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OF 
KlMBERLY €I. DISMUKES 

On Behalf of the 
Office of the Public Counsel 

Before the 
Florida Public Savice C o d s i o n  

Docket No. 080677-E1 

WHAT IS YOUR NAME AND ADDRESS? 

Kimberly H. Dismukes, 6455 Ov-n Street, Baton Rouge, Louisiana 70808. 

BY WHOM AND IN WHAT CAI'ACITY ARE YOU EMPLOYED? 

I am a partner in the firm of Acadian Consulting Group, which specializes in the 

field, of public utility regulatioa I have been retained by the OEce of the Public 

Counsel (OPC) on behaif of the Citizens of the State of Florida to analyze the 

transactions between Florida Power &Light Company's (FPL or the Company) 

and its a l ia tes  and the impact of these tmnsactians an FPL's application for a 

rate increase. 

DO YOU HAVE A SUMMARY OF YOUR QUALncICATIONS IN 

RFGUJATION? 

Yes. Exhibit KHD-1 was prepared for this purpose 

DO YOU HAYE EXHIBITS I N  SWPORT OF YOUR TESTIMONY? 

Yes. Attached to my testimony are Exhibits KHD-2 through JGD-16 which 

support my testbony and recommendations 

HOW IS YOUR TESTIMONY ORGANIZED? 

I 
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~n the fist section of my testimony I discuss the importance of examining 

transactions between FPL and its atfilites. Second, I discuss FPL Group’s 

organizational structure. In the third section I discuss the different ways FPL 

charges its affi tes,  the concems I have with the different methodologies, and 

my recommendations. The fourth section contains a discussion of transactions 

with certain FPL affiliates, inchding FiberNet, FPLES and FPL HistoricaI 

Museum, Inc. In this section I also address the gain on sale of assets to affiliates 

and power monitoring revenue. Fifth, I discuss FPL-New England Division (FPL- 

NED). Finally, I present a summary of my recommended adjustments. 

10 I. Affiliate Transactions 

11 Q. WHY IS JT WORTANT TO CLOSELY EXAMINE AFFILIATE 

12 T W S  ACTIONS? 

13 A. 

14 

15 

16 

17 

18 

I9 

20 

21 

22 

23 

In a situation involving the provision of services between &riafed companies, 

the associated transactions and costs are not arms-length dealings. Cost allocation 

techniques and methods of charging affiliiates should be frequently reviewed and 

analyzed to ensure that the company’s regulated operations are not subsidizing the 

nonregulated operations. Because of the affiliation betmeen FPL and the affiliates 

that contribute to expenses included on the books of FPL, the arms-length 

bargaining of a n o d  competitive environment is not present in their 

transactions. Although each of the affiliated companies is supposedly separate, 

relationships between FPL and these affiliates are still close; they all belong to 

one corporate family. 

In the absence of regulation, there is no assnrance that affiLiate 

2 
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29 

transactions and allocations will not translate into unneCESsa3y high charges for 

FPL's customers. Even when the methodologies for cost allocation and pricing 

have been explicitly stated, close scrutiny of affiliate relationships is still 

warranted. Regardless o f  whether or not FPL explicitly establishes a methodology 

for the allocation and didtibution of affiliate costs, there is an incentive to 

misallocate or shift costs to regulated companies so that the nonregdated 

companies canreap thebenefits. 

DOES THE COMMISSION EAVE ANY GUIDELINES WHICH 

CONTROL THE PRXCTNG ARRANGEMENTS BETWEEN UTILITIES 

AND T.HEJR AJ?FILIATES? 

Yes. The Commission's RuIes set forth the criteria to be followed by eJechic 

utilities when transacting with affiliates. Rule 25-6.1351, Florida Administrative 

Code (F.A.C.) details the Commission's policy. It excludes a t e  transactions 

related to the purchase of fuel and related transpoitaLion services that are subject 

to the Commission's review in cost m v e l y  proceedings. The section of the 

Conunission's Rule that details the pricing behveen affiliafes is as follows: 

(3) Non-Tarzed m a t e  Transactions 

~ 

(a) The purpose of subsection (3) is to establish requirements for non- 
tariffed affiliate 'transactions impacting regulated activities. This 
subsection does not apply to the allocation of costs for services 
behveen a utility and its parent company or behveen a utility and 
its ir&ated utility affiliates or to services received by a utility 
h m  an affiliate that exists solely to piwide services to members 
of the utility's corporate family. All affiliate transactions, however, 
are subject to regulatoty review and approval. 

The rules state that purchases fiom the utility by the a0Xate must be at the 

higher of hlly allocated cost or market price. 

3 
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@) A utility mast charge an affiliate the higher of fully allocated costs 
or market price for all non-tariffed services and products purchased 
by the m a t e  h m  the utility. Except, a utility may charge an 
affiliate less than fully allocated costs or market price if the charge 
is above haemental cost. If a u a t y  charges less than fully 
allocated costs or market price, the utility must maintain 
documentation to support and justify how doing so benefits . 
regulated operations. If a utility charges less than market price, the 
utiIity must notify the Division of Economic Regulation in writing 
within 30 days of the utility initiating, or changing any of the teims 
or conditiom, for the provision of a product or service. In the m e  
of products or seryices mrent€y being provided, a utility must 
notify the Division within 30 days of the rule's effectiw date. 

The rule M e r  state that purchases fiom the afiliate must be at the lower 

of fully allocated cost or market. 

(c) When a utility purchases services and products from an affrtiate 
and applies the cost to'regulated operations, the utility shall 
apportion to regulated opemtions the lesser of fUIIy allocated costs 
or market price. Except, a utility may apportion to TeguIakd 
operations more than fdlydlocated costs if the chatge is less than 
or equal to the market price. If a utility apportions to regulated 
operations more than fully allocated costs, the utility must maintain 
documentation to suppo~t, and! justify how doing so benefits 
regdated operations and would be based on prevailing price 
valuation. 

Finally, the lules states that assets transfared fbm the affiliate to the 

utility must be transfend at the Iower of cost or market and assets transferred 

&om the utility to the affiliate must be transferred at fhe higher of cosr or market. 

(d) When an asset used in regulated operations is tmqsferred h m  a 
utility to a nonregutated affiliate, the utility must charge the 
aiWate the greater of market price or net book value. Except, e 
utility may charge the m a t e  either the market price or net book 
value if the utility maintains documentation to support and justify 
that such a transaction benefits regulated operations. When an asset 
to be used in regulated operations is transfared from a 
nonregulated affiliate to a utility, the utility must record the asset at 
the lower of market price or net book value. Except, a utility may 
record the asset at either market price or ne& book value if the 
utiIity maintains documentation to support and justify that such a 
-action benefits regulated operations. An independent appraiser 

4 
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mast verify the market value of a transferred asset with a net book 
value greater than $1,000,000. If a utility charges less than market 
piice, the utiiity must notify the Divkbn of Economic Regulation 
in writing within 30 days of the transfer. (Rule 25-6.1351 F.A.C.) 

HAS THE COMMISSION ADDRESSED AFFILIATE TRANSACTIONS 

INRECENT ORDERS? 

