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FPL and FPL Services Cost Allocation Audit
Historical Year End December 31, 1997
Audit Control No. 97-233-4-1

Auditor’s Report

Audit Purpose: We have applied the procedures described in Section II of this report to determine if there is
cross subsidization between Florida Power and Light and FPL Services; to determine if the flow of marketing
data from Florida Power and Light to FPL Services causes an unfair advantage; to determine if the company is
complying with their October 10, 1996 letter written to the Commission regarding line item billing, assignment
of contracts from Florida Power and Light to FPL Services, and flow of marketing data between Florida
Power and Light and FPL Services. The audit exit conference was beld on January 16, 1998. This report is
based on confidential information which is separately filed with the Division of Records and Reporting.

Disclaim Public Use: This is an internal accounting report prepared after performing a limited scope audit.
Accordingly, this document must not be relied upon for any purpose except to assist the Commission staff in
the performance of their duties. Substantial additional work would have to be performed to satisfy generally
accepted auditing standards and produce financial statements for public use.

Opinion: Based on the interviews with employees and the “1997 Business Plan for CI Customer Service
(Strategies and Supporting Activities),” Florida Power and Light appears to be promoting FPL Services.
Also, there were expenses paid by Florida Power and Light which should be allocated to FPL Services.

Florida Power & Light’s Response:
As stated in the auditor’s report, the purpose of this audit was to determine if’

o there is cross subsidization between Florida Power & Light and FPL Services;

e the flow of marketing data from Florida Power & Light to FPL Services causes an unfair
advantage; ‘

e the company is complying with their October 10, 1996 letter written to the Commission regarding
line item billing, assignment of contracts from Florida Power & Light to FPL Services and the

flow of marketing data between Florida Power & Light and FPL Services.

Florida Power & Light (FPL) understands the first and the third purposes of the audit. However, as to the
second stated purpose of the audit, FPL does not understand (a) what is meant by the term “unfair advantage”
and (b) why the audit appears to extend beyond the Commission’s responsibility to protect utility customers
from unjust and unreasonable rates and service practices (including the protection against cross-subsidization
of non-utility activities) to a consideration of protecting potential competitors of non-regulated affiliates of
FPL providing non-regulated services. The Commission’s responsibility under Chapter 366, Florida Statute,
unlike its responsibility under Chapter 364, does not extend to policing competition. Questions of “unfair
advantage”, whatever that vague concept means, simply do not fall within the Commission’s current statutory
mandate to protect utility customers from unjust and unreasonable utility rates and practices in providing
utility service, in this case, the provision of electricity. Thus, FPL believes that the stated scope of this audit is
too broad, and that the standard to be investigated in this over broad area is too vague.

FPL did commit to certain conduct in its October 10, 1996 letter to the staff. Those specific commitments, as

well as the Commission’s statutory responsibility to protect against cross subsidization of non-utility services
with utility resources, is the more proper focus of the audit rather than the vague concept of “unfair
advantage”. FPL’s commitments in October 1996 were a new point of reference in its relationship with FPL
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Services. While data prior to that may serve a valid comparative purpose, it cannot be used to measure FPL’
compliance with commitments that began in October 1996.

FPL believes that the ﬂndmgs and opinions expressed in the audit report do not make this point sufficiently
clear, possibly leaving an impression that certain practices continue, when they have in fact been discontinued.
Even in those cases where an isolated event has been cited, the report does not state whether the practice cited
was widespread or a single incident. In judging FPL’s attempt at compliance with the October 10 letter,

faimess would suggest that any incidents specifically identified as needing correction be placed in context an&
recognized as aberrations from FPL's normal practice.

Based on our review of the audit findings, FPL believes that the data shows the following, since October 10,
1996:

There were very minor cases of FPL Services not reimbursing FPL for services provided. The
total impact was less than $6,000.

FPL Services does not have access to FPL marketing data beyond what is available to any other
vendor.

o FPL has complied with our agreements outlined in our October 10, 1996 letter.
The audit shows that FPL and FPL Services can improve in some areas and that continued vigilance is
necessary 1o enforce the terms of the October 10, 1996, agreement. FPL stands by that agreement and will

continue to take all necessary measures to ensure that FPL and FPL Semc& enjoys no unique to utility
information.

FPL has comments related to specific disclosures in the report, which follow.



Disclosure No. 1;: FPL Services Files

!
Statement of Fact: Staff reviewed all of the sales files for FPL Services to determine if the files contained
any information that would lead us to believe that FPL Services was benefiting from their relationship with
Florida Power and Light’s regulated business or if they were obtaining leads from them. We reviewed the files
in the company’s Plantation, Margate, Brevard, Miami and Fort Myers offices.

Staff believes the following items found in the files are areas of concern:

O Aletterfrom-anFPLSemc&salsmanager,onOctoberls 1995 to the Depatraent of
Corrections states:

“With Florida Power and Light having spent $100 million on some demand side management programs, I
believe that we are uniquely qualified to handle such a high profile effort as the Department of Corrections.”

2. The presentation materials used by Services states that Services is owned and managed by Florida Power
and Light Company. The materials also state that an independent study commissioned by the Florida Energy
Office showed that Florida Power and Light is among the nation’s leaders in promoting and implementing
demand side management programs, and that Florida Power and Light ranked sixth in total demand and third
in total energy savings among utilities nationwide.

3. Letters from Brevard County in May of 1994 and May of 1995 discuss making agreements with Florida

Power and Light for demand side management and energy efficient services and granting Florida Power and
Light authority to bid lighting retrofit projects.

Opinion: The above information from FPL Services (1 & 2) give the appearance that FPL Services is the
regulated utility. In the letter from Brevard County (3), FPL Services is referred to as Florida Power and
Light thus staff questions whether Brevard County knew there was a distinction.

FPL Response:

The three items found as “areas of concern” should be placed in context. First, it must be remembered that the

(2 audit reviewed all of FPL Services sales files (in excess of #ffJFsales files). Based on this complete (not a
sampling) review, only two items (the first and third Statements of Facts) were found that may be confusing to

a customer about the relationship between FPL and FPL Services. Second, in every item referred to, the

@ documents were over two years old, predating the October 10 agreement letter. Thus, less than .of the
sales files even raise a question about potential customer confusion. Third, the audit opinion is properly stated

as raising a question in the audit staffs’ mind rather than reaching a conclusion that there is customer

confusion about the distinction between FPL and FPL Services. FPL believes that customers understand and
appreciate the difference between the two companies.

