

results.

As can be seen in Document No. GJW-2 of my testimony and the following

summary, results have been impressive. Since 1998, there have been significant
improvements in FPL’s reliability such as:

— A reduction of more than 30% in customers’ average annual outage

time. The standard industry performance metric for this is the System

Average Interruption Duration Index (SAIDI). SAIDI encompasses

both the average frequency of outages and their average duration and,
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therefore, is the most relevant indicator for customers. For 2003 and
2004 FPL’s results were the best in the State. Further, based on the

Edison Electric Institute’s (EEI) 2003 Reliability Report, FPL

Distribution’s performance ranks among the industry leaders and is
50% better than the industry average.

— A reduction of more than 20% in the average annual number of
outages that a customer experienced. The industry standard
measurement for this “frequency” element is the System Average
Interruption Frequency Index (SAIFI).

— A reduction of more than 10% in the average time it takes to restore a
customer’s power if an outage does occur. This “duration” element is

measured by the Customer Average Interruption Duration Index

(CAID).

It should be noted that this excellent performance has been achieved while base
rates have been reduced by more than 15% since 1998.
Please provide some examples of the reliability initiatives.

Vegetation Management ~ Vegetation growth into power lines represents one of

the top causes of customer interruptions and is a particular challenge in Florida
due to the year-round growing season. FPL has always had a program in place for
vegetation management, but beginning in 1997 Distribution has significantly
enhanced it. In 2004, Distribution trimmed vegetation from 9,300 miles of line.

This represents about 1,800 more miles (almost a 25% increase) over the 7,500
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miles trimmed in 1998. We estimate this has meant avoiding about 1 million
customer interruptions annually. We are currently on a 3-year cycle for all
feeders and are accelerating the pace for laterals. We have also achieved
additional outage reductions by moving to a circuit-clearing practice whereby we

trim all feeders and laterals associated with a given substation at the same time.

Cable Rehabilitation — Another significant cause of interruptions has been

underground cable failures. Since 1998, about 2,400 miles of direct buried feeder
and lateral cable have been rehabilitated either by injecting the cable with silicone
which extends its life or, when injection was not an option, by replacing the cable.
We have determined that once a section of cable experiences a couple failures
replacing or injecting the cable is the best way to avoid increasingly frequent
outages. We estimate this program has avoided more than 47,000 customer

interruptions since 1998.

Automated Feeder Switches — This program started as a pilot in 2001 with the
first significant deployments in 2002. It consists of installing, operating and
maintaining remotely—controlled automated switches which isolate faults by
segmenting lines into smaller sections. The result is that fewer customers are
affected by any given fault thereby reducing the overall number of customers
interrupted. To date, more than 300 switches have been deployed with

approximately another 400 planned for installation by 2006. Even though this is a

~J
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relatively recent program, we estimate that almost 140,000 customer interruptions
have already been avoided.

What benefits has Distribution seen from reliability research and
development efforts?

Distribution continuously works on developing and evaluating a number of new
innovative technologies. I will discuss a couple of these that are aimed at

addressing equipment failures, a significant cause of outages.

Partial Discharge Testing — This diagnostic tool used for testing underground

cables to identify existing or potential locations of faults has already yielded
substantial cost savings. FPL has been an early adopter of this emerging
technology which we have successfully employed in two ways. First, to
determine the extent of work needed to repair a cable or splice after a failure.
Previously, the solution was to replace the entire cable. But, as a result of the
more precise diagnosis, we have saved approximately $5 million by replacing
only the sections needed. Second, we have used the tool on a preventative basis
to test cables to see if they are vulnerable to failure. We have saved about $8
million so far by avoiding replacement of cable sections that should have been at

their end of life based on age but were found to still be functioning adequately.

Lightning Protection and Predictive Modeling — We are studying ways to

minimize the impact to customers of lightning by developing enhancements to

make our facilities more resistant and by better prediction of weather events.
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These measures should reduce the number of interruptions, restoration time and
associated cost. The Lightning Protection Standards project is designed to search
for enhanced construction or other protection schemes. The data collected thus
far by triggering strikes on a de-energized line section enabled us to develop a
computer model which simulates the impact of lightning in multiple framing and
operating conditions. Initial results indicate that in most cases our existing
protection and framing standards are adequate for nearby strikes, but cannot
withstand a direct strike. We are also working to enhance our lightning location
and timing forecast modeling which should increase the effectiveness of our
service centers in allocating resources. We have already improved forecast
accuracy by establishing correlations and statistical equations between lightning
occurrences and various weather parameters such as; wind flow speed, direction
and temperature, moisture, and convection. We plan to continue refining the
model by incorporating additional specialized parameters from the National
Weather Service.

Given the success of Distribution’s reliability program, what are your plans
going forward?

We continue to aggressively seek ways to further improve reliability to our
customers. An example of the difficult challenges we face is reducing vegetation-
related interruptions. First, some customers refuse to permit pruning or removal
of trees which interfere with the lines, thereby delaying or preventing necessary
work. Ensuring safer and more reliable operations in these circumstances will

require closer community and developer involvement to address current situations
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and avoid future problems through better landscape design. Second, even though
the number of customers affected by tree-related interruptions has been reduced,
additional resources need to be applied to avoid outages on lateral lines. As
mentioned before, this requires increasing the frequency of trimming these
circuits. Therefore, it is necessary and prudent to make further significant

incremental investments in our vegetation management program.

We will also continue to perform proactive analysis to identify any worsening
trends for any of our infrastructure components and take the appropriate
mitigation steps. Additionally, we will continue to improve our inspection and
predictive modeling programs. Finally, our Model Feeder initiative will allow us
to continue optimizing the configuration of feeders we construct.

As was evident from the unprecedented 2004 season, restoration of service
after hurricanes and tropical storms is an important issue in Florida. Please
comment on your emergency preparedness and the 2004 restoration results.
Many records were established during 2004’s storm season. This was only the
second time in recorded history that four hurricanes have struck a single state in
one year — and the last time was 120 years ago. Also, three hurricanes have never
previously made landfall in FPL’s service territory in one year. And, to our
knowledge, the 2.8 million outages associated with Hurricane Frances were the
most ever experienced by a single utility in U.S. history (only four other utilities
have that many customers). The storms impacted virtually every part of our

27,000 square mile service territory, requiring 5.4 million customer restorations.
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More than 3.1 million, or 75%, of our 4.2 million customers were affected at least

once.

FPL has developed, and continuously hones, comprehensive contingency plans
for rapid and safe restoration of customers’ service. These plans are thoroughly
tested and refined through annual “dry run” exercises and by performance
analysis after each event. FPL’s primary mission is to safely restore the greatest
number of customers in the least amount of time so that the communities we serve
are able to return to normalcy as rapidly as possible. Our many years of
experience have shown that extensive planning, training, process discipline, on-

site management teams’ expertise, and scalable implementation are critical.

The 2004 restoration results demonstrate that by consistently and flexibly
applying our restoration strategy we successfully achieved our primary mission.
Over 75% of the affected customers were restored by the third day after each
storm. We were able to effectively manage as many as 13 staging sites per event
and coordinate up to 16,700 personnel — both of which were substantially more
than in any prior restoration. While in recent times FPL has experienced a
number of lesser hurricanes, only once did we have to restore in the wake of a
major hurricane, Hurricane Andrew in 1992. However, in 2004, we experienced
the landfalls of two major hurricanes and one category two hurricane within six
weeks. In spite of the challenges, we completed restoration from all these storms

in two weeks or less, as compared to more than one month for Andrew. Based on
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these outcomes, we believe that our emergency restoration response plans,
processes and implementation proved to be highly effective and significantly

exceeded all past performance.

FPL is recognized as an industry leader in storm restoration. We have been
visited by numerous other utilities desiring to learn and implement our processes
and practices. Further validation of this expertise is the industry awards we have
received. FPL has received EEI awards for its emergency response performance
three times in the past four years. First, in 2000, we received the Emergency
Response Award for our performance during Hurricane Irene, which affected 1.4
million customers. Secondly, in 2003, FPL was recognized with the Emergency
Assistance Award for our efforts in supporting Dominion Virginia Power during
Hurricane Isabel. And again this year, our industry-leading performance was

recognized with the 2004 Emergency Response Award.

CUSTOMER SERVICE

In addition to the customer benefits resulting from excellent reliability and

restoration, please describe some of Distribution’s other initiatives aimed at
delivering continuously improving customer service.

Distribution is very focused on providing our customers with dependable service
delivered in a responsive and caring manner. We recognize that any power
outage, whether due to a hurricane, a thunderstorm, new infrastructure

construction, system maintenance, or some other cause, is a source of
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inconvenience and stress for customers. For this reason, we have identified key
customer issues, developed solutions, and implemented many initiatives that have
boosted the effectiveness of our customer service, particularly in the arcas of
communications and process performance. To support these enhancements, we
have also implemented many significant new information systems.

Regarding customer communications, what measures has Distribution
undertaken to ensure effective performance in this critical area?

One prime example is providing better information to our customers when they
experience an outage. FPL was an industry pioneer in providing customers with
immediate Estimated Time of Restoration (ETR) for service when a customer

calls to report an outage.