Yes. The Commission has also expressed its opinion on affiliate transactions and 

the precedent that should be followed when examining ama te  transactions. 

By thek very nature, related party transactions require closer 
sciutiny. Although a transaction between related parties is not 
- se unreasonable, it is the utility's burden to prove that its costs are 
reasonable. Florida Power Corn. v. Cresse, 413 So. 2d 1187, 1191 
(31% 1982). This  burden is even greater when the transaction is 
between related parties. In GTB Florida, I C .  v. Deason, 642 So. 2d 
545 @la. 1994) m, the Court established that the standard to 
use in evslnating atsliate transactions is whether those transactions 
exceed the going market rate or are otherwise inherently unfair. 
(FPSC, OrderNo. PSC-01-1374-PAA-WS; 3ue27,2001.) 

21 It. FPL Group. Inc Organizational Struetare 

22 Q. 

23 

24 A. 

2 5  

26 

27 

28 
29 

30 
31 

WOULD YOU PLEASE DESCRIBE T I B  FPL GROUP, INC. 

ORGANIZATION? 

Yes. FPL Group, h. (FPL Group), the parent company of FPL, has mole than 500 

subsidiaries and aEGates. (Onsdahl Testimony, p. 37.) My Exhibit KHD-2 conlab 

an organi&onal chit of FPL Group and its afElktes. Its primacy subsidiaiies 

include: 

1) FPL, the regulated electric company that provides electric service to 
customers in Florida. 

2) FPL Group Capital, Inc., (FPL Group Capital) which o m  the capital 
stock of and provides the b a i n g  for FPL Group's non-utility companies. 

5 
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6) 

7) 

N d r a  Energy Resources. LLC (NxtEra, formerly FPL Energy or 
-LE) is a hold- company of subsidiaries involved in geothermal, 
cogeneration, waste-to-energy, and wind powered elechic genera- 
projects. NextEra is the largest generator of wind and solar power in North 
M c a .  Ne- has operations in 27 US. states atid Canadian 
provinces. 

FPL FiberNet, LLC (FiberNet) leases wholesale fiber-optic network 
capacity dark fiber capacity. Its customers include FPL, Internet service 
providers, as well as telephone, .Wireless carriers, internet, and other 
telecommunications companies. 

FPL Energy Services, Inc. (FPL Energy Services or FPLES) markets the 
sale of natural gas and offers products and services to residential and 
commercial customers. 

FPL Group Resources, LLC identifies, evaluates and transacts natural 
gas business activities. This includes the pursuit of a Liquefied Natural 
Gas import pmject into Florida, creation of a gas mmhant business, and 
pipeline and storage investments. 

Palms Insurance Company, Limited (Palms) is an insurance company 
primarily engaged in providing liability insurance coverage for FPL Group 
and its subsidiaries. (7PL Group 2008 Form 10-K, p. 14 andResponse to 
OPC Inkmgatory 2.) 
( h t t o ~ / ~ v . n a d e r a e n ~ e s o u r c e s . w ~ c o m / c o  
folio bv fielsdf.; 
h t t l l : l l ~ ~ e x ~ r a n e x t e n t e n e r e v r e s . c o ~ c o n t ~ ~ v ~ / ~ c ~ , s h ~ .  

As shown on Exhibit KHD-2, FPL Group’s nonregulated af€iliates are 

numerous. 

HOW LARGE ARE PPI, GROUP’S NONREGULATED OPERATIONS 

AND HOW HAVE THEY CHANGED OVERTIME? 

FPL Group’s nonregdated businesses are significant, and they are growing. 

Although FPL Group has many amated nmzgdated companies, its most active 

md largest aEiliate is NextEra, which owned h u d &  of m a t e d  companies in 

2008. (FF’L Annual Diversification Report 2008.) As shown on Exhibit KHD-3, 

NextEra FZPleSentd ~ r ~ n  c o n f i a , t l d ~ E d  Cm6der#&I Of FPL &UP’S 

6 
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consolidated revenue ill 2005, decreasing to B+ ConTrdenli!d crmfldmtid in 

2006, incrcasing to B+ Conn&tid m End c o ~ d a t i a l  in 2007 and to Brsin 

C d d c n ( i d m  End C o ~ e n n a l  in 2008. Similar representations are depicted for 

investment. As shorn on this exhibit, NextEra’s gross investment represents 134“ 

ConfidcnIJd -]End CDnfidenfial O f  FPL Group’s 

consolidated gross investment in the years 2005, 2006, 2007, and 2008, 

respectively. 

III. Affiliate Charces 

9 Q. 
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12 A. 

13 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

WOULD YOU PLEASE EXPLAIN HOW FPL CHARGES KTS 

AFFILIATES FOR SERVICES AND PRODUCTS IT PROVIDES TO 

.TEEM? 

Yes. FPL uses three methods to charge costs to FPL GIDUP*S nonregulatk 

miates. These are: 

Direct - Costs of resources used exclusively for the provision of 
services that are readily identifiable to an activity. An example of 
Inter-Company direct costs would be the salary of an PPL] 
engineer working on a nonregulated Affiliate’s power plant Direct 
is also used to indicate work done within FPL (regulated) directly 
benefiting a Business Unit other than the provider. Au example of 
Intra-FPL direct costs (regulated) would be [FPL] Human 
Resources chmging the operating Business Units for specific 
recruiting activities. 

Assigned - Costs of resources used jointly in the provision of both 
regulated and non-regulated activities that are apportioned using 
direct measures of cost causation. The square footage cost of office 
space used by nonregulated activities would be an example of 
assignable costs. 

Unatkibutable (Management Fee) - Cost of resourCes shared by 
both regulated and non-regulated activities for which no causal 
relationship exists. These costs are accumulated and dlocated to 
both regulated and nonregdated activities through the use of the 

7 
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AMF for Inter-Company transactions. The costs associated with 
FPL Group’s board of difectors is an exampIe of unattriiutable 
costs aIlocated using the AfiiEate Management Fee. @xhibit KO- 
9, Page.2.) 

. 

. 

6 III.A. Direct Charee MethodologE 

i Q. 
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9 A. 

10 

11 

I2 
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I6 

17 

18 Q. 

19 

20 A. 

21 

22 

. 23 

24 

25 

WOULD YOU PLEASE DESCRIBE TEIE DJRECT CHARGE METHOD 

THAT FPL USES? 

Yes. B e  direct charge method charges activities to affiliates through specific 

work orders. Activities which are direct charged include: due diligence 

investigations conducted by FPL empIoyees for the benefit of an affiliate, 

assistance with constmetion projects, transjtion teams, fleet team rmpport below 

management level, suppoit for capita1 projects, and services to planls that are’not 

operated by NextI5.a. (Response to OPC Document Request 75.) 

The Power Generation Service fee is also administered through a direct 

cbarge process. This &e c a p m  direct support by FPL Power Generation 

employees to NextEm (Ehponse to OPC Intesogatury 12.) 

HOW ARE COSTS CAPTURED UNDER THE DIReCT CHARGE 

PROCESS? 

FPL uses work orders (ER 99) to capture direct charges &om the fi l iate to FPL. 