Twenty five FPL employees were interviewed in the audit. The auditor asked only one employee, the account
manager for Brevard County Schools, if the school board saw FPL and FPL Services as one company. The
employee’s response was that he did not believe so, since the school board requested that FPL Services work
together with FPL in the preparation of presentation discussed above.
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As to the three specific items referred to, FPL responds as follows.

FPL agrees that the October 18, 1995 letter might blur the distinction between FPL and FPL Services. Both
companies have been working since October 1996 to provide a better distinction, and it should be noted no

documents dated after October 1996 were found by Staff as blurring the distinction between FPL and FP
Services.

As to item (2), it is proper for FPL Services to disclose it is owned by FPL. First, this distinguishes the two
companies. Second, customers should not be left with their impression that the FPL name has been licensed
out to a non-affiliate. The statement about ownership is accurate, as are the other statements about the
findings of the Florida Energy Office study. It would be most unfortunate if the position were taken that FPL
Services, and entity not regulated by the Commission, should be restricted from making accurate statements.
Finally, there is a curious inconsistency between this item and items (1) and (3). In items (1) and (3) the
concern suggested is that the distinction between FPL and FPL Services is not clearly stated. Here that
distinction is clearly stated. Concerns are raised if no distinction is drawn and concemns are raised if clear
distinctions are drawn. It is difficult to see the underlying standard, if any. FPL respectfully suggests that the
Commission shouid not be concerned when a non-regulated affiliate makes accurate statements, one of which
is that it is separgfé’from but owned by FPL. There is no utility customer interest to be protected in such a

circumstance, and the Commission’s responsibility is to protect utility customers in their provision of electric
service.

As to item (3), FPL agrees that the letters in question, both of which predate October 1996, might not
adequately distinguish FPL and FPL Services. However, there is other information from the audit not
discussed which suggests that the Brevard County School Board understood the distinction between FPL and
FPL Services. In the audit, twenty-five FPL employees were interviewed. The only FPL employee asked if
the school board saw FPL and FPL Services as one company responded that he did not believe so, since the
school board requested that FPL Services work together with FPL in the preparation of the presentation. That
employee was the account manager for the Brevard County Schools.



Disclosure No. 2: FPL Services Name and Afﬁliatioh with FPL

( Statement of Fact: FPL Services reccwed‘ from the Commercial Industrial Lighting program in
1997 than any other vendor.

FPL Services name includes the utility name. Their letterhead, business cards and shirts contain the Florida
Power and Light logo.

(® A review of FPL Services correspondence files and a discussion with a FPL Service
representative, revealed that FPL Services routinely sends out letters that Services was
specifically formed by Florida Power and Light to meet the energy efficiency needs of its qualifying customers
by removing marketing barriers to the implementation of energy efficiency projects, and that the services
provided are a natural extension of Florida Power and Light’s demand side management program. These

letters often contain organization charts showing Services as a subsidiary of Florida Power and Lighi. These
letters were found both before and after October 1996.

A letter written by internal audit on April 29, 1994 states the following:

“A primary advantage to Florida Power and Light is that the joint venture partner will provide expertise on the
operation of an ESCO (Energy Service Company), and the name of FPL will be associated with the projects,
thus retaining Florida Power and Light customers.”

All except one of the FPL Services sales representatives were former Florida Power and Light Marketing
Representatives. Therefore, the customers already associate them with Florida Power and Light. They are
familiar with the large customers in the service territory, and are familiar with many Florida Power and Light

employees. Until recently their offices were in Florida Power and Light utility buildings and they shared
common areas with them.

Opinion: Although FPL Services has Services added to the utility’s name and is a separate subsidiary, the
company still gives the appearance of being part of the regulated business. Since FPL Services has received

more rebates than the other vendors, the appearance of being part of a well established utility company may be
giving the company a competitive edge.

FPL’s Response:

FPL has several concems with the Statement of Facts.

® The audit reports’ statement that “FPL Services received from the Commercial Industrial
@ Lighting Program in 1997 than any other vendor” is inaccurate.

for the C/I Lighting program
were requested for the audit, complete information for 1997 was not yet available. Based on an analysis for

@ all of 1997

tion, ofters programs for commercial and industnial customers in
addmon to our C/I Lighting program. In 1997 FPL Services recewed~
for all the commercial / industrial related programs. .

The second Statement of Fact is that the FPL Services name includes the FPL name and logo. FPL’s position
on this issue is discussed in our response to Disclosure No. 1. This issue was previously addressed in our
letter to Ms. Sheila Erstling, dated October 10, 1996. FPL does not understand the concems about the use of
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FPL as part of the name of FPL Services. As long as FPL customers are not adversely affected, we do not
belicve that a FPL affiliate using the FPL name is an issue. To the contrary, FPL’s customers are positively
impacted through increased DSM. Also, the FPL name is taken from the holding company, FPL Group, and
that name may be transferred to an affiliate, just as other utility holding companies have done.
|

If FPL enjoys a good name and reputation, such goodwill has been financed solely by FPL’s stockholders,
FPL Group and developed through the performance of FPL’s management serving to meet the needs of our
stockholders. Consistent with Section 366.06, Florida Statutes, FPL customers do not pay rates funding
FPL’s goodwill. FPL’s goodwill is not included in FPL’s rate base and the Commission has consistently
disallowed expenses promoting goodwill, such as image advertising and charitable contributions. Only FPL’s
stockholders, not its customers, have a legal interest in FPL’s name and reputation.

The third Statement of Fact is concerned with FPL Services discussing with customers about why FPL
Services was formed and its corporate structure. The principle reason that FPL Services was formed was to
assist customers in the implementation of DSM by removing many of the market barriers. The only
appropriate Commission perspective under existing statutes is how the existence of FPL Services and its
competition facilitates the regulatory and statutory objective of implementing energy conservation. The fact
that FPL Services utilizes FPL’s DSM program incentives to reduce the customer’s cost to implement energy
conservation measure makes them no different from the hundreds of other trade allies that utilize FPL’s
programs. The explanation of FPL Services corporate structure to customers is part of the normal sales
process, with the purposes of providing the customer an understanding of the stability of the firm and
disclosing the distinction between FPL and FPL Services. Other ESCOs that work with our customers face

similar customer concemns, in spite of being part of organizations that are significant in size and potentially
better known than FPL.