In creating the ETRs, FPL uses sophisticated computer simulations that analyze
the pattern of calls received to determine what type of facility is likely affected
and uses those results to create the estimate. Some of the factors that are
evaluated are historic requirements for the specific type of repair, crew workload,
time of day, season, and geographic location. To provide customers further
flexibility, they can receive this information either through FPL’s voice response
unit (VRU) or by speaking directly with a care center representative. Once repair
personnel arrive and assess the situation, an updated estimate is communicated to
our dispatch center if necessary. If a customer desires, they are automatically
called back with an update whenever the new estimate varies from the original by

more than one¢ hour (either up or down). Other information provided includes the
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outage cause, number of customers affected, and damage found. Customers are
also called back after the work is complete to ensure that their power has been

restored.

We continue to work to improve the quality of both the estimates and the delivery
mechanisms. The tables used for the estimates are routinely updated to reflect
anticipated performance based on history, so that the estimates will be as accurate
as possible. Currently, in excess of 80% of our trouble tickets are being restored
within the targeted one hour of the ETR time — an overall excellent level of
accuracy. Also, the VRU and screens used by the care center representatives have
undergone substantial redesign to ensure consistency, the use of customer-friendly
terms, and to include additional information and scripting regarding issues such as
the crew’s status, outage cause, ETR updates, and area-specific emergency
messages. Finally, like other care center processes, random samples of
interactions with customers are monitored and evaluated to ensure proper quality
control and performance.

Since excellent customer service relies on consistent process performance,
how do you ensure FPL is delivering on this throughout the service territory?
FPL has always focused on continuous improvement in this area. To build on
previous advancements, we have launched a program called “Model Area.”
Initiatives in this program target standardizing field process delivery to improve
productivity, meet customer commitments, and keep customers fully informed

along the way. Assessments are conducted to provide area-level reviews of
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compliance with established field processes. Hundreds of process steps are
evaluated and training is conducted to reinforce areas of good performance and
address any needed enhancements. Development and refinement of computer
systems provide critical support for this program.

Can you further explain the role technology is playing in delivering enhanced
customer service?

Yes. Distribution has made, and continues to make, substantial investments to
expand our existing computer systems’ capabilities to provide customers better,
more efficient service and information. We are nearing completion of a
comprehensive program implementing several major new systems. For example,
we have installed a new data and voice radio communication system. This system
helps to eliminate delays in the movement of service restoration crews throughout
our service territory and provides more complete coverage allowing mobile data
terminals to be used system-wide. The value of these capabilities has been
demonstrated in the past and was again evident during the 2004 storm
restorations. Crews who moved from one end of the state to the other could

immediately go to work without the delays previously required to reprogram

radios and mobile terminals.

A new Work Management System was implemented providing the ability to
manage and measure all work from a single system with resource management
tools. This system improves resource utilization through enhanced scheduling to

better meet customer commitments. Cumulative cost savings since 2003 have

13
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been almost $30 million from increased crew productivity and reduced third-party

contracting.

A companion system is the Mobile Work Management System. This paperless
system allows field crews to receive, update and complete work using laptops in
their trucks. Approximately 250 crews are using the system and over 30,000
work requests have been completed to date using this tool. 2004 savings were in
excess of $2 million. Productivity gains are derived from increasing available

work time by reducing travel, administrative and technical support time.

Additional examples of new or upgraded systems are:

~ The new Asset Management System which houses records of all
existing and proposed facilities with their precise location and other
relevant information displayed in a geographical format. Besides daily
operational benefits, direct savings are expected from reduced drafting
labor costs.

~ The new Routine Work Management System distributes work orders
to the field metering department via hand-held devices. It
automatically schedules work based on crew workload, work area, and
the closest personnel to the job. This increased productivity enhances
our ability to meet customer commitments for repairs and has already
saved about $2 million. Savings are driven by more efficient connect

and disconnect performance and decreased dispatcher time.

14
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— The new Distribution Management System 1is currently being
implemented and will provide a real-time computer model of the
distribution network to Dispatch Center operators. Information
currently tracked on wall-mounted “trouble boards” will be electronic
and accessible from any location via FPL’s intranet. In addition to
operational improvements, future savings are expected from dispatch

labor reductions.

All of these measures, and additional planned system enhancements, are
substantially improving efficiency, process consistency and customer
communications and help provide savings to offset other cost requirements.

Have these actions resulted in improved customer service?

Yes. Since 1998, there has been a reduction of about 55% in logged service
quality-related customer complaints per 1,000 customers.

You have previously mentioned safety in conjunction with other issues.
Would you comment on Distribution’s worker safety performance?

Yes. FPL considers safety to be integral to effective operations. The superior
reliability and customer service discussed above have been delivered while
maintaining a continual focus on worker safety. In fact, Distribution is currently
posting our best safety performance on record. As a result of concerted and
sustained efforts, we have achieved about a 45% improvement since 1998 in the
Occupational Safety & Health Administration’s (OSHA) industry-standard metric

of reportable injuries per 200,000 man-hours. The absolute number of injuries
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has declined by almost 40%. This achievement is even more impressive given the
requirements of performing three back-to-back-to-back hurricane restorations in

2004.

The main reason for this dramatic improvement is our commitment to the “Total
Safety Culture”. This program involved establishing a partnership with
employees to institute an environment where actions are guided by the principles
of trust, open communication, mutual respect, and actively caring. Some of the
specific actions involved are crew visits to ensure compliance with safety rules,
peer-to-peer observations and coaching, plus constant communication of the
safety plan with monthly themes. Distribution continues to enhance and refresh
the program. New initiatives such as the recent “Make the Right Choice — Work
Safe” campaign serve to constantly reinforce the need for everyone’s continued

commitment to safety principles.

2006 DISTRIBUTION COSTS

- Please discuss your recent and forecasted capital expenditures.

Document No. GJW-3 shows that the required capital investment in the
Distribution infrastructure is forecasted to be about $1.8 billion between 2002 and
2006. These capital expenditures are primarily driven by customer growth,
reliability initiatives, and infrastructure restoration and maintenance. Customer
growth is by far the largest factor, accounting for about 65% of the capital

investment. Every year, since 2002, FPL has been adding in excess of 100,000
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new service accounts, the size of an entire small utility, and that level is forecast
to continue through 2006. Accommodating this growth requires investment not
only for the hook ups of individual residences and businesses, but also for
capacity upgrades to the upstream network such as new feeders and related
equipment, and for other supporting infrastructure such as street lights. The
second major investment requirement is for reliability improvements, the
customer benefits of which have been described earlier in my testimony. These
initiatives account for about 15% of expenditures. As shown in Document No.
GJW-1, there are a number of different initiatives, but the heaviest capital
requirements are related to the Cable Rehabilitation and Automated Feeder
Switching initiatives. The last major driver is restoration and maintenance which
combined account for about 15% of spending. The remaining expenditures are
for relocations of facilities, vehicle acquisition, and multiple other smaller
requirements.

Please comment on Distribution’s recent and forecasted Operations &
Maintenance (O&M) costs.

As shown in Document No. GJW-3, Distribution has been able to largely offset
increased O&M costs in past years through cost management efforts. The result
has been a relatively modest total rise of less than 5% (less than 1% per year) for
the period of 1998 through 2003. If this trend were carried forward from 2003,
the forecasted 2006 O&M requirement would only be slightly above the projected
trended level in 2006. This somewhat higher amount is because Q&M

requirements are forecast to exceed Distribution’s mitigation capabilities by a
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greater extent. Forecasted O&M increases are largely driven by various reliability
initiatives previously discussed in my testimony such as vegetation management

lateral trimming and Model Feeder.

SUMMARY AND CONCLUSION

Please summarize your testimony.

Distribution is responsible for the planning, engineering, construction, operations,
maintenance, and restoration of FPL’s distribution infrastructure. Distribution
continues to improve its excellent delivery system reliability performance. FPL’s
customers benefit from low service unavailability (stated as the average amount
of time a customer is without electricity per year). In fact, 2004 performance,
which was more than 30% better than 1998, is the best in Flbrida, ranks among
the industry’s top performers, and is 50% better than the 2003 industry average.
This performance has been achieved even while base rates, since 1998, have been

reduced by 15%.

Distribution has continued to search for and implement enhancements to customer
service. The cumulative success of these initiatives has resulted in a reduction of

about 55% in logged service quality complaints filed with the Commission since

1998.

This reliability and customer service performance has been delivered while
maintaining a continual focus on safety. In fact, Distribution’s current safety

performance is the best on record. The OSHA rate has improved by 45% since

18



10

11

12

13

14

15

16

17

18

19

234

1998 and the number of injuries has declined by almost 40% during the same time

period.

All of these operational improvements have been achieved while still effectively
managing costs. Historical O&M increases have been contained to about 1% per
year from 1998 through 2003 and are forecast to increase only modestly above
this pace by 2006. As in the past, capital investment requirements are forecast to
continue to increase at a measured pace, mainly to fund construction of the
infrastructure necessary to serve ongoing customer growth and to continue

delivering excellent reliability.