The majority of these work orders are used to record direct charges and record the 

expense for. the suppoit provided by FPL to the affiIiate &ectIy to the 

intercompany “receivable from affiliate” account. Work orders are also used to 

process charges to the affiIiates for the various service fees and the Affiliate 

Managenlent Fee. 

8 
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i 
1 Creation of a work order begins with a request that can be submitted via a 

2' 

3 

. form, an email, or a telephone request. The request is submitted to 9 employee 

who has been approved to create or modify work orders, Surprisingly, there. is not 

4 a mpirekent that a record be kept of the request for the establishment of a work 

5 

6 

7 

8 

9 

order or the use of an FPL employee. 

T h e  spent on support between FPL and afEliates is reported by each 

employee in the S A P  payroll program on-line either daily, weekly or biweekly. It 

is posted from payroll to each work order. Employees may record actual time 

incurred on behalf of &liates (variable time reporting) or use an estimate such as 

10 

11 

12 

13 

a fixed'clisbibution percentage. The use of variable tim repoitbg as FPL refers to 

this practice is also knm as exception time reporting. That is, the employee's 

time is recorded at his or heicoqany except where they report otherwise. 

- 

According to FPL, each direct line supervisor is respopible for reviqing 

14 

15 

16 

payroll charges reported in each biweekly pay period for M e r  direct reports. 

This supervisor also reviews the fixed distributions of time on a semiannual basis. 

When the monthly affiliate bill is prepared, repoized hours are loaded for 

17 overheads and taxes. The bill is recorded as a receivable and delivered to the 

18 

19 Q. 

20 

21 2009,2010, AND 2011? 

22 A. 

a5iliate for its review and approval for payment. 

WHAT WAS TEE LEVEL OF DIRECT CHARGES FROM FPL TO ITS 

AFFILIATES FOR 2007 AND 2008 AND WHAT DID FPL PROJECT FOR 

As shown on Exhiit KHD-4, direct charges from FPL to its afi3iate.s increased 

9 
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18 
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20 

21 

22 

~ ~ m 4 . l  million in 2008 or an increase of 59%. Several factors contributed to.the 

increase in direct charges, including NexELa’s acquisition of the Point Beach 

Nuclear Plant in September of 2007, two large development and ConshUctiOII 

contracts which are supervised and managed by FPLES, increased support and 

projects billed to NeXtEra, and increased mrppoxt to FPL Group Capital. 

(Response lo AG Intertugatory 31.) 

Also shown on Exhibit KHD-4 is the level of direct charges FPL projects 

it will assess its affiliates in 2009,2010, and 2011, which is $42.1 &on, $43.7 

million, and $45.0 million, respectively. The Company pmjects that in 2009 there 

will be ova  41% less in direct charges to affiates than in 2008. The test year 

pmjections follow a similar pattern. Relative to the direct charges in 2008, the 

2010 and 2011 direct charges are projected to be 39% and 37% less than in 2008. 

FPL has not explained why the% charges should be reduced so dramatically fmm 

the historic period 2008. As the direct charges are FPL costs that are assigned to 

its af6liates, any reduction in payroll charges in the pmjected test year remain on 

the books of FPL and are charged to regulated ratepayax. 

ARE THERE ANY PROBLEMS WITH THE DIRECT CHARGE 

METHODOLOGY? . 

Yes. First, I seriously question the failure of FPL for not keeping a record of the 

request for the establishment of a work older used to direct charge labor costs. 

This failure provides no audit trail or documentation that the. functons performed 

or the time spent by the employee has any relationship to the original request. 

10 
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Second, the use of exception time reporting is less than ideal when there 

are costs being Shared between iqdated and nonregulated affiliates. By its 

nature, if an employee does not report a change j, t ime reporting, the charges will 

be associated with the originating company even if t ime was spent elsewhere. A 

direct reporting method would overcome the shortcOmings of exception t ime 

reporting. 

Third, there does not appear to be adequate follow-up of some direct 

payroll charges. This was identified in a recent internal audit of the Company’s 

affiliate trausactions. In this August 11, 2008 Audit, the auditors found: B+, 

Cmiidtnliid a 
-mpsa-br,  his is a tittle like the fox the 

C L C h I l  Coop. Bgin W d r n t i d  1-j 

23 Q. WHAT IS YOUR RECOMhCENDATION REGARDING THE DIRECT 

i 
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CHARGES FPLPROJECTS FOR2009,2010, AND 2011? 

I recommend that the commission require that the Company keep adequate 

documentation concerning the requests &om its affiliate for senices that are 

bdledunder the direct charge methodology. FPL has not provided any reason why 

keeping adequate documentation (hke the e-mail or phone call record) should not 

be rttained. In fact, I would recommend that a system be set up to keep trwk o f  

the requests for assistance. 

Simildy, I recommend that the Conmission require those employees that 

use exception time reporting to use direct time reporting. This will help ensure 

that the time spent on work for *tes is properly documented and tracked. 

m.B. Shared Cost MethodoloPy 

Q. WHAT ARE THE. SEARED COSTS THAT ARF, ALLOCATED TO FPL 

GROUP’S AF’FILIATES? 

The following are costs that are shared between FPL and its affiliates: 

Information h g e m e n t ,  Human Resources, Facility Semity, Cafeleria 

Operations, Executives, Co1porate Finance and Accounting,. Data ’ Security, 

Aircraft Operations, Corporate Communications, Shareholder Seivices, 

Environmental Audits and ConsuIting, Administration of Corporate Travel, 

Integtated Supply Chain Administration, and Internal Auditing Managemend 

A. 

@&bit KO-9, pp. 8-9.) There is a clear benefit to these smaller nonregulated f 

affiIiates sharing adminishative services rather than hiring an administrative staff. 

WOULD YOU DESCRIBE HOW SHARED COSTS ARE ALLOCATED? Q. 

12 
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Q. 

A. 

Yes. The Company used two approaches. The fust assigns costs which can be 

directly apportioned using direct memxs-lh square footage. The second 

approach assigns costs that are unattributable; using five different fees. 

WOULD YOU DESCRIBE .TJ33 COSTS THAT ARE ASSIGNED USING 

DIRECT MEASURES OR COST DRIVERS? 

Yes. The Momation Management, Human Resources, certain Finance, and 

certain Other Corporate Services costs are allocated to sates using specific 

drivers. The Information Management groups use specific drivers relating to 

' 

workstations, number of transactions, mainframe time, etc. The HumanResources 

group uses a headcount driver. The Finance group uses specifc drivers related to 

square footage and capacity. Engineering, Construction and Corporate Services 

use drivers also related to f u l l - h e  equivaht employees. (Exhibit KO-9, p. 8.) 

WOULD YOU DESCFSiE TEE MANAGEMENT FEES USED TO 

ALLOCATE UNA'iTRIBUTABLE COSTS? 

Yes. The first fee is the Power Generation Division (PGD) Fee used to charge 

NextEm for fleet team management and direct plant specific support Regaxling 

this fee the Company states: "Fully loaded costs are charged to the AfEIiate 

based on budgeted dollars with a year-end t~ue-up based on actual accumulated 

dollars via specific work orders." (mid., p. 1.) 