It should be noted that the internal audit letter quoted predates October 1996. Moreover, customer retention
works to the advantage of utility customers. It avoids lost revenue and potential stranded investment, reducing
upward pressure on rates for remaining customers. Working to maintain customer satisfaction and retain

customers is appropriate conduct for either a regulated or a competitive firm. It does not support a conclusion
that there is “an unfair competitive advantage”.

The last Statement of Fact is that all but one of the FPL Services sales representatives are former FPL
employees who are familiar with FPL’s customers and employees. This is not accurate. Only fifty percent of
the FPL Services sales force are former FPL employees. This percentage of former FPL employees has
continued to decrease over time. An important consideration not discussed in this statement of fact is the

number of former FPL employees who have been employed by other ESCOs including Landis & Staffa,
Honeywell, York and Bosek & Gibson.

The opinion offered, that “the appearance of being part of a well established utility company may be giving the
company (FPL Services) a competitive edge™ is appropriately hedged by the use of the word may. However,
even that tenuous opinion is overstated. The opinion is drawn from the inaccurate factual statement that FPL

(® has received more rebates than other vendors. This is not accurate as to m
@-mopinionfailstonotethattheFPLnaxmandlogoarethepropenyoltsshareo r, Group,

that FPL customers have not paid for the name, logo or goodwill to maintain the name’s value, and that the
name’s value, if any, derives from the performance of FPL’s management. If it provides a competitive
advantage, and that remains to be shown, the advantage is not unfair, and it properly belongs to FPL’s
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Disclosure No. 3: Recommendation of Vendors by FPL Employees

Statement of Facts: One of staff’s objectives was to determine if Florida Power and Light company
employees recommend vendor/participants for conservation programs and/or recommend FPL Services for
conservation programs and/or other energy measures. Information was obtained through interviews with
Florida Power and Light company employees (25), Florida Power and Light customers (26), vendors (12), and

reviews of FPL Services files. The methodology for selecting the people to interview is disclosed in the scope
section of this report.

rida P Li rvi

Thirteen of the 25 have told their customers about FPL Services, and one employee stated that this is part of

their strategic plan. The context in which the Florida Power and Light employees told their customers about
FPL Services is detailed on the Exhibit to this disclosure.

Four of the 25 people interviewed charged time to FPL Services. None of the remainder charge any time to
FPL Services. The reasons given for charging time to FPL Services were (1) a technical specialist was
assigned to work for Services four days a week, (2) assigned a certain amount of time to work for Services

because an officer of Services, (3) a rates product manager charged 10% of time to Services and (4) a Sales
Specialist charged 5% of time to Services. None of the Managers charged time to FPL Services.

Customer Interviews:

One customer stated that they contacted Florida Power and Light Company and Florida Power and Light
contacted FPL Services.

In another case the customer said that they only worked with Florida Power and Light company and FPL
Services through the whole process.

FPL Services Files:

A letter from a regulated account manager to Metropolitan Dade County on 9/12/95 discussed the services that
Florida Power and Light can provide through its subsidiary. It also states that Florida Power and Light is the
only company that can offer the option to finance the projects by means of a service charge which can be
placed directly on the utility bill. In the interview, this person stated that he was trying to see if Metro Dade
could take advantage of reductions. At the County’s request he was expioring possibilities of putting FPL
Services charges on the utility bill. FPL Services was the only company who could offer line item billing at
the time. The line item issue was resolved in the October 10, 1996 letter.

£ . .
In an e-mail dated 7/10/97, a regulated employee set up_a meeting with a Services employee and a
employee. In his interview the regulated employee said wanted an overall energy audit.

An e-mail dated 7/11/97 from a regulated employee to an FPL Service employee and another regulated

employee states that “The most opportunities lie with this committee and FPL Services is the primary way we
can bring the resources to bear on this project for " This employee was not one of the people

interviewed.
CBHFIDERTIAL



Another e-mail from a regulated employee to another regulated employee and an FPL Services employee dated

7/10/97 states: “I got the feeling at lunch and throughout the meeting that there is a significant level of interest
in FPL Services if we could continue to do good things for them.”

Opinion: It appears that Flonda Power and Light employees let their customers know that FPL Services is
available and a subsidiary of Florida Power and Light. It also appears that they have been encouraged to do
this by management as part of their goals. At the same time only four of the people interviewed charged time

to FPL Services. Also Florida Power and Light company employees talking about FPL Services could cause
an unfair advantage to other competitors.

FPL’s Response:

Once again, the opinion is appropriately stated tenuously (“could™) rather than definitively (“has” or “will™).
The remainder of the opinion, that there may be “an unfair advantage to other competitors,” does not follow
from the facts stated, and more importantly, is simply a matter beyond the proper scope of the audit. It is not
the Commission’s responsibility to police competition regarding non-utility activities. The term “unfair
advantage” is a vague, value laden term which has no statutory foundation in Chapter 366, Florida Statute.

The opinion for this disclosure is based on three premises: 1) the belief that FPL employees let customers
know about FPL Services, and they have been encouraged to do this by management as part of their goals, 2)
the fact that only four of the 25 people interviewed charged time to FPL Services, and 3) the belief that FPL

employees talking about FPL Services could cause an unfair advantage to other competitors. FPL responds as
follows to each premise.

First, FPL uses FPL Services to help educate customers about the benefits of DSM and to assist customers in
implementing DSM initiatives, especially when they might not do so otherwise. This is done to promote DSM
overall, which is to the mutual good of all our customers. FPL does not “unfairly” promote FPL Services, and,
in fact, our employees encourage customers to solicit bids from multiple vendors on DSM projects in order to
obtain the best possible price. Our employees’ primary concern is ensuring that the customer’s best interest is
served. (We are not aware of any customers who indicated in the interviews with the FPSC that FPL had
promoted FPL Services, and no such references were made in Disclosure No. 3.) FPL employees often suggest
that a customer contact vendors other than FPL Services who can assist the customer with a particular project

or initiative. FPL employees are encouraged to help FPL meet its DSM goals, and they are advised to do so
by putting the needs of our customers first.