Distribution has delivered excellent balanced performance resulting in substantial
benefits to customers. This has been achieved as a direct result of Distribution’s
management and employees committing to safely provide superior reliability and
customer service at a reasonable cost. FPL’s ability to continue the commitment
to delivering this level of performance to our customers requires the increased
future funding requested.

Does this conclude your direct testimony?

Yes.

19
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
REBUTTAL TESTIMONY OF GEISHA J. WILLIAMS
DOCKET NOS. 050045-E1, 050188-EI

JULY 28, 2005

INTRODUCTION AND SUMMARY
Please state your name and business address.
My name is Geisha J. Williams. My business address is 9250 West Flagler Street,
Miami, Florida 33174.
Did you previously submit direct testimony in this proceeding?
Yes.
What is the purpose of your rebuttal testimony?
I will respond to portions of the testimonies submitted on behalf of the Staff of the
Flortda Public Service Commission by Sidney W. Matlock, regarding FPL’s
reliability indexes for the years 1992 through 2004 and Carl S. Vinson and Robert
“Lynn” Fisher, regarding the results of their review of FPL’s vegetation management,
lightning protection and pole inspection processes. I will also address testimony
submitted on behalf of the Office of Public Counsel (OPC) by Donna DeRonne
regarding FPL’s increased vegetation management expenses mn 2006.
Are you sponsoring an exhibit to your rebuttal testimony?
Yes. I am sponsoring an exhibit consisting of two documents, GJW-4 and GJW-5,

which is attached to my rebuttal testimony.
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RELIABILITY INDEX COMPARISONS (MATLOCK)

Do you agree with Mr. Matlock’s conclusion that FPL’s reliability performance
has not been exceptional because “the index values are practically the same as
they were thirteen years ago”?

No, his conclusion is based upon a comparative review that is less comprehensive
and, therefore, less meaningful than the one contained in page 1 of Document GJW-2,
attached to my direct testimony. Mr. Matlock’s review only compares FPL’s
performance to one company (FPL vs. itself) and to only one year (1992). Document
GJW-2, which contains the average of over sixty U.S. utilities and includes
comparisons over multiple years, is a more valid comparison. Document GJW-2
indicates that FPL’s overall reliability, as measured by SAIDI, has not only been

better than the national average; it has been substantially better.

This excellent performance has also been sustained. Over the last five years, FPL’s
SAIDI has averaged 45% better than the national average, and over the last three
years, it has been 51% better than the national average. Additionally, reliability
challenges today are quite different from those encountered 13 years ago. For
example, FPL has added almost 1 million customers since 1992. This kind of growth
creates infrastructure planning and design challenges which can greatly impact
reliability if not properly addressed. For instance, customer growth in areas that were
once more rural creates increased outage exposure for the electrical system until the
entire electrical infrastructure is completed. Also, as FPL's urban areas have been and

continue to be redeveloped and revitalized, the installation of new facilities,

N

(@n)



10
11
12
13
14
15
16
17

18

2388

relocation of existing facilities, and building of temporary facilities during the
construction phase of these projects, creates more instability for the electrical system
than it would if things remained static.

Mr. Matlock suggests that improvements in FPL’s reliability index values
occurred “only after the data indicated marked deterioration from 1992 to 1996
or 1997, and after this deterioration received regulatory attention”. Do you
agree that FPL only began to act once this issue received regulatory attention?
No. As described in several sections of the Staff’s December 1997 Review of
Electric Service Quality and Reliability, by the beginning of 1997, FPL had already
recognized the need for reliability improvement and had already begun to take actions
to address reliability concerns, before Staff notified FPL of their intention to initiate
their review. These actions included re-organizing the distribution business unit,
conducting an environmental assessment, developing recommendations to address the
environmental assessment’s findings and establishing tactical teams to address key
areas of focus. In fact, in the conclusions contained in that 1997 report, Staff noted
that FPL’s actions were already yielding some promising results. Mr. Matlock’s
suggestion that marked deterioration and regulatory attention were the only reasons

for reliability improvements is not accurate.
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VEGETATION MANAGEMENT, LIGHTNING PROTECTION,
AND POLE INSPECTIONS FINDINGS (VINSON/FISHER)

Do you have any comments regarding the findings on FPL’s vegetation
management, lightning protection and pole inspection processes included in Mr.
Vinson’s and Mr. Fisher’s report attached, as Exhibit No. CSV/RLF-1, to their
testimony?

Yes. Prior to the issuance of the report’s first draft, FPL was provided preliminary
findings and asked to submit comments on those findings. FPL’s initial comments are
included in the report attached to Mr. Vinson’s and Mr. Fisher’s testimony. FPL was
then subsequently provided a draft of the report and asked to review the report for
accuracy. Along with corrections and other suggested changes, FPL also provided
revised comments to the findings to Mr. Fisher. Mr. Vinson and Mr. Fisher did not
include FPL’s revised comments with their testimony. I have included the revised
comments in my Document GIW-4. They confirm that: (1) although there were
relatively small increases in vegetation related outages during 2000-2003, FPL’s
overall reliability, as measured by SAIDI, actually improved during this period; and
(2) FPL’s pole inspection initiatives are effective and its pole infrastructure is well
maintained and resilient. Pole related outages account for only 0.2% of total outages
and 1% of SAIDI, and FPL had to replace only approximately 1% of its poles after

the 2004 hurricanes.
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FPL’s 2006 VEGETATION MANAGEMENT EXPENSES (DERONNE)

On page 24 of her testimony, Ms. DeRonne, on behalf of OPC, has recommended
a deferral and return to ratepayers of any of the $48,128,000 vegetation
management costs “under-spent” due to the amount of the projected increase
and an alleged lack of supporting detail. Do you agree that there is a lack of
supporting detail for the increase in vegetation management costs for 2006?

No. In my direct testimony I make several specific references to increased lateral
trimming efforts (pages 5, 8, and 18). On page 2 of my direct testimony, I also
provide the MFRs that I am sponsoring. MFR\ C-8 provides details of changes in
expenses for the test year, 2006, compared to the prior year, 2005. The variance
explanation (Footnote K) for Account 580 notes that the primary reason for the
increase in the account is due to proactive reliability initiatives, including increasing
the number of lateral miles trimmed. Also, there have been several interrogatories that
have requested information related to our vegetation management spending, for
instance, Staff’s 1% Set of Interrogatories, No. 38, which Ms. DeRonne used in
developing Schedule C-7 attached to her testimony.

Do you have any additional comments concerning FPL’s response to Staff’s First
Set of Interrogatories, No. 38?

Yes. My Document GJW-5 provides a year by year comparison of FPL’s actual
vegetation spending versus its budgeted spending for the period 1998 — 2004. As can
be seen in this document, over the past seven years FPL has averaged spending 99.9%

of its vegetation management budget. No annual variance is greater than 2%. I
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believe this historical performance demonstrates FPL’s commitment to its vegetation
management plans and spending.
Does this conclude your rebuttal testimony?

Yes, it does.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
DIRECT TESTIMONY OF MARLENE M. SANTOS
DOCKET NO. 050045-El

MARCH 22, 2005

Please state your name and business address.

My name is Marlene M. Santos. My address is 9250 W. Flagler Street, Miami,
FL 33174.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (FPL) as Vice President of
Customer Service.

Please describe your duties and responsibilities in that position.

As Vice President of Customer Service for FPL, I have responsibility for
development and implementation of programs and services that optimize the level
of customer service provided to FPL’s customers. In that regard, I oversee
development and execution of policies, processes and systems related to customer
contact, billing, complaint resolution and other services provided to customers.
This involves responsibility for the operations of the customer care centers, meter
reading, billing, payment processing, revenue recovery, field services, and
marketing.

Please describe your educational background and professional experience.

I have a Bachelor of Arts degree in finance and a Masters in Business
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Administration from the University of Miami. Since joining FPL in 1981, I have
held numerous positions of increasing responsibility in several functional areas
including finance, marketing, and customer service and have participated in
various special projects as assistant to FPL’s President. I joined Customer
Service in 1990 and have been manager of marketing, manager of commercial
services, director of revenue recovery, and director of customer care. I became
Vice President of Customer Service in January 2005.

Are you sponsoring an exhibit in this case?

Yes. I am sponsoring an exhibit consisting of five documents, Document Nos.
MMS-1 through MMS-5, which are attached to my direct testimony.

Are you sponsoring or co-sponsoring any MFRs in this case?

Yes. I am sponsoring the following MFRs:

e (-11, Uncollectible accounts

o (C-14, Advertising expenses

e D-6, Customer deposits

e F-9, Public notice

Additionally, I am co-sponsoring the following MFRs:

e (-8, Detail of changes in expenses

e (-15, Industry Association Dues

o (C-41, O&M benchmark variance by function

o E-7, Development of service charges

e E-13b, Revenue by rate schedule — service charge
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What is the purpose of your testimony?

The purpose of my testimony is to describe the high quality of service that FPL
provides to our customers while maintaining low cost and efficient operations.
Furthermore, my testimony supports FPL’s need to increase base rates to a level
that would allow the Company to continue providing high quality service at
reasonable rates.

Please describe FPL’s achievements in the area of Customer Service.