The next fee is the Energy Marketing & Trading Business Unit Fee @h4T 

Service Fee) which 

. . . uses the aflflual budget to estimate the level of service to be 
provided and will true-up to actual periodically or for ye&-end no 
later than January of the following year. There are two parts to this 
fee: 1. Back-Office, and 2. PMI Facilities Usage. There are two (2) 

13 
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groups within the Back-Office portion of the fee: 1. System Group 
for computer suppo~t, and 2. Risk Management. The Systems 
Group is allocated by specific drivers (Le. number of devices), and 
Risk Management is allocated based on a time-study. The second 
part of the Fee is the PMT Pacirity Usage, which is alldcated 
basqd] upon total head count applied to a developed facility rate. 
(Bid., p. 9.) 

The third fee, Information Management Nuclear Service Fee, is Fed to 

allocate the costs for the following shared services to NextErx Passpoit support, 

information management, data services, and infrashuchxe support. This fee uses 

the annual budget to estimate the level o f  service to be provided and is trued up to 

actual no later than January of the foEowing year. Costs for services to support 

the Passport system are allocated by the number of systems in place. All ctha 

service costs are allocated based on the number of generating units. (Ibid., p. 10.) 

The fourth fee, theNuclear Division Fee, allocates costs to NextEra for the 

following shared services: nuclear operations support, nuclear fuels support, 

18 

19 

20 

21 Q. 

22 UP AFFEUTE MANAGEMENT FEE? 

23 A. 

24 

nuclear management team support, nuclear engineering support, and nuclear 

assurance support. The fee uses the .&mal budget to estimate the level of service 

to be provided and is trued up no later than Januay of the following year. @id..) 

WOULD YOU DISCUSS THE NEXT GROUP OF COSTS TEAT NLAXE 

Yes. The unattributable poition of the Affiliate Management Pee (M) includes 

costs of FPL corporate staff that provide services to the affiliates of FPL. These 

25 services include budgeting and planning, external financial reporting, corporate 

26 communications, mail services, and shareholder services. (Ousdahl Testimony, p. 

27 41.) Costs included in this categoiy are generally allocated using the 

i 
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1 Massachusetts Foimula. 

2 

3 

The total amount of M i a t e  Mabagement Fee that is distributed between 

FPL and its affiliates is projected to be B& c o n n d c n c . { /  

allocated to FPL in 2009, 2010, and 2011 respectively. (Response to OPC 

7 Document Request 106.) 

8 Q. PLEASE DESCRIBE ROW FPL GROUP’S COSTS ARE CHARGED TO 

9 

10 A. 

11 

12 

13 Q. 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

THE UTILITY AND ITS AFFILIATES. 

AU of FPL GIOUP’S costs are directly charged to FPL an& ‘then allocated to 

af3liates through the Affiliate Management Fee. Pesponse to OPC Interrogatoiy 

75 and 71.) 

WOULD YOU DESCRlBE THE MASSACHUSETTS FORMULA USED 

TO ALLOCAXE A PORTION OF THE AFFILIATE MANAGEMENT FEE 

AND THE CHARGES EROM FPL GROUP? 

The Massachusetts Formula is the weighted average of three statistics: payroll, 

revenues, -and avemge gross .property plant and equipment. Each of these three 

components of Uie Massachusetts FoilnuIa is given equal weight. The companies 

included in the calculation of the Massachusetts Formula are FPL New England 

Division, NextEra, FPLE Seabrook Station, FPL Energy Duane Amold, FPL 

FiberNet, FPL Energy Savices, Palms Insurance Company, FPL Energy Point 

Beach, and FPL Readi-Power. (Responsc to OPC Iutmogatoiy 26.) 

My Exhibit KHD-5 depicts the Massachusetts Foimula used by FPL for 

I 

I 

15 
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I 

2 

3 

4 -E,,,iCo,,,iident,-re atbibuted to FPL. 

5 Q. 

6 

7 

8 k 

9 

the projected years 2009,2010, and 2011. As shown, for costs amibutable to all 

affiliates that are allocated on the basis of the Massachusetts Fornula, the 

DO YOU AGREE WITH TEE ALLOCATION M!XTBOD USED TO 

DISTRIBUTE MAHAGJXMEhT FEES TO FPL AND ITS AFFILIATES 

DURING THE PROJECTED TEST YEARS? 

No, I do not. There am several problems with the allocation factors used by the 

Company to distribute the management fee to its afhliates. 

10 

11 

Fir.$ for several specific drivers used to allocate the alAiLmfable-shared 

costs the data utilized is stale. For several categories of costs being allocated the 

12 

13 thefactorused in2008. 

allocation factor for the pjected 2010 and 2011 test years did not ‘change from 

14 

15 

16 allocation factors. 

17 Tl13, the allcation factors are largely size-based and ilmefore, 

18 regadless of the benefits received ftom the seivices provided, the majority of the 

19 management fees arc allocatedto the largest company-FPL. 

20 Q. WOULD YOU PLEASE ADDRESS YOUR FIRST CONCERN ABOUT 

Second, with respect to the Massachusetts Foimula, the Company did not 

suppJy data and sufficient support for the methodology used to project its test year 

21 THE COMPANY’S SPECIFIC DRIVERS USED IN THE AFFILIATE 

22 MANAGEMENT FEE ALLOCATION? 

23 A. Yes. For several of the Management Fees the allocation factors used during the 

I 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 Q. 

test year are stale. There has been substantial growth in NextEra, a nonregulated 

afiiliate, during the past several years. Yet, in several instances, the Company’s 

proposed allocation factors do not reflect the growth that has taken place during 

2008, much less the growth anticipated in 2009,2010, and 2011. They are based 

upon old data that is not consistent with the projected 2009, 2010, and 2011 test 

years. For example, in response to OPC’s discovery, the Company stated “The 

FF’L Group allocation factors used in the test year projections for PAS 87 

expenses were based on data fiom 2008. The FPL Group allocation factors used 

in the test year projections for FAS 106 expenses were based on data from 2007.” 

(Supplemental Response to OPC Interrogatory 28.) 

The information used to docate xegin Confidentid Human Resource Systems 

and Human Resource Application support and Cafeteria operations End ~ ~ ~ ~ ~ ~ t i ~ l  

is based on 2006 data. (Response to OPC Document Request 106.) The Company 

used 2007 data to project FPL Group Post Retirement costs. 

One allocation factor has not changed since at least 2006: do gin Confidentid 

YN Actual Percentage of FPL‘s Subsidiaries S A P  Transactions as a Percent of 

Total FPL Transactions for Subsidiaries Allocation. End Confidentid F’PL’s 

supporting documentation for this cost allocation factor contains the note: segin 

confiaEntial “This Driver is used to allocate the ISC support costs to Affiliates. We 

expect the % of transactions to remain consistent on an annual basis unless there 

is a structural change to our financial systems. As such, no annual update 

rewed.’’ End ~ ~ f i d ~ n t ~  

WOULD YOU ADDRESS YOUR SECOND CONCERN ABOUT THE 

17 
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1 

2 A '  

3 

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

14 

15 

I 6  

17 

18 

19 

20 

21 

22 

23 

AFFILIATE MANAGEMENT FEE ALLOCATION FACTORS? 

