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1. INTRODUCTION, QUALIFICATIONS, AND PURPOSE 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock; 12655 Olive 131vd., Suite 335, St. Louis, MO 63141. 

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED? 

I am an energy advisor and President of J. Pollock, Incorporated. 

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

I have a Bachelor of Science Degree in Eilectrical Engineering and a Masters in 

Business Administration from Washington University. Since graduation in 1975, I 

have been engagedl in a variety of consulting assignments, including energy 

procurement and regulatoiy matters in both the United States and several 

Canadian provinces. I have participated in regulatory matters before this 

Commission since '1976. More details are provided in Appendix A to this 

testirnon y. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

I am testifying on behalf of the Florida Industrial Power Users Group (FIPUG). 

Partilcipating FIPUG companies take power from Florida Power & Light Company 

(FPL). These custorners require a reliable low-cost supply of electricity to power 

their operations. Thierefore!, participating FIPUG companies have a direct and 

significant interest in the outcome of this proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A I will address the following issues: 
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Depreciation-related matters (e.g., the estimated life spans of 
FPL's coal and combined cyclle units and the ratemaking 
adjustments to recognize that FPL has accumulated a $1.2 billion 
surplus depreciation reserve); 

The appropriate common equity ratio for determining FPL's cost of 
capital; 

The reasons that FPL's request for a rate increase in 2011 
(Subsequent Year) is inappropriate; 

FPL's class cost-of-service study; 

Class revenule allocation; and 

Rate design. 

YOU FILING ANY EXHIBITS IN CONNECTION WITH YOUR 

TESTIMONY? 

Yes. I am filing Exhibits JP-1 through JFI-11. These exhibits were prepared by 

me o r  under my direc:tion and supervision. 

IN SOME OF THIESE EXHIBITS, YC)U HAVE USED FPL'S CLAIMED 

REVENUE REQUIREMENTS. DOES THIS CONSTITUTE AN ENDORSEMENT 

OF THE COMPANY'S PROPOSALS? 

No. My use of FPIL's claimed revenue requirements is strictly for illustrative 

purposes and should not be interpreted as an endorsement of the proposed base 

revenue increases. 

22 Summaw 

23 Q 

24 A 

25 
26 
27 
28 
29 

PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 

First, with respect to revenue requirements, I am recommending: 

0 Reductions in depreciation expense based on longer life spans for 
FPL's coal (at least 55 years) and combined cycle (at least 35 
years) units and a continuation of the $125 million depreciation 
adjustment aiuthorized in FPL's 2005 rate case. The latter 
recommendation recognizes the very large ($1.2 billion) surplus in 
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the depreciation reserve and the need to restore generational 
equity; that is, current ratepayers should be charged only for the 
assets that are consumed to providle electric service. 

For the same reason, FPL should charge the remaining costs of 
the plants that are being retired early to the depreciation reserve, 
rather than amortizing them as an additional expense, and it 
should suspend contributions to the fossil plant dismantling fund 
until after the next depreciation study. 

FPL's capital structulre should be aidjusted to reduce the amount of 
common equity to 50.2% on 'an adjusted basis, which is 
comparable to the equity ratios of other comparably-rated electric 
utilities. 

0 The Commission should reject FPL's attempt to implement a 
subsequent year base rate increase in 2011 because it is 
speculative, inappropriate and unnecessary. 

0 

0 

Second, witlh respect to FPL's class cost-of-service study, the 

meth,odology used to allcicate production plant costs should reflect cost- 

causation. FPL is a strongly summer peaiking utility and experiences its tightest 

margins during the summer months. This suggests that greater emphasis should 

be placed on summer month demands than is provided in the Twelve Coincident 

Peak; and 1/13'h Average Demand (12C;P-1/13'h AD) method used by FPL. 

However, 12CP-1/13'h AD has been adopted by this Commission in past cases 

and it should not be replaced with another method that places greater emphasis 

on energy usage. Should the Commission decide to replace 12CP-1/13'h AD, it 

should adopt the Average and Excess method rather than a peak and average 

method because the former recognizes the dual functionality of generating plants 

(Le., serving both base and cycling loads) without double-counting peak demand. 

FPL's proposed class revenue allocation should be rejected because it 

would result in some classes receiving base rate increases over 150% of the 

system average increase. This violates tlhe Commission's policy regarding the 
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use of cost-of-servilce study to set rates, subject to appropriate gradualism 

3 
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13 

Finally, FPL’s, proposed rate design should be revised to: 

More closely align the demand and energy charges to reflect the 
corresponding demand and non-fuel energy-related costs; 

Set the HLFT rates to blend ai: a 70% load factor with the 
corresponding GSD and GSLD rates; 

Correct the CILC rate design by spreading the payments to all 
customer classes (rather than being partially absorbed by the 
ClLC customers); and 

Increase the CDR Rider credit to reflect the higher equipment 
costs and greater vialue of providing non-firm service than when 
the credit was first initiated. 

6 

J . P 0 1 L 0 CX 
IN C 0 R P  0 R A T  I1D 



2. DEPRECIATION I 

2 Backnround 

3 Q WHAT IS DEPRECIATION? 

4 A  Depreciation reflects; the consumption or use of assets used to provide utility 

5 service. Thus, it provides for capital recovery of a utility's current or original 

6 investment. Generally, this capital recoveiry occurs over the average service life 

7 of the investment or assets. The most commonly used definition of depreciation 

is found in the Code of Federal Regulations (CFR): 8 

9 
10 
1 1  
12 
13 
14 
15 
16 
17 

Depreciation, as applied to depreciable electric plant, means the 
loss in service value not restored by current maintenance, 
incurred in connection with the consumption or prospective 
retirement of plant in the course of service from causes which are 
known to be in current operation and against which the utility is 
not protected by insurance. Among the causes to be given 
consideration are wear and tear, decay, action of the elements, 
inadequacy, obsolescence, changes in the art, changes in 
demand and irequireinents of public authorities. (78 CFR Part 707) 

18 Q WHAT ARE THE KEY PARAMETERS THAT DETERMINE THE AMOUNT OF 

DEPRECIATION RECOGNIIZED FOR RA'TE-MAKING PURPOSES? 19 

20 A Depreciation accounting prcwides for the recovery of the original cost of an asset 

21 over its life span adjusted for net salvage. As a result, it is critical that 

22 appropriate average life span be used to develop the depreciation rates so that 

23 present and future ratepayers are treated equitably. In addition to capital 

24 recovery, depreciation rates also contain a provision for net salvage. Net 

25 salvage is the value 'of the scrap or reused materials less the removal cost of the 

26 asset being depreciated. A utility will reflect in its rates the net salvage over the 

27 useful life of the asset. 
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HOW ARE DEPREC:IATIOFJ RATES CALCULATED? 

Depreciation rates are essentially calculated using the following formula: 

100% - Reserve% - Avg. Future Net Salvage% 
Avg.  Remaining Life in Years Remaining Life Ra.te = - 

The above formula is prescribed in Rule 25-6.0436. Under this method of 

developing depreciation rates, the un-depreciated portion of the plant in service, 

adjusted for net salvage, is recovered olver the average remaining life of the 

asset or group of assets. Therefore, at the end of the useful life, the asset is fully 

deprleciated. 

FPL’s Depreciation Study 

Q HAVE YOU REVIEMIIED THE DEPRECIATION STUDY FILED BY FPL IN THIS 

PROCEEDING? 

Yes. 

Q 

A 

19 Q 

20 A 

WHAT DOES THE DEPRECIATION STUDY SHOW? 

The study recommends higher depreciaition rates, which would generate an 

additional $22.6 million of depreciation expense. The increase is primarily due to 

shorter assumed life spans for production investments. FPL is also proposing to 

accelerate the recovery of certain capital investments, which would further 

increase depreciation expense by an addlitional $78.6 million (Exhibit CRC-7 at 

51). 

WHAT ELSE DOES FPL’S DEPRECIATION STUDY SHOW? 

The study also shows thiat, based on the assumed remaining lives of its 
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19 

20 

21 

22 

investments and the projected book value as of December 31, 2009, FPL‘s book 

depreciation reserve is $1.2145 billion higher than the “theoretical reserve.” (Id. at 

53). The theoretical resenre is the amount necessary to allow recovery of the 

existing investments over tlieir projected remaining life spans. In other words, 

FPL has accrued a $1.245 billion reserve surplus. 

IS THERE ANYTHING NOTEWORTHY ABOUT THE $1.245 BILLION 

DEPRECIATION RESERVE SURPLUS? 

Yes. The $1.245 billion surplus reserve ciccurs after a $500 million depreciation 

expense adjustment. The adjustment was the result of the Stipulation in FPL’s 

20051 rate case (Docket No. 050045-El) ituthorizing FPL to reduce depreciation 

reseive by $125 miillion per year. FF’L recorded a $125 million credit in 

depreciation expense in 2006, 2007 and 2008 and will record another $125 

millicin credit in 200!3. Therefore, by the end of 2009, FPL will have recorded 

$5001 million associated with these credits in the depreciation reserve (Direct 

Testimony and Exhibits of C. Richard C/arke at 23). 

WHAT IS THE SIGNIFICANCE OF THE SURPLUS? 

The purpose of depreciation is to recover capital investment, including removal 

costs;. Such recoveiy should, to the extent possible, come from the customers 

that use the utility service With the large depreciation surplus, the current 

generation of ratepayers has paid a disproportionate share of the assets 

consumed to provide utility services. Thus, it is clear that FPL‘s depreciation 

rates are neither fair nor equitable. 
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1 Q WHAT DEPRECIATIION ISSUES WILL YOU ADDRESS? 

2 

3 
4 
5 
6 

7 

8 

9 

10 

11 

12 

A I will address: 

The life spanis of coal and combiried cycle units. Life spans are 
integral in determining the appropriiate depreciation rates; 

FPL's proposed accelerated capital recovery of $314 million of 
early plant retirements; and 

Other measuires to reduce the large surplus. 

Life Spans 

Q HAVE YOU REVIEWED THE LIFE SPANS THAT FPL USED TO DETERMINE 

ITS PROPOSED DEPRECIATION RATES? 

Yes. FPL's proposted life spans for coal and combined cycle (CC) units are A 

shown in Exhibit CRC-1 and summarized below. 

[ Clombined Cycle I 27 

13 Q ARE FPL'S PROPOSED LIFE SPANS APPROPRIATE? 

14 A No. FPL has significantly understated the life spans for these plant types. 

15 Q 

16 SPANS ARE SIGNIFICANTLY UNDERSTATED? 

17 A 

18 

ON WHAT DO YOU BASE YOUR OPINION THAT FPCS PROPOSED LIFE 

My opinion is basedl on actual plant live!;, life spans used by other utilities for 

similar assets, and dlecisions by other regulatory commissions. 

1 0  
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A 

Q 

A 

Q 

A 

WHAT LIFE SPAN DOES FPL ASSUME FOR ITS COAL UNITS? 

FPL jointly owns Plant Scherer Unit No. 4 and St. John’s River Power Park 

(SJRPP) station. According to Exhibit CRC-1, FPL assumes these facilities will 

be retired in 2029 and 2028, respectively. This translates into life spans of 40 

years and 41 years, irespectively. 

HAS FPL PROVIDED ANY JUSTIFICATION FOR THE PROPOSED LIFE 

SPANS? 

No. The Company lhas not indicated when it will retire these units (FPL’s 2009 

Ten Year Site Plan, !Schedule 1). 

ARE 40-41 YEAR LIFE SPANS REASONABLE FOR COAL UNITS? 

No. FPL‘s proposed life spans are considerably shorter than the average lives of 

coal-fired plants as determined in proceedings. For example: 

60 years for Indiana-Michigan Power company’s Tanner Creek 
Units 1 through 4 and for its Rockport Unit 1 (Indiana Utility 
Regulatory Commission, Cause No. 43231, lnferim Order, 
6/13/2007); 

55 years for coal plants operated by Southwestern Public Service 
Company (New Mexico Public Regulatory Commission, Case No. 
07-0031 9-UT, Order, August 27, 2008); 

59 to 68 years for cclal units owned by AmerenUE (Missouri Public 
Service Commission, Cause No. IER-2007-0002, Order, May 22, 
2007); 

61 years for coal units owned1 by Rocky Mountain Power 
(Wyoming Public Service Commission, Docket No. 20000-257- 
EA-6, Recod No. 70794, June 12,2008); 

60 years for Public Service Company of Oklahoma (Oklahoma 
Corporation Commission, Cause No. PUD 200600285, Order No. 
545768, Octolber 9, 2007); and 

55 years for Georgia Power Comipany’s Plant Scherer Units 1-3 
(Georgia Public Service Commission, Docket No. 25060-U). 

1 1  
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16 

17 

18 

19 Q 

20 

21 A 

22 

Thus, FPL‘s proposed life spans are considerably shorter than the life spans of 

actual coal-fired plants. Further, the two biggest operators of coal units in the 

nation, American Electric Flower Compariy and The Southern Company, have 

determined that life spans of 60 years or more are achievable (Indiana Utility 

Regulatory Commission, Cause No. 43231, lnferim Order, 6/13/2007, Florida 

Public Service Comimission, Docket No. 050381-ElI Order No. PSC-07-0072- 

PAA-EI, January 2, 2007). 

IS FPL’S PLANT SCHERER UNIT 4 LOCATED AT THE SAME SITE AS 

GEORGIA POWER’S PLANT SCHERER UNITS 1-33 

Yes. I would also note the !%-year life span referenced above includes the Plant 

Schelrer 3-4 common facilities, which FPL lpartially owns. 

DO OTHER FLORIDA UTILJTIES USE LONGER LIFE SPANS THAN FPL FOR 

THEIIR COAL UNITS;? 

Yes. Progress Energy Florida (PEF) proposes a 52-year average life span for its 

Crystal River Coal units in its pending rate case (Docket No. 090079-El). In 

addition, Gulf Power Company extended the lives of the Plant Crist and Plant 

Smith units to 65 yeairs (Docket No. 050381-El, Order No. PSC-07-0072-PAA-NI 

January 2,2007). 

WHAT CONCLUSIONS CAN BE DRAVllN FROM INDUSTRY EXPERIENCE 

AND THE SPECIFIC EXAMPLES YOU’VE: DESCRIBED? 

It aplpears that FPL has significantly understated the life span of its coal units, 

which results in increased depreciation costs which FPL wants ratepayers to 

1 2  
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12 
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14 A 

15 

16 

17 

18 

19 

20 

21 

bear.. FPL's coal units represent a neairly $1 billion investment. Given this 

significant investment, it stands to reason that these capital intensive investments 

should be operated i3S long as possible to obtain the greatest level of economic 

benefit. Thus, it should norlmally be cost effective to maintain such equipment in 

operating condition over the long term. 

For all of the above ireasons, the C,ommission should use a life span of at 

leasf 55 years for FPL's coal units. 

WHAT IS THE IMPACT OF: INCREASING THE LIFE SPANS OF FPL'S COAL 

UNITS TO 55 YEAR!S? 

The impact of increasing the life spans would be to decrease the depreciation 

accruals for the coal plants by approximately $10.5 million annually as shown in 

Exhibit JP-1. 

HOW DID YOU CALCULATE THE CHANGE IN ANNUAL ACCRUALS? 

I recalculated the depreciation rate bly first calculating the ratio of my 

recommended life spans to FPL's proposed life span by unit by FERC account. 

This ratio was then multiplied by the corresponding whole life (by unit by FERC 

account) to determine the adjusted whole life. The revised remaining life is the 

sum of (1) the difference between the adjusted whole life and FPL's proposed 

wholle life and (2) FPL's proposed remaining life. The revised depreciation rate is 

the riati0 of the remaining recoverable cost (including FPL's proposed net salvage 

rate) to the revised remaining life. 
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WHAT LIFE SPAN:S DOES FPL PROPOSE FOR ITS COMBINED CYCLE 

UNITS? 

The average life span for IFPL's combined cycle (CC) units is 27 years. This 

ranges from 25 yeairs for lurkey Point, Martin 8, and Manatee to 43 years for 

Putnam. The new VVest County Energy Center (WCEC) CC units are projected 

to have 25-year life spans (FPL's 2009 Ten-Year Site Plan at p. 106). 

HAS FPL JUSTIFIED THE LIFE SPANS OF ITS COMBINED CYCLE UNITS? 

No. There are no expected retirement dlates for these units (FPL's 2009 Ten- 

Year Site Plan at Slchedule 1). FPL has not explained why it cannot operate 

these units for much longer than 27 years (25 years for its newest, most efficient 

WCEX units). The C;C units represent a combined $6.2 billion investment. Since 

these are the most efficient units on FPL's system, it should be economic to 

mainitain them in goold operating condition for much longer than 27 years. 

WHAT IS THE BAS6 FOR YOUR OPINION THAT COMBINED CYCLE UNITS 

ARE CAPABLE OF OPEFUJTING MUCH LONGER THAN 27 YEARS? 

My opinion is based Ion industry projections and practices, including the following: 

40 years for Rocky Mountain Power's CC units (Utah Public 
Service Commission, Docket No. 07-035-13 and Public Utility 
Commission of Oregon UM 1329, Order No. 08-327, June 17, 
2008); 

Over 60 years far Public Service Company of Oklahoma 
(Oklahoma Corporation Commission Cause No. 200600285, 
Order No. 545168, Cktober 9, 200;7); 
35 years for Nevada Power Complany Silverhawk and Lenzie CC 
units (Nevada Public Utilities Commission, Docket No. 06-1 1023, 
May 24, 2007); 

35 years for Georgia Power Company McIntosh CC units (Georgia 
Public Service Cornrnission, Docked No. 25060-U). 
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Further, FPL‘s Putnam CC units have been in service for over 30 years (FPL‘s 

20051 Ten-Year Site Plan at Schedule 1). In addition, in a study of capacity 

needls, the Michigan Public Service Connmission (MPSC) used a 40-year life 

span for new CC units (MPSC Docket No. U-14231). 