FPL’s achievements in the area of customer service have been driven by the
mission of the Customer Service business unit to build customer satisfaction
through excellence in customer service. FPL employees are committed to
demonstrate care and concern for our customers and to strive to meet or exceed

customers’ expectations.

As 1 will explain in more detail later in my testimony, FPL is recognized as an
industry leader in terms of customer service performance. There also has been a

significant effort by FPL to develop new and innovative ways to make it easier

- and more convenient for our customers to do business with FPL.

Recently, FPL was awarded the ServiceOne Award by PA Consulting Group. PA
Consulting Group is a leading management, systems and technology consulting
firm with worldwide operations in more than 35 countries. The ServiceOne
Award recognizes utilities that provide exceptional service to their customers as

determined by a set of 18 objective measures of excellence in customer care
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developed by a panel of industry experts. These measures were selected to
provide comprehensive, quantitative measurement of the service attributes that
matter to customers. The measures include meter reading, billing, call center,
field service, revenue recovery (credit and collections), and theft protection. I

will discuss key measures of this achievement in detail later in my testimony.

While customer service achievements are pervasive throughout the business unit,
I would like to focus first on the successes FPL has achieved with our customer
care centers, billing and payment options, and the development of automated

services through both the telephone and the internet.

The customer care centers generally are a customer’s first point of contact for
almost any inquiry or matter needing attention. FPL care centers have been
designed and engineered to provide a high level of service to customers by
answering inquires promptly and accurately. In recognition of our high level of
performance, FPL became the first electric company in the nation to have its
customer care centers certified as a Center of Excellence by Purdue University’s
Center for Customer Driven Quality. I will discuss this achievement in detail

later in my testimony.

FPL’s customers are offered an extensive array of billing and payment options
that are designed to supply customers with added convenience and flexibility in

receiving and paying their bills. These billing and payment options are designed
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to make it easier for customers to do business with FPL and at the same time,

reduce the cost to the company.

Finally, a significant effort has been undertaken to develop and expand our Voice
Response Unit (VRU) and internet business applications. These applications
offer customers the ability to conduct business using interactive self-service

functions, while reducing the cost per transaction.

CUSTOMER CARE CENTERS

Please describe the operation of the customer care centers.

FPL’s customer care centers have been designed and engineered using state of the
art technology with the objective of ensuring that all customer inquiries are
answered promptly and accurately. There are two care centers and numerous
remote agents that have been configured to act as one virtual contact center that
handles inbound and outbound calls as well as faxes, letters, and all forms of
electronic mail, such as e-mail and internet contacts. The two customer care
centers allow customers to contact FPL 24 hours a day, 7 days a week. One
center is located in West Palm Beach with average annual staffing of
approximately 230 representatives, while the second is located in Miami with
average annual staffing of approximately 370 representatives. Excluding
hurricane related contacts, these centers handled over 24 million customer
contacts in 2004, an increase of over 110%, or 13 million contacts, from 1998.

These contacts included 7.7 million representative handled calls, 8.9 million
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automated calls, 6.7 million internet transactions, 975,000 outbound contacts,
170,000 faxes, 44,000 e-mails, and 16,000 customer letters. As a result of
hurricanes Charley, Frances, and Jeanne striking FPL’s service territory, over 2.9
million hurricane related contacts were also handled in 2004. These contacts
include 900,000 representative handled calls, 1.7 million automated calls and
280,000 internet contacts.

Please describe how the customer care centers have achieved high
performance.

The use of leading edge technology along with a strong emphasis on process
management has enabled us to achieve high performance. At the care centers,
FPL has consistently sought to employ innovative systems and applications to
ensure that all types of customer contacts are handled promptly, accurately and
efficiently. We also have designed and organized our processes to complement
our technology in ensuring consistency and accuracy when handling customer

issues.

One of the fundamental operational challenges of a care center, and a priority for
FPL, is to ensure that customers do not receive busy signals when calling FPL.
Many call centers limit the number of incoming calls at any one time. Such a
limitation will often cause customers to receive a busy signal. FPL’s care center
management worked together with systems providers and telecommunications
partners to design a telecommunications network solution to ensure that all calls

are delivered to FPL with the lowest probability of receiving a busy signal,
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regardless of where in our territory the call originates. This was accomplished
through the use of overflow capabilities between local lines, toll-free lines, and
the FPL network. Local lines can only be utilized by a limited number of callers,
so it is important to have available the overflow capabilities and expanded
capacity of toll-free lines. For example, a customer will call a local line to contact
FPL; if all the local lines in that area are being utilized, the call is automatically
routed to a toll-free line and ultimately reaches FPL without a delay to the
customer. We also have a back-up provider that will handle outage calls in the

event that all of the lines into our system are being utilized.

This system has proven invaluable for our customers during the recent hurricanes
that impacted our service territory and caused approximately 5.4 million customer
outages. FPL’s care centers and our overflow partner handled over 2.6 million
outage calls during the period between August 13 and October 4, 2004, including
handling an all time FPL high of over 283,000 calls in a single day. Due to the
efficient design and integration of our telecommunications network, FPL was able

to promptly answer our customers calling to report power outages.

We also strive to have customer calls answered by a representative with the
appropriate skill level. Automated Call Distributor (ACD) technology, which is
the “brains” of our care center telecommunications infrastructure, has been
combined with Computer Telephony Integration (CTI) to provide optimum call

routing and allow the two centers and remote agents to act as one virtual care
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center. This integration of technologies enables calls to be routed to a
representative based on the order in which they were received by the FPL system
combined with the priority assigned to the type of call. The result is that all FPL
customers throughout the state receive the same level of service, with priority
given to customers reporting urgent matters, such as a wire down or a power
outage. The routing of the calls within the network ensures that the representative
receiving the call has the skills and language capability necessary to handle the
specific customer inquiry. The interface of the telecommunications network with
the customer information systems facilitates retrieval of the customer’s records.
Through CTI, customer—speciﬁc information is delivered to the representative’s
computer screen as the call is being answered by automatic retrieval of the
customer’s records based on the telephone number from which he or she is
calling. The system also contains Graphical User Interface (GUI) software on the
desktop which provides the representatives with standardized processes for each
inquiry type. The GUI software ensures that any customer calling with a similar
issue will be handled in the same manner and provided with the same answers.
How do these technologies benefit customers?

As previously described, the technology and architecture of the care centers have
been designed with the objectives of making it easier for our customers to contact
us and allowing us to handle customer calls as efficiently as possible. Having
overflow and routing capabilities allows a customer’s request to be handled with
the shortest possible wait time by a specialized representative who is specifically

trained to proficiently handle the customer’s request or area of concern. This
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maximizes the opportunity to handle calls quickly and efficiently without having
to transfer the call between service representatives. The ability to automatically
identify and deliver customer-specific information through CTI allows the
representative to greet the customer and immediately respond to the customer’s
inquiry without having to ask the customer to provide account information up
front. This process saves approximately 20 seconds on each successful account
retrieval. FPL’s care center systems and standardized processes ensure that
customers will be provided with a consistent and accurate response to the inquiry.
How do FPL’s customer care centers compare with other call centers in the
industry?

When comparing FPL’s care centers to other utility call centers, we generally find
that FPL has a higher level of automation and lower cost due to the combination
of the many different systems and applications. Also, in 2003, FPL was
recognized as the first utility in the nation to have its customer care centers
certified as a Center of Excellence by Purdue University’s Center for Customer
Driven Quality. Purdue’s Center for Customer Driven Quality is an organization
focused on helping business partners attain the highest standards for customer
service.

Please describe the nature of this certification.

The Purdue University Center of Excellence certification process is a joint effort
between Purdue University and Benchmark Portal. Benchmark Portal manages
the call center database located at Purdue University's Center for Customer-

Driven Quality where call center applicants are compared against each other. The
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Call Center Certification process is unique in the following ways:

e It begins with a thorough statistical comparison between the call center
striving to be certified and a peer group of similar call centers in the same
industry sector.

e It is based on a balanced scorecard approach, namely, how well call centers
are able to manage call handling at a high level of efficiency (high volumes at
low cost) and effectiveness (high quality in terms of results).

e It identifies areas of high performance and quantifies gaps in areas of low

performance based on hard statistical comparisons.

The Purdue certification process involves a rigorous two-day onsite review during
which Purdue University experts evaluate the call centers based on objective,
quantitative data. As a result of meeting or exceeding all requirements for
certification, FPL became the first utility to have its customer call centers certified

as Centers of Excellence.

In 2000, FPL’s customer care centers also were recognized as the number one
ranked care center in the META Group benchmarking study based on six
operational effectiveness areas. The META Group is a leading research and
consulting firm that focuses on information technology and business
transformation strategies. There were 20 participants in the study representing
other comparable call centers in the gas and electric utilities industry within the

United States.
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FPL believes these third-party evaluations confirm that our customer call centers
are operating at a high level of performance.

Please provide examples of key metrics and how FPL’s customer care centers
compare with other call centers in the industry.