Yes. The Company did not provide adequate support for the projected data that it 

utilized to develop its allocation factom for the Massachusetts Formula. In 

addition, an examination of the allocation factoi? b o r n  year to year shows that the 

Company has projected sigtScantly less growth in its mmegulated operations 

than in the past. It has also failed to provide adequate workpapm and 

documentation to support some of the allocation factors that it used ahd the costs 

included in the AMP. 

An examination of the projected growth in the components of .the 

allocation factors for the affiliates suggests that the projections are understated 

xelative to previous years. For example, the icvenue component of the 

Massachusetts Formula for FPLE has decreased by c m m m t f d m  End 

Crmfidrntinl in 2008 andtis projected to increase by ne& C o n f i d m G s m n t d  CDnfidmtial 

2009, ne& confidsnti-nd ConTdmflnl in 2010, and Bxin Conlidcntlp= End 

Cmfidmtlnl in 2011. The average annual change in revenues from 2008 to 2010 is 

Bqin Conlidenflu -d cmfidcnlid without an explanation Eom the company as 

to the reason for its projection, ~ ~ g i ~  ConGddcnfia -d & f i d d d  appears to be a 
-. 

more reasonable growth rate, than the growth rate projected by the affiliate. 

Similar problems arise when examining the Property, Plant, and 

Equipment (PP&E) component of the Massachusetts Poimula. In several 

instances, for 2011 the beginning balances are the same as the 2011 ending 

balances-indicating that the affiliate will add no plant in service for the projected 

year2011.~eCompanyprojectednochangeinPP&E~oni20IOto2011 forthe 



7 

8 

9 

10 

11 

12 

13 

following aEliates NextEra, Seabrook (NextEra), Duane Arnold (NexBa), and 

Point Beach (Nexf&a)).This failure to properly budget 2011, is problematic and 

further supports the conceins that have been raised about the use of a 2011 test 

year for the Company's proposed step rate izicrease. 

The average change in ending PP&E for each of these afGliates for the 

assumption that these entities mill not experience additions to plant in service 

during 201 1. 

The final component of the Massachusetts Fomiula whex problems 

appear is the labor component. For example, the proposed growth in labor charges 

for FiberNet for 2008 and piujected for 2009, 2010, and 2011 is ~cg ln  crmfidcotiaf 

14 

15 

16 

17 Q. YOU MENTIONED TEUT THE COMPANY DID NOT PROVIDE 

18 . ADEQUATE SUPPORT FOR ITS PROJECTIONS. WOULD YOU 

19 PLEASE ADDRESS THIS? 

20 A. 

21 

average from 2008 to 2010 is Betn cDnndrntinl -End confiddial-cOnSid&rably 

higher than the projection for 201 1. 

Yes. Several intermgatones were issued conceinbg these projections. The 

Attorney General propounded the following discovery: 

22 
23 

24 

AG J.nterrop.afoiv 38. Affiliates. For purposes of this request, 
please refer to the Company's response to OPC Intetrogatoiy 29. 

a. Please provide a detailed explanation of how the projections 

19 
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14 
15 

16 

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

29 
30 
31 
32 
33 
34 
35 
36 

37 

were performed by the Company to project the costs FPL plans to 
allocate to its aff3iates for every fee. To the extent the requested 
idormation is available in electronic spreadsheet format, please 
provide the electronic i i l e  with aIl fomulas and links intact. 

b. Please provide a detailed explanation of how the projections 
were performed by the Company to project the allocation factors 
FPL plans to use to allocate to its afGliates through its fees. To the 
extent the requested infomation is available in electronic 
spreadsheet format, please provide the electronic file with all 
formulas and links intact. 

c. Please piwide a detailed explanation of how the projections 
were performed by the Company to project the costs FPL plans to 
directly charge to its affiliates. To the extent the requested 
information is available in electronic spreadsheet formaf, please 
provide the electronic f i le with alI foimulas and links intact. 

comaanv 's Response: 

a) The process documentation for projecting the Af€ilia@ 
Management Fee is being provided in "AMP Process 
Documekatioadoc" (Bates No. FPL 144552-144558). This 
document .is confidential and wiIl be made available by FPL for 
review and inspection by AG at Rutledge, Ecenia & purnelz PA, 
119 South Monroe Street, Suite 202, Tallahassee, Florida 32301, 
during regular business how, 8 a n  to 5 p.m., Monday though 
Friday, .upon reasonable notice to FPL's counsel. The detail files 
for the fee calculatiom for 2009 and 2010 can be seen in FPL's 
response to OPC's Second Request for Production of Documents 
No. 106, and the a e  for 2011 can be seen in FPL's response to 
SFHHA's Eleventh Set of Interrogatories No. 296. 

b) The allocation factors in the fee consist primarily of drivel3 
related to Information Management and Human Resources 
allocations as well as the Massachusetts Formula Files have been 
provided that explain the calculation of the 2008 IM and HR 
drivers. These drivers were used for the 2009, 2010, and 2011 
AMP forecasts., The projection of the Mass. Formula ahcation 
factors can be seen in the detail AMP calculation files referenced 
in part a above. (Response to AG Interrogatory 34.) 

The document provided by the Company described the projection process 

38 

39 

' in general, but did not contain the workpapers for the detailed projections. 

OPC atso asked the fallowing discovery iequest: 

20 
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! 1 
2 
3 
4 
5 

6 
7 
8 
9 

. 10 
11 
12 
13 
14 
15 

OPC Document Reauest 233. h4FR Workpapem. For purposes of 
this request, please refer to the spreadsheets WFR C-30 2009 
backup.xls,” ‘‘MIX C-30 2010 backup.xls”, and “MFR C-30 2011 
backup.xls” provided in the Company’s response to OPC 
Document Request 12. 

a. Please provide all suppoiting documents showing the calculation 
of how the amounts were derived for the m a t e  Management 
Fee, Power Gmmtion Division Management Fee, Energy 
Marketing and Trading Management Fee, Nuclear Division 
Management Fee, ad Direct Sqvices for each amate  for the year 
2008 and 2009,2010, and 2011 projected test years. To the extent 
the requested infomation is available in electronic format, please 
pmvide the eleckonic file. To the extent the requested infoinxition 
is in Excel foimat, please provide the documents with all formuIas 
and links intact and include all linked and sowce files. 

16 Company’s Response: Affiliate Management Fee 

17 
18 
19 
20 
21 

With respect to the Affiliate Management Fee for the year 2008 
and the projected test years 2009, and 2010, see FPL’s response to 
OPC‘s Second Request for the Piuduction of Documents No. 106. 
For the projected test year 201 1, see FPL’s response to SFHHA’S 
Tenth Request for Intmogatoiies No. 296. 

22 The documents supplied in response to these discoveq requests contain . . 

23 

24 

25 projections. 

26 The Company also provided a five-page document explaining the 

27 assumptions behind the projections, but again there were no suppoithg 

28 calculations. 