DO ANY OTHER FLORIDA UTILITIES USE LONGER LIFESPANS FOR THEIR 

COMBINED CYCLE UNITS? 

Yes. Progress Energy Florida (PEF) proposes a 30-year life span for its Hines 

Units in its pending rate case (Docket No. 090079-El). Further, Gulf Power 

recently extended the life 01 Plant Smith Unit 3 to 34 years (Docket No. 050381- 

El, Order No. fSC-107-0072-fAA-E/, January 2, 2007). While conservative in 

light of the non-Florida examples cited above, these Florida examples further 

demonstrate the unreasonableness of FPL.3 proposed life spans. 

WHAT LIFE SPANS DO YC)U RECOMMEND FOR COMBINED CYCLE UNITS? 

Based on industry practices and recognizing FPL’s over $6 billion investment, the 

Commission should increase the life span to at least 35 years. 

WHAT IS THE IMPACT OF INCREASING THE LIFE SPANS OF FPL’S 

COMBINED CYCLE UNITS TO 35 YEAR!S? 

The increase of the life spans would decrease the depreciation accruals for the 

combined cycle plants by approximately $84.5 million annually as shown on 

Exhibit (JP-1). In addition, the increased life span would also decrease annual 

accruals of WCEC-3 by about $12.8 millialn. These adjustments were quantified 

using the same methodology as described previously. 
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Accelerated Capital Recow9 

Q IS FPL PROPOSING TO ACCELERATE RECOVERY OF CERTAIN CAPITAL 

INVEISTM ENTS? 

Yes. FPL proposes the early retirement of several steam plants and meters that 

will lbecome obsolete bearuse of the deployment of its Automated Metering 

Infrastructure (AMI). Becaulse of the early retirement, FPL asserts that it has not 

recovered $44.9 milllion of steam production plant and $101 million of meter 

investment (including estimated removal costs). It proposes to recover these 

COStS over four years. FPL is also proposiing a four-year recovery of $168 million 

of investment resulting frorn various nuclear plant uprates, including estimated 

removal costs (Exhibit CRC-7 at 57). 

12 Q 

13 

14 A 

15 

16 

17 Q 

18 

19 A 

20 

21 

22 

WHAT IS THE MAGNITUDlE OF THE PROPOSED ACCELERATED CAPITAL 

RECOVERY? 

The total investment subject to accelerated recovery is $31 4.2 million. Assuming 

a four-year amortization period, FPL is proposing to increase depreciation 

expense by $78.6 million. 

IS FPL'S PROPOSED AC'CELERATED CAPTIAL RECOVERY NECESSARY 

OR APPROPRIATE'? 

No. As previously stated, FPL has a 261.2 billion surplus in its depreciation 

reserve. Given this wery large surplus, it i!j unnecessary to charge ratepayers for 

capital costs (including the costs of removal) for investments that FPL has 

chosen to retire early. 
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SHOULD FPL'S DElPREClATlON PROPOSAL BE ADOPTED? 

No. As previously stated the purpose of depreciation is to recover capital 

investment, including remclval costs. Esquity and fairness demand that such 

recovery should, to the extent possible, come from the customers that use the 

utility service. Withi the large depreciatiion surplus, the current generation of 

ratepayers has paid a disproportionate share of the assets consumed to provide 

utility services. Thus, it is clear that FPL'!: depreciation rates are neither fair nor 

equitable. An additiional payment, in the! form of accelerated capital recovery, 

would only worsen the situation. 

HOW SHOULD THE CAF'ITAL COSTS; OF INVESTMENTS FPL RETIRES 

EARLY BE TREATEiD FOR. RATEMAKING PURPOSES? 

The depreciation reserve io more than sufficient to allow recovery of the entire 

$314..2 million. Therefore, I recommend that the entire $314.2 million be used to 

offset the huge surplus in FPL's book depreciation reserve. Offsetting the entire 

$314..2 million would be a sltep toward moving the actual book reserve closer to 

the theoretical reserve. This would help restore generational equity. 

SHOULD THE COhrlMISSIlON TAKE ANY FURTHER STEPS TO RESTORE 

GENERATIONAL EQUITY7 

Yes. The Commission should order FPL: 

0 To continue booking the $125 million depreciation expense 

0 

adjustment; and 

To cease contributiolns to the fossil dismantlement fund. 
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1 This treatment should continue until FPL files its next depreciation study. 

Coupled with my recommendation to offset the $314.2 million of capital 2 

retirements and assuming FPL's next depreciation study is filed in 2012 (three 3 

4 years from the filing (date of this case), the book reserve would be reduced by an 

addit.ional $749 million. This would still leave nearly $0.5 billion in excess book 5 

6 depreciation reserve. 

7 Q  IS THERE ANY PRIECEDENT FOR REQUIRING FPL TO TAKE MEASURES 

8 NECESSARY TO ELIMINATE THE HUGE (OVER $1.2 BILLION) SURPLUS IN 

ITS DEP REC I AT1 0 NI RES E RVE? 9 

10 A Yes. My recommendations to correct a reserve surplus are the same in concept 

as pirior Commissiori actions allowing FPL to correct reserve deficiencies. For 11 

12 example: 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 

0 FPL was to book $126 million, (in accord with preliminary 
implementation approved in Order PSC-95-0672-FOF-EI), an 
additional $30 million commencing in 1996, and additional 
expense in 1996 anld 1997 equal to 100% of base rate revenues 
produced by retail sales between its "low band" and "most likely 
sales forecast" for 1996, and at least 50% of the base rate 
revenues produced by retail sales above FPL's most likely sales 
forecast for 1996 to correct a $'175.3 million deficiency in the 
nuclear depreciation reserve and to correct the reserve deficiency 
existing in FF'L's otkier production facilities, which was calculated 
to be $60.3 million as of January 11, 1994 (Docket No. 950359-El, 
Order No. PS C-96-030 7-PHO-El); (and 

FPL was ordered to amortize the gain realized from the sale of a 
combustion turbine from Port St. Joe to be used to offset the 
reserve deficiency ait the Suwanee Peaking Plant. (Docket No. 
971 570-E1, Order NCI. PSC-98-7 723-FOF-El). 

0 

29 Since FPL now has ,a huge reserve surplus, similar adjustments are appropriate 

30 and necessary to restore generational equity and to help mitigate the impact of 
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1 

2 Q  

3 

4 A  

the proposed base rate increases. 

PLEASE SUMMARIZE YOUR RECOMIMENDATIONS ON DEPRECIATION 

EXPENSE. 

My recommendations are as follows: 

Amount 
- Adjustments 4 $Millions 

- Increase Coal Pliant Life Spans to at I 

Increase Combined Cycle Plant Life !Spans 
to1 at Least 35 Years: 

- Existing Plants 

- West County Unit No. 3 

Charge Early Retirements to the 
- Depreciation Reserve 

Continue - the Depreciation Expense I 

Cease Contributions to the Dismantlt 

- 

-- - 
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1 3. CAPITAL STRUCTURE 

2 Q WHAT CAPITAL S'I'RUCTIJRE IS FPL PROPOSING IN THIS PROCEEDING? 

3 A  FPL"s proposed regulatory capital structiire is shown in the first column of the 

4 chart below: 

Component j 
I 

Long-Term Debt 

Short-Term Debt 
I 

Common Equity 

l Customer Deposits 

Deferred Taxes 

Investment Taix Cred 

I 

-- 
5 The second columni is the adjusted capital structure that FPL claims to be 

6 achieving, according to FPL witness Mr. Pimental. The adjusted capital structure 

7 excludes customer deposits, deferred inciome taxes, investment tax credits and 

8 imputes to debt the obligations under various firm Purchased Power Agreements 

9 (PPAs). The third column Shows FPL's adjusted capital structure excluding the 

10 imputed PPAs. 

11 Q WHAT IS THE PROPOSNED ADJUSTMENT FOR PURCHASED POWER 

12 OBLIGATIONS? 

13 A FPL':s adjusted capital structure includes $949,260,000 of imputed debt for 

14 purchased power obligations. As can be seen in the third column of the above 

15 chart, without this imputed debt, FPL's equity ratio would approach 60%. This 

2 0  
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5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

woulld make FPL aimong the least leveraged regulated electric utilities in the 

nation. For the reasons explained below, the Commission should set rates 

based on an adjusted capital structure (1) excluding imputed debt and (2) 

consisting of not more than 50% common equity. 

Imputed Debt for Purchased Power Obliqationg 

Q 

A 

Q 

A 

WHY DOES FPL IMPUTE 4i949.3 MILLION OF DEBT RELATED TO PPAS? 

FPL asserts that the financial cornmiunity commonly takes into account 

obligations associated with PPAs. Since FPL has certain long-term PPAs, it is 

obligated to make certain fixed payments, which, it asserts, the rating agencies 

regaird as equivalent to long-term debt (Direct Testimony and Exhibifs of 

Annando Pimental at 34). According to FPL, long-term PPAs are those 

agreements that have a terin of at least cine year (FPL’s Response to SFHHA’s 

lntefirogatory No. 2811). 

DO YOU AGREE WITH THIS ADJUSTMENT? 

No. It is unnecessary to impute debt for PPA obligations. The Commission’s 

approval of PPAs is governed by Rule 2!5-17.0832 Florida Administrative Code 

(for standard offer aind neglotiated contracts). Once approved, FPL is allowed 

full and direct recovery of firm energy and purchased power capacity costs under 

the Fuel and Capaciity Cost Recovery (CCR) clauses. Though such contracts 

are reviewed in the annual fuel adjustment proceeding, there is minimal recovery 

risk associated with PPAs. 

Second, Moody’s does not treat F’PAs in the same way as Standard & 

Poor’s (S&P). 
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4 Q  

5 

6 A  

7 

8 

9 Q  

10 A 

11 

12 

13 Q 

14 

15 A 

16 

17 
18 
19 
20 
21 

Finally, the Commission has very recently addressed precisely this issue. 

In T'ampa Electric's (TECO's) most recent rate case, TECO made the same 

argument that FPL puts forth here and it wfas rejected by the Commission. 

DO ALL RATING AGENCIES IMPUTE THE FIXED OBLIGATIONS UNDER 

PPAS IN EVALUATING A IJTILITY'S FINANCIAL STRENGTH? 

No. FPL's imputed debt adjustment reflects the methodology outlined by S&P. It 

is noteworthy that another ratings agency, Moody's, does not make a similar 

adjustment. 

HOW DOES S&P REXOGNIIZE THE DEBT EQUIVALENT OF PPAS? 

S&P quantifies the debt equivalent as the product of (1) a risk factor and (2) the 

net present value of ,the remaining capacity payments under each PPA. The risk 

factor is based primarily on the method of recovery of capacity payments. 

WHAT RISK FACTOR HAS FPL USED IN ITS IMPUTED DEBT 

ADJIJSTMENT? 

FPL has used a 2% risk factor (Testimony and Exhibits of Armando Pimenfal at 

35-36). This choice is based on general criteria explained by S&P: 

If a regulator lhas established a power cost adjustment mechanism 
that recovers all prudent PPA costs, a risk factor of 25% is 
employed, because the recovery lhurdle is lower than it is for a 
utility that must litigate time and again its right to recovery costs. 
(Standard & Poor's, Corporate CretJif Ratings 2008 at 75). 
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1 Q  

2 

3 A  

DOES THIS ACCURATELY REFLECT THE RISKS ASSOCIATED WITH THE 

RECOVERY OF PUIRCHASED POWER CAPACITY COSTS IN FLORIDA? 

No. Purchased power capacity costs are subject to dollar-for-dollar recovery 

4 through the CCR. This includes a true-up procedure that establishes a fotward- 

5 looking charge, which is then reconciled based on actually incurred costs, with 

6 intevest. The recovery mechanism is nearly identical to FPL's Fuel Charge. 

DOES S&P RECOGNIZE THE RELATIONSHIP BETWEEN RISK AND THE 7 Q  

8 TYPE OF COST RECOVEFLY MECHANISM? 

9 A  Yes. S&P states that: 

The calculated PV [present value] is adjusted to reflect the 
benefits of regulatory or legislative cost recovery mechanisms. 
The adjustment reduces the debt-equivalent amount by 
multiplying the PV by a specific risk factor that pertains to each 
contract. The stronger the recovery mechanisms, the smaller the 
risk factor. These risk factors typically range between 0% and 
50%, but can be as high as 100%. (Id.) 

10 
11 
12 
13 
14 
15 
16 

17 Thus;, S&P does not provide an objective standard for determining the 

appropriate risk factor. Dollar-for-dollar recovery of purchased power capacity 18 

19 costs is a very strong mechanism with no practical risk. The PPAs in question 

have been previously approved for recovery. In fact, the above discussion from 20 

S&P in conjunction with the policies and previous findings in Florida strongly 21 

suggest that the obligations under Commission-approved PPAs are risk free, so 22 

long as the utility prolperly manages the contracts. 23 

24 Q DOES MOODY'S CONSIDlER PPAS AS INHERENTLY MORE RISKY FOR 

ELECTRIC UTILITIES? 

No. Moody's specific:ally recognizes that the risk of PPAs is specifically related to 

25 

26 A 

23 
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2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 

16 

17 

18 Q 

19 

20 A 

21 

22 

23 

24 

25 Q 

26 A 

27 

28 

29 
30 

the applicable cost recovery mechanism as well as market dynamics: 

Pass-throuclh capatlility: Some utilities have the ability to pass 
through the cost of purchasing power under PPAs to their 
customers. As a result, the utility takes no risk that the cost of 
power is greater than the retail price it will receive. Accordingly 
Moody’s regards these PPA obligations as operating costs with no 
long-term debt-like attributes. PPAs with no pass-through ability 
have a greater risk profile for utilitiles. In some markets, the ability 
to pass through costs of a PPA is enshrined in the regulatory 
framework, and in others can be dictated by market dynamics. As 
a market becomes more competitive, the ability to pass through 
costs may decreasle and, as circumstances change, Moody’s 
treatment of PPA (obligations will1 alter accordingly. (Moody’s, 
Rating Methodology: Global Reglulated Electric Utilities, March 
2005 at 9.) 

Thus, it is clear that Moody’s does not regard PPAs as inherently risky and thus it 

imputes no debt for these contracts where recovery is guaranteed. 

DOES FPL HAVE 1HE ABILITY TO PASS THROUGH THE COSTS OF ITS 

PPAS? 

Yes. As explained earlier, FPL has the ability to directly pass through purchased 

power capacity costs. In the case of c:ertain purchases mandated by state 

statute, such as those from renewable energy sources, up-front approval is 

required for non-standard offer contracts, while standard offer contracts are 

considered reasonable. 

DO F:PL PPAS CONTAIN ANY CLAUSES FURTHER MITIGATING RISK? 

Yes. FPL recently included a clause in a PPA stating that if the Commission 

does not allow recovery of contract costs from ratepayers, FPL does not have an 

obligation to pay under the agreement. 

Notwithstandiing anything to the! contrary in this Amended 
Agreement, if FPL, at any time duiring the Term of this Amended 
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32 
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Agreement, fails to obtain or is denied the authorization of the 
FPSC, or the authorization of any other legislative, administrative, 
judicial or regulatory body which now has, or in the future may 
have, jurisdiction over FPL's rates (and charges, to recover from its 
customers all of the payments required to be made to the 
Authority under the terms of this, Amended Agreement or any 
subsequent amendment hereto, FPL may, at its sole option, adjust 
the payments made under this Amended Agreement to the 
amount@) which FPL is authorized to recover from its customers. 
(Neaotiated Contract with The Solid Waste Authority of Palm 
Beach County, paragraph 16.4, which was submitted for approval 
on March 25,2009 in Docket No. 090150-EQ) 

This makes FPL's "risk" virtually non-existent. 

DOES MOODY'S CONSIDER PPAS AS BEING LESS RISKY IN CERTAIN 

CIRCXIMSTANCES? 

Yes. Unlike S&P, Moody's recognizes that PPAs can be less risky for a utility: 

Risk manaaement: .An overarching principle is that PPAs have 
been used by utilities as a risk management tool and Moody's 
recognizes that this is the fundamental reason for their existence. 
Thus, Moody'h will riot automaticallly penalize utilities for entering 
into contracts for thle purpose of reducing risk associated with 
power price and availability. Rather, we will look at the aggregate 
commercial position, evaluating the risk to a utility's purchase and 
supply obligations. In addition, PPAs are similar to other long-term 
supply contracts used by other industries and their treatment 
should not therefore be fundamenltally different from that of other 
contracts of a similar nature. (Id.) 

ARE YOU SAYING THAT MOODY'S W1L.L NOT IMPUTE DEBT ASSOCIATED 

WITH PPAS? 

No. Moody's states: 

Methods of accounting for PPAs in our analysis 

According to the weighting and importance of the PPA to each 
utility and the level of disclosure, Nloody's may analytically assess 
the total obligations for the utilit,y using one of the methods 
discussed below. 
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Operating Cost: If a utility enters into a PPA for the purpose of 
providing an assured supply and there is reasonable assurance 
that regulators will allow the costs to be recovered in regulated 
rates, Moody’s may view the PPA as being most akin to an 
operating cost. In this circumstance, there most likely will be no 
imputed adjustment #to the obligations of the utility. 

7 Based on the above statements by Moody’s, it seems unlikely that debt will be 

8 imputed to FPL based on the cost recovery mechanisms applicable to purchased 

9 power capacity costs. 

10 Q IS THE DEBT THAT FPL PROPOSES TO IMPUTE FOR PPA OBLIGATIONS 

1 1  ACTIUAL DEBT ON ‘THE COMPANY’S BOOKS AND RECORDS? 

12 A No. FPL does not reflect its PPA obligations as debt in the normal course of 

13 accounting. 