Second, in regard to the concemn that only four people allocated time to FPL Services, our review shows that is
appropriate, since the other employees interviewed were working on the customer’s behalf, and they were not
performing any work for FPL Services. In addition, when an FPL employee works on a special project for

FPL Services, then direction / management oversight for that activity is provided by FPL Services and not
FPL management.

Third, concerning the issue that FPL employees talking about FPL Services could cause an “unfair
advantage”, the audit discusses the interactions between FPL, FPL Services and FPL’s customers. The first
customer was Metropolitan Dade County. The statement of fact is correct that the FPL account manager was
exploring possibilities of putting FPL Services charges on the utility bill at the request of the Dade County.
The second customer was In this instance, the customer knew who FPL Services was but did not
have sufficient information about their entire service offerings. It was agreed that the next step was to have
someone from FPL Services talk directly with the customer. In both of these cases there is no evidence that
FPL Services had an “unfair advantage™ over its competitors.
HOETIAL
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Disclosure No. 4: Marketing Data

Statement of Facts: One of staff’s objectives was to determine if marketing data was being given to FPL
Services employees by Florida Power and Light Company employees, and/or if FPL Services employees had
access to Florida Power and Light company marketing data. Information was obtained through interviews
with Florida Power and Light company employees (25), Florida Power and Light customers (26), vendors

(12), and reviews of FPL Services files. The methodology for selecting the people to interview is disclosed in
the scope section of this report.

According to an FPL Services representative in Brevard County, prior to October 1996 FPL Services

employees were accessing Florida Power and Light’s computer system to obtain load data and 15 minute
interval peak time of use data. This practice was stopped in October 1996.

FPL Services Files:

In reviewing FPL Services files, information was found that shows in one instance FPL Services obtained this
data after October 10, 1996, without written permission from the customer.

An e-mail to an FPL Services person on 8/6/97 included customer load data. Per other information in the file,
the customer was contacted 9/11/97. FPL Services did not have authorization to receive the load data.

A comparison of the list of Florida Power and Light employees whose names were found on correspondence in

FPL Services files with the company marketing database user list showed that 19 had access to the marketing
database.

Florida Power and Light Company Emplovee Interviews:

Of the 25 Florida Power and Light company employees interviewed, 24 said that they did not give out data
unless they had a written request from the customer. One stated that he gives FPL Services employees
information about the customer such as size, square foot, what FPL Service can offer the customer.

Vendor Interviews:

Of the interviews with 12 vendors, all except one did not believe that FPL Services was being told of their
contracts after requesting load data. Most of the vendors got the data within 2 day or a week. One of the

vendors did complain about how long it took to get 15 minute interval peak time of use data. We asked the
vendor to supply documentation, but the vendor did not send it to us.

Our interviews showed that other vendors did not have a problem with obtaining data, but most of their

customers were not of the size that would have the specific meter necessary (SSDR) to detail 15 minute
interval data which seemed to be the area of the problem.

Except for 15 minute interval peak time of use data, most the customers’ information is available on the
Internet. A customer has to have a specific meter for this information. Most of the companies who have the
specific meter also have an in house system that gives them the information they want.



Opinion: From the information we obtained, it appears that problems for vendors to obtain load data are not
prevalent. It appears that the company is adhering to its October 10, 1996 letter by not allowing FPL Services
people access to Florida Power and Light company marketing databases. However, there have been some:

exceptions, and Florida Power and Light company employees who deal with FPL Services people and tha
customers do have access to the marketing database.

FPL’s Response:

As described in our letter dated October 10, 1996, FPL has taken steps to deny FPL Services employees
access to FPL marketing databases and re-affirmed our policy of not providing any customer specific datato a
third party without the customer’s written consent. FPL agrees with the opinion that, in spite of a few

exceptions, we are adhering to the October 10, 1996 agreement. FPL will continue to monitor this process and
strive to eliminate any exceptions.
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Disclosure No. 5: Interaction Between FPL and FPL Services

Statement of Fact: Interviews with Florida Power and Light employees revealed the following information.

The Vice President of Florida Power and Light Marketing and Sales is also the President of FPL Services.
The fixed time allocation shows both. ’

|
A Florida Power and Light Company employee stated that they have invited FPL Services people to Florida
Power and Light Company general meetings to inform Services people of lighting certificates and the process
for rebate. This same information is given to other vendors on 2 one to one basis. The employee also stated

they invite other vendors to their general meetings to inform Florida Power and Light employees about new
products on the market.

A Florida Power and Light Company employee said that one goal of the job is to provide customer service and
get Florida Power and Light to be the preferred provider in light of deregulation.

FPL’s Response:

The first Statement of Fact is that the FPL Vice President of Marketing is also President of FPL Services with
a payroll allocation of expenses to both. This is true. The payroll allocations made to both entities reflect
that actual amount of time spent performing duties and responsibilities for each.

The second Statement of Fact states that FPL Services employees are invited to FPL general meetings to

inform them of lighting certificates and the process for rebate while the same information is given to other
vendors on a one to one basis.

Typically, FPL general meetings do not address issues such as the processing of certificates or rebates. FPL
has a very proactive effort for communication with our numerous DSM program trade allies. A prime
example is FPL’s current efforts to address our recently approved DSM revisions. Elements of this
communication plan include letters to trade allies informing them of forthcoming changes, meetings at various
locations throughout our service territory to further reinforce our changes and trade ally newsietters. FPL
Services is communicated with and treated the same as the other hundreds of program trade allies. FPL does
have one on one meetings with trade allies when the situation warrants, such as handling customer complaints,
resolving paperwork related issues and contractor recruitment for program participation.

The last Statement of Fact quoted an FPL employee who said that the one goal of the job is to increase

customer satisfaction and have FPL as the preferred provider. This is and has been a goal of FPL for a
number of years. In fact, the FPL corporate vision is:

"We will be the preferred provider of safe, reliable, cost-effective products and services that satisfy the
electricity related needs of all our customer segments.”