29 Q. ‘w0uI;D YOU PLEASE DISCUSS YOUR THIRD CONCERN ABOUT 

only the amount of the projwtions, not how the pijections were developed. 

There were no underlying calculations or other support provided conceining the 

30 THE SIZED-BASED NATuRe OF THE MASSACRUSETTS PORMULA 

31 

32 A. 

AND THE PROBLEMS THIS PRESENTS? 

As shown on Exhibit KHD-10, FPL consistently receives over nrg.,, ~ ~ ~ f i d ~ ~ t ~ ~ ~  

21 
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14 

15 

16 

17 

I8 

19 

20 

21 

22 

23 

~~d CoxlRdcntip1 of the costs charged through the Massachusetts Formula. While FPL 

obviously represents a large s h e  of the FPL Group family of affiliates, the 

benefits received by each afEliate are not necessarily propoitioiial to the size of 

the company. This sizebased allocation factor fails to reflect the benefit that the 

aEliatas of FPL rmive fmm the shared services. In other words, use of the 3- 

factor formula implicitly assumes that the larger the af€iliate, the greater its 

received benefit finm the performance of a paiticular function within FPL. 

For &le, the corporate commuiiications depabnent of FPL provides 

the following senrices: internal commuuication, external media, executive 

presentations, and . .  mail services. The general counsel department provides 

shareholder services and environmental services. The financial section includes 

costs associated with executive salaries and expenses, accounts payable, cash 

management and banking, cnst measurement and allocation, accounting research 
- .  

and financial reporting, corporate taxes, bust fund investments, planning and 

analysis, corporate budgeting, annual report, .secwity adn~stratioG and aircraft 

operations. m b i t  KO-9, pp. 8-9.) 

The size-based allocation factor ignores the possibility that relatively new 

competitive companies, like NextEra, FiberNet, FPLES, FPL Group Resources, 

and othas, benefit dispropoitionately from these corporate functions &at are 

provided by FPL. For the projected test years 2009, 2010, and 2011, Nex-tEr’s 

22 
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I 
1 of these costs. 

2 

3 

4 

5 

6 

I 

8 

9 

As an example, for the projected 2010 test year, NextEra was allocated 

Bceln Confidentld -nd ConfldEntid of the cost of coiporate communication, 

general counsel, and finance services. The amount k g e d  to FPLES and 

FiberNet, amounted to just B ~ &  Confidentla -nd confidentid r=p=tively. 

Convei6ng these amounts to a cost per employee helps to examine if' the 

allocations are reasonable. Since FPL has many more employees than its 

affiliates, economies of scale would suggest that the cost per employee at FPL 

should be much less than the affiliates. On a per employee basis, the amounts 

i 

10 

11 

12 

charged to NexEra and FF'LES and FiberNet (combined) are: ncgin confidcntlal 

-End cDnndn,Hd respectively. The cost per cmp~oyee for tfiese 

same functions for FPL amounts to Begin Confidvlflnl m n d  Coniidmtld - more 

13 

14 

than the cost per employee charged to the affiliates. ' 

Given that FPL is the largest of the companies and therefore should 

15 

16 

17 would. 

18 Q. DO YOU HAVE OTHER CONCElwS ABOUT THE MASSACHUSETTS 

19 

20 A. 

21 

22 

benefit from its economies of scale, I would have expected its costs per 

employee to be much lower than those of its much smaller nomegulated affdiates 

FORMULA FACTORS USED BY FPL? 

Yes. FPL's nonregulated affiliates derive many benefits from their relationship 

with the utility and its parent. There are many instances in which executives saw 

in an executive capacity for both FPL its nonregulated affiliates, yet the vast 

23 majority of the costs are borne by FPL. For example, the Dimtor and Chairman 

23 
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1 

2 

3 ' 

4 

5 

of the Board of FPL, Mr. Lewis Hay, is also the Director and Chairman of the 

Board for FF'L Energy Maine and FPL Group Foundation. Mr. Hay serves as the 

Director, President, and Chief Executive Officer of FPL Group Capital, 'the 

. afliliate that holds the majority of the nonregiated aEliates of FPL G~OQ; the 

Director, Chairman of the Board, and Chief Executive Officer of FPL Group,; and 

6 

7 

8 

9 

Chairman of NextEra Energy Maine and NextEra. 

While sewing in this capacity, for the ye& 2010 Begin C o n f i d m r i a m . B n d  

Cmfidcned of Mc Hay's salary, bonuses, and restricted stock awards are charged to 

NcXtEl'a Bcgh c o n r t d c n t i s b m  End Confrdenfial to FiberNet, and Begin Cmtidcntln -to 

IO 

11 

12 

13 

14 

15 

16 

I7 

18 

19 

20 

21 

22 

23 

J d i O n  h d  Confidatial for NextEra, Begin Canildmlld m Enll Conrtdenflnl for 

Fibdet ,  a d  Begin C o n f i r l e n t i . l m n d  Confidentid for RLES. ~ 1 ~ s  seems like a 

very s n d  share given the capacity in which he serves these companies. 

This situation is not limited to M?. Hay. As shown on Exhibit KHD-6, 

there are 24 FPL executive officers and directors that also serve as executive 

officers and directors of the nonregulated affiliates. Armando Olivera, Director 

and President and CEO of FPL is also the President of BXR, LLC and Director, 

President and Treasures of FPL G i u p  Foundation, Inc. Manoochehr Nazar, 

Senior Vice President and Nuclear Chief Operating Officer is also the Vice 

President of FPL Energy Duane Amold (NextEia), FPL Energy Point Beach 

(NJextEra), FPL Seabrook (NextEra) and is the Chief Nuclear Officer of FPL 

Group, Inc. Mariene Santo, Vice President, Custonier Service is the Director 

and/or the President of three FPLES companies and FPL Enersys, Inc, and M?. 
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Q. 

A. 

Yeager, Vice President, Engineering and Construction, is also an officer - a Vice 

President of 35 nonregulated a l i a t e s  of FPL. 

Likewise, the services provided by FPL are a si&cant benefit to these 

smaller nonregulated companies that would have a diffcult time obtaining these 

same services with only their own staff. 

CAN YOU GIVE SOME OTHER EXAMPLES OF THE BENEFITS FPL’S 

NONREGULATED AFFILIATES DERIVE FROM THEIR ASSOCIATION 

WITH FPL AND FPL GROUP? 

Yes. According to an August 2008 internal au&t of the Company’s affiliate 

transactions, segin C o d i d a t i d  

I !. 

~ ~ 

Coddent id  It would be difficult for FPL’s nonregulated affiliates to have access to 

this many lawyers if they were not associated with FPL and FPL Group. Rather 

than depending upon the support of this in-house counsel they would more than 

llltely be required to seek outside counsel at a cost which exceeds the payroll, 

benefits and overhead of the in-house attorneys employed by FPL Group. 

0 Similarly, this same audit noted that  gin confidential 

expertise to resolve these problems may not have been immediately available and 

would have needed to be obtained elsewhere. 

25 
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WHAT m BEEN THE GROWTH PATTERN OF TEE COMPANY’S 

AFFILTATFS INRECENT YEARS? 