14 Q HAS THE COMMISSION PREVIOUSLY RlULED ON THIS ISSUE IN A RECENT 

15 CASE? 

16 A Yes. The Commission rejected TECO’s proposal to impute additional equity in 

17 determining its capital structure to recognize the so-called risks associated with 

18 PPAs. The Commission stated that: 

19 
20 
21 
22 
23 
24 
25 
26 

The pro foma adjustment to equity proposed by TECO is not an 
actual equity investment in the utility. If this adjustment is 
approved for purposes of setting rates in this proceeding, the 
Company waluld essentially be alllowed to earn a risk-adjusted 
equity return without having actually made the equity investment. 
The revenue requirement impact of recognizing this pro forma 
adjustment tci equity in the capital structure is approximately $5 
million per year. (Orcler No. PSC-0!3-0283-FOF-E/ at 35) 

27 The Commission went on to find: 

28 
29 
30 

Companies with PPAs are not required by the rating agencies to 
make the pm forma adjustment in question. As the following 
passage explains, t.he Standard & Poors’ (S&P) practice with 
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31 

respect to PF'As described in witness Gillette's testimony is strictly 
for the rating agency's own ana1ytic:al purposes: 

We adjust utilities' financial metrics, incorporating PPA fixed 
obligations, s'o that 'we can compare companies that finance and 
build generation capacity and thlose that purchase capacity to 
satisfy customer meeds. The arialytical goal of our financial 
adjustments <for PPAs is to reflect fixed obligations in a way that 
depicts the c:redit exposure that is added by PPAs. That said, 
PPAs also benefit utilities that enter into contracts with suppliers 
because PPAs will typically shift various risks to the suppliers, 
such as construction risk and most of the operating risk. PPAs can 
also provide utilities with asset diversity that might not have been 
achievable thlrough self-build. The principal risk borne by a utility 
that relies on PPAs is the recovery of the financial obligation in 
rates. (Id. at 35) 

Further, in rejecting TECO's adjustment, the Commission held: 

With this proposed adjustment, we find that the Company is 
attempting to take a portion of S&P's consolidated credit 
assessment methodology and use it for a purpose it was never 
intended. (Id. at 36). 

Q SHOULD DEBT ASSOCIATED WITH PPAS BE IMPUTED IN ASSESSING 

THE PROPER CAPITAL STRUCTURE FOR FPL? 

A No. For all of the re'asons stated above, imputed debt should not be included in 

assessing the reasoriableness of FPL's capital structure. 

Common Eauitv Ratio 

Q DOES FPL PROPOSE TO ADJUST IT'S EQUITY RATIO TO RECOGNIZE 

IMPlJTED DEBT? 

A No. Unlike TECO, FPL doles not propose a specific adjustment. Instead, FPL 

seeks to use the imputation argument to support its excessively high common 

equity ratio. As discussed below, without ,this adjustment, FPL is one of the least 
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22 

leveraged regulated electric utilities in the nation. Thus, the Commission should 

reduce the amount of common equity in determining FPL‘s cost of capital. 

HOW DOES FPL’S COMMON EQUITY RATIO COMPARE WITH OTHER 

ELECTRIC UTILITIES? 

Exhibit JP-2 is a comparison of common equity ratios for the 2006 to 2009 (Ist 

Quarter) time frame published by SNL Financial. For this period, average 

common equity ratios for all electric utilities range from 46.1 % to 47.6% (line 85). 

On a comparable basis, FPL’s proposed 21010 common equity ratio is 59.6%, far 

above the average. Thus, FPL proposes a common equity ratio that is over 

1,200 basis points higher than the electric [utility average. 

WHAT IS THE CONSEQUENCE OF USING MORE EQUITY AND LESS DEBT 

TO FINANCE THE UTILITY’S RATE BASE? 

Common equity is more expensive than debt. In this instance, FPL is asking for 

a common equity return that is nearly 700 basis points higher than its embedded 

cost of long-term debt. A utility having too much equity in its capital structure has 

a higher cost of capital than a utility with a more balanced common equity ratio. 

All else being equal, the higher the overall common equity ratio, the higher the 

rates all FPL ratepayers will bear. 

IS A NEARLY 60% COMMON EQUITY RATIO NECESSARY TO MAINTAIN 

FPL’S CURRENT BOND WiTING? 

No. FPL is currently rated “AI” by Mood:y’s and “A by both Fitches and S&P. 

The chart below provides a comparison of the common equity ratios for other A- 
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1 

2 

rated electric utilities. I included all electric utilities that had “ A  or equivalent 

bond1 ratings from at least two of the three bond rating agencies. 

3 

4 

5 Q  

6 

7 A  

8 

9 

10 

11 

2006 

2007 

2008 

Thus, FPL’s 59.6% proposed (unadjustedl) common equity would be 940 basis 

points higher than comparably rated electric utilities. 

WHAT IS YOUR RECOMMIENDATION FOR A COMMON EQUITY RATIO FOR 

FPL? 

FPL’!j common equity ratio Should be reduced to 50.2% on an adjusted basis for 

settirig its cost of capital in this proceelding. This translates into a 40.36% 

regulatory common ekquity ratio. Reducing the regulatory common equity ratio to 

40.36% lowers FPL‘S requested 2010 base revenue increase by about $192.9 

million, as shown in E!xhibit JP-3. 
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1 4. 2011 TEST YEAR- SUBSEQUEINT YEAR ADJUSTMENT 

2 Q  

3 

4 A  

5 

6 

7 

8 

9 

10 

IS FPL SEEKING A “SECOND” SEPARATE RATE INCREASE AS PART OF 

ITS FILING? 

Yes. Specifically, FPL is sleeking what i t  has characterized as a “subsequent 

year adjustment.” If approved, this adjustment would increase rates above the 

level proposed in the primary increase by an additional $247.4 million effective 

January 2011. This additional increase would also be above and beyond the 

increase that would occur if ,the Commission continues the Generation Base Rate 

Adjustment (GBRA) clause iupon the in-service of the WCEC-3 facility in June of 

201 1. 

11 Q SHOULD THE COMMISSION GRANT A SUBSEQUENT YEAR RATE 

12 INCR,EASE? 

13 A 

14 

15 will be briefed. 

16 

17 

18 

19 

20 

21 budget for 201 1. 

No. As a preliminary matter, please note that I do not address the Commission’s 

authority to grant a subsequent year rate increase. This is a legal question, which 

From a factual perspective, the request for an additional increase in 201 1 

is an objectionable pancaking of two separ$ate rate cases in a single proceeding. 

More importantly, the second rate request is objectionable because the 

2011 revenue requirements FPL attempts to rely upon are based on projections 

that were made in mid to late 2008. As such, they do not reflect FPLs actual 

30 
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Finally, considering the various (cost recovery clauses, the ability to 

implement a limited proceeding, and my recommended adjustments to FPL’s 

revenue requirements, a subsequent year increase is simply unnecessary. 

HOW WOULD YOU CHARACTERIiZE THE “SUBSEQUENT YEAR 

ADJIJSTMENT” PROPOSAL AND THE R.EQUESTED ADJUSTMENT? 

The phrase “subsequent year” adjustment is really a misnomer and a thinly- 

disguised attempt to package a second proposed base rate increase filed at the 

same time as the first base rate increase as something other than what it is-a 

full scale 2011 base rate case and attendant rate increase. This takes the 

concept of pancaking rate iricreases - filing increases one after another in close 

order-to the ultimate extreme, in my view. 

WHY DO YOU CONCLUDE THAT THE “SUBSEQUENT YEAR 

ADJLJSTMENT” IS AN ATTEMPT TO PROSECUTE TWO RATE CASES AT 

ONCE? 

The “subsequent year adjustment” is a filing that looks, feels and smells like a full 

rate case. First, the “subsequent year” aidjustment is not a proposal to adjust 

rates based on a specific occurrence or event, such as what might be addressed 

in a limited proceeding. Rather, it is a selwnd rate filing in which FPL seeks to 

have increased rates put into effect to cover all manner of cost increases ranging 

from an increase in the overall cost of capital from 8% to 8.18% (2010 MFR 

Scheldule A-I and 2011 IUFR Schedulle A-I), increases in operation and 

maintenance (O&M), depreciation, and itax expenses, adjustments to billing 

detenminants, capital additions and even iinflation-related adjustments, all based 
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on speculative costs projected for 201 1. These are not specific subsequent year 

adjustments, but rather the ,Full panoply of adjustments that are seen as part of a 

full rate increase filing. 

DOES FPL ACKNOWLEDGE THAT THE “SUBSEQUENT YEAR” 

ADJIJSTMENT IS SIMPLY 14 SECOND RATE CASE? 

Yes. FPL witness Ousdahl states that if the “subsequent year” adjustment is not 

approved “FPL will have to (consider initiating another proceeding to seek further 

rate relief in 2011. Subsequent year adljustments are used for precisely this 

reason, to avoid the cost and distraction for all parties of back-to-back rate 

proceedings.” (Direcf Testimony of Kim Olusdah/ at 12). Similarly, FPL witness 

Olivera points out that “[tlhe Subsequent ‘Year Adjustment allows the Company, 

the Commission and all pallties to address in a single proceeding both the 2010 

and 2011 needs, avoiding the time and expense of a separate rate proceeding 

for 201 1 .’I (Direct Testimony of Armando J. Obvera at 34.) The testimony of FPL 

makes it clear that the subsequent year adjustment is nothing more than a 

second rate case filed at same time as the first case. 

IS IT A REASONABLE REGULATORY POLICY TO ALLOW ELECTRIC 

UTlLllTlES TO PROSECUTE TWO BACK-TO-BACK RATE INCREASES IN 

THE SAME PROCEEDING, AS FPL PROlPOSES? 

No. ‘Such back-to-back rate increases fail to properly balance the utility’s needs 

with the needs of its custoniers. Assuming its 2011 assumptions are accurate 

(which FIPUG disputes), FPL is really asking the Commission to guarantee that it 

will achieve the authorized return. Providing such a guarantee is contrary to 
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accepted regulatory practice, which is to an oppoltunity to earn the authorized 

return. 

Further, as dliscussed later, the 2011 test year is based on a mid-year 

2008 budget, prior to the current econclmic upheaval. FPL will not formally 

apprlove its 201 1 budget until 2010, which is after this rate case will be decided. 

Thus, setting rates for 201 1 is highly speculative. Rates should not be set based 

on speculation about the future. 

And finally, the proposed 2011 increase may be unnecessary depending 

on the Commission’s findings on FPL‘s 21010 revenue requirements. The need 

for further relief Carl only be evaluated in the context of the rates that this 

Comimission determines to be appropriate for the 201 0 test year. 

IS IT A COMMON PRACTICE TO ALLOW UTILITIES TO FILE PANCAKED 

RATE CASES? 

No. This practice is  not widely used ait the present time. In the past, this 

Commission allowedl two-step increases to recognize major asset additions. 

However, this was prior to the advent of a large number of separate rate 

adjustment clauses, such i3S fuel, purchased power capacity, environmental, 

energy efficiency and even base rate adjustment clauses. 

WHAT IS YOUR UNDERSTANDING O F  THE PROCESS FPL USED IN 

DEVELOPING THE 201 1 TE3T YEAR? 

FPL witness Barrett descriibes the process in his direct testimony. As he 

explains, the underlying budget assumptions used for 201 1 were all prepared 

prior to May 21, 20018. That is because the assumptions that FPL used were 
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included in the Planning Process Guidelines FPL issued on May 21, 2008 (Direct 

Testimony of Robed E. Bareft Jr., at 7). The planning process resulted in an 

O&MI budget for 20013 as well as budgets for 201 0 and 201 1, a capital budget for 

2009, and forecasted capital expenditures for 2010 through 2013 (Id. at 8). The 

results were reviewed in Juine 2008 and fiinally approved in late 2008 (Id. at 9.). 

The O&M budget is prepared annually for the next year and two additional years, 

with the next year done at ei monthly level while the two "out" years are done on 

an annual basis. (Id. at 13.) 

WHAT IS SIGNIFICANT ABOUT THE UISE OF NUMBERS CALCULATED IN 

MID-2008 TO SET RATES FOR 201 13 

The use of projections calculated some two and half years prior to the date rates 

are to take effect by necessity will result in rates that are based on highly 

speculative information. The farther out iin time projections are, the less likely 

they ;are to be accurate. 

In Florida, no doubt (due in part to ,the numerous recovery clauses, many 

years have often elapsed between rate caises. If the Commission were to base 

2011 rates on speculative data from 2008 - which will change as 2011 gets 

closer - these inaccurate raites may be in effect for a long time and ratepayers 

may he paying more than necessary. 

If FPL can support a case for rate irelief in 201 1, it can file a rate case or 

limited proceeding in 2010 when projections and budgets will be more accurate. 
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DOES THE FORECASTED TEST YEAR FOR 2011 REPRESENT FPL’S 

APPROVED BUDGEIT FOR THAT YEAR? 

No. It represents a forecast of sales, revenues and expenses (both O&M and 

capital) in 2011 based on information available in 2008. This forecast changes 

annually. Mr. Barrett acknowledges that FPL annually prepares, reviews and 

approves a formal budget (Id.). Thus, the 201 1 budget will not be approved until 

20101. Whether this formal 201 1 budget will be even remotely similar to the 201 1 

forecast prepared in :2008 is yet to be seen. The scope and extent of changes will 

not be known until sometime in 2010. Wliat this suggests is that FPL is asking 

the Commission and its ratepayers to accept FPL‘s prediction of the revenues it 

will generate and costs it will incur in 2101 1, based upon a mid to late 2008 

forecast. This is a risk to which ratepayers should not be exposed. 

IS THERE A BASI!S TO ASSUME THAT THE 2011 O&M AND CAPITAL 

FORECAST PREPARED ird MID TO LATE 2008 WILL CHANGE BETWEEN 

NOW AND 201 13 

Yes. In fact, there have already been some changes that have occurred in terms 

of the timing of estimated capital expenditures. For example, in Response to 

SFHtiA’s lnterrogatolry No. 254, FPL acknowledges that the number of new 

distribution substations originally planned for the period 2009-201 1 has declined 

from 16 (as identified in the Direct Testimony of FPL witness Keenerj to 12. 

Further, the answer states that “final plans for each budget year and forecasts for 

subsequent years are reviewed and approved as part of FPL‘s annual normal 

3 5  

J . P 0 L L 0 CK 
I N C O R P O R A T E D  



1 

5 

6 

7 

8 Q  

9 

10 A 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

planning and budget process, which takes place during the latter part of each 

year. As such, the final 2010 budget and forecasts for 2011/2012 will be 

approved in late 200!3.” 

The above response clearly indicates that both the 2010 and the 201 1 

capital forecasts are far frorn final and are subject to change. In each instance, 

201 0 and 201 1, the final capital budget for each year will not be approved until in 

the case of the 2010 capital budget, this year, and in the case of 2011 until 2010. 

IS THERE ANY OITHER INFORMATION THAT SUGGESTS THAT THE 

CAPllTAL BUDGET IS SUB.JECT TO REVISION? 

Yes. A review of the capital budget numbers provided in a series of FPL lOQ 

filing!: with the Securities and Exchange Commission (SEC) for the quarters 

ending June 30, 2008, September 30, 2OOl8 and March 31, 2009 indicate that the 

capital expenditures have changed over the nine month period. Exhibit JP-4 

proviides a summary of the! projected ex,penditures taken from the three IOQ 

filings. In those filings, by way of example, both the 2010 and the 2011 total 

capital expenditures lhave increased by over $300 and $200 million, respectively 

from September 2008 to March 2009. During the same period (September 2008 

to Miarch 2009), the 2009 (capital expenditures have decreased by over $300 

million. From the quarter eliding June 2008 to the quarter ending March 2009, 

the 2!009 expenditures have decreased by over $1 billion. These changes 

highlight the extent to which expenditures may change over a relatively short 

period of time. 
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WHAT DO THESE CHANGES SUGGEST WITH REGARD TO THE 201 1 TEST 

YEAR? 

The revenues and expenses used to establish rates should be known and 

measurable. The substantial changes highlighted above raise serious questions 

as to whether the 201 1 test year costs, revenues and other material information 

are sufficiently knowri and rrieasurable so iaS to form an appropriate and sufficient 

basis for a “subsequent year adjustment” or full base rate increase. In effect, 

FPL is asking the Commissiion to accept that its 2011 forecast produced in mid- 

to late 2008 produces revenues and expenses that are known and measurable 

and sufficient upon which to increase base rates for the year 201 1. The 201 1 

revenues, expenses, and plant balances represent a forecast prepared in 2008 

before the full effect of the economic upheavals that occurred in late 2008 were 

known. This is simply the second year forecast and not a formal budget. At 

best, the 2011 costs are a preliminary estimate. Further, FPL has already 

acknowledged that there vcary well may be some reductions in the need for 

capital expenditures (FPL‘s Response to SFHHA’s lnfemgatory No. 254) as well 

as pcltential changes in the economic environment. 

WILL, CHANGES MADE TO FPL’S 2010 REVENUE REQUIREMENTS 

OBVIATE THE NEED FOR r4 SECOND RATE CASE? 

Yes. FPL‘s proposeld second rate increase is $247 million. It is based on the 

same assumptions (e.g., cost of capital, depreciation rates) as the first rate 

increase to take effect in 41010. To the extent that the Commission reduces 
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FPL’s 2010 revenue requirement, it will also affect the 201 1 revenue requirement 

obviating the need folr another increase. 

DOES THE RECENT TECO RATE CASE OFFER FPL ANY SUPPORT FOR 

THE SUBSEQUENT YEAR INCREASE? 

No. While I understand that TECO’s second increase is still disputed and such 

dispute is not the subject of this testimony, TECOs circumstances are different 

from FPL’s. TECOl used a 2009 test year in measuring its base revenue 

requirements. The test year assumed that five new CTs would be placed into 

commercial operation in 2009. However, during the hearing, TECO indicated 

that it was not sure when this capacity would be placed in service or if all units 

would come on line. The Commission excluded the revenue requirements 

associated with the new generating plants from the rate increase, but granted 

TECO a limited selcond step rate increase, contingent on the commercial 

operation of the new capacity. 