This is further supported by our four corporate areas of focus:
- Strong customer orientation
- Cost-effective operations
- Commitment to quality
- Speed, simplicity and flexibility

This employee is simply striving to make the vision and areas of focus tangible and actionable.
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Disclosure No. 6: Presentation by FPL with FPL Services and Other Vendors

Statement of Facts:
I. Presentation to School Board of Brevard County

A presentation was made to the School Board of Brevard County on February 19, 1997. This presentation
was called “Business Partnership - Brevard County School District and Florida Power and Light/FPL
Services.” According to Florida Power and Light personnel, this was an informational presentation which had
been specifically requested by the staff of the Brevard County School Board. The Florida Power and Light
account manager worked in conjunction with the school board staff to develop the presentation.

Per Florida Power and Light, one Florida Power and Light account manager, Jim Quinn, was present at the
meeting along with‘ North Area Sales person at FPL Energy Services.

The only identifiable costs for this presentation at Florida Power and Light were for printing copies in the
amounts:

Major Accounts $192.50
Area Mgmt - ECCR 82.50

Other costs, not identifiable but known to be charged to Florida Power and Light are for the payroll of the
account manager whose fixed distribution is to different programs in energy conservation,

The preparation costs to FPL Energy Services are unknown as they do not track general and administrative

expenses at this level of detail. 'I'hcu'mcfor- North Area Sales would have been charged to
FPL Energy Services, Inc.

This contract was not yet awarded at the time of the audit.

II. Attending Other Vendor/Participant Meetings

We requested that the company supply us with information as to how often Florida Power and Light regulated

emplovee representatives attend presentations for proposals or implementation with vendors and customers
other than FPL Services and customers for 1996 and 1997.

The company responded for 1997. They stated that Florida Power and Light representatives attend
presentations for proposals or implementation with vendors at the customers’ request. They aiso stated that

about one-third of their representatives attended meeting with vendors other than FPL Services. The company
gave an example of eight vendor meetings as follows:

Vendor

Type of Meeting

Lighting proposal/approval

Thermal Energy Storage (TES) proposal
TES Commissioning

Lighting and HVAC proposals

TES proposal

TES proposal

Ten year expansion pian proposal
General discussion regarding TES MASIFIRr It e
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In answer to our request the company provided us with copies of other presentations to customers with Florida
Power and Light and vendor/participants. One was with and dated April 1992. The
second one was also with dated and active through 93-94.

Opinion: ;

I. The presentation to the School Board of Brevard County includes references to both Florida Power and
Light company and FPL Energy Services on practically every page. It appears that FPL Energy Services is
working in conjunction with Florida Power and Light energy conservation people to sell their product.

Florida Power and Light energy conservation did not allocate any time charges to FPL Energy Services for this
presentation.

The combination of Florida Power and Light and FPL Services personnel at 2 presentation along with their
names linked on the same pages, gives the appearance that FPL Services is Florida Power and Light.

II. The company representatives do attend meetings with other vendor/participants at the customer’s request.

There is no evidence that Florida Power and Light plans and/or prepares presentations with other
vendor/participants since the organization of FPL Services.

II. The difference between Florida Power and Light representative participation with FPL Services and other
Vendor/Participants is that it appears that Florida Power and Light is working with FPL Services to prepare
presentations where this is not the case with other vendor/participants.

FPL’s Response:

The Statement of Facts for this disclosure centered on: 1) a presentation to Brevard County schools, 2)
attending other vendor presentations.

First, FPL was working cooperatively with FPL Services and Brevard School employees on this presentation.
FPL’s role in this effort was to ensure that the information in the presentation was accurate and reflected the
best interests of the customer. The goal was to help Broward County Schools successfully implement an
effective demand-side management effort. As part of this type of interaction, the FPL employee is fulfilling his
or her role as an account manager and has the objective to ensure that the customer’s needs are being met.
The time and expenses related to the FPL account management function should be allocated to FPL as was
done in this situation. The customer had a clear differentiated view of the roles of FPL and FPL Services.

Of course FPL Services was working in conjunction with FPL to sell its products. Its products are eligible for
FPL DSM programs incentives. Every FPL trade ally which sells DSM products eligible for FPL DSM
programs works “in conjunction with Florida Power and Light energy conservation people to seil their
product”. That is the way FPL’s DSM programs are designed. FPL’s DSM programs are helping all FPL
trade allies to sell their products, as is intended. It advances the regulatory goal of increasing energy

conservation. At the customer’s request, FPL attends all ESCO presentations and assists the customer. FPL
enjoys no special status as to presentations with vendors.

With all due respect to the audit staff, FPL disagrees that either or both the mere presence of FPL personnel or
the mention of both FPL and FPL Services on the same page gives the appearance these two entities are one.
The mention of two entities, FPL and FPL Services, shows they are distinguished from each other. The
attendance of FPL personnel at any ESCO presentation does not lead the customer to believe FPL personnel
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are really ESCO personnel or vice versa. It is particularly clear that the customer sees the distinction between
FPL and FPL Services when the customer requests FPL Services presence. As noted earlier, the only FPL

employee interviewed about the presentation stated that he believed the Brevard County School Board
understood the difference between FPL and FPL Services.

Second, FPL employees rarely prepare any presentations with any vendors. The presentation done for Brevard
Schools was not initiated by FPL, but rather was the result of a customer request, and is not a typical
occurrence. As was correctly pointed out, there are relatively few instances in which FPL employees prepare

presentations with any vendor. In fact, only three instances were discussed in this disclosure; one with FPL
Services and two with other vendors.



Disclosure No. 7: Payroll Allocation

Statement of Facts:

Part of our procedures was to determine if Florida Power and Light regulated employees were allocating their
time correctly to regulated base rates, ECCR rates, and nonregulated items. For this staff selected a sample of
Florida Power and Light regulated employees to (1) determine how their time was allocated, (2) determine the
methodology used to allocate and (3) determine the types of documentation for the methodology.

We sclected a sample of 77 names and obtained the type of payroll allocation for each Florida Power and
Light employee. Generally, the allocations were a fixed percent, or if they varied an exception report by the

hours worked on each work order was submitted. In order to get the allocations for each employee, the
company had to go to each business unit.