Revems fim nomgdated &tes have increased h r n  $2.3 billion to $4.8 

b i o n  h m  2005 to 2008--an increase of 105% or 26% per year. This compares to 

FPL’s revenues which have increased h m  $9.5 bilIion in 2005 to $11.6 billion in 

2008-au increase of 22% or about 6% per year. (PPL Group 2008 Foim 10-K, p. 

97 and 2007 10-K.) 

Recently, NextEra’s emnings have represented an even larger &are of 

FPL Group’s operatioas than its h - e .  of the revenue or investment. As depicted 

on Exhibit KHD-7, in 2008 NextEra’s earnings per share represenled 53% of FPL 

Group’s consolidated earnings per share. Prior to 2008, N d r a ’ s  earnings per 

share only represented between 11% and 45% of FPL Group’s earnings per share. 

Not only has its eamings.per share increased, but its return on equity.has 

also increased significantly. In 2007 NextEra earned an approximate i-e.tum on 

equity of 1I.I2%, whichincreased to 15.28% in 2008. This compares to a return 

. .  . .  

i 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q. 

18 

19 A. 

20 

21 

22 

23 

i 

on equity for FPL of 11.29% in2007 and 10.27% in2008. 

NEXTERA APPEARS TO BE AN IMPORTANT AFFILIATE. WOULD 

YOU DESCRIBE THIS COMPANY IN GREATERDETAIL? 

Yes. NextEra “owns, develops, constructs, manages and operates primarily 

domestic electric-generating facilities in wholesale energy markets.” (FPL Group 

2008 Form 10-K, p. 10.) Other services provided by NextEra include ‘‘full energy 

and capacity requirements services primarily to distribution utilities in certain 

markets,” and it owns a retail electric provider in Texas. @bid.) According to its 

26 
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21 

22 Q. 

23 

website, Next& was founded as ESI Energy in 1985, established as FPL‘Faergy 

in 1998, and changed its name to NextEra Energy Resources, LLC on January 7, 

2009. It owns wind projects as well as solar and gas projects, and nuclear 

facilities. It claims to be the largest generator of wind and solar power in North 

America. NextEra has a presence in 25 states and Canada and has more than 

17,000 megawatts of generation assets in operation. 

~ ~ J l w w w . n e x t e r a e n e r g y r e s o ~ . c o m / c  

NextEra expects its future portfolio capacity growth to come firom wind 

and solar and from asset acquisitions. Nextera plans to add a tdtal of 7,000 MWs 

to 9,000 M T s  of new mind generation fiom 2008 to 2012. It also plans to pursue 

opportunities for new solar genera& facilities. In April 2009, Nextera 

announced plans to build a wind turbine service facility in Iowa and launched the 

E a W a  Renewable Energy Trust, which allows businesses to purchase 

renewable energy certificates to meet their own sustainability or green &rgy 

goals, One hundred percent of the proceeds from the sale of EarthEra ienewable 

energy certificates goes into the EaahEra Renewable Energy Trust which is then 

used for solar and windrenewable energy consbction projects. (FPL Group 2008 

Foiin IO-K, p. 11; News Release, ‘WextEra Energy Resources to build wind 

turbine service facility in Iowa,” April 1,2009; News Release, ‘WextEra Energy 

Resources launches the BarthEra Renewable Energy Tmst to’accelerate America‘s 

move to a clean energy futu~z,” April 1,2009.) 

NJXTERA ALSO APPEARS TO BE IMPORTANT FOR ITS ABILITY TO 

GENERATE REXENUES AND EARMNGS FOR FPL GROUP AND ITS 

21 
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PRESENCE IN THE FPL GROUP. EAVE YOU EXAhDNED ANY 

DOCUMENTS WHICH SHOW TFE EMPHASIS PUCXD ON TEnS 

COMPANY? 

Yes. FF’L Group’s 2006 Annual Report cover page illustrates the importance of 

NextEia to the company’s future gmwh 

The cover page, a copy of which is included in Exhibit RHD-8, shows a 

picture of s o h  paneIs and wind turbines with the words “energy solutions for the 

nextera.”(emptwisadded) ‘using the wonis “next era” on the cover of FPL 

Group’s Annual Report to its stockholders clearly demonstrates NexBa’s 

impoihce to the management of FF’L h u p .  The same logo and wind turbines are 

depicted on FPL Group’s hompages. 

NextEra’s fuUre plans are discussed in the Annual Report and, in fact, in the 

letter to its shaLeholdas, equal space was given to FPL and NextEm-ach being 

discussed on a separate page. 

The Annual Report addressed the fuhc plans of NextEja: 

Looking ahead, NextEra Energy Resources has a strong pipeline of 
attractive renewable energy projects. Our wind project pipehe is 
more than 30,000 megawatts while our s o h  development pipeline i s  
approximately 1,000 megawatls. Even though in late 2008 we 
reduced planned capital spending for 2009 by $1.3 billion in 
response to economic and h c i a l  market conditions, we stiU expect 
to add approximately 1,100 megawatts of new windprojects in2009.- 
(PPL Group 2006 Annual Repoit, p. AX-4.) 

In addition, in Jmmy 2009, the Public Utility Commission of Texas 

awarded NextEnt $565 million for construction of transmission faciltiies to deliver 

wind power ftom the Competitive Renevable Energy Zones in west Texas and the 

Texas panhandle to population centers in Texas. (Ibid.) 
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25 

26 

27 
i 

NextEra’s impoitmce and the besfits it imeives &om being associated with 

FPL was explained in response to OPC’s htemgatory 305, when a s h g  about Ms. 

ousdahl’s comment about FPL’s role as a “senice company.” 

The focus of this sentence is on the increasing role B L  plays in 
providing operating support, speciftcally in connection with the 
recent growth of FPL’s operating aftiliate, NextEra, which has 
provided the opportUnity for FPL to serve a more sizable fleet of 
assets, including nuclear and fossil generation, and therefore to 
more broadly Iever its skills and resoums. (Response to OPC 
Intenogatoxy 305 .) 

NextEh clearly. derives substantial financial benefits fium being 

associated with FPL Group and FPL. These benefits are not captured in a cost 

allocation formula that is based upon size. 

YOU HAVE IDENTIFIED SEVERAL PROBLEMS WITH THE 

COMPANY’S ALLOCATION OF ITS AFFZUTE MANAGEMENT 

FEES. DO YOU HAVE A REC0MMXM)ATION CONCERNING TECE 

SPECIPXC DRIVERS THAT YOU DISCUSS ABOVE? 

Yes, I do. First, to overcome the problem associated with the Company’s use of 

stale allocation factors, I recommend that the Commission update the specific 

drivers reflect the most recent information available. With respect to the Power 

Generation Division Fee I recommend that the Commission update the instaued 

meewatts using the Company’s disclosures in its 2008 annual report and 

testimony filed in this proceeding. This will make the leveI of the management fee 

allocations consistent withtheprojected test years. 

Therefoiq I have updated the installed MWs used as the allocation factor 

to incIude p~ojkts that have been or Wiu be added to the operations of FPL and 

i 

29 



CONFIDENTIAL 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 
i 

N&ra. FPL uses MWs to allocate the salaries and benefits of the Power 

Generation Division Executives. I have added 1,000 MWs to NextEra for the 

wind generation projects it intends to add for 2009. I have also added the West 

County Units 1 and 2 (2,400 MWs) to FPL, which are expected to go online in 

2009. 