DO THIS COMMISSION’S RULES PROL‘IDE FPL WITH THE OPPORTUNITY 

TO SEEK AN INCREASE IN BASE RATIES WITHOUT FILING A FULL RATE 

CASE? 

Yes. Florida utilities may file for a “limited proceeding” under Section 366.076 

Florida Statutes. This statute allows base rates to be adjusted in the context of a 

limited proceeding upon appropriate proof. The ability to request a limited 

adjustment is also av<ailable to FPL. 
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SHOULD THE COIMMlSSlON CONSIDER THE AVAILABILITY OF THE 

VARIOUS COST RlECOVEiRY CLAUSES AND FPL’S ABILITY TO SEEK A 

LIMITED PROCEEDING, IF CIRCUMSTANCES SUPPORT IT, WHEN 

CONSIDERING THE. “SUBSEQUENT YEAR” ADJUSTMENT FPL SEEKS? 

Yes. Taken as a whole, the Florida regulatory scheme provides utilities with 

more! than ample opportunity to timely recover legitimate costs and expenses. 

The (overall effect of the cost recovery clauses (which currently account for 67% 

of FF’L‘s total revenues) is to limit substantially the need for full rate cases. The 

annual clauses also serve to substantially reduce the risk of under-recovery. 

When reaching a decision regarding the “subsequent year” concept - pancaked 

rate increases in this case - the Commission must also be mindful of the 

existence of, use of, and benefits that already accrue to utilities in the state of 

Florida from the numerous cost recovery cllauses. 

IF THE COMMISSION PERMITS THE GBRA TO APPLY TO WCECS WOULD 

THIS MAKE THlE REQUESTED 2011 INCREASE EVEN MORE 

UNNECSSARY? 

Yes. However, if the Commission does approve such an approach, it should 

make it clear that it applies only to WCEC-3 and the GBRA should then be 

terminated. 

WHAT IS YOUR RECOMMEINDATION FOR THE 201 1 TEST YEAR? 

The ICommission should reject FPL‘s attempt to implement a subsequent year 

base rate increase in 2011 because it is speculative, inappropriate and 

unne’cessary. 
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WHAT IS A CLASS ‘COST-1OF-SERVICE STUDY? 

A cost-of-service study is ari analysis used to determine each class’ responsibility 

for the utility’s costs. Thus, it determines whether the revenues a class 

generates cover thle class’ cost-of-senrice. A class cost-of-service study 

separates the utility’!; total costs into portions incurred on behalf of the various 

customer groups. Most of a utility’s costs are incurred to jointly serve many 

customers. For purposes of rate design and revenue allocation, customers are 

grouped into homogeneous classes according to their usage patterns and 

service characteristics. 

WHAT PROCEDURES ARE USED IN A COST-OF-SERVICE STUDY? 

The basic procedure for cortducting a class cost-of-service study is fairly simple. 

First, we identify the different types of colsts (functionalization), determine their 

primary causative factors (classification), and then apportion each item of cost 

among the various rate classes (allocation). Adding up the individual pieces 

gives the total cost for each class. 

Identifying the! utility’:; different levels of operation is a process referred to 

as functionalization. The utility’s investments and expenses are separated into 

production, transmission, distribution, and lother functions. To a large extent, this 

is done in accordance with the Uniform System of Accounts developed by the 

FERC. 

Once costs have been functionalized, the next step is to identify the 
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primary causative factor (or factors). Thiis step is referred to as classification. 

Costs are classified1 as demand-related, energy-related or customer-related. 

Demand (or capacity) relateld costs vary wiith peak demand, which is measured in 

kilowatts (or kw). Tlhis includes production, transmission, and some distribution 

investment and related fixed operation and maintenance (O&M) expenses. As 

explained later, peak demand determines the amount of capacity needed for 

reliable service. Energy-related costs vary with the production of energy, which 

is measured in kilowatt-hours (or kWh). Energy-related costs include fuel and 

variable O&M expense. Customer-related costs vary directly with the number of 

customers and include expenses such as meters, service drops, billing, and 

customer service. 

Each functioiialized and classified cost must then be allocated to the 

various customer classes. 'This is accomplished by developing allocation factors 

that reflect the percentage of the total cost that should be paid by each class. 

The allocation factors should reflect cost-causation; that is, the degree to which 

each1 class caused the utility to incur the cost. 

WHAT KEY PRINCIPLES ARE RECOGNIZED IN A CLASS COST-OF- 

SERVICE STUDY? 

A properly conductled class cost-of-sewice study recognizes two key cost- 

causation principles. First, customers are served at different delivery voltages. 

This affects the amoiunt of investment the utility must make to deliver electricity to 

the meter. Second, since cost-causation is also related to how electricity is used, 

both the timing and rate of energy coinsumption (Le., demand) are critical. 
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Because electricity cannot be stored for any significant time period, a utility must 

acquire sufficient generation resources arid construct the required transmission 

facilities to meet the maximum projected demand, including a reserve margin as 

a contingency against forced and unforced outages, severe weather, and load 

forecast error. Custcimers that use electricity during the critical peak hours cause 

the utility to invest in generation and transmission facilities. 

WHAT FACTORS CAUSE THE PER-IJNIT COSTS TO DIFFER AMONG 

CUSTOMER CLASSSES? 

Factors that affect the per-unit cost include whether a customer's usage is 

constant or fluctuating (load factor), whether the utility must invest in 

transformers and distribution systems to iprovide the electricity at lower voltage 

levels, the amount of electricity that a customer uses, and the quality of service. 

In general, industrial consiimers are les!j costly to serve on a per unit basis 

because they: 

1. Operate ait higher load factors; 

2. Take service at higher delivery voltages; and 

3. Use more electricity per customer. 

These three factors explain why some cmtomers pay higher average rates than 

otheis. 

For example, the difference in the losses incurred to deliver electricity at 

the various delivery voltages is a reason why the per-unit energy cost to serve is 

not the same for all customers. More losses occur to deliver electricity at 

distribution voltage (either Iprimary or setxmdary) than at transmission voltage, 

whiclh is generally tlhe level at which intlustrial customers take service. This 
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means that the coat per IkWh is lower for a transmission customer than a 

distribution customer. The cost to deliver a kWh at primary distribution, though 

higher than the per-unit cost at transmissiion, is lower than the delivered cost at 

secondary distribution. 

In addition tlo lower losses, transmission customers do not use the 

distribution system. Instead, transmissicin customers construct and own their 

own distribution systems. Thus, distribution system costs are not allocated to 

transmission level customers who do not use that system. Distribution 

customers, by contriW, require substantial investments in these lower voltage 

facilities to provide service. Secondary distribution customers require more 

investment than do primary distribution customers. This results in a different cost 

to serve each type of customer. 

Two other cost drivers are efficiency and size. These drivers are 

important because most fixed costs are allocated on either a demand or 

customer basis. 

Efficiency can be measured in terms of load factor. Load factor is the 

ratio of average demand (Le., energy usage divided by the number of hours in 

the period) to peak demand. A customeir that operates at a high load factor is 

more efficient than a lower load factor customer because it requires less capacity 

for the same amount of energy. For example, assume that two customers 

purchase the same amount of energy, but one customer has an 80% load factor 

and the other has a 40% load factor. The 40% load factor customers would have 

twice the peak demand of ,the 80% load factor customers, and the utility would 

therefore require twice as much capacity to serve the 40% load factor customer 
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factor customer are spread over more kWh usage than for a low load factor 

customer. 

HAVE YOU REVIEWED THE CLASS COST-OF-SERVICE STUDY FPL FILED 

IN THIS PROCEEDING? 

Yes. 

DOES FPL'S CLASS COST-OF-SEIWICE STUDY COMPORT WITH 

ACCEPTED INDUSTRY PRACTICES? 

Yes. FPL's class cost-of-service study recognizes the different types of costs as 

well i3S the different ways electricity is used by various customers. 

WHAT METHODOLOGY DOES FPL USE TO ALLOCATE PRODUCTION AND 

TRANSMISSION PLANT-RIELATED COSTS? 

FPL uses the 12CP-1/13'h AD method. The 12CP-I/13th AD method allocates 

costs partially on SI coincident demand basis and partially on an average 

demand, or energy, basis. Further, the coincident demand portion is based on 

customer demands in all twelve months of the calendar year. Thus, 12CP-I/13th 

AD assumes that production and transmission plant-related costs are caused by 

year-round coincidenit peaks and average (demand. 

ARE FPL'S PRODUCTION AND TRANSMISSION PLANT COSTS CAUSED 

BY YEAR-ROUND COINCIDENT PEAK AND AVERAGE DEMANDS? 

No. FPL experiences its maximum annual demand for electricity in either the 

summer or winter months. This is showri in Exhibit JP-5, page 1, which is an 

analysis of FPL's mclnthly firm peak demands as a percent of the annual system 
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peak for the years 2004 tlhrough 2008 and the 2010 Test Year. The peak 

demands in the other mon'ths are typically well below the summer and winter 

peak demands. These chalracteristics are further summarized in Exhibit JP-5, 

page 2: 

FPL's minimum month peak is 69%1 of the annual system peak. 

Monthly peak demanlds are only 86% of the annual system peak. 

Summer peak demands are 23% (or higher) of the non-summer 
peak demands. 

FPL's annual load factor is only 61%. 

These ratios confirm that FFIL has seasonal load characteristics. Thus, electricity 

demands in the spring and fall months are not relevant in determining the amount 

of capacity needed for FPL 1.0 provide reliable service. 

ARE THE MONTHLY PEAKS IN THE SPRING/FALL MONTHS IMPORTANT 

BECAUSE FPL HAS TO REMOVE GENERATION FOR SCHEDULED 

MAINTENANCE? 

No. Although FPL does schedule most planned outages during the spring and 

fall months, this does not rnake these months important from a cost-causation 

perspective. Specifically, despite planned outages, FPL generally has higher 

reserve margins during the non-summer months than during the summer 

months. This is shown in Exhibit JP-6. The reserve margins were calculated as 

the margin (available capacity less schedluled outages less firm peak demand) 

divided by firm peak demand. FPL's surrimer month reserve margins, adjusted 

for scheduled outages, range from 27%) to 47% of the corresponding non- 

sumrner month reserve margins. 
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WHAT DO THE PEAK DEMAND AND RESERVE MARGIN ANALYSES 

DEMONSTRATE? 

The analyses demonstrate that the surnimer peak demands determine FPL's 

capacity requirements. The other months are irrelevant. Thus, the 12CP method 

does not reflect cost-causation when measured by FPL's load and supply 

characteristics. 

HAS THE COMMISSION IPREVIOUSLY APPROVED THE 12CP-lA3TH AD 

METHOD? 

Yes. 

WHY HAS THE COhllMISSION APPROVEID THIS METHOD IN THE PAST? 

It is my understanding that the Commission originally adopted the 12CP-I/13th 

AD method to recognize thalt both peak demand and load duration are the drivers 

that determine utility investment decisions. While I do not agree that 12CP- 

1/13th AD accurately refliects these two cost drivers, it is certainly more 

appropriate than methodolagies that allocate a substantial portion of production 

and ,transmission plant cost!; on an averagie demand basis. 

WHY IS IT INAPPROPRIATE TO ALLOCATE PRODUCTION PLANT COSTS 

ON AN AVERAGE DEMAND BASIS? 

Average demand is not a factor that causes a utility to incur production plant 

coSt!j. Cost causation means allocating costs to classes that cause the utility to 

incur them. Production and transmission plant are built to provide reliable 
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service, especially during critical demand and supply periods. For FPL, these 

periolds occur primarily in the summer months. If FPL were to provide only the 

amount of capacity needed to meet average demand, it could not do so reliably. 

To ensure reliability, facilities must be sized to meet the projected maximum 

demand imposed on them. 

This point is illustrated in Exhibit JP-7. A utility serves two customer 

classes (A and B) that each use 2,400 kWh of energy over a 24-hour period. 

Thus;, both classes have an average demand of 100 kWh (2,400 kWh + 24 

hours). However, Class A has a cyclical load shape while Class B has a flat load 

shape. Because of its cyclical load shape, Class A’s maximum demand is 200 

kW. Class B’s maxirnum demand is 100 ErW. In order to serve both classes, the 

utility would require 300 kW (ignoring reserves). Had the utility provided only 200 

kW (which is the coimbined average load of the two classes), it could not have 

proviided reliable service. 

In summary, cost-causation is primarily a function of peak demand. Thus, 

a proper cost allocation method should emphasize peak demand. 

IF THE COMMlSSllON SHOULD DECIDE TO PLACE MORE WEIGHT ON 

AVERAGE DEMAND, IS THERE A REASONABLE METHODOLOGY FOR 

DOING SO? 

Although I disagree with the premise, i f  more emphasis is to be placed on 

average demand, niy recommendation would be to adopt the Average and 

Excess (A&E) method. Under A&E, a portion of productionAransmission plant 

COStS equal to the utiility’s annual system load factor (or 59% as projected by FPL 
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1 during the 2010 test year) would be allocated on average demand. The 

2 remaining costs woulid be allocated on the difference between a class’ maximum 

3 demand and its average demand, which is the “Excess Demand” (ED) 

4 component of the A&E formula. 

5 Q HAVE YOU DEVELOPED ALLOCATION FACTORS USING THE A&E 

6 METHOD? 

7 A Yes. The derivation of the A&E allocation factors is presented in Exhibit JP-8. 

8 The primary inputs alre the #group coincident peak (GCP) and the AD, which are 

9 shown in columns 1 and 2, respectively. ‘The A&E allocation factors are derived 

10 as follows: 

11 A&E = A D  x LF + ED x (1 - LF) 

12 
13 
14 

Where: AD=Average Demand 
LF:=Annual System Load Factor 
ED= Excess Demand 

15 A&E recognizes dual cost-c:ausers. First, some plant is required for year-round 

16 operiation (Le., Averaige Demand). High load factor customers that use electricity 

17 

18 

19 

20 

21 load factor classes. 

throughout the year would1 receive a larger share of the Average Demand. 

Second, the remaining plant is required for cycling (Le., Excess Demand). Low 

load factor customers require more cycling capacity than do high load factor 

customers. This is reflected in apportioning more Excess Demand to the lower 

22 Q IS AVERAGE AND E3XCESS A RECOGNIZED METHOD? 

23 A Yes. A&E is recognized in the NARUC Electric Utility Cost Allocation Manual. 

24 Specifically, A&E is listed under the category of “Energy-Weighting” methods. 
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That is, it gives substantial weight to average demand or energy in determining 

2 cost causation . 

3 Q IS A&E SUPERIOR TO OTHER ENERGY WEIGHTING METHODS? 

4 A Yes. Unlike other energy weighting methods, such as peak and average, A&E 

5 does not double-count peak demand. 

6 Q WHAT DO YOU MEAN BY DOUBLE-COUNTING? 

7 A The peak and average method allocates production/transmission plant costs 

8 partially on average demand and partially on coincident peak demand. Double

9 counting occurs because average demand (which is the equivalent of year-round 

10 13nergy consumption divided by 8,760 hours) is also a component of the 

11 coincident peak demand. 

_ Monthly Peaks _ Double Counted Load 
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13 The double-counting problem is illustrated above using the 12CP-50% AD 

14 method. 
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The portion of plant allocated on average demand is the black shaded area of the 

chad:. Coincident demand is represented by the red shaded area. As can be 

seen, double-counting occurs because the portion of plant allocated on average 

demand overlaps the coincident peak demands. 

By allocating some plant costs relative to average demand and some 

relative to coincident peak demand, energy is counted twice: once by itself and a 

second time as a su'bset of the coincident peak demand. If year-round energy is 

analogous to base load units which supply capacity on a continuing basis 

throughout the year, then it follows that the only time intermediate and peaking 

units would be needed is to meet system demands when they are in excess of 

the average year-round (demand. Energy allocation advocates improperly 

allocate the cost of this additional capacity relative to the total coincident 

demand, rather than the excess demand. 

HAS THE DOUBLEI-COUNTING PROBILEM BEEN CITED AS A CRITICAL 

FLAW IN ENERGY-BASED ALLOCATION METHODOLOGIES? 

Yes. The Public Utility Corrimission of Texas (PUCT) has recognized the double- 

counting problem in iiumeraus cases. For example: 

As to double-counting energy, the flaw in Dr. Johnson's proposal 
is the fact that the allocator being used to allocate peak demand, 
and 50% of the intermediate demand, includes with it an energy 
component. Dr. Johnson has elected to use a 4CP demand 
allocator, but such an allocator, because it looks at peak usage, 
necessarily includes within that peak usage average usage, or 
energy. 

* * *  
A substantial portion of average demand is being utilized in two 
different allocators, and this "double-dipping" is taking place. (El 
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Paso Electric Company, Examiner's Repod, Docket No. 7460, at 
193) 

SHOULD THE COMIVIISSION RETAIN THE 12CP-I/13TH AD METHOD? 

Yes. While the 12CF)-1/13th AD method does not reflect cost-causation because 

of FPL's seasonal load characteristics and the fact that reserve margins are 

much tighter during the summer months, the Commission has traditionally used 

this rnethod as a reaisonablle basis to allolcate costs to rate classes. Despite its 

flaws;, this method does recognize the role that load duration plays in determining 

production plant co:sts. lhus, it is more compatible with system planning 

principles than peak and average methods, which not only place greater 

emphasis on average demand, but are flawed because peak demand is double- 

counted. 

If faced with a choice between retaining 12CP-1/13'h AD or using a 

methlod that gives more weight to AD, the Commission should adopt the A&E 

methlod. A&E accomplisheo the first objective (Le., placing greater emphasis on 

average demand) while avoiding the fatal double-counting problem associated 

with 'Flawed peak and1 average methods. 
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1 6. CLASS REVENUE ALLOCATION 

2 Q WHAT IS CLASS REIVENUE ALLOCATION? 

3 A  

4 

5 the utility serves. 