In answer to our request Florida Power and Light stated that there is no corporate-wide policy or procedure to

document the methodology to determine fixed payroll distribution. It is up to each Business Unit to determine
their own fixed payroll distribution.

We asked the company to explain the methodology for payroll allocations and document a sample. The
company said the 1997 documentation was not available.

In lieu of 1997 documentation, the company provided documentation for the methodology of fixed allocations
for 1998. They said 1997 was done in the same way. For 1998 an explanation was given for the manager’s
@ fixed allocation which sW The company illustrated that
(@) this was based on the total Base and E udget for . 998 budget is '

)

The company said the difference between the managers fixed allocation percent and the budget
rcent is a judgmental call based on history by the managers.

Opinion: There is no corporate policy or methodology for allocations. The documentation for allocations is

not in one area. The documents for the sample requested for 1997 were not available. Part of the allocation
methodology is judgmental and therefore undocumented.

In light of the company having deregulated subsidiaries, and future deregulation, it seems that a formal
corporate allocation policy and/or methodology would give more assurance that the company is allocating the
correct amounts to regulated and deregulated business, and to items charged to the clauses.

FPL’s Response:

The Statement of Facts for this disclosure center around whether the employees of the company were correctly
allocating their payroll and the various methods that FPL uses to allocate payroll among these classes of rates.

Based on the sample of 77 employees examined as part of the audit, there is no indication in the opinion for
this disciosure that there was any inappropriate allocation of payroll. As previously discussed, when FPL
employees meet with customers and any ESCO, their payroll and associated expenses should be charged to the
utility. FPL employees working for, or on FPL Services projects, charge their time back to FPL Services in
accordance with company procedures and policies. These procedures and policies are included as Attachment

No. 1. FPL employees use their payroll time recording as the source documentation for charging back to FPL
Services time spent doing FPL Services related work. B

N
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Employees will either charge actual hours worked on a project or the charge will be based on a percent of their
total time for a pay period (as allocated via a fixed payroll distribution maintained in the payroll system).
Management is responsible for insuring that allocation of an employee’s time is accurate and that charges flow
to the appropriate accounts. Formal policies would appear to add little value to the current approach.

FPL respectfully submits that any opinion premised in whole or in part on “future deregulation” is highly
speculative and unwarranted.



Disciosure No. 8: FPL C/I Business Plan

Statement of Facts: Through an employee interview, staff obtained a copy of the Florida Power and Light

1997 Business Plan for CI Customer Service. Part III, Strategies and Supporting Activities includes a line
item that states: “Identification of opportunities for FPL Services.”

As identified in Audit Disclosure No. 4, four of the 25 employees interviewed charged their time to FPL
Services and three of these were working on special projects for FPL Services.

Opinion: Based on the business plan, Florida Power and Light appears to be promoting FPL Services in the

normal course of business. It also appears that not all of the Florida Power and Light Company employees
promoting FPL Services in the course of business are charging time to FPL Services.

FPL’s Response:

The opinion for this disclosure states that FPL appears to be promoting FPL Services in the normal course of
business and that not all employees promoting FPL Services are charging time to FPL Services. A copy of the
1997 Commercial / Industrial Business Plan is submitted in support of this opinion as Attachment No. 2.

Item 3D, “Identification of opportunities for FPL Services”, of the 1997 Commercial / Industrial Business
Plan is only one of five items that support FPL’s stated objective of providing products and services that help
meet the customer’s needs. This item references those opportunities where FPL can educate customers and
promote a DSM opportunity that benefit the customer. This was never intended to have FPL employees
recommend FPL Services or any other ESCO that was not in the best interest of the customer. All FPL
employees have a clear understanding that our customers’ interests are our first and foremost concern, and our
employees may call on any number of vendors, including but not limited to FPL Services, if it will benefit the
customer. FPL is not aware of any instances where a customer felt we were unfairly promoting FPL Services.

And, since FPL employees are not working on behalf of FPL Services, there is no reason to allocate any time
to FPL Services.
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Disclosure No. 9: Office Furniture and Rent Expense -

Statement of Facts: FPL Services has an office in Margate and in Brevard, along with district offices,

located in the utility’s property. The district offices are located in the General Office, Ft Myers and
Plantation Florida Power and Light utility buildings. (

The office furniture located in the Margate and Brevard buildings does not appear in FPL Services’
Depreciation Summary Report. A list of the fumniture is shown in a page that follows:

The office furniture located in the district offices does not appear in FPL Services’ Depreciation Summary
Report. The following is located at the offices:

General Office - Miami - Desk, chair, credenza, file cabinet, book shelf and a round table with 5 chairs.
Ft. Myers - Desk, chair, credenza, file cabinet and bookcase.

Plantation - Desk and two chairs.

Also, FPL Services does not pay the utility for the use of offices their employees use at the General Office-
Miami, Ft. Myers and Plantation.

Opinion: It appears that the above office furniture is owned by the utility and therefore should be
compensated for the furniture. Also, the utility should be compensated for providing the use of office space.

Staff visited these sites and determined the size to be as follows:
General Office-Miami - Approximately 100 square feet office
FT. Myers - Approximately 100 square feet office

Plantation - Cubicle

FPL’s Response:

The statement of facts addresses the use of office furniture and space owned by FPL and used by FPL
Services without compensation being provided to FPL.

(O FPL Services paid to FPL (JJJFf in 1997 for rent. FPL and agrees with the concern raised by
the raised by the auditor. FPL Services has been billed for past usage of space in the three
locations discussed above. On a going forward basis, all office space utilized by FPL Services will be charged

@) to them. The office furniture was billed at its fair market value of FPL will continue to bill FPL
Services for any further use of its office furniture and space.
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Disclosure No. 10: Expenses

Statement of Facts: On November 20, 1997 staff requested the documentation which showed that FPL
Services was charged for internal audit fees for an audit that was performed by the utility during 1997.

The auditor was provided with the entry to charge the subsidiary for the fees totahng_ The entry
was prepared on November 26, 1997,

Also, FPL Services does not have any stockholders or website expense allocations on their books.

Opinion: It appears that the entry to charge the subsidiary for intemnal audit fees was prepared due to the
auditors’ inquiry. :

Also, the subsidiary should be charged for a share of stockholders and website costs, since they benefit by
obtaining capital from Florida Power and Light Group.