FPL participates in an annual benchmarking study conducted by PA Consulting
Group. PA Consulting Group is a leading management, systems and technology
consulting firm with worldwide operations in more than 35 countries. PA
Consulting has provided comprehensive benchmarking services for over a decade
to utility companies focusing on how their costs and services measure against
those of other utilities. The 2004 benchmarking study, based on 2003 year ending
data, consisted of 35 electric and gas utilities. As part of this study, many
individual performance measures that are typical industry indicators were
benchmarked. The following metrics are indicative of FPL’s outstanding
performance compared to other participants.

e Average speed of answer — group average: 76 seconds; FPL: 29 seconds

e Call abandonment rate — group average: 5.8%; FPL: 2.0%

e Cost per call — group average: $3.63; FPL: $1.85

What is average speed of answer?

Average speed of answer (ASA) is an accepted industry measure for determining
how quickly a customer’s call is answered. FPL’s ASA is significantly better
than the group average. Over the years, FPL has committed to improving this
operating indicator. In 1998 FPL’s ASA for representative handled calls was 50

seconds. As mentioned above, our 2003 ASA was 29 seconds which is a
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significant improvement. However, in 2004 our ASA was 49 seconds, much
higher than 2003. This increase was due to the associated increase in phone calls
as a result of the 3 hurricanes that impacted our service territory. Prior to the first
hurricane in August 2004, FPL’s ASA year-to-date was 28 seconds. Due to the
large number of estimated bills and catch-up work created as a result of the focus
on the hurricanes, call volume for September through December was significantly
higher than originally forecast. While some immediate operational and staffing
changes were made as a result of the extraordinary storm season, we were not
able to achieve the same ASA that we had in 2003.

What is the “call abandonment rate”?

The call abandonment rate is an indicator that measures the percent of customers
who hang up while in queue waiting to speak to a representative. Typically, the
longer customers have to wait to speak to a representative the higher the
abandonment rate will be. FPL’s call abandonment rate improved from 4.7% in
1998 to 2.0% in 2003. This is significantly better than the group average of 5.8%.
However, the rate in 2004 increase to 3.7%. This increase was due to the higher
call volume due to the impact of the extraordinary hurricane season that was
discussed in my previous answer. As I indicated, the increase in call volume
drove up our ASA which resulted in a higher call abandonment rate.

Why is FPL’s cost per call so much lower than the other companies that
participated in the study?

FPL has created an efficient and cost effective operation at the care centers. Our

strong emphasis on processes results in enhanced accuracy and consistency,
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which lowers our cost per transaction. In addition to continuously monitoring
these processes, the leveraging of technology has enabled FPL to keep its cost per
transaction low. In 1999, FPL reengineered the VRU and focused on improving
and expanding the automated services offered through the VRU. In 2004,
approximately 56% of FPL’s inbound call volume was handled in a completely
automated manner by the VRU. This penetration rate is among the best in its
class for our industry. In the 2004 PA Consulting Benchmarking study, FPL
reported the highest 2003 VRU penetration rate of 49%. The average for the 32
companies reporting VRU penetration data was 21% and only 2 other utilities had
a rate greater than 40%. A higher VRU penetration rate demonstrates our
customers’ acceptance of automated services. Additionally, by offering a wide
variety of automated VRU applications, we are providing customers with options
that make doing business with FPL casier, and at the same time, lower our cost

per transaction.

Additional technological enhancements that have lowered costs per call include
integration between the telecommunications equipment and the customer
information systems, and the development of other applications that improve the
overall efficiency of the call handling process. For example, as I previously

mentioned, CTI functionality saves about 20 seconds per call.

Finally, another significant contributor to our low cost is the manner in which we

have engineered our telecommunications network using a combination of local
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lines, toll-free lines and other telecommunications options instead of the more
expensive toll-free lines.

Why does FPL have such a high VRU penetration rate?

FPL’s industry leading VRU penetration rate is the result of the development of
many applications that allow customers to easily complete general inquiries
through the VRU without the need to speak to a representative. VRU capabilities
have been created that provide interactive customer applications for disconnecting
service, power outage reporting, billing inquiries, bill payment, payment
extensions, reconnection of service, requesting duplicate bills and obtaining
general information on many other services we offer. In addition to providing
custdmers with an alternate option to doing business using interactive telephone
applications, VRU technology also results in a significantly reduced cost per
transaction, since there is no manual intervention required to complete a
transaction performed over the VRU.

What evidence is there that customers like to use the VRU option?

While customers have the option of speaking to a live representative, many
customers like to do business through the VRU. The VRU is a simple and
efficient way for them to do business with us. The rapid growth of VRU use
since 1998 demonstrates growing acceptance by our customers of the VRU
system and the increase in and improvement of the VRU features. In addition,
customer care center satisfaction research performed in 2004 indicates that 70%

of customers that used the VRU were very satisfied or satisfied with the call. Our
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research also found that 82% of our customers stated that the VRU has directtons
and instructions that are clear, and 74% found the VRU easy to use.

What percentage of customer inquiries are resolved with one call?

Based on FPL’s residential customer care center satisfaction research, the percent
of customer inquiries resolved with one call has increased from 72% in 2000 to
78% in 2003. In 2004, there was a decrease to 73%, driven by estimated bills and

service restoration issues as a result of the hurricanes.

Reducing repeat calls has been an ongoing priority and has improved over the
past few years. At the end of 1999 we implemented the Request Issuance
Tracking System (RITS), which enables customer service representatives to
inform the customer of when to expect resolution of their request. The system
also allows us to track requests that have been forwarded to other departments
outside of the care center. RITS has contributed significantly to the reduction of
call-backs from customers.

What type of quality assurance program is in place at the care centers?

The quality assurance program at the care centers is focused on continually
improving the overall quality of the response to a customer call. The program is
based on a voice and data monitoring system that is used to score the overall
quality of a call and provide appropriate feedback to the representative. Through
quality assurance observations, representatives are monitored for accuracy,
compliance to processes, and demonstrating understanding and empathy to

customers. The quality program also includes process coordinators who focus
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solely on continuously identifying improvements within the underlying processes.
We gather data from the quality observations and analyze trends to identify
improvement opportunities with policies or processes.

Does FPL measure customer satisfaction for customers who contact the
customer care centers?

Yes. Ongoing surveys are performed to measure satisfaction of residential
customers with the way their calls are handled.

Please describe the results of these surveys.

FPL’s residential customer care satisfaction research results are attached to my
testimony as Document No. MMS-1. The surveys were initially performed
during the first quarter of 1999 and they measure overall satisfaction with FPL,
the call, the representative and the VRU. The percent satisfied score is the
percent of customers who are very satisfied or satisfied with the area being
measured. A key design of the surveys is to provide a means of identifying
improvement opportunities. FPL continuously monitors the result of the surveys

in order to proactively take action in areas of opportunity.

Since 1999, there has been a positive trend in each of the four measures. While
each of the tracking lines shows positive improvement, individual data points
reflect decreases in a few periods. For example, there is a drop in the attribute for
“QOverall Satisfaction with the VRU” for the 2 periods in 2004. We believe this is
due to a change in the VRU made at the end of 2003 that affected customers who

were not able to successfully transact in the VRU. These customers were
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automatically provided the most common requested information, such as current
balance and recent payments. Initial analysis shows that these customers did not
find this information beneficial and test changes are being made to confirm. If
this holds true, the change made at the end of 2003 will be removed and

satisfaction scores with the VRU should improve to prior year levels.

The three other key measures also dropped slightly in the second period of 2004.
Although analysis of the surveys is not complete, it is certain that these customer
satisfaction scores were impacted by the aftermath of the hurricanes. However,
overall there is significant improvement in each of the four key satisfaction
measures between the scores in 1999 when the surveys were first performed, and
the most recent scores for 2004.

What options do FPL customers have if they are not satisfied by the response
that the representative provides?

Customers are offered the option of speaking with a care center account
supervisor. Account supervisors are a group of employees with more experience
and broader authority who are dedicated to resolving elevated customer issues
quickly and efficiently. There is also a complaint resolution process that has been
established to ensure that customers’ concerns or issues are handled appropriately.
Please describe FPL’s customer complaint resolution process.

FPL implemented a new customer complaint resolution process in 2001 to ensure
that customer complaints are handled in an expeditious manner by a network of

contacts throughout many business units and departments. This process,
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combined with the RITS process described earlier, provides customers with a
specific contact person to ensure resolution of their matter and a timeframe within
which FPL will address the customer’s issue. Once a customer asks to speak with

a supervisor, the call is forwarded to a care center account supervisor.

Once a call is elevated from a care center representative to a care center account
supervisor, the account supervisor determines how to resolve the customer’s
issue. The majority of calls are resolved directly by the care center account
supervisor, however, if the call requires follow-up with a department outside of
the care center, the customer is provided the department name to which their
matter is being referred to, as well as a timeframe in which the appropriate
representative will contact the customer for resolution. Additionally, for all calls,
the customer is given the care center account supervisors name and telephone
number in the event they need further assistance and a ticket is then created, and

the matter is monitored for completion in a timely manner.