Class revenue allociation is the process of determining how any base revenue 

change the Commission approves should be apportioned to each customer class 

6 Q HOW SHOULD ANY CHANGE IN BASE REVENUES APPROVED IN THIS 

7 

8 FPL SERVES? 

9 A  

DOCKET BE APP0,RTlONlED AMONG THE VARIOUS CUSTOMER CLASSES 

Base revenues shciuld reflect the actuial cost of providing service to each 

10 customer class as closely as practicable. Regulators sometimes limit the 

11 immediate movement to (cost based on principles of gradualism and rate 

12 administration. 

13 Q PLEASE EXPLAIN THE PRINCIPLE OF GRADUALISM. 

14 A 

15 

16 

17 affected customers. 

Gradualism is a concept that is applied to prevent a class from receiving an 

overly-large rate increase. That is, the movement to cost-of-service should be 

made gradually rather than all at once because it would result in rate shock to the 

18 Q 

19 CHANGE. 

20 A. 

21 

PLEASE EXPLAIN HOW RATE ADMINISTRATION IS RELATED TO RATE 

Rate! administration is a concept that appllies when the design of a rate may be 

tied to the design of other rates to minimize revenue losses when customers 
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migrate from a more expensive to a less expensive rate. 

concept in designing its General Service Demand rates. 

FPL applies this 

SHOULD THE RElSULTS OF THE ClOST-OF-SERVICE STUDY BE THE 

PRIMARY FACTOR IN DETERMINING HOW ANY BASE REVENUE CHANGE 

SHOULD BE ALLOCATED? 

Yes. Cost-based rates will send the proper price signals to customers. This will 

allow customers to make rational consumption decisions. 

ARE THERE OTHER REASONS TO APF'LY COST-OF-SERVICE PRINCIPLES 

WHEIN CHANGING IRATES? 

Yes. The other reasons 'to adhere to cost-of-service principles are equity, 

engineering efficiency (cost-minimization), stability and conservation. 

WHY ARE COST-BASED RATES EQUITABLE? 

Rates which primarily reflect cost-of-service considerations are equitable 

because each customer pays what it actually costs the utility to serve the 

customer - no more and no less. If rates are not based on cost, then some 

customers must pay part of the cost of providing service to other customers, 

which is inequitable. 

HOW DO COST-BASED RATES PROMOTE ENGINEERING EFFICIENCY? 

With respect to engineering efficiency, when rates are designed so that demand 

and energy charges are properly reflected in the rate structure, customers are 

provided with the proper incentive to minimize their costs, which will, in turn, 

minimize the costs to the utlility. 

5 3  

J.POLLOCK 
I N C O R P O R A T E D  



1 Q  HOW CAN COST-BASED FWTES PROVIDE STABILITY? 

2 A  Whein rates are closlely tied to cost, the utility's earnings are stabilized because 

3 changes in customer use patterns result in parallel changes in revenues and 

4 expenses. 

HOW DO COST-BASED RATES ENCOURAGE CONSERVATION? 5 Q  

6 A  By providing balanced price signals against which to make consumption 

7 decisions, cost-based rates encourage conservation (of both peak day and total 

usage), which is properly defined as the avoidance of wasteful or inefficient use 8 

9 (not just less use). If rates are not based on a class cost-of-service study, then 

co nsiu m ption choices a re distorted . 10 

11 Q DOES COMMISSION POI-ICY SUPPORT THE MOVEMENT OF UTILITY 

12 RATES TOWARD ACTUAL COST? 

13 A Yes. The Commission's support for cost-based rates is longstanding and 

14 unequivocal. The Commission reiterated this principle in the recent TECO rate 

15 case: 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

It has been our long-standing practice in rate cases that the 
appropriate aillocaticln of any change in revenue requirements, 
after recognizing any additional revenues realized in other 
operating revenues, should track, to the extent practical, each 
class's revenue deficiency as determined from the approved cost 
of service study, arid move the classes as close to parity as 
practicable. The appropriate allocation compares present revenue 
for each class to the class cost of service requirement and then 
distributes the change in revenue requirements to the classes. No 
class should receive an increase greater than 1.5 times the 
system average percentage increase in total, and no class should 
receive a decrease. (Docket No. C)80317-EI, Order No. PSC-09- 
0283-FOF-H, Issued: April 30, 2009 at 86-87, footnote omitted). 
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15 
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Therefore, a more gradual movement of FPL‘s rates closer to cost would be 

consistent with Comrnission policy. 

HOW IS FPL PROPOSING TO ALLOCATE THE PROPOSED BASE REVENUE 

INCREASE IN THIS PROCEEDING? 

FPL’s proposed base revenue increase isl shown in Exhibit JP-9. The General 

Service Demand rates are shown in groups based on applicability. The groups 

are: 

Groulp I Rate Schedules I 
General Service Demand GSD, CSDT, HLFT-1, SDTR-1; c General Service Larae - 

Demand-3 

As can be seen in Exhibit JP-9, FPL is proposing a 25.0% base rate increase. 

The increases by class would range fromi 2.0% for standby service to a 57.6% 

increase for the CILC: rate class. 

IS FPL’S PROPOSEID CLASS REVENUE ALLOCATION CONSISTENT WITH 

THIS1 COMMISSION’S PRACTICES? 

No. The proposed increases for the CILC, General Service Large Demand-I, 

and General Servicle Large Demand-2 groups exceed 150% of the system 

average increase. ‘This is clearly contrary to this Commission’s practice and 

precedents and should be rejected. 
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DID THE COMMISSION RECENTLY ADDRESS CLASS REVENUE 

ALLOCATION? 

Yes. The Commission recently addressed class revenue allocation in the TECO 

rate case. As previously cited, the Commission followed its past practices by 

limiting the lighting class increase to 150%1 of the system average retail base rate 

increase, excluding cost recovery clauses. 

SHOULD THE COM MIS!SION lGN0R.E GRADUALISM BECAUSE FPL 

PROJECTS A REDLlCTlOhl IN FUEL COSTS? 

No. FPL has calculated bill impacts in MFR Schedule A - I  based on an assumed 

reduction in fuel charges. While a reduction is possible given the continued 

decliine in natural gas prices since last summer and because FPL is installing 

more efficient generation, fuel costs are a function of commodity (e.g., coal, 

natural gas, and oil) prices, market energy prices, and FPL’s generation mix, all 

of which are subject to (sometimes volatile) changes from time-to-time. These 

changes have nothing to do whatsoever with setting base rates as they are 

recovered annually outside of any rate case proceeding. Further, gradualism is 

not a consideration in setting the cost recovery clauses. Thus, a sudden 

increase in natural gas prices will not afiect how base rates are determined in 

this case. 

The Commission should continue to apply the principle of gradualism to 

any base revenue increase that may be approved in this case, notwithstanding 

any predictions about subsequent changes in cost recovery clauses. 
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1 Given that the cost recovery clauses are separate ratemaking 

2 mechanisms and car1 have positive or negative impacts on customers depending 

3 on the circumstances, any projected short-term changes should not be 

4 considered in setting base rates. 

5 Q  

6 

7 A  

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

HOW SHOULD ANY RATE: INCREASE OR DECREASE RESULTING FROM 

THIS CASE BE ALLOCATED AMONG ClJSTOMER CLASSES? 

Consistent with Cominission policy and precedent, rates for each class should be 

set at a level that will recover the cost of serving that class, subject to the policy 

that no class should receive an increase greater than 150% of the retail average 

base rate increase. This is reflected in Exhibit JP-10 using FPL's proposed 

2010 revenue requirement. However, as I noted earlier, this illustration is not an 

endorsement of the revenue requirement requested. 

Specifically, the increases to the CILC, General Service Large Demand-I , 

and General Service Large Demand-2 rate groups were limited to 150% of the 

system average, while no class received a decrease. The remaining revenue 

shortfall was spread to those classes that would receive below-average base rate 

increases to move them equally toward COSt. 

18 Q WOULD YOUR REXOMMENDED RE\/ENUE ALLOCATION MOVE ALL 

19 CLASSES CLOSER TO COST? 

20 A Yes. This is shown in Exlhibit JP-11, which shows the cost-of-service study 

21 results under my recommended class revenue allocation. All but one class (due 

22 to the 150% constraint) would be move'd closer to cost. For the remaining 

23 classes, the movement toward cost would irange from 9% to 33%. 
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1 7. RATE DESIGN 

2 Q  

3 A  

4 

10 

11 

12 

13 

14 

15 

WHAT RATE DESlGiN ISSUES WILL YOlJ ADDRESS? 

In this section, I will discuss the appropriate design of the firm and non-firm rates. 

Specifically, I will discuss: 

0 

0 The design of Rate ClLC (Commercial/lndustrial Load Control 

0 The credits paid under the C:ommercial/lndustrial Demand 

Demand and Non-Fuel Energy charges; 

Program); and 

Reduction Rider (CDR). 

Demand and Non-Fuel Ene!rm Chames 

Q DESCRIBE THE DEMAND ,AND NON-FUEL ENERGY CHARGES. 

A 

16 Q 

17 

18 A 

19 

20 

21 

22 

23 

24 

These charges are designed to recover base rate (non-fuel) costs. Demand 

charges are billed relative to a customer's maximum metered (kw) demand in 

the billing month, while thle non-fuel energy charges are billed on the kWh 

purchased. 

DO 'YOU AGREE WITH HOW FPL HAS PROPOSED TO DEVELOP THE 

DEMAND AND NON-FUEL ENERGY CHARGES? 

No. Consistent witlh cost-causation, FF'L's demand-related costs should be 

recovered through the demand charge andl energy-related base rate costs should 

be collected through1 the energy charge. However, FPL's proposed General 

Service Demand rate designs do not follow this practice. Specifically, FPL has 

underpriced the demand charge and overpriced the energy charge (based on 

FPL'!; proposed revenue levels, which I do not endorse but have used for 

illustrative purposes) The demand and non-fuel energy charges should closely 
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10 - 
Equivalent 
Demand 
('barge - 
.$10.45 - 
:$12.03 

:$10.44 

:$10.45 
:$12.05 

:$10.35 

- 
- 
- 
- - 

reflect the corresponlding demand and non-fuel energy related costs as derived in 

Non-Fuel 
Energy 
Charge 

' On-Peak Off-peak 
2.'488$ 1.07216 

2.30016 0.79416 

6.102816 1.03716 

2.37116 0.954$ 

2.108016 0.74316 

4.66516 0.92116 

the class cost-of-service study. 

WHAT ARE THE UNIT DEMAND AND ENERGY COSTS DERIVED FROM 

F P L' S CLASS C 0 ST-0 F-SIE RVI C E STUDY? 

The :2010 unit costs for the General Service Demand class are as follows: 

I Demand LJnit Cost I $1 1.95 Der kW-Month 11 
I Non-Fuel Energy Unit Cost I 0.715Fper kWh 11 

The proposed standard rates are as follows: - [ Rate 

lllGSLD*-l 1$10.45 1 1.506# il 
'GSLD-2 $1 0.45 1.337# 

As can be seen, the proposed non-fuel energy charges are 87% and 111% 

higher than the correspondiing non-fuel energy costs. The proposed tirne-of-use 

(TOLI), High Load Factor (HLFT), and Seasonal (SDTR) rates, which are derived 

from the standard rates, exhibit similar tendencies: 

-= 

Rate 

GSLDT-1 

HLFT-;! 

SDTR-2 
GSLDl-2 
HLFT-3 

SDTR-3 

- 
- 
- 
_. -- 
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A 

Q 
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And finally, the proposed fiate ClLC energy charges are also above cost, as 

shown below. However, a!; explained later, this is the result of a different rate 

design issue. - 
Rate 

CILC-C 

CILC-1 I - 
HAS FPL EXPLAINED WHY THE NON-FUEL ENERGY CHARGES ARE 

MUCH HIGHER THAN ACTUAL ENERGY COSTS? 

No. 

HOW SHOULD THE GENEIRAL SERVICE: DEMAND RATES BE DESIGNED? 

The proposed CILC non,-fuel energy charges would exceed unit costs. 

Accordingly, they should be scaled back to reflect cost, while the Demand 

charges should be correspondingly increased to recover the target revenues 

assigned to the ClLC class. 

DOXOU HAVEANYOTHERCONCERNSWITHTHE PROPOSEDGENERAL 

SERVICE RATE DE!SlGN? 

Yes. The HLFT rates were designed far higher load factor customers. The 

average load factors for HL.FT customers are about 80% as compared to only 

64% for GSLDT customers. However, the proposed rates would make HLFT 

more expensive than GSLDT unless the customer can achieve load factors 

above 84% for HLFT-2 and over 100% for HLFT-3. The latter requirement is 

impractical, and it would result in customers migrating back to Rate GSLDT-2. 
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2 A  
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16 

HOW SHOULD THIS CONCERN BE RESOLVED? 

The HLFT rates are a derivative of the GSLDT rates. Thus, it is essential to 

maintain a consistent relationship between GSLDT and HLFT to prevent 

customer migration. Thereroore, I recommend that the HLFT rates be designed 

for customers with load factors above 70%. Blending the rates at a 70% load 

factor reflects the HLFT class’ characteristics, and further, I believe it would be 

consistent with encouraging customers to improve load factor. 

ClLC Rate Desim 

Q 

A 

17 Q 

18 A 

19 

20 

21 

22 

23 

WHAT CONCERNS DO YOU HAVE WITH THE DESIGN OF THE ClLC 

RATES? 

The ClLC rates have been designed to recover this class’ cost of service. As 

explained above, the ClLC non-fuel energy charges are significantly above the 

corresponding non-fuel energy costs. Yet, the demand charges are set to reflect 

unit demand costs. ‘Thus, there is a rate design problem. If the rate is designed 

to recover actual cost, then both the demand and energy charges should reflect 

the corresponding per unit demand and energy costs. 

WHAT IS CAUSING THIS R!ATE DESIGN PROBLEM? 

The lproblem is with the level of ClLC payments included in the rate design for 

this class. Specifically, while FPL calculated the ClLC base revenue 

requirements as the difference between the allocated firm cost of service (which 

assuimed ClLC custolmers receive firm service) and the following assumed level 

of incentive payments shown in the chart below (approximately $30.6 million), it 

did not use the same assumptions in its rate design. Rather, for rate design 
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12 

purposes, FPL used apprlDximately $53 million as the amount of incentive 

payments and allocated the $22 million diflerence directly to CILC. 

As the chart shows, the payments used in the rate design are much 

higher than those used to calculate the class’ base revenue requirements: 

Rate 

I CllLC Payments Embedded 
R 

On-Peak 
- Load 
Control 
Charge 

Load 
Control 
Billing 

Demand 
(MW) 

CILC-T 2 I 1 04.7 

te Design 

Embedded 
CILC 

Payments 
($ Millions) 

- 

$35.9 

932.8 

$14.5 

$53.2 
- 

ClLC 
Payments 
Assumed 

in Determining 
Class Revenue 
Requirements 

($ Millions) 

$19.7 

$1.4 

$9.5 

$30.6 

Source: Schedule E-14. =- 
Because the incentives reflected in the CILC rate design are higher than the 

incentives FPL usedl in deriving the ClLC revenue requirement, there was a 

revenue shortfall. FPL seeks to recover’ this “shortfall” from within the ClLC 

classes by increasing the non-fuel energy charges. This explains why the ClLC 

non-fuel energy charges are higher than the ClLC non-fuel energy unit costs. 

Q 

A 

IS THIS RATE DESIGN APPROPRIATE? 

No. ‘The ClLC paymlents should be restated to reflect the amounts in FPL‘s rate 

design. The $53 million shoiuld then be allocated to all customer classes (in the 
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1 same manner as FPL allocated the estirnated payments) in determining class 

2 revenue requirements. 
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CDR Rider 

Q WHAT IS THE COMIVIERCl~4UINDUSTRIAL DEMAND REDUCTION RIDER? 

A The CDR Rider is an1 optional service under which a customer can elect to have 

its electricity curtailed under a variety lof circumstances. The customer is 

required to have loald control equipment installed to provide FPL direct control 

over the customer's electrical load. Thus, curtailments are made by FPL and not 

by the customer. 'This equipment is paid for by the customer through an 

additional Customer Charge. In return for agreeing to curtail load, the 

participating customers receive a credit. The current and proposed CDR Rider 

credit is $4.68 per kVIJ of the Customer's Utility Controlled Demand. 

CDR RIDER? 

A Load may be curtailed under any of the following circumstances: 

Control Condition: 
The Customer's cointrollable load served under this Rider is 
subject to control when such control alleviates any emergency 
conditions oir capacity shortages, either power supply or 
transmission, or whenever system lload, actual or projected, would 
othewise require ihe peaking operation of the Company's 
generators. Peaking operation entails taking base loaded units, 
cycling units or combustion turbines above the continuous rated 
output, which may overstress the generators. 

Thus, curtailments may occur during shortages of either generation or 

transmission capacity. 

63 
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22 

23 

HOW MUCH NOTIICE 18 REQUIRED BEFORE FPL CAN CURTAIL A 

CUS’TO MER’S LOAD? 

The tariff states that FPL will typically provide four hours advance notice. In 

emergencies, the required notice is 15 minlutes. However, FPL reserves the right 

to interrupt in “less than 15 minutes’ notice ... in the event that failure to do so 

would result in loss of power to firm service customers or the purchase of 

emergency power to serve firm service customers.” 

HAS FPL MADE SHORT NOTICE CURTAILMENTS? 

Yes. Since 2005, several curtailments have occurred with only five minutes’ 

notice (FPL’s Response to FIPUG Interrog~atory No. 70). 

IS THE SERVICE PlROVlDlED TO CDR HIDER CUSTOMERS THE SAME AS 

THE SERVICE PROVIDED UNDER FPL’S FIRM TARIFFS? 

No. [CDR Rider customers can be curtailed (on very short notice) to allow FPL to 

continue serving its firm customers. This includes instances when FPL is short of 

operating reserves. Further, FPL does not include load management programs 

in determining its future capacity needs (FPL, Ten Year Site Plan at 51 and 

Schedules 7.1 and 7.2). Thus, CDR Rider customers receive a lower quality of 

service than firm service customers. 