FPL’s Response:

The statement of facts for this disclosure is concerned with two issues: 1) the timing of internal audit charges
to FPL Services and 2) stockholder and website expenses for FPL Services.

We agree that the year-end adjustment to reclassify the FPL’s auditor's time to the FPL Energy Services
internal audit gives the appearance to have been triggered by the FPSC's inquiry. In reality, we were in th
process of independently investigating this issue from the standpoint of our budget review - whereby we ha
observed and questioned why we were not seeing our non-utility or "below the line" O&M budget being
charged / allocated for auditor's activities outside of the utility. In fact, we were in the process of gathering
and reviewing individual employee data so that we could determine the amount of the required reclassification
to non-utility. The director of the department had given a deadline of year-end for the adjustment.

In order for this situation not to reoccur in the future, the awareness and importance of this issue has been
communicated to the entire audit staff.

The second issue concemns website expenses and stockholders costs that were not charged to FPL Services.
FPL Services has one page in the FPL website. Based on the cost to develop this one page for the website,
FPL Services has been billed Shareholder expenses are allocated to the subsidiaries of FPL Group using
the equity allocation method. equity investment in FPL Services has been removed from the equity

investment in the utility in order that FPL Services portion of these costs are now allocated to nonregulated
operations.
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% General Operations Date Approved: 12/10/96 #905

FRL

llntercompany Resource Sharing " FPL Group and Affiliated Companies_j

Scope

Objective

General

Implementation

Internal
Controls

Definitions

To establish business practices to be observed in the relationship between
Florida Power & Light Company and its regulated subsidiaries (Utility) and
FPL Group, Inc. and its nonutility affiliates, hereinafter called Group.

The objective of these policies and guidelines is to ensure that prompt and fair
compensation or reimbursement is given/received for all assets, goods, and
services transferred between the Utility and Group and that information
reported to Group or the Utility meets the reporting requirements agreed to by
the Utility and Group. The flow of information and transfers of assets, goods
and services among these parties is to be conducted in accordance with the
policies set forth in these procedures and if appropriate, in accordance with
other applicable FPL procedures. '

As a general policy, the Utility is to minimize resource sharing and
intercompany transactions to assure sufficient separation between the Utility
and Group. However, this does not preclude Group from utilizing Utility
resources or the Utility utilizing Group resources, where such sharing of
resources results in overall efficiencies or in revenues producing opportunities
for the Utility.

The Utility is not to provide financial support to the affiliates. At no time is
the Utility to act as a guarantor for any debt or liability incurred by Group.

All intercompany transactions must be adequately documented.

Each department is responsible for implementation of these policies within its
organization. Each department is to identify established procedures and any
that need to be developed in order to comply with the policies and guidelines
described in these procedures. Department heads are responsible for assuring

that each employee in their department adheres to the procedures, policies, and
guidelines.

As described in these procedures, internal control measures are to be
maintained to ensure that policies are observed and that potential or actual
deviations are promptly detected and corrected.

If a situation arises which has not been covered by these policies and
guidelines, the situation is to be brought to the attention of the designated
officers of the Utility for review and/or approval.



Affiliate

Net Book
Value

Non-utility
Affiliates
Utility-
Related
Subsidiaries

Florida Public
Service
Commission
(FPSC)

Guidelines

-
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An individual affiliate company, including Florida Power & Light Company

(Utility), within FPL Group, Inc.'s holding company structure, or the holding
company itself.

The original cost of an asset, reduced by applicable valuation reserves and
offsets (e.g., accumulated depreciation, deferred taxes, and unamortized
investment tax credits).

Non-utility affiliate companies that are established and operated wholly at the
risk of the shareholders and are not subsidized by Utility ratepayers.

Subsidiary companies that support Utility operations, and which provide
services which otherwise would be performed by the Utility itself.
Utility-related subsidiary profits or losses are assigned to the Utility.

The following guidelines are contained in the FPSC Staff Report on Electric
Utility Diversification and Transactions with Affiliated Companies (Docket
No. 850096-EI):

1. In general, the arms-length nature of a transaction may be established by the
existence of an objectively administered, open competitive bidding process or
by some process producing comparable results.

2. Vendors should be selected on the basis of a formal evaluation system
which is neutral in its application and capable of producing quantifiable
ratings of individual suppliers. Considerations other than price, quality and

‘vendor performance should be thoroughly documented.

3. In general, the price of goods or services which the utility purchases from or
provides to its non-utility affiliates should be at least as favorable to the utility
as the prices for similar goods or services exchanged in the competitive
market under similar terms.

4, Any utility which has a contract with an affiliated company is to administer
that contract in a manner identical to the administration of a contract with an
independent company.

5. In the case of material transactions with affiliates, all aspects of the
procurement process should be documented and available to the Commission
upon request.

6. Utility assets should not be used to secure, nor should the utility act as

guarantor for, any debt or other liabilities incurred by the parent or any
affiliate.



Intercompany
Billings

Charges to/
from Group
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7. The only loans made by the utility to the parent or any affiliate should be for
short-term cash management purposes.

8. General compliance with this policy does not remove the responsibility of a
utility to justify any particular transaction the Commission may require be
specifically justified.

9. If the Commission determines that a utility's unjustified departure from this
policy has resulted in increased revenue requirements or increased risk to the
utility then the Commission may disallow the excessive expenses, impute
additional revenues, or adjust the utility's allowed return as necessary to avoid
an adverse impact on the utility's ratepayers.

Intercompany billings are to be issued on a timely basis. A detailed file for
each transaction and contract with an affiliate(s) is to be retained by the Utility
in order to provide an adequate audit trail. This facilitates prompt
reimbursement from the recipient of assets, goods, or services. The budget
control (BUCS) work order system (ER 99) is the mechanism used to record
and track all utility activities including those that relate to Group.
Intercompany billings are issued by Joint Ownersh1p Accounting.

Intercompany billings issued for transfers of assets, goods, or services from
the Utility are to be accompanied by supporting documentation, principally the
Utility's audit trail reports. Transfer pricing computations must be documented
in order to facilitate verification of methods used to compute cost or current
fair market value of transferred assets, goods, or services. Costs incurred or
time spent on behalf of Group are to be accumulated, priced, and billed each
month in an expeditious manner to enable timely payment.