In the event that a customer complaint is not resolved, the customer may choose
to contact the Florida Public Service Commission (FPSC). As part of our
complaint handling process, FPL participates in the FPSC warm transfer program.
This program was established by the FPSC to help resolve disputes as quickly,
effectively, and inexpensively as possible by transferring the customer call or
email directly from the FPSC to FPL if the customer agrees. FPSC contacts will

be discussed later in my testimony.
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In addition to the complaint resolution process, FPL implemented the Customer
Account Satisfaction Tracking (CAST) system, a process to capture and track
both customer dissatisfaction and commendations. This data is rolled up into
daily, weekly and monthly reports by department and business process and
available for review by all levels of supervision and management. CAST
provides a means for analyzing daily, weekly and monthly data and is useful in
identifying trends or issues, modifying processes and policies, and gauging the
impact of changes to processes and policies that impact the efficiency and quality

of customer service.

BILLING AND PAYMENT OPTIONS

What types of billing and payment options does FPL provide its customers?

FPL strives to enhance its service to customers by offering a variety of billing and
payment options that are designed to make it easier for customers to do business
with the Company. Customers may choose to pay their bills through the internet,
by phone, through automatic bank withdrawals, at our pay agents, with credit
cards or, of course, through regular mail with a check or money order. Customers
choosing to pay their bills through the internet may do so directly from our
website or through other websites where they can pay multiple bills. The list of
billing and payment options, including a description of the options, the date each
option began and the number of participants in each option as of December 2004

is attached to my testimony as Document No. MMS-2.
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In addition to developing new and expanding existing billing and payment
options, FPL has been recognized as a leader in payment processing operations.
FPL’s payment processing operations were recently recognized by the
Association of Work Process Improvement as having best practices in quality,
innovation and workload. As described in their April 2003 Journal of Work
Process Improvement, “FPL uses a combination of sound technology, efficient
business practices and strong customer focus to reduce costs and improve
customer satisfaction in their payment remittance operation.”

Would you please elaborate on FPL’s billing options?

Yes. In recent years, FPL has developed several programs to better serve both
residential and business customers’ needs relative to billing. Customers may now
enroll in our e-mail billing program and those that do receive an e-mail that lets
them know their new bill is ready for them to view. They may then access our
internet website through a direct link included in the e-mail and view their bill and

bill insert on-line. They may also bay the bill on-line as well.

The Summary Billing program allows a customer with ten or more FPL accounts
to request a single statement for the billing and payment of those accounts. This
program eliminates the task of handling and paying multiple bills throughout the

month.

FPL also provides a program called “FPL Budget Billing” as an option for

customers who want to avoid the peaks and valleys of seasonal or monthly
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electric bills. The monthly electric usage is levelized over a 12-month period,
allowing the participating customer to more easily budget their payments for

electric service.

Another billing option is the “FPL 62 Plus Payment Plan.” This plan is available
to all customers who depend on fixed incomes such as social security, disability
or other similar type benefits. The program extends the due date of the bill by ten
days, thus allowing one full month to pay after the bill is issued. This means that,
regardless of when the customer’s monthly benefit check is received, the
customer will have sufficient time to pay his or her electric bill. This helps
participating customers manage their monthly budget, especially if their electric

bill is due at some time other than when the monthly benefit check arrives.

FPL recognizes the customer benefits and cost reduction opportunities in having
customers utilize electronic billing and payment options when compared to
standard bill delivery and payments through the U.S. Postal Service (USPS). In
1998, approximately 75% of all payments were received via mail and processed
through FPL’s payment processing center. At year end 2004, less than 60% of all
payments were received via mail and processed through FPL’s payment
processing center. |

Does FPL have any plans for Automated Meter Reading (AMR)?

Yes. Approximately 50,000 AMR meters will be deployed in 2005. The meters

deployed will be single phase, non-demand meters that generally serve residential
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and small and medium size business customers. Two different communication
technologies will be deployed. There will be approximately 34,000 power line
carrier meters and approximately 16,000 radio frequency meters. In addition to
the AMR meters, FPL will deploy a connect/disconnect switch on a limited basis
as a pilot. Analysis of the first phase deployment is expected to be completed by
mid-year 2006. Once completed, FPL will begin system wide deployment. This
phase is estimated to take approximately 5 to 8 years.

What are the benefits of Automated Meter Reading?

In addition to providing cost-efficiencies through automation, AMR will improve
customer satisfaction and employee safety by lessening the need for estimated and
adjusted bills and create a safer work environment by eliminating the need to
enter a customer’s property to read meters. An AMR solution also has the
potential to provide additional benefits from functionality in the areas of:

e Meter tamper detection |

e Load profile analysis

e Qutage restoration verification

OTHER CUSTOMER SERVICES
Would you elaborate on the other customer services that FPL provides to its
customers over the internet?
Yes. FPL recognizes that many customers appreciate the ability to use interactive
self-service to do business. In recent years, FPL has been developing and

expanding its internet applications so that its customers can conduct business with
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FPL over the internet. Customers may perform transactions such as payment
extensions, power outage reporting and status update, street light outage
reporting, order a duplicate bill, and connect, disconnect or transfer service over
the internet. As previously discussed, they may also view and pay their monthly
bill on-line. In addition, they may use the internet to enroll in the e-mail bill and
online pay options discussed earlier. Almost all of the information that may be

obtained by calling the care centers is available on-line.

Two of the most successful applications have been FPL Pay Online (POL) and the
Online Home Energy Survey. In 2001, the first full year FPL POL was available,
approximately 275,000 payments were processed. During 2004, over 2.4 million
payments were processed. This application has proven very successful and
continues to steadily increase in participation. The Online Home Energy Survey
was developed to help customers better understand and manage their energy costs.
The survey provides a detailed billing breakdown summarizing how their energy
dollar was used during the survey period, explains the impacts of weather on
energy usage and provides customers with recommendations on how to conserve
energy and save money on their electric bill. This application was implemented
in mid-2001 and has been very effective in providing customers with a better

understanding of the impacts of energy consumption, particularly during the

~ summer period when energy consumption is highest.
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A list of all the transactions that may be performed by customers over the internet
is attached as Document No. MMS-3. During 2004, approximately 6.7 million
transactions were performed by customers using internet self-service applications.
What types of programs does FPL offer its special needs customers?

FPL 62Plus, a program that I previously discussed, is especially designed for
customers with fixed incomes from social security, disability and other benefits.
Another program that was designed to help prevent disconnection of electric
service is the “FPL Friendly Reminder Plan.” The plan allows the customer to
designate someone to receive a Final Notice prior to service disconnection. A
designated person, such as a caregiver, family member or neighbor, will receive
notification of any final notice issued by FPL, protecting the customer from
service disconnection because of an inadvertently unpaid bill.

What type of community outreach programs does FPL offer?

FPL and its employees go above and beyond in caring for our customers. This
has been achieved primarily by working with the various social services agencies
in the communities that FPL serves. A process has been established whereby
customers experiencing financial difficulty are referred to an appropriate social
services agency. FPL personnel work with the agencies to ensure continuity of
service while resources are allocated and secured for the customer. In 2004 over
81,000 assistance payments were received from numerous agencies, representing

approxirnately $11.7 million toward customers’ electric bills.

In 2001 FPL also established “AWARE” (Always Watching for At-Risk Elders).
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This program was established in conjunction with the Center for Information and
Crisis Services of Palm Beach County, where customers needing special
assistance due to abuse, exploitation, or medical neglect, are referred to the
appropriate social services agency. It has since been expanded to most other
counties in FPL’s service territory. FPL customer service field employees, such
as collectors and residential representatives, are trained to recognize possible
cases of abuse or neglect with senior citizens. Since inception, the program has
identified hundreds of individuals who were potentially at risk and provided
agency referral for assistance. This program is highly valued by the community
social services agencies, as it is filling a need in our communities that is difficult
to meet.

What other type of assistance does FPL provide customers?

FPL has established “Care to Share.” This is a special fund that receives
donations from customers and FPL corporate contributions. Funds donated to
Care to Share are administered by local social service agencies that partner with
FPL. FPL refers customers needing financial assistance to one of the agencies
that administers Care to Share funds. In 2004, contributions exceeded $450,000

and over $6,500,000 has been donated since the program inception in 1994,

FPL was also very responsive to community needs in the aftermath of the
hurricanes in 2004. While working around the clock to restore power, FPL also
helped rebuild the lives of thousands of Floridians by raising funds for the

American Red Cross and the Florida Hurricane Relief Fund. Between FPL
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employees, customers and Company matching gifts, FPL raised approximately
$1.4 million toward hurricane relief.

Are there any other functions of Customer Service that you would like to
discuss?

Yes. An additional service that FPL provides to its customers is its field force of
residential, small and medium business, and commercial and industrial
representatives. This group of employees is dedicated to serving the individual
customer at his or her home or place of business. Residential and small and
medium business representatives conduct high bill investigations and address any
other concern that a customer may have about his or her electrical service.
Commercial and industrial representatives provide a personalized level of service
to our larger commercial/industrial customers. They proactively work with the
customer on specific electric service requirements and related issues as well as
any other customer service matters. Additionally, FPL offers an array of services
to its business customers. These services include power monitoring, thermal

scanning, performance contracting and preventative maintenance programs.

- Revenues generated by theses services are greater than the costs incurred by FPL.

Please discuss FPL’s Revenue Recovery operations.