SHOULD THE CDR RIDER CREDIT REMAIN AT $4.68 PER KW? 

No. ‘The CDR Rider (credit has not changed since 2004. However, costs for new 

generation and transmission capacity, upon which the CDR Rider is based, have 

increased since 2004. These higher costs are reflected in FPL’s most recent Ten 

Year Site Plan. Far example, WCEC IJnits 1 and 2 are projected to cost 
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$5121/kW based on 2009 in-service dates. However, WCEC-3 (201 1 in-service 

date) is projected to cost over $780/kW, while subsequent CC capacity additions 

are projected to cost over $'I ,OOO/kW. 

Further, load management is an important resource for the state of 

Florida. Interruptible tariffs' have been in place for decades. In fact, FPL is 

projecting significant growth in non-firm load. Thus, this load has been and is 

projected to be a valuable resource to FF'L and to the state as a whole. When 

capacity is needed to serve firm load customers, interruptible customers, 

statewide, may be called upon (with or without notice and without limitation as to 

the frequency and dluration of curtailments) to discontinue service so that the 

lights; will stay on for the firm customer base. Such interruptions often cause 

production to be shut down resulting in losses for the interruptible customer. 

HOW CAN THE COhllMlSSlON NURTURE: THIS VALUABLE RESOURCE? 

The Commission shlould increase the CDR Rider credit to at least $5.50/kW. 

This modest increase would allow the Rider to remain a viable non-firm rate 

option and encourage greater participation. 

HOW DID YOU DETERMINE THAT THE CDR RIDER CREDIT SHOULD BE 

INCREASED TO AT LEAST $5.50/KW? 

My recommendation is based on FPL's most recent Standard Offer filing (Docket 

No. 090166, filed April 1, 2009). FPL ha!; conservatively assumed that its next 

avoided unit will not come on line until 2021. Thus, I discounted the 2021 

avoided capacity cost to the period 20101 through 2012. This is the period in 

which the rates approved in this proceeding will be in effect. 
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WHY DO YOU CHARACTERIZE THE $5.50 AS CONSERVATIVE? 

FPL's avoided unit assumptions are based on projected lower load growth and 

the timely completion of its Turkey Point Units 6 and 7 in 2018 and 2020, 

respectively. These units will be among the first advanced design nuclear plants 

to be commissioned in the United States. No advanced design nuclear plants 

have been built and placed in operation in the U.S. Thus, there is considerable 

risk of delay. In fact, PEF recently annolunced a two-year delay of its planned 

advanced design nuclear units. These units are of the same design and 

manufacture as the Turkey Point additions. Any delay in completing these units 

may require FPL to add capacity sooner than 2021. 

DOES THIS CONCLlUDE YOUR TESTIMONY? 

Yes, it does. 
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock. My business mailing address is 12655 Olive Blvd., Suite 

335, St. Louis, Missouri 63141. 

WHAT IS YOlJR OCCUPATION AND BY WHOM ARE YOU 

EMPLOY ED? 

I am an energy advisor and President of J. Pollock, Incorporated. 

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND 

EXPERIENCE. 

I have a Bachellor of Science Degree in Electrical Engineering and a 

Masters in Business Administration from Washington University. At 

various times prior to graduation, I worked €or the McDonnell Douglas 

Corporation in ithe Corporate Planning Department; Sachs Electric 

Company; and L.K. Comstock & Company. While at McDonnell Douglas, 

I analyzed the direct operating cost of commercial aircraft. 

Upon gralduation in June 1!975, I joined Drazen-Brubaker & 

Associates, Inc. (DBA). DBA was iincorporated in 1972 assuming the 

utility rate and economic consulting activities of Drazen Associates, Inc., 

active since 1937. From April 1995 to November 2004, I was a managing 

principal at Brubaker & Associates (BAI). 
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19 

20 
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22 

23 

During my tenure at both DBA, and BAI, I have been engaged in a 

wide range of consulting assignmenits including energy and regulatory 

matters in both the United States and several Canadian provinces. This 

includes preparing financial and economic studies of investor-owned, 

cooperative and municipal utilities Ion revenue requirements, cost of 

service and rate design, and coriducting site evaluation. Recent 

engagements have included advising clients on electric restructuring 

issues, assisting clients to procure and manage electricity in both 

competitive and iregulated markets, developing and issuing requests for 

proposals (RFPs:), evaluating RFP responses and contract negotiation. I 

WiaS also respolnsible for developiing and presenting seminars on 

electricity issues. 

I have worked on various projects in over 20 states and several 

Canadian provinces, and have testified before the Federal Energy 

Regulatory Corrimission and the state regulatory commissions of 

Alabama, Arizona, Colorado, Delaware, Florida, Georgia, Ilinois, Indiana, 

Iowa, Louisiana, Minnesota, Mississiplpi, Missouri, Montana, New Jersey, 

New Mexico, Olhio, Pennsylvania, Texas, Virginia, Washington, and 

Wyoming. I have also appeared before the City of Austin Electric Utility 

Commission, the Boardl of Public Utilities of Kansas City, Kansas, the 

Bonneville Power Administration, Travis County (Texas) District Court, 

arid the U.S. Federal District Court. A partial list of my appearances is 

attached hereto. 
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PLEASE DESCF;!IBE J. POLLOCK, INCORPORATED. 

J.Pollock assists clients to procure arid manage energy in both regulated 

and competitive markets. The J.Pollock team also advises clients on 

energy and regullatory issues. Our clients include commercial, industrial 

and institutional energy consumers. Currently, J.Pollock has offices in St. 

Louis, Missouri aind Austin and Houston, Texas. 
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VA ITransmission cost alocation and rate design 5/20/2009- 
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3/7/2008 -~ Direct NM ratedeslgn 

Texas Industrial Energy Consumers 34724 

2 5 0 6 0 L  

34077 Texas Industrial Energy Consumers 

Direct TX IPCR Rider increase and interim surcharge 11/28/2007 

Direct GA allocation; ILR Rider; spinning reserve tarn; RTP 10/24/2007 
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70603 ELECTRIC TRANSMISSION TEXAS LLC 
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Texas lndustnal Energy Consumers 33891 Direct TX Certlficate of Convenience and Necessity 8/30/2007 
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GA Discnminatoty Pnang; Servlce Terntonal Transfer 7/6/2007 

FL Nudear uprate cost recovery 6/19/2007 

6/8/2007 

SP NBwspnnt COmpay ~ ~ 252264 

Florida Industrial Power Users Group 

Texas lndustnal Energy Consumers Direct 1 TX Certfcate of Convenience and Necessily 

Texas lndustnal Energy Consumers 32795 ~ ~~ Rebuttal Remand TX - Interest rate on stranded cost rec0naliaWm 6/15/2007 

Texas lndustnal Energy Consumers 32795 Remand , TX Interest rate on stranded cost reconuliaUon 6/8/2007 

- 

~ I - 
070052-El 
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Regulatory 

UTILITY ON-BEHALF OF Docket TYPE Jurisdiction DATE _ _ _ _ _ _ _ _ ~  -~ Subject __ -. ~- E J E C T  

50103 TEXAS PUC STAFF -~ Texas Industrial Energy Consumers , 33672 Rebuttal TX CREZ Nominations 32 1 /20( __ 
4/27/20( 

4'242% 

TX Cost Allocation,Rate Design, Riders 4/3120( 

__ .. 50701 ENTERGY GULF STATES UTILITES, TEXAS Texas Industrial Energy Consumers 33687 Direct TX Transition to Competition 

._ ?%2S !!!d&!!a! E!?eqy Cnnrumen 33672 aim. TY CREZ ?!arnhak?.ls 

.- Cross-Rebuttal __ 33309 

sn!n3 TEX-AS PI_IC STAFF ---I 
61 101 AEP TEXAS CENTRAL COMPANY _____._. 