Specifically, using infolmation from the Company’s MFRs and FPL 

&oup’s 2008 AnnuaI Repoi% I recommend capacity additions of 1,250 MWs 

(2009), 2,275 MWs (20101, and 1,349 MWs (2011) to the 2008 level used by the 

Company for FF’L. This produces total MWs for FPL in these years of 19,784 

(2009), 21,059 (2010) and 22,408 (2011) compared to FPL‘svalues of 19,753 for 

each of the years 2009,2010, and 2011. In other words, the Company assumed 

that it would not add any capacity during the projected years 2009, 2010, and 

201 1, much different than its projected test year assumptions. 

I made similar updates for NextEra. For 2009, 2010, and 2011, I 

recommend adding 1,100 MWs, 1,200 MWs, and 1,200 MWs of capacity, 

respectively. This produced total capacity of 15,941 MWs, 17,141 MWs, and 

18,341 M W s  for the years 2009, 2010, and 2011, respectively. In confrast, the 

Company’s estimate of total capacity for NextEra was 14,841 M W s  for all three 

years. (Clarke Testimony, p. 11; Response to OPC Interrogatory 23; FPL Group 

2008 Annual Report.) Clearly, the Company’s estimate of capacity used to 

alIocate the PGD fee is very outdated and should be rejected 

Second, to ovazome the problem with the specific drivers of the Affiliate 

Management Fee, in instances where the Company did not project an increase for 
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the projected test years, I recommend that the Commission increase the allocation 

drivers based upon recent growth. Specifically, if the Company updated the 

allocation factor for 2008 and 2009, I recommend that the Commission use the 

average increase in the allocation drivers for those two years to develop the 2010 

and 2011 allocation drivers. If the Company did not update the 2009 allocation 

factor, then I recommend that the C o d m i o n  use the h m s e  in the allocation 

factor using the chauge in the factor  om 2007 to 2008 to project the 2010 and - 

2011 aIlocation drivers. My recommended drivers are shown on Exhibit KHD-9. 

My recommended adjustment to overcome'these problems is shown on Exhibit 

KED-1 1. As shown, I mmmend  that'the Commission reduce test yeaf expenses 

by $2.3 d o n  in 2010 and by $5.1 million in 2011. 

. .  

HOW CAN THE COMMISSION OVERCOME THE PROBLEMS 

ASSOCIATED WITH THE PROJECTIONS FOR TBE: NUMERATOR 

AND DENOMINATOR OF THE MASSACEWSETTS FORMULA? 

To concct for the failure to update the numerators and denoi-oinators o f  the 

docation factors used in the Massachusetts Formula, I compared the three-year 

average growth rate from 2008 to 2010 for each component, for each affiliate, to 

the peicent change for 2011. If the percent cha*lge from 2010 to 201 1 was less 

than the threeyear average, I made a determination whether the Company's 

projection'seemed reasonable given the historical data and the assumptions 

provided by Company. 

If it appeared that an affiliate experienced unusually high historical growth 

one year, I chose the Company's projection as the more conservative approach. 
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However, if the Company did not provide an explanation of its assumption or the 

three-year aveiage was closer to the historical data, 11.eplaced the Company’s 

percentage change with the three-year average percentage change. 

For instance, for NextEra, the Company projected ~ ~ f i  conmcnti” 

~i,,,idcnti~l growth in revenues for 201 1; however, the three-year average is &&I 

Confidmtial Eod cmtfidoliial The company’s response to dismvely does M t  

provide enough detail to explain why the projected 2011 g~owth in revenue 

should be less than the prior three year average fiom 2008-2010. The Company 

did not provide sufficient donunentation of these assumptions and calculations; 

therefore, the ieasonableness of the Company’s methodology could not be 

examined. The amount of growth for 2008 and as piujected for 2009 and 2010 is 

uc& C m t t i & m t k J ~ E n d  ConIldmtiil XSpdiVeb’. Ratha than U6e 

the Company’s lower estimate, I recommeud that the Commission use the three- 

year average growth rate to estimate the revenue for NextEra to be used in the 

One instance where the three-year aveicage was higher than the projected 

change for 201 1 is the payoll amount for FPLES. The change h p a p l l  for 2008, 

2009, 2010, and 2011 Begin CrmtldenS!-!nd Conlidcnfinl 

respectively. The thresyear average is calculated as B+ contldmfla~- End 

Confidential Although the Company did not provide any support for its projection, it 

is clear that the nnusually high 2009 growth projection skews the average. 

nerefore, as a conservative measure, I accepted the Company’s growth 

projection. 

! 
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CONFIDENTIAL 

For each component of the Massachusetts Form1 r each affiliate, I 

applied this logic in' examining and testing the Company's projections. I€ the 

Company's explanation was not satisfactory and there were 110 unusual yeam, I 

used the average three-year growth rate from 2008 to 2010 to project 2011 

revenue, labor and plant, The results of my recommendation are depicted on 

Exhibit KHD-IO. 

WHAT ADJUSTMENT ARE YOU RECOMhGDTNG? 

I am recommending that the Commission reduce 2011 test year expenses by $1.4 

million to address the problems I have identified. My recommendation is shown 

OnExhibit KHD-11. 

WHAT ABOTJT THE PROBLE",M WJTH THE MASSACHUSETTS 

FORMULA' NOT ACCOUN'MNG FOR TEIE BENEFITS THE 

NONREGULATED .AFFILIATES XECEIVE FROM ASSOCIATION 

WITH FPL AND FPL GROUP? HOW CAN THE COMMIsSION 

ADDRESS THIS PROBLEM? 

To address the problems associated with the sizebased nature of the allocation 

. 

factor and the significant beneftk the nomedated affiliates derive from being E 

associated with FPL and FPL Goup, I recommend that the Commission distribute 

shared executive costs of the FPL Group between FPL and the nonregulated 

afliliates with 50% assigned to each. The services provided by the FPL Group 

executives are generally more stmtegic in nature and benefit the regulated and 

nonregulated g6ups as a whole. The proportion of revenue or property, plant and 
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The Company has made a similar determination in a change to its 

allocation factor for its Nuclear Service Fee. Prior to 2008 the Company allocated 

this on the basis of the MWs owned by FPL versus NextEra. However, it changed 

this methodology to allocate the charges based upon the number of nuclear Units 

as opposed to M w s .  In making this change the Company stated 

This allocation was determined to be more representative of the 
level of service provided with a larger nuclear fleet. When 
operating as a fleet, the support and services provided by 
employees included in the fee generally benefit all units. A per- 
unit allocation basis provides an adequate method of capturing the 
level of service provided to each unit. For example, FPL will be 
adding approximately 100 MW to each unit at St. Lucie and 
Turkey Point once the uprate projects are complete. This increase 
in megawatts will not change the level of service provided to each 
of the units. As such, a per-unit basis would not result in a 
disproportionate share of service costs to FPL. (Response to OPC 