Revenue Recovery’s primary role is to set policies and processes for credit and
collections. The objective of this function is to ensure that policies are fair and
reasonable and that they are applied consistently. The policies are established to
be more lenient with customers who normally are good-paying customers and

unexpectedly need additional time to pay, while being strict with habitually
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delinquent customers. In 2004, approximately 782,000 payment extensions were
granted. We recognize that the inability to pay timely is a sensitive issue for
many customers; therefore, customers that prefer not to discuss this issue with a
customer service representative have the capability of requesting a payment
extension through the VRU or over the internet. A decision about whether to
grant the extension is automatically made by the system, based on a complex
analysis of data and criteria, and a response is provided to the customer
immediately. Since the system generates a recommendation, customers will
receive the same recommendation, whether they speak to a customer service
representative directly or use an automated payment extension application

through the VRU or over the internet.

The critical measure of success for FPL’s Revenue Recovery operations is
reflected in the amount of write-offs as a percent of revenues. Through changes
in policies and processes we have been able to maintain write-offs as a percent of
revenues at or below 0.158% between 1998 and 2004 despite significant increases
in fuel charges during this period. This operating indicator is considered the best
in its class. In the 2004 PA Consulting Benchmarking study, 18 electric and gas
utilities with greater than 1,500,000 customers provided their write-off rate for
2003. FPL ranked number one in this group with a write-off rate of 0.134% for
2003. FPL ended 2004 with a write-off rate 0.158%. The change between 2003
and 2004 is attributable to the increase in fuel charges. All other things being

equal, higher bills produce an added difficulty in payment.
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FPSC CUSTOMER CONTACTS

How has the number of FPL customer contacts to the FPSC changed in
recent years?

For the Customer Service business unit, total customer contacts to the FPSC,
including warm transfers, courtesy calls, and logged complaints were 3,660 in
2003 and only 3,320 in 2004. When comparing 2004 with 2003, we had a 9%
decrease in customers contacting the FPSC. What is most impressive about this
decrease in customer contacts is that it was achieved even with the three major
storm events of 2004. The storms mainly created customer contacts associated
with estimated bills as a result of redeployment of our meter readers and
subsequent true-up bills. Excluding these storm-related contacts, there was an
18% reduction in customer contacts to the FPSC. Additionally, Customer
Service, on an overall basis, has seen a decrease in the number of FPSC
infractions in recent years. Infractions are cited by the FPSC when a utility has
violated a FPSC rule, the company tariff or the stated company policy. Customer
Service infractions per 1,000 customers decreased from .004 in 1998 to no

infractions in 2004.

COST MANAGEMENT
Has FPL’s high level of service resulted in commensurate increases in costs?
No. The Company has been able to successfully balance the delivery of high
quality services while maintaining cost-efficient operations. Since 1998, FPL has
been able to improve the quality of its service and offer additional products and

services to our customers while maintaining a low Operation & Maintenance
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(O&M) cost per customer. FPL’s Customer Service O&M cost per customer has
decreased from $28.53 per customer in 1998 to $28.32 per customer in 2004,
This has been accomplished by the commitment of Customer Service
management and employees to identify and implement process improvements
throughout the business unit. We have focused on enhancing the processes that
support the interface with the customer. We also have streamlined and automated
many of the back-end processes, such as billing and accounting. A key
contributor to cost savings has been the use of technology to enhance customers’
ability to conduct self-service transactions through the internet or the VRU. This
was demonstrated earlier in my testimony by FPL’s best in class VRU penetration

rate.

Although Customer Service has managed to keep its O&M cost per customer
relatively flat since 1998, based on the 2006 forecast, O&M cost per customer
will increase from $28.32 in 2004 to $28.98 per customer. I will explain the need
for this increase later in my testimony. FPL’s historical and projected Customer
Service O&M cost per customer is attached as Document No. MMS-4.

Can you provide additional examples of Customer Service processes that
have been streamlined and improved and thereby minimized cost increases?
Yes. FPL has achieved streamlined, accurate and efficient operations in the
billing and payment processing functions. Many of the process and system
enhancements that have been implemented have mitigated the increases in

postage that have occurred over these years. Since 1999, the United States Postal
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Service (USPS) postage has increased 3 times for a cumulative total of over 15%.
However, due to process improvements within FPL’s billing operations, the
average cost of mailing a customer’s bill increased by only 11% during the same
period. These cost savings have been accomplished through systems and process
implementation that allow FPL to receive the greatest USPS discounts for bulk
mailings, zip code optimization and reduction in return mail. FPL’s printing and
mailing function was featured by Pitney Bowes as a world class operation in a
special November 2001 edition of “Document Processing Technology,” a
publication sponsored by Pitney Bowes. Also, as mentioned earlier in my
testimony, in 2003 FPL’s payment processing operations were recognized by the
Association of Work Process Improvement as a best practice in quality,

innovation and workload.

Encouraging customers to participate in the option of viewing their bills through
the internet is another measure that allows FPL to continue to manage billing and
mailing costs in spite of continuing postage increases. As of December 2004,
there are over 133,000 customers enrolled directly in FPL’s E-mail bill program
or Online Billing through third party vendors. FPL believes this is an area of
continued opportunity and is strongly focused on increasing customer

participation in electronic billing and payment options.

How will FPL continue to manage costs?

FPL has been very successful at containing costs while achieving high quality and
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level of service in customer service in recent years. This has been accomplished
in spite of tremendous customer growth and many adverse economic conditions
including deterioration in the economy as a result of the events on September 11,
2001 impacting customers’ ability to pay their bill, higher fuel costs which
increase write-offs and several increases in postage. While FPL has been a leader
in implementing technology and process improvements that provide both
enhanced services for customers and cost reduction for FPL, we can no longer
squeeze additional efficiencies out of current systems and processes to continue to
meet the needs of our customers. An example is FPL’s VRU systems. The VRU
system has been utilized to the fullest extent of its current technology in providing
useful self-service applications to customers. In order to continue to make
significant increases in VRU penetration, new applications that are more complex
in nature and offer greater functionality will be required. Examples of such
applications include voice recognition and a system that allows a care center
representative the ability to provide assistance to customers having difficulty

accessing their account within the VRU.

Tremendous customer growth will continue to be the key driver in cost. FPL is
forecasting customer growth of over 147,000 new customers through 2006. The
addition of these customers will increase the number of meters read by
approximately 1.7 million annually. In addition, this will add approximately 1.7
million bills to render and payments to process annually and a significant increase

in customer contacts. Although FPL will continue to seek improvements in
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efficiencies and processes, costs continue to increase faster than our ability to find
offsetting savings and increased expenditures will be necessary to continue to
excel in Customer Service areas.

How much are Customer Service O&M cost forecasted to increase in 2006?
In order to meet the demands of customer growth and continue providing high
quality customer service, Customer Service O&M costs are projected to increase
by approximately $7.1 million or 6% from 2004 to 2006. FPL’s historical and
projected Customer Service O&M expense is attached as Document No. MMS-5.
Please explain the major drivers of the O&M increase.

Customer growth is the biggest driver of this increase. Of the $7.1M increase,
just over $2.4 million is directly related to increases in expenses in meter reading,
billing and payment operations and handling higher call volume in our care
centers. In 2006, there is a projected USPS postage increase of $0.04. This
increase contributes an additional $2.2 million in billing expenses. Increases of
$1.2 million in AMR spending associated with deployment of an additional
100,000 meters and $1.2 million for initiatives or customer service project
spending account for the remaining amount.

How much are Customer Service capital expenditure cost forecasted to
increase in 2006?

Customer Service capital expenditure cost are projected to increase from $2.6
million in 2004 to $14.6 million in 2006; an increase of approximately $12.0

million.
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Please explain the major drivers of the capital expenditure increase.
Deployment of 100,000 additional AMR meters and the associated cost account
for approximately $9.0 million of the increase. Development of new care center
systems designed to better manage and enhance our customers experience when
contacting FPL accounts for the remaining $3.0 million.

Please summarize your testimony.

Since 1985, FPL’s Customer Service operations have been significantly enhanced
in terms of additional functionality and technical capabilities to allow customers
to be served as accurately and efficiently as possible. FPL has been recognized
for providing high quality service with several awards including the ServiceOne
Award from PA Consulting Group and certification as a Center of Excellence by
Purdue University’s Center for Customer Driven Quality. FPL also has expanded
the types and number of options and services provided to its customers in order to
better meet their growing expectations and changing needs. The Company also
exceeds expectations by reaching out into the communities with special programs
for the different customer segments we serve. My testimony demonstrates and
confirms FPL’s high performance in the area of Customer Service and high level
of customer satisfaction. Finally, I have shown that the increased spending in
Customer Service is reasonable and necessary and supports FPL’s need to
increase base rates to a level that would allow FPL to continue providing high
quality of service at reasonable rates.

Does this conclude your direct testimony?

Yes.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER & LIGHT COMPANY
REBUTTAL TESTIMONY OF MARLENE M. SANTOS
DOCKET NOS. 050045-EI, 050188-EI

JULY 28, 2005

Please state your name and business address.

My name is Marlene M. Santos. My business address is 9250 W. Flagler Street,

Miami, FL 33174.

By whom are you employed and what is your position?

I am employed by Florida Power & Light Company (FPL) as Vice President of

Customer Service.