Texas Industrial Energy Consumers .- 32710 Cross-Rebuttal TX Fuel and Rider IPCR Recondlation 3/16/20( 

~~~ TX Cost Allocation.Rate Design, Riders w13/20( 33310 Direct-.-_ Texas Industrial Energy Consumers 

TX CostAllocation.Ra1e Design, Riders w1 w20( - ___ 33309 Direct 

1 2/2!2n!K![ TX Fuel and __ Rider !PCR Rwnnd!a!jnn 

2/15/20( 

1130120( 

Texas Industrial Energy Consumers 32710 

Texas Industrial Energy Consumers 31461 Direct 

Texas Industrial Energy Consumers , 33586 Cross-Rebuttal ~ TX Hurricane Rita reconstruction costs 

-. , -~ 

~- 

111 812007 
Georgia Indusbial GmuplGeorgia Textile 
Manufacturers Group Direct 

32766 

60601 

60101 

50701 ENTERGY GULF STATES UTILITIES TEXAS 

09/07/06 I 08/10/06 

TEXAS PUC STAFF Texas Industrial Energy Consumers 32795 Cross Rebuttal TX Stranded Cost Reallocation 

COLQUllT EMC ERCO Worldwide 235494 Direct GA Service Territory Transfer 

TX Hurricane Rita reconslruction costs ITexas lndustnal Energy Consumers -~ 32907 1 CrossRebuttal t--- I - -  

__ 50503 I M P  TEXAS CENTRAL COMPANY 1Texa.s Industrial Energy Consumers 32758 

~- 32907 Direct 1 TX H~~rrica~k? Rlta recOnStrUUlOn-costs 50701 IENTERGJ GULF STATES UTILITIES TEXAS ITexas Industrial Energy Consumers 
I I I 

TX Rider CTC design and cost recovery 08/24/06 Direct 

60503 

60301 

60303 

60601 TEXASPUCSTAFF 

SOUTHWESTERN PUBLIC SERVICE COMPANY Texas lndustnal Energy Consumers 32685 Direct TX Fuelsurcharge 07/26/06 

PUBLESERVICE ELECTRIC AND GAS COMPANY New Jersey Large Energy Consumers 171406 Direct Gas Delivery Cost allocation and Rate design 06/21/06 

GEORGIA POWER COMPANY Manufacturers Group 224034 

__  

05/05/06 
Georgia lnduslnal GrouplGeorgia Textile 

Direct GA Fuel Cost Recovery Allowance 

ITexas Industrial Energy Consumers 32795 I Direct & TX /Stranded Cost Reallocation 
I 

O9/07/061 
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Cross-Rebuttal 32475 ___ 50503 AEP TEXAS CENTRAL COMPANY- 

- 50F3 A€P TEXAS CENTRAL COMPANY Texas lndustnal ~ Energy Consumers ___ 32475 Direct 

04/27/06 

TX ADF lTB3 l t  04/17/os 

-__ TX ADFITBeneflt - 

Omdental Penman Ltd EL0.519-002: 
- -- ER05 168001 50705 SOUTHWESTERN PUBLIC SERVICE COMPANY Omdental Power Marketing 

50503 AEP T W S  CENTRAL COMPANY Texas lndustnal Energy Consumers 31056 

50705 SOIUT+JWESTERN PUBLIC SERVICE COMPANY Occidental Power Marketing ER05-168-00 

7 -  - -~ 

Ocudental Penman Ltd EL0.51900, 

Georgia lndustnal GrouplGeorgia Textile 
__ 50203 GEORGIA POWER COMPANY Manufacturers Group 19142-U 

41230 CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC Texas lndustnal Energy Consumers 30706 

41230 CENTERPOINT ENERGY HOUSTON -~ ELECTRIC, LLC Texas lndustnal Energy Consumers 30485 

41230 -. CENTERPOINT ENERGY HOUSTON ELECTRIC, LLC Texas lndustnal Energy Consumers 30485- 
- 8201 PUBLIC SERVEECOMPANY OF COLORADO Colorado _ ~ _  Energy Consumers 0 4 s - ? ? ? ~ .  

8X)l PUBLIC SERVICE COMPANY OF COLORADO Colorado ~~ Energy Consumers 04S-164E 

Georgia lnduslnal GmplGeorgia Textile 
8244 GEORGIA POWER COMPANY Manufacturers Group 18300-u 

9/19/2005 

9/2/2005 

D i e  FERC Fuel Cost adjustme$&? (FCAC) B/I 9/2006 

DKire GA Fuel Cost Recovery 4/8/2005 

D e  TX Competltion Transibon Charge 3 1  6/2005 

Supplemental Direct TX Fiynang Order 1 /14/2005 

Direct - TX Finanung Order 1/7/2005 

CO Cost of Serviceceudy, lntenuptible Rate Deslgn 12/13/2004 

Answer CO Cost 0 e - w  Study, lntenuptibleJ.te Design 10/12/2004 

Responsive 

~ Direct- 

FERC - Fuel Cost Adjustment Clause (FCAC) - 

TX- ~ Stranded Costs and Other True-Up Balances-- 

-- -- Cross Answer 

Revenue Requirements, Revenue Allocation, Cost of 
Direct GA SeMce. Rate Design, _. Economic Development 10/8/2004 

_. 8195 CENTERPOINT. _ _ _ _ _ ~  RELIANT AND TEXAS GENCO Texas lndustnal Energy Consumers 29526 D 3  

8156 AND POWER COMPANY Georgia lndustnal Group 17687-U/17688U Direct 
GEORGIA POWER COMPANYlSAVANNAH ELECTRIC 

TX True-Up 6/1/20'0 

GA Demand Side Management 5/14/2004 
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- -~ 
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Colorado Industnal Energy Cmsurnem 
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..__________ 
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Texas lndustnal ____ Energy Consumers 475962285l16705 Direct TX Rate Design 9/1/1997 

Texas lndustnal Energy Consumers 16705 Direct TX Eolesale Sales 8/j/1997 

5/1/1997 Direct Flonda lndustnal Power Users Group 

2/1/1997 Colonial Pipeline Company 96-UN-390 Direct 

FL InEt&ftible Rate Design 

MS lntemptible Rates 

970171-EU ._ 

Texas lndustnal Energy Consumers 15560 Direct ~ TX Competltion 1111 111996 

9/1/1996 

81811 996 

TX Treatment of margins 

TX Real Time Pncing Rates 

Texas lndustnal Energy Consumers 15195 Direct 

Texas lndustnal Energy Consumers 15015 DIRECT 

___ 

Texas lndustnal Energy Consumers __ 14965 Direct TX Quantficabon - 7/1/1996 

6449 C E E L  POWER AND LIGHT COMPANY Texas lndustnal Energy Consumers 14965 Direct . ___ 
~ ~ _ _ _ _ _ _ _ _  6449 CENTRAL POWER AND LIGHT COMPANY Texas lndustnal Energy Consumers 14965 Rebuttal 

6523 PUBLIC ~ SERVICE-CCMPANY __ OF COLORADO Multiple Intervenors 95A-531 EG Answer 

6235 TEXAS -_____ UTILITIES ELECTRIC COMPANY Texas lndustnal Energy ____ Consumers __ 13575 Direct 

-- __I__._-- ~~~- 

6435 SOUTHWESTERN PUBLIC SERVICE COMMISSION Texas lndustnal Energy Consumers 14499 Direct 

5/1/1996 TX Interruptible Rates- 

TX Interruptible Rates 5/1/1996 

CO Merger 4/1/1996 

TX Cornpeeksues 4/1/1996 

TX Acquisition 11/1/1995 



6125 !SOUTHWESERN PUBLIC SERVICE COMPANY 

Gijj --".A . ,-.. .-.-" -. ^^..^A...I 

6@51 

6063 

6181 GULF STATES UTILITIES COMPANY 

6061 HOUSTON LIGHTING 8 POWER COMPANY 

5929 CENTRAL POWER AND LIGHT COMPANY 

6107 SOUTHWESTERN ELECTRIC POWER COMPANY 

61 12 

- 

HOUSTON LIGHTING & POWER COMPANY 

PUBLIC SERVICE COMPANY OF COLORADO 

I C M 3  U I ILI I IC3 CLCL I KlL LUMrANl 

~_ -~ 

- - ~ - . _ _ _ _ ~  

HOUSTON ____ LIGHTING & POWER COMPANY 

5698 GULF POWER COMPANY 

5698 GULF POWEECOMPANY 

-~ -- 13455 Dired DSM Rider ~- Texas lndustnal Energy Consumers 

Texas indusrnai Energy Consumers 

Multiple Intervenors 

-___ - -~ 

cost of service 

2/1/1995 CompeMim- -- - 

Texas Industnal Energy Consumers Rate Destgn 11111 995 

Texas lndustnal Energy Consumers _ -  12852 Direct Competiltve Alignment Proposal ~ 11/1/1994 

Texas lndustnal Energy Consumers Rate Design 11/ l / lLy  

Fuel Reconcilaon 8/1/1994 

Texas lndustnal Energy Consumers 12957 D!F 1 TX StandbyRates 7/1/1994 

__ 
941430EG 

12065 

- - - ~  

-- - 

10/1/1994 Texas lndustnal Energy Consumers 12820 

Texas Industrial Energy Consumers 12855 

Misc Group 931044-El Direct ~ FL StandbyRates 7/1/1994 

7/1/1994 __ __ Misc Group 931044-El Rebuttal 

6043 EL PAS0 ELECTRIC COMPANY ~ Phelps Dodge Corporation __ 12700 Direct Revenue Requirement 6/1/1994 

6082 GEORGIA PUBLIC SERVICE COMMISSION Georgia lndustnal Group 48224 

6075 GEORGIA - _ _ ~  POWER COMPANY Georgia lndustnal Group 489511 

6025 MISSISSIPPI POWER & LIGHT COMPANY MlEG 91UA-0301 

. ~ . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  Direct GA *Costs 5/1/1994 

?E!? GA lFPC - Celtlfication Filing 4/1/1994 

Comments MS Environmental Cost Recovery Clause 1/1/1994 
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Regulatory 
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Direct FL Sedton 712 Standards of 1592 EPACT 1/1/1994 



Docket No. 080677-El 
Life Spans 
Exhibit JP-1 

FLORIDA POWER & LIGHT COMPANY 
Estimated Impact of Revised Life Spans on 

Depreciation Expense 
Based on Orininal Cost of Electric Plant at December 31, 2009 

Year FPL Proposed Recommended 
Retirement Life Span Accrual Reduction Line Plant Name InService Retirement Life Span Accrual 

(1 1 (2) (3) (4) (5) (6) (7) (8) 

Steam - Coal Plants 
SJRPP 
Scherer 

1 
2 

3 

1987 
1989 

2028 
2029 

41 
40 

2042 
2044 

55 
55 

$1 2,1573 02 
15,126,450 

$zi,283, j52 

$7,638,406 $4,518,696 
9,162,053 5,964,397 

$1 6,800,459 $1 0,483,093 Totai Steam - Coai Piant 

Combined Cvcle Plants 
Lauderdale 
Martin 8 
Martin 
Sanford 4 
Putnam 
Fort Myers 
Manatee 
Turkey Point 
West County Unit 1 and 2 

Total Combined Cycle 

4 
5 
6 
7 
8 
9 
10 
11 
12 

1993 
2005 
1994 
2002 
1977 
2002 
2005 
2007 
2009 

2020 
2030 ---" 7n7n 
2028 
2020 
2028 
2030 
2032 
2034 

27 
25 

26 
43 
26 
25 
25 
25 

7R -v 

2028 
2041 
3n3a 

2037 
2020 
2037 
2040 
2042 
2044 

L1L" 

35 
36 
35 
35 
43 
35 
35 
35 
35 

25,656,797 
21,027,815 
-w,ww.#,-"" 76 min A m  

39,428,523 
9,544,913 

35,039,946 
22,550,959 
25,179,803 
66,656,862 

$270,736,111 

16,440,754 
13,951,712 
15,603,918 
26,291,768 
9,544,913 

24,020,992 
15,485,344 
18,167,920 
46,770,311 

$1 86,277,632 

9,216,043 
7,076,103 

10,046,575 
1 3,136,755 

0 
11,018,954 
7,065,615 
7,011,883 

19,886,551 

$84,458,479 13 

14 Total Existing Plants $298,019,663 $203,078,091 $94,941,572 

Future Combined Cvcle Plants 
15 West County Unit 3 201 1 2036 25 $42,896,499 2046 35 $30,098,666 $1 2,797,833 
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Capital Structure 
Exhibit JP-2 
Page 1 of 3 

Table Xlll 

- Line 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

QUALITY MEASURES-UTILITY OPERATING COMPANIES 
Credit Ratings CAPITAL STRUCTURE RATIOS 

As of: 12/31/2008 AS Of: 12/31/2007 As o f  3/31/2009 
Corn 

Company --- LTD STD Prfd 

AEP Texas Central Company 

AEP Texas North Company 

Alabama Power Company 

Appalachian Power Company 

Arizona Public Service Company 

Atlantic C i i  Electric Company 

Balbmore Gas and Electric Company 

Carolina Power & Light Company 

Centerpoint Energy Houston Electric, LLC 

Central Hudson Gas 8 Electric Corp 

Central Illinois Light Company 

Central Illinois Public Service Company 

Cilcorp Inc 

Ciew Power iiC 
Cleveland Electric Illuminating Company 

Columbus Southern Power Company 

Commonwealth Edison Company 

Connecticut Light and Power Company 

Consolidated Edison Company of New York 

Consumers Energy Company 

Dayton Power and Light Company 

DelmaNa Power & Light Company 

Detroit Edison Company 

Duke Energy Carolinas, LLC 

Duke Energy Indiana, Inc. 

Duke Energy Kentucky, Inc. 

Duke Energy Ohio, Inc. 

Entergy Arkansas, Inc. 

Entergy Gulf States, Inc. 

Entergy Louisiana, LLC 

Entergy Mississippi, Inc. 

78.6 5.3 0.2 15.9 

50.7 4.5 0.3 44.4 

51.2 2.1 5.7 40.9 

55.3 4.4 0.3 39.9 

49.2 3.5 0.0 47.3 

63.5 3.5 0.4 32.6 

49.0 10.3 4.2 36.1 

46.3 0.0 0.0 53.0 

70.9 3.3 0.0 25.8 

48.1 4.6 2.4 44.8 

26.2 5.2 1.8 66.8 

44.0 0.0 5.2 50.7 

48.0 20.7 0.0 29.5 

52.3 2.9 0.0 45.0 

45.1 11.3 0.0 43.0 

46.9 9.7 0.0 43.4 

41.4 1.5 0.0 57.1 

54.1 2.2 2.2 41.6 

48.8 2.5 1.1 47.6 

53.6 2.4 0.5 43.5 

36.7 6.3 1.0 56.1 

40.9 14.7 0.0 44.4 

53.5 4.3 0.0 42.3 

46.5 2.1 0.0 51.4 

52.7 2.2 0.0 45.1 

42.4 0.0 na na 

24.6 3.3 0.0 72.2 

51.3 1.9 0.0 43.3 

53.8 7.0 0.3 38.9 

43.6 1.8 3.1 51.5 

48.6 1.7 0.0 46.2 

77.6 7.2 0.2 

51.0 4.0 0.3 

49.1 2.4 6.0 

52.5 6.0 0.3 

42.5 7.8 0.0 

62.9 3.4 0.4 

49.9 10.4 4.7 

44.1 1.4 0.7 

70.3 3.3 0.0 

48.5 5.3 2.5 

23.3 19.7 1.6 

41.6 6.1 4.9 

31.2 24.0 1.1 

52.0 3.i 0.0 

44.5 10.6 0.0 

52.3 2.8 0.0 

41.9 0.7 0.0 

51.2 5.6 2.2 

46.1 4.0 1.2 

49.7 4.9 0.5 

37.4 0.0 1.0 

40.7 14.6 0.0 

57.2 2.6 0.0 

48.4 1.4 0.0 

48.4 4.2 0.0 

43.0 3.5 0.0 

20.9 4.2 0.0 

51.7 1.8 3.6 

55.2 6.9 0.3 

44.9 1.2 3.2 

49.5 0.1 3.6 

!?&) 

15.0 

44.6 

42.5 

41.2 

49.7 

33.3 

34.9 

53.8 

26.4 

43.7 

55.5 

47.3 

43.7 

44.9 

44.9 

44.9 

57.4 

41.0 

48.7 

44.8 

61.6 

44.7 

40.2 

50.1 

47.5 

53.5 

75.0 

42.9 

37.6 

50.7 

46.9 

Corn 
-- LTD STD prfd 

82.1 4.3 0.2 

42.3 5.3 0.4 

na na na 

49.9 9.9 0.3 

44.6 3.4 0.0 

58.0 9.1 0.4 

45.3 9.1 4.6 

42.8 6.1 0.8 

63.7 2.6 0.0 

49.6 5.2 2.6 

14.5 30.5 1.7 

41.0 12.6 4.5 

30.6 28.8 1.1 

48.5 0.0 0.0 

39.6 20.0 0.0 

46.4 6.2 0.0 

37.5 6.6 0.0 

56.4 0.9 2.5 

44.0 5.1 1.3 

48.5 5.8 0.5 

38.2 0.9 1.0 

35.0 20.4 0.0 

52.4 9.8 0.0 

37.6 7.9 0.0 

45.7 3.2 0.0 

37.9 7.0 0.0 

20.9 3.6 0.0 

47.3 1.7 4.0 

46.7 18.7 0.3 

41.9 1.6 3.6 

49.8 0.1 3.6 

lOL\ \ " I  

13.5 

52.0 

na 

39.8 

52.0 

32.6 

40.6 

50.3 

33.7 

42.6 

53.3 

42.0 

39.6 

5i.5 

40.4 

45.4 

55.9 

40.2 

49.5 

45.1 

59.8 

44.5 

37.8 

54.5 

51.0 

55.1 

75.5 

47.1 

34.3 

52.9 

46.5 

As o f  12/31/2006 
Fitch 

S I P  LTD STD prfd ComEauity M~~~~~ Ratings 

IO/-! IO/ . !  
\'"I \'"I 

85.7 2.3 

46.0 1.5 

43.3 8.2 

48.6 7.7 

47.3 0.0 

63.3 4.7 

41.2 7.2 

48.8 2.8 

66.4 2.4 

46.4 6.3 

18.0 23.5 

44.9 3.3 

36.9 17.5 

42.7 4.1 

50.0 9.4 

53.2 0.2 

37.8 4.7 

58.3 6.7 

47.5 2.3 

57.4 1.2 

38.5 0.0 

36.8 17.4 

57.3 5.1 

44.8 2.0 

47.6 8.0 

41.9 6.5 

20.8 4.4 

46.2 1.9 

51.5 0.5 

45.0 1.5 

54.3 0.0 

0.2 

0.4 

6.4 

0.4 

0.0 

0.4 

5.7 

0.8 

0.0 

2.9 

2.1 

4.8 

1.3 

0.0 

0.0 

0.0 

0.0 

3.0 

1.5 

0.6 

1.1 

1.2 

0.0 

0.0 

0.0 

0.0 

0.0 

3.9 

1 .o 
3.8 

3.4 

:% 

11.8 

52.2 

42.1 

43.3 

52.7 

31.6 

45.9 

47.5 

31.2 

44.4 

56.4 

47.0 

44.3 

53.2 

40.7 

46.7 

57.5 

32.0 

48.7 

40.8 

60.3 

44.6 

37.6 

53.2 

46.5 

51.6 

74.8 

48.0 

47.0 

49.6 

42.2 

Baa2 

Baa2 

A2 

Baa2 

Baa2 

Baal 

Baa2 

A3 

Baa3 

A2 
Ba 1 

Ba 1 

BBB 

BBB+ 

A 

BBB 

BBB- 

BBB 

A- 

BBB 

A- 

BBB 

BBB- 

BBB- 

Baa3 BB+ 

A3 BBB+ 

Baa3 BB+ 

Baal BBB 

A3 BBB+ 

BBB- 

A2 A- 

Baa2 BBB+ 

Baal BBB 

A3 

Baal 

Baal 

Baa2 BBB- 

Baa3 BB+ 

Baa2 BBB- 

Baa3 BBB- 

EBB 

BBB 

A 

BBB 

BBB- 

BBB 

BEE+ 

BBB 

A 

BBB- 

BBB- 

BBB- 

BBB 

BBB 

BBB 

BBB 

A- 

BBB- 

A- 

BBB 

BBB 

A- 

A- 

A- 

A- 

BBB 

BBB 

BBB 

BBB 

Source: SNL Financial 



Docket No. 080677-El 
Capital Structure 
Exhibit JP-2 
Page 2 of 3 

Table Xlll QUALITY MEASURES-UTILITY OPERATING COMPANIES 
Credit Ratings CAPITAL STRUCTURE RATIOS. 

As of  3/31/2009 As of: 12/31/2008 AS Of: 12/31/2007 As of: 12/31/2006 
Corn Corn Corn Fitch 

SLP --- LTD STD Prfd LTD STD Prfd G t y  LTD STD prfd LTD STD prM CornEauity ~ ~ d ~ a ~   ti^^^ - Line Company 

32 Entergy New Orleans, Inc. 

33 Entergy Texas, Inc. 

34 Florida Power & Light Company 

35 Florida Power Corporation 

36 Georgia Power Company 

37 Gulf Power Company 

38 Hawaiian Electric Company, Inc. 

39 Idaho Power Co. 

40 Illinois Power Company 

41 Indiana Michigan Power Company 

42 

43 

44 
" E  
7.d 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

Interstate Power & Light Company 

Jersey Central Power & Light Co. 

Kansas City Power & Light 

Metropolitan Edison Company 

Mississippi Power Company 

Nevada Power Company 

Northern States Power Company - MN 

Northern States Power Company - WI 
NSTAR Electric Company 

Ohio Edison Company 

Ohio Power Company 

Oklahoma Gas and Electric Company 

Orange and Rockland Utilities, Inc. 

Pacific Gas and Electric Company 

PECO Energy Company 

Pennsylvania Electric Company 

Portland General Electric Company 

Potomac Electric Power Company 

PPL Electric Utilities Corporation 

Public Service Company of Colorado 