The nonutility portion of the Utility's shared resources (allocable expenses) is
to be charged to the respective affiliate. To that extent, practical, shared costs
are to be billed directly by the Ultility to the nonutility affiliates. None of these
costs are to be reallocated to the Utility. This policy creates a simplified and
direct audit trail. The monthly intercompany bills are to be accompanied by a
summary of charges by work order, location, and expenditure analysis code
(EAC) and the caiculation(s) for all indirect loadings.

Each Utility department generating charges to another entity is responsible for
accumulating proper documentation such as invoices, contract agreements,
etc. to support those charges. Upon request, documentation and/or
explanations (including the methodology for calculating loading rates) are to

be promptly forwarded by the entity generating the charge to the cntxty
charged.

Exception: In the case of non-utility FPL Group subsidiaries, the entity

generat-ing the charge must forward the documentation to the entity being
charged, upon availability.
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as approved through the budget process i_s to be
Z;g::eﬁ;bt:z:?psrg;:i:fe Grol:gn work order. Any project not previously
approved through the budget process must be aggroved by the aﬁzﬁmam
personnel of the entity to be cha.rgcq and_ the }'.J’txhty department .
Appropriate supporting documentation (invoices, contract ag;eement;, em.)
must be obtained showing proper approvals, work order numbers, and other
pertinent data for loaned Utility employees.

ili viding goods and/or services directly to Grogp are to
Et:ltlaliz teht:‘il;g:;r&: Grofpgwork order numbgr before commencing with any
nonutility related work. This ensures that costs incurred by téxe Utlity ox;
behalf of Group are not to be include.d in the Utility's cost of service, an
avoids an adverse impact on the Utility's ratepayers.

i ived from Group are due upon
Payments for assets, goods or services receiv .
Intercont:pan_v recyelil;t of the invoice and are remitted to the Payment Procwgmg Center to &
payments ensure proper recording and reporting. Adequate documentation to support the
payment is to be maintained by the Utility.
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e ™t inter-Office Correspondence
C FPL
To: intercompany Billing Recipients Date: February 24, 1997

From: Robert Onsgard
Joint Ownership Accounting

Subject: 1997 Intercompany Billing Rates

Attached are the 1997 billing rates for utility employees working at our subsidiaries. These
rates are effective starting with the current bifling for January 1887. Below is a reminder
of the billing policy and the long term assignment policy.

ntercom Poli

Utility employees working for the subsidiaries are charged back.at an hourly rate which
represents the utilities fotal costs for that empicyee. These rates are comparable with
market rates for similar qualified personnel. The rates are derived based on the
employee's classification hourly value point loaded for taxes, insurance, pension, weifare,
non-productive time (holiday/vacation) and A&G costs. This loading yields a standard rate
for each classification, which is billed based on the number of hours worked by the
employee at the subsidiary. These loading rates, and the standard billing rate by
classification, are provided on the next page.

Long Term Assignment Policy

When a utility employes will be working for a subsidiary for over 12 months, the loading
rate on that employee's salary can be lowered to include only taxes, insurance, pension
and weifare. The 1997 long term loading rate is 21.77%.

To qualify for this long term loading rate the subsidiary must provide Joint Ownership
Accounting the dates the employee will be on long term assignment and the employees
social security number. During the long term assignment the employee must charge 100%
of their time, including non-productive time, to the subsidiary, and be physically located at
the subsidiary facilities.

Shouid you have any questions, please do not hesitate to contact me.

Thank you,

s

Robert Onsgard, Supervisor
Joint Ownership Accounting
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Uhlﬁy employees working far the subsidiaries are billed aut at an hourly rate equal fo
their ciassifications value point times the utiity loading percentage.

Loading Rates for 1997 interCompany Billings

1897 1996 Change
. % $100.00 % $100.00 %
Non Productive 12.84% $12.94 13.55% $13.55 (0.61)
A&G Payroll 158.79% $17.83 16.35%  $18.57 (0.73)
Pension and Welfare 11.85% $1550  11.08% $14.64 0.86
Taxaes & Insurance 9.92% $12.97 8.58% $11.34 164
A&G Expense * 160.81% $28.68 143.44%  $26.63 2.05
Blended Rate 87.92%  $187.92 84.72% $184.72 3.20
: ¢ Applied only on A&G Payroll
Inter-Company Billing Rates by Salary Band
1997 1996 Change

Salary Stindard Standard
Band Ho Rate Hourly Rate  Rate Percent

Exempt

DONOPAR LN

Non-Exempt  Reg 01




ATTACHMENT NO. 1

FLORIDA POWER AND LIGHT COMPAM
AUDIT CONTROL NO. 97.2234-1

COST ALLOCATIONS BETWEEN FPL
AND FPL SERVICES

PAGE 70F7

Athor: Don Moranz at USFPL102
Date: 5/13/97 92:45 AM

Priority: Normal
= —— O
oCc: ;

2C: Prank Isabella l

2C: Idania Garcia .

2C: Winnie Lohmann

‘ubjecc OVERHEAD RATE CALCULATION

R T cremcm—— cccccccccccccce- Megsage Contents ~c---cccecaccccecccaaana.

THE CUMULATIVE OVEREEAD RATE APPLIED TO FPL EMPLOYEES WEO PERFORM
TASKS POR AFFILIATED COMPANIES IS 87.92% FOR 1997. THIS IS BASED ON
DATA COMPILED AT YEAR END 1996. THE PFOLLOWING IS THE CALCULATION:

]
’

BASE PAYROLL $100.00

HOLIDAY, VACATION, ETC. 12.94% 12.94

TOTAL PAYROLL : 112.94

ADMINISTRATIVE &

GENERAL PAYROLL 15.79% 17.83
- 130.77

PENSION, WELFARE,

TAXES, & INSURANCE 21.77% 28.47

*ADMINISTRATIVE &
GENERAL EXPENSES 25.39% 28.6€8
. TOTAL T 87.92% $187.92

*APPLIED TO TOTAL PAYROLL

IF YOU HAVE ANY QUESTIONS, PLEASE CALL ME AT 552-4968.
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