Did you previously submit direct testimony in this proceeding?

Yes.

Are you sponsoring an exhibit to your rebuttal testimony?

Yes. I am sponsoring an exhibit consisting of four Documents, MMS-6 through

MMS-9, which is attached to my rebuttal testimony.

What is the purpose of your rebuttal testimony?

I will respond to portions of testimony submitted on behalf of the following

intervenors:

e Florida Office of Public Counsel (OPC) by Donna DeRonne which addresses
Automated Meter Reading (AMR) project expenses,

e OPC by Donna DeRonne and Florida Retail Federation (FRF) by Sheree L.
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Brown which address bad debt expenses, and

e OPC by Kimberly H. Dismukes which addresses advertising expenses.

AUTOMATED METER READING
On pages 18-19 of her testimony, Ms. DeRonne contends that FPL’s AMR
program is a pilot program. Do you agree?
No. FPL is currently in the first phase of the full deployment of AMR to our
residential and small and medium commercial customers. This is a significant
project that has the potential to transform the manner in which FPL interacts with
its customers and produce significant benefits. FPL intends to fully deploy AMR
meters over the next five to eight years. In this first phase, we are deploying
approximately 50,000 meters, utilizing both power line carrier and radio
frequency technology, to address any issues with a smaller scale deployment prior
to the next phase of deployment. We currently have approximately 18,000 meters
deployed and the remaining 32,000 meters will be deployed by the end of the
third quarter of 2005. We have installed the communications software for both of
the solutions deployed and are in the process of integrating the vendor’s meter
data management interface to our customer information system to use the
readings for billing. The software enables the reading of the meter remotely and
provides the readings for billing.
Does the under budget condition of $4.653 million in 2004 as a result of the
delay in the AMR project necessitate an adjustment to the 2006 test year?

No. The expenses not incurred in 2004 as a result of the delay will be incurred in
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2005 as part of the deployment of the 50,000 meters. As mentioned previously,
the project is on schedule to complete the deployment of these meters by the end
of third quarter 2005. In 2006, the next phase of deployment of 100,000 meters

will begin.

BAD DEBT EXPENSE

Ms. DeRonne and Ms. Brown both propose that FPL use a three year
historical average to forecast the 2006 bad debt rate. Is this methodology
appropriate?

No. It is improper to use the average of three historical years (2001-2003) as a
basis for forecasting 2006 when the data being utilized is out-dated and fails to
acknowledge changing conditions. The most current period utilized in their
average (2003) is already two years removed from the forecast period with the
oldest experience (2001) being four years old. Additionally, their methodology
fails to recognize the more current level of revenues that exist and the reality that
they are continuing to trend higher consistent with an ever increasing customer
base and higher fuel expense. By using an average, they are simplistically
levelizing anci ignoring more current revenue levels and the impacts of increased
revenues and prices on bad debt. The use of more current data, such as 2004, on
the other hand, would begin to take into account more current payment
experiences and include other factors such as the effects of rising fuel prices at the
pump, that place additional pressures on our customers’ ability to pay. In

summary, the most current bad debt experience and its relationship to revenues
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should be used to develop a forward looking forecast.

Is there justification for using a historical average simply because the bad
debt factor has varied from year to year?

No, there is not, particularly when revenues, as mentioned previously, are
trending higher and write-offs increase even more rapidly. OPC’s and FRF’s
argument also fails to recognize that the noted variability in the bad debt factor as
shown in FPL’s MFR C-11 (the drop in 2003), is due to revenues being shown on
an un-lagged basis. As write-offs typically occur approximately four months after
they have been billed, the use of a lagged revenue approach provides a better
representation of the actual bad debt factor for the period. If bad debt in MFR C-
11 were matched with the period in which these revenues were billed (by lagging
revenues four months), the resulting bad debt factors would have shown a more
levelized upward trending patten. As shown in Document MMS-6, these factors
would have been as follows: 2001 - 0.135%, 2002 - 0.143%, 2003 - 0.141% and
2004 - 0.158%. The variability in 2002 is due to higher levels of bad debt as a
result of the economic deterioration following the events of September 11, 2001
which materialized in 2002 due to the time lag between revenues and write-offs.
Absent this economic condition, the bad debt factor would have shown an upward
trend based on rising revenues.

On page 30 of her testimony, Ms. Brown asserts that “FPL’s bad debt history
shows that the bad debt factor does not always vary based on revenues...the
bad debt factor rose in 2002, although revenues per customer decreased.

Then, in 2003, the bad -debt factor decreased, although revenues per

N
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customer increased.” Is her understanding and argument flawed?

Yes. Ms. Brown’s examples fail to recognize, as mentioned earlier, that write-offs
typically occur four months after they are billed and her comparisons do not
reflect this lag. To properly perform this analysis, it is essential that bad debt be
matched with their associated revcnucé (which were billed four months earlier). If
we were to properly lag revenues for purposes of comparison, as shown in
Document No. MMS-7, one could observe a more direct relationship between
revenue per customer and the bad debt factor. As explained previously, the slight
distortion seen in 2002 (higher than expected) is attributable to higher than normal
bad debt associated with deteriorated conditions resulting from the September 11,
2001 terrorist attacks. While FPL agrees with Ms. Brown’s assertion that
"revenues are not the only factor impacting the level of bad debt expense”, they
are a major variable in its determination. The other major variable affecting the
determination of bad debt is the use of current bad debt patterns
(correlation/relationship between bad debt and revenues) to globally account for
other changing conditions that ultimately affect a customer's ability to pay.

Does the methodology employed by Ms. DeRonne and Ms. Brown have other
short-comings?

Yes. As I alluded to earlier, their methodology minimizes the greater than 1:1
relationship that exists between revenues and bad debt, by averaging the lower
historical relationships that existed between the two in prior years. Historically, a
1% increase in revenues has translated to an approximate 3% increase in bad debt.

As revenues have continued to increase, this relationship (absent process
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improvements) has continued to deteriorate. The simple reason for this
deteriorating relationship is that it is harder for a customer, for example, to pay a
$200 bill than it is to pay a $150 bill. Consequently, as average bills continue to
rise, an increasing population of customers will inevitably also write-off, further
deteriorating this relationship. As such, it would be improper to simplistically use
an averaging methodology that dilutes this deteriorating relationship between
revenues and bad debt.

Is Ms. DeRonne’s and Ms. Brown’s proposal to exclude the 2004 revenue and
bad debt experience appropriate?

No. Their proposal to exclude the 2004 experience, the most relevant of years,
because of the “storm experience” should be rejected. The bad debt in 2004
included no incremental storm bad debt charges and as such should be included in
any determination. Specifically, collection activities after the storms did not
resume until late October 2004, therefore, incremental storm related bad debt
would not have materialized until 90 + days later, that is, until 2005.

Do you agree with Ms. DeRonne’s recommendation on page 12 of her
testimony to exclude from 2004 the effect of the $1.1 million charge for
delayed bad debt?

No. The exclusion of this charge from 2004 would be improper. The $1.1 million
charge was an accrual to normalize bad debt because of a delay in the issuance of
final bills during the storms that pushed their eventual write-off into 2005. Its
purpose was to properly accrue for bad debt in the proper period. Absent this

accrual, bad debt levels would have been abnormal in 2004. Specifically, bad debt
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in the month of December 2004 would have been $1.1 million lower than the
historical 2003 level ($0.6 million vs. $1.7 million) and bad debt in 2005 would
have been higher by the same amount.

Is the bad debt factor of 0.135% proposed by OPC and FRF reasonable?

No. If OPC's and FRF's methodology were to be improperly adopted, bad debt in
2006 would actually be lower than what was experienced in 2004 (even if the
$1.1 million accrual entry were incorrectly excluded). This is not reasonable
given the fact that revenues are projected to grow 4.6% between 2004 and 2006.
For this reason, it is not logical to use a historical average to calculate the bad
debt factor.

Has FPL provided the calculation for the bad debt forecast?

Yes. Contrary to Ms. DeRonne’s assertion on page 12 of her testimony, in our
response to OPC's Request for Production of Documents No. 47, FPL provided all
of the work-papers used to calculate the 2006 bad debt forecast. FPL’s
methodology for forecasting bad debt is a proven statistical method utilizing
regression analysis. The methodology used to forecast bad debt makes use of a
twelve-month historical relationship (on a lagged basis) between bad debt and
revenues. This relationship, established using regression analysis, is applied to
forecasted revenues in order to obtain the forecast of bad debt expected to
materialize during the period. This bad debt forecast is then reduced for planned
process improvements. Document MMS-8 provides an overview of FPL’s

methodology and calculation of bad debt expense for 2006.

[y
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Is it appropriate for the 2006 projected annual bad debt rate to be higher
than the historical levels?

Yes. FPL’s methodology uses the latest relationship and experience between
actual bad debt and lagged revenues to project the anticipated levels of bad debt in
2006. It also utilizes forecasted revenues to properly account for their increasing
level, a 4.6% increase between 2004 and 2006 (6% on a lagged basis). The result
is a projected bad debt that is 12% higher than the 2004 level, but that has been
partially mitigated by the benefits of continued process improvements. It does not
erroneously take a simple avera<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>