Public Service Company of New Hampshire 

wan*. ,-lr.. P,....,.. r 
'.G"LYcRy I V"Gl " w , , ' p " ,  

54.0 0.0 0.0 42.1 54.1 0.0 3.9 41.9 54.7 6.0 3.9 35.4 50.5 11.4 4.3 33.8 

58.3 4.2 0.0 37.5 52.0 4.8 0.0 43.2 45.7 12.8 0.0 41.5 52.4 0.0 0.0 47.6 

39.8 5.0 0.0 55.2 36.8 7.2 0.0 56.0 37.3 8.1 0.0 54.6 34.0 5.1 0.0 60.9 

50.4 7.4 0.4 41.8 53.1 5.4 0.4 41.0 44.9 8.3 0.5 46.3 47.3 1.7 0.6 50.4 

47.5 4.3 1.7 46.5 47.4 4.3 1.8 46.5 43.8 6.7 2.0 47.5 42.5 8.5 0.4 48.6 

46.4 3.3 4.7 45.6 44.3 7.7 5.1 42.9 45.9 2.8 6.1 45.3 46.3 8.0 3.6 42.1 

41.9 1.4 1.0 55.1 41.7 1.9 1.6 54.8 43.0 1.4 1.7 53.9 40.9 6.0 1.8 51.2 

48.2 6.9 0.0 44.9 46.1 7.6 0.0 46.4 47.7 5.8 0.0 46.5 43.8 6.5 0.0 49.7 

42.2 9.2 1.7 46.9 43.4 9.4 1.7 45.5 39.7 9.0 1.8 49.4 37.0 5.4 2.0 55.7 

55.4 1.9 0.2 42.4 41.9 15.4 0.2 42.5 48.0 7.5 0.3 44.3 51.3 5.3 0.3 43.2 

36.0 7.7 7.7 48.6 36.3 7.5 7.8 48.5 40.0 1.7 9.7 48.7 35.6 5.4 8.0 50.9 

41.5 0.7 0.0 57.9 34.7 3.4 0.0 61.9 32.9 3.3 0.0 63.7 28.1 4.7 0.0 67.2 

48.8 5.7 0.0 45.4 40.8 11.2 0.0 47.9 35.2 12.9 0.0 51.9 24.1 20.9 0.0 54.9 
A* n ns ns 4$.C 44.2 j3.9 0.0 4?.9 40.0 5.9 0.0 45.2 i4.S 4i.6 0.0 4S.5 

33.7 17.9 0.0 48.4 28.4 16.2 0.0 55.4 28.9 15.2 0.0 55.9 31.0 11.0 0.0 58.0 

42.3 0.1 2.8 54.8 33.5 6.1 3.0 57.5 30.0 1.2 3.5 65.3 29.2 5.4 3.4 61.9 

58.2 0.1 0.0 41.6 56.2 0.1 0.0 43.6 51.5 0.2 0.0 48.4 52.2 0.1 0.0 47.7 

44.0 4.1 0.0 52.0 44.5 5.2 0.0 50.3 43.8 6.1 0.0 50.1 45.9 1.8 0.0 52.3 

43.9 0.1 0.0 56.0 48.6 0.1 0.0 51.3 28.0 16.6 0.0 55.4 39.0 3.8 0.0 57.1 

41.4 8.9 1.0 48.6 40.3 10.8 1.0 47.9 45.1 8.7 1.1 45.1 42.8 10.2 1.1 45.9 

44.5 3.3 0.0 51.8 44.5 4.1 0.0 51.4 30.0 13.8 0.0 56.2 33.2 8.2 0.0 58.6 

50.3 6.7 0.3 42.4 52.7 3.9 0.3 42.8 53.1 3.1 0.3 43.2 51.7 4.5 0.7 43.1 

44.6 2.6 0.0 52.8 45.6 0.5 0.0 53.9 32.2 13.3 0.0 54.4 37.2 4.5 0.0 58.3 

41.9 9.7 0.0 48.4 47.6 0.3 0.0 52.1 48.3 5.4 0.0 46.4 51.2 6.6 0.0 42.3 

49.0 3.5 1.2 46.4 48.7 6.0 1.2 44.0 49.4 4.7 1.3 44.7 48.2 7.7 1.4 42.6 

49.0 9.6 1.5 39.9 52.5 7.3 1.5 38.7 48.6 15.6 1.5 34.3 63.5 6.2 1.5 28.9 

30.0 24.0 0.0 46.0 31.5 21.2 0.0 47.3 37.7 10.4 0.0 51.9 23.2 9.7 0.0 67.1 

43.3 5.0 0.0 51.7 40.7 12.1 0.0 47.3 49.9 0.0 0.0 50.1 40.6 6.4 0.0 53.0 

53.9 4.8 0.0 41.3 52.2 6.1 0.0 41.7 45.7 11.8 0.0 42.5 44.5 11.4 0.0 44.1 

37.0 14.4 8.8 39.8 36.3 16.8 8.6 38.3 38.7 13.2 9.1 38.9 39.8 16.7 8.4 35.1 

37.5 3.3 0.0 59.2 37.5 4.0 0.0 58.6 32.3 9.8 0.0 57.9 34.6 8.9 0.0 56.5 

56.5 2.8 0.0 40.7 57.6 2.9 0.0 39.5 60.6 1.5 0.0 37.9 62.5 2.7 0.0 34.7 

Ba2 

Ba 1 

A I  

A3 

A2 
A2 

Baal 

Baal 

Ba 1 

Baa2 

A3 

Baa2 

Baal 

Baa2 

Baa2 

A I  

Ba3 

A3 

A I  

Baa2 

A2 
Baal 

A3 

Baa2 

Baa2 

Baa2 

Baal 

Baal 

Baa2 

BB+ 

BB+ 

A 

A- 

A 

A- 

BBB 

BBB- 

BBB- 

BBB 

BBB- 

BBB- 

A+ 

BB 

A- 

A- 

A+ 

BBB- 

BBB 

A+ 

A- 

A- 

BBB+ 

BBB- 

BBB+ 

EBB 

BBB+ 

BBB 

BBB- 

BBB 

A 

BBB+ 

A 

A 

BBB 

BBB 

BBB- 

BBB 

BBB+ 

BBB 

BBB 

BBB 

BBB 

A 

BB 

BBB+ 

A- 

A+ 

BBB 

BBB 

BBB+ 

A- 

BBB+ 

BBB 

BBB+ 

EBB 

A- 

BBB+ 

BBB 

Source: SNL Financial 
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Table Xlll QUALITY MEASURES-UTILITY OPERATING COMPANIES 
CAPITAL STRUCTURE RATIOS* Credit Ratings 

As of: 12/31/2008 AS Of: 12/31/2007 As of: 12/31/2006 As of: 3/31/2009 

Corn Corn Corn Fitch 

sap --- LTD STD Prfd STD Prfd rw LTD STD prfd LTD STD prfd C o r n E a m  ~ ~ d ~ * ~  Ratings Line Company 

!:A! !"! !") !X! (04) (04) !X! !?4! !!&! !?&I !?&! !!&) !X) !X) !"") 

64 
65 

66 

67 

68 

69 

70 

71 

72 

73 

74 

75 

76 

77 

78 

79 

80 

81 

82 

83 

Public Service Company of New Mexico 

Public Service Company of Oklahoma 

Public Service Electric and Gas Company 

San Diego Gas & Electric Co. 

Sierra Pacific Power Company 

Souin Caroiina Eieciric 8 Gas Co. 

Southern California Edison Co. 

Southern Indiana Gas and Electric Company 

southwestern Electnc power company 

Southwestern Public Service Company 

Tampa Electric Company 

Texas-New Mexico Power Company 

Toledo Edison Company 

Tucson Electric Power Company 

Union Electric Company 

Vectren Utilily Holdings, Inc. 

Virginia Electric and Power Company 

Western Massachusetts Electric Company 

Wisconsin Electric Power Company 

Wisconsin Power and Light Company 

44.3 1.6 0.0 49.5 

52.0 3.0 0.3 44.7 

50.3 6.2 0.9 42.5 

43.5 2.1 0.0 50.1 

59.0 0.0 0.0 41.0 

Ji.2 2.2 i .7  43.4 

39.8 11.1 5.6 41.2 

na na na na 

51.4 2.2 0.2 46.2 

50.0 0.0 0.0 50.0 

46.6 2.5 0.0 51.0 

40.0 5.0 0.0 55.0 

33.9 12.0 0.0 53.8 

68.4 1.6 0.0 30.0 

51.4 3.8 1.4 43.3 

44.3 4.5 0.0 51.2 

45.1 5.0 1.9 48.0 

52.5 14.3 0.0 33.2 

50.8 3.9 0.5 44.8 

36.6 7.0 0.0 53.7 

na 

48.9 

54.6 

na 

61.4 

na 

43.0 

34.3 

55.1 

47.2 

47.1 

0.0 

33.6 

69.8 

49.0 

41.3 

46.3 

55.7 

52.0 

41.5 

na 

7.1 

3.0 

na 

0.0 

na 

11.8 

18.2 

1 .o 
5.1 

0.9 

43.9 

12.5 

1.4 

3.4 

10.5 

3.3 

9.1 

0.7 

2.0 

na na 

0.3 43.7 

0.9 41.4 

na na 

0.0 38.6 

na na 

7.5 37.7 

0.0 47.5 

0.2 43.7 

0.0 47.6 

0.0 52.0 

0.0 56.1 

0.0 53.9 

0.0 28.6 

1.5 46.0 

0.0 48.2 

2.0 48.4 

0.0 35.2 

0.5 46.7 

2.8 53.7 

25.8 22.7 

58.7 0.1 

54.5 5.6 

na na 

49.6 4.6 

na na 

38.6 3.8 

39.8 10.1 

56.2 0.8 

46.0 7.3 

50.2 0.8 

22.2 20.2 

37.8 1.7 

60.7 10.4 

45.5 3.3 

41.9 15.2 

45.6 4.7 

60.2 2.3 

39.4 7.2 

34.5 7.5 

0.0 51.0 40.4 10.3 0.5 48.8 

0.3 409 50.2 5.8 0.4 43.6 

0.9 38.7 57.3 3.8 1.0 37.9 

na na 43.6 3.7 2.1 50.6 

0.0 45.8 54.7 0.1 0.0 45.2 

na na na na na na 

10.4 47.2 42.1 3.2 10.4 44.3 

0.0 50.2 41.8 4.8 0.0 53.4 

0.2 42.7 37.8 17.4 0.4 44.4 

0.0 46.7 47.8 3.1 0.0 49.1 

0.0 49.0 45.5 5.8 0.0 48.7 

0.0 57.5 44.8 0.3 0.0 54.9 

0.0 60.5 35.0 17.9 0.0 47.0 

0.0 28.9 68.6 4.3 0.0 27.0 

1.6 49.5 46.4 3.8 1.8 48.1 

0.0 42.9 43.1 12.5 0.0 44.4 

2.2 47.5 32.4 16.9 2.3 48.3 

0.0 37.5 59.1 5.0 0.0 35.8 

0.6 52.8 37.3 11.7 0.6 50.4 

3.2 54.8 22.8 13.1 3.3 60.8 

Baa3 

Baal 

Baal 

A2 
Ba3 
A3 

A3 

Baal 

Baal 

BBB 
Baa3 

Baa3 

Baa3 

Baa2 

Baal 

Baa2 

A1 

A2 

BB 
BBB 

EBB+ 
A+ 

BB 
EBB+ 

A- 

BBB 
BBB 
BBB 
BB+ 
BB+ 
BB 

EBB+ 

EBB+ 
BBB 

A 

BB- 
BBB 

BBB 
A 

BB 
EBB+ 
EBB+ 

A- 

BBB 

BBB 
BB- 
BBB 
BB+ 

BBB- 
A- 

A- 

BBB 
A- 

A- 

84 Wisconsin Public Service Corp 41.1 0.5 2.4 56.1 40.6 2.8 2.4 54.2 37.5 3.0 2.5 56.9 34.1 3.8 2.8 59.4 A2 A- 
A5 RACn Averaae A 7 3  5 n  n Q  A I 3 1  A 5 9  I36 1 3  AI3A A 3 R  77 1 9  A 7 1  A d 7  R R  l ?  471 

Source: SNL Financial 
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FLORIDA POWIER & LIGHT COMPANY 
Impact of Capital Structure Adiustment 

Pre-Tax 
Cost Weighted Weighted 

Line Class of Capital Ratio - Rate cost cost 

(1 1 (2) (3) (4) 

-- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Long Term IDebt 

Preferred Stock 

Customer Dieposits 

Common Equity 

Short Term Debt 

Deferred Income Tax 

Investment 'Tax Credits 

Total 

FPL Proposed 

Rate Base (000) 

Impact on Revenue Deficiency (000) 

39.09% 5.55% 2.17% 2.17% 

O.OO(Y0 0.00% 0.00% 0.00% 

3.31% 5.98% 0.20% 0.20% 

40.36% 12.50% 5.04% 8.24% 

0.95'210 2.96% 0.03% 0.03% 

15.96%0 0.00% 0.00% 0.00% 

0.33% - 8.97% 0.03% 0.04% 

100.00~Yo - 7.47% 10.68% 

11.81% 

- 

$ 17,063,585 

$ 192,924 
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FLORIDA POWER & LIGHT COMPANY 
Comparison of Capital Expenditures from Form 10Q Reports 

$ in Millions 

Form 10Q Version 

Line Capital Type 6/3012Ooa - 9130120oa 313112009 

8 
9 
10 
11 
12 
13 
14 

15 
16 
17 
18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 

(1 1 (2) (3) 
2009 Capital Expenditures 

Generation 
New 
Existing 

Generatioin Total 
Transmission and Distribution 
Nuclear Fuel 
General aind Other 
Total 

$1,190 $1,075 $1,110 
$790 $655 $545 

$1,981, $1,730 $1,655 
$1,090 $595 $445 

$16!5 $165 $65 
$14!5 $1 90 $150 

$3,381) $2,680 $2,315 

2010 Capital Expenditures 
Generatioin 
New 
Existing 

Generatioin Total 
Transmission and Distribution 
Nuclear Fuel 
General aind Other 
Total 

2011 Capital Expenditures 
Generatioin 
New 
Existing 

Generatioin Total 
Transmission and Distribution 
Nuclear Fuel 
General aind Other 
Total 

2012 Capital Expendituires 
Generatioiz 
New 
Existing 

Generation Total 
Transmission and Distribution 
Nuclear Fuel 
General aind Other 
Total 

$91 0 $91 5 $1,190 
$67!1 $665 $680 

$1 ,58!5 $1,580 $1,870 
$1,130 

$200 
$845 
$200 

$865 
$205 

$230 $290 $290 
$3,14!1 $2,915 $3,230 

$490 $51 0 $755 
$57!5 $645 $455 

$1 , 06!1 $1,155 $1,210 
$1,180 $925 $1,165 

$1 7!5 $175 $195 
$22!5 $31 5 $225 

$2,64!3 $2,570 $2,795 

$760 $830 $340 
$45!5 $61 0 $515 

$1,21!1 $1,440 $855 
$1 , 1 50 $925 $930 

$1 9!5 $21 5 $220 
$21!1 $31 5 $300 

$2,77!5 $2,895 $2,305 
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FLORIDA POWER & LIGHT COMPANY 
Analysis of Monthly Peak Demands 

As a Percentage of the Annual System Peak 
for the Years 2004-2008 and 2010 Test Year 

2004 2005 2006 
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FLORIDA POh’ER & LIGHT COMPANY 
Analysis of System Peak Load Characteristics 
- 2004-2008 (Actual) and Test Year 

Average Average Winter 
Peak hllinimuni Average Summer Non-Summer Peak 

Line Year Demand Demand Demand - Demand Demand Demand 

(1 1 (2) (3) (4) (5) (6) 

Peak Demand (MW) - 
1 2004 20,545 13,857 17,643 20,291 16,320 15,871 

2 2005 22,361 14,738 18,509 21,273 17,128 18,108 

3 2006 21,819 14,800 18,937 21,254 17,778 19,683 

4 2007 21,962 15,619 18,665 21,516 17,239 16,815 

5 2008 21,060 14,849 18,373 20,758 17,180 18,055 

6 2010 Test Year 21,147 15,533 18,525 20,727 17,424 18,790 

Ratio Analysis - 
Avg Summer Avg Summer Avg Non-Sum 

Minimum to 
Annual Peak 

6 2004 67% 

7 2005 66% 

8 2006 68% 

9 2007 71 % 

10 2008 71 % 

11 Average (Actual) 69% 

12 201 0 Test Year 73% 

Average to 
Annual Peak 

86% 

83% 

87% 

85% 

87% 

86% 

88% 

--- 
% More Than 
Avg Non-Sum 

24% 

24% 

20% 

25% 

21% 

23% 

19% 

Peak to Peak 
Demand 

99% 

95% 

97% 

98% 

99% 

98% 

98% 

Peak to Peak 
Demand 

79% 

77% 

81% 

78% 

82% 

80% 

82% 

Annual Load 
Factor 

63% 

62% 

58% 

61 % 

61 % 

61 Yo 
59% 

Source: Schedule E-I8 
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Reserve Margins 
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FLORIDA POWIER & LIGH'T COMPANY 
Reseive Margins as 

-- a Percent of Firm Peak Demand 

Ratio of Summer 
Average Average to 
Summer Non-Summer Non-Summer 

Year Data -- Months - Months Margins -- Line 

(1 1 (2) (3) 

1 2004 Actual 10% 26% 37% 

2 2005 Actual 8% 17% 47% 

3 2006 Actual 11% 25% 44% 

4 2007 Actual 7% 27% 27% 

5 2008 Actual 13% 32% 41 % 
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Peak Demand 

Illustration 

Exhibit JP-7 


FLORIDA POWER & LIGHT COMPANY 
Why Electric Facilities are Sized to Meet Peak Demand 

350 
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Allocation Factor 
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FLORIDA POWER & LIGHT COMPANY 
Derivation of Production Plant Allocation Factors 
Average and Excess Demand Allocation Method 

Test Year Endinn December 31,2010 

Group 
Coincident Average Demand Excess Demand AED 

Line Rate Class Peak Amount Percent Amount Percent Allocation 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Residential 

General Service 

General Service Demand 

General Service Large Demand-I 

General Service Large Demand-2 

General Service Large Demand-3 

ClLC 

MET 

Lighting 

Standby Service 

Total Retail 

12,240 6,256 50.93% 5,984 60.42% 54.82% 

1,438 716 5.83% 72 1 7.28% 6.43% 

4,912 3,008 24.49% 1,904 19.22% 22.33% 

2,109 1,347 10.96% 762 7.70% 9.62% 

373 252 2.05% 121 1.22% 1.71% 

49 28 0.23% 21 0.21 % 0.22% 

763 568 4.62% 195 1.97% 3.54% 

20 11 0.09% 9 0.09% 0.09% 

196 81 0.66% 115 1.16% 0.87% 

87 16 0.13% 71 0.72% 0.37% 

22,187 12,283 100.00% 9,903 100.00% 100.00% 

(4) 

(6) 

Colunm (1) - Column (2) 

Colunm (3) x 59% + Column (5) x 41% 
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FLORIDA POHlER & LIGHT COMPANY 
Proposed Class Revenue Allocation 

(Dollar Amounts in $000) 
-- Test Year Ending December 31, 2010 

Base Revenues ai:: - - ~ -  
Present Proposed Proposed Increase Relative 

Line Rate Class Rates Rates Amount Percent Increase --- - 
(1 I (211 (3) (4) (5) 

1 Residential 

2 General Service 

General Service Demand: 

3 GSD, HLFT-1, SDTR-1 

4 GSLD-1, CS-1, HLFT-2, SDTR-2 

5 GSLD-2, CS-2, HLFT-3, SDTR-3 

6 GSLD-3, CS-3 

7 Lighting 

8 CILC-1 

9 Standby Service 

10 MET 

11 Total Retail 

$2,3116,398 

291,367 

$2,798,422 $482,024 

309,854 18,487 

789,424 1,031,195 241,771 

271,233 41 7,195 145,962 

415,458 69,347 22,890 

,4445 $91 1 1,466 

82,632 916,637 14,004 

71,922 11 3,350 41,429 

,4,039 4,119 80 

.2,808 3,743 935 

$3,8810,727 $4,849,773 $969,047 

-- 

20.8% 

6.3% 

30.6% 

53.8% 

49.3% 

33.0% 

16.9% 

57.6% 

2.0% 

33.3% 

25.0% 

83% 

25% 

123% 

216% 

197% 

132% 

68% 

231 % 

8% 

133% 

100% 
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FLORIDA POMIER 4% LIGHT COMPANY 
Recommended Class Revenue Allocation 

(Dollar Amounts in $000) 
-- Test Year Endinn December 31,2010 

Base 
Revenues at Recommended 

Present - Allocation Relative 
Line Rate Class -- Rates - Amount Percent Increase 

1 Residential 

2 General Service 

General Service Demand: 

3 GSD, HLFT-1, SDTR-1 

4 GSLD-1, CS-1, HLFT-2, SDTR-2 

5 GSLD-2, CS-2, HLFT-3, SDTR-3 

6 GSLD-3, CS-3 

7 Lighting 

8 CILC-1 

9 Standby Service 

10 MET 

11 Total Retail 

$2,316,398 $529,736 

291,367 55,802 

789,424 220,405 

271,233 101,594 

46,458 17,401 

4,445 1,173 

82,632 15,091 

71,922 26,939 

4,039 80 

- 2,808 825 

$3,880,727 $969,047 

(3) 

22.9% 

19.2% 

27.9% 

37.5% 

37.5% 

26.4% 

18.3% 

37.5% 

2.0% 

29.4% 

25.0% 

(4) 

92% 

77% 

112% 

150% 

150% 

106% 

73% 

150% 

8% 

118% 

100% 
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FLORIDA POWER & LIGHT COMPANY 
Summary of Class Cost-of-Service Study Results 
At the Recommended Class Revenue Allocation 

(Dollar Amounts in $000) 
Test Year Endina December 31.201 0 

Present Rates Recommended Allocation Movement 
Toward Rate of Relative Rate of Relative 

- Line Rafe C!ass Return ROR SubsId.. Return !?OR Subsidy Ccst 

(1) (2) (3) (4) (5) (6) (7) 

1 Residential 

2 General Service 

General Service Demand: 

3 GSD, HLFT-?, SET!?-? 

4 GSLD-1, CS-1, HLFT-2, SDTR-2 

5 GSLD-2, CS-2, HLFT-3, SDTR-3 

6 GSLD-3, CS-3 

7 Lighting 

8 CILC-1 

9 Standby Service 

10 MET 

11 Total Retail 

4.55% 107 

6.37% 150 

4.05?6 95 

2.05% 48 

2.13% 50 

3.60% 85 

4.55% 107 

2.95% 69 

14.01% 329 

3.73% 88 

4.25% 100 

$46,873 

37,214 

p,! 69) 
(54,860) 

(9,014) 

(200) 

1,213 

(1 0,486) 

1,541 

(113) 

($0) 

8.27% 103 

9.93% 124 

?.E???& 

6.13% 

6.23% 

7.41 % 

8.27% 

6.30% 

14.50% 

7.52% 

8.00% 

98 

77 

78 

93 

103 

79 

181 

94 

100 

$42,777 

33,962 

1 4 4  4 n E \  
( 1  I ,  l U V l  

(46,403) 

(7,499) 

(1 83) 

1,107 

(1 3,580) 

1,027 

(1 03) 

$0 

9% 

9% 

n 01 
J I O  

15% 

17% 

9% 

9% 

-30% 

33% 

9% 

10% 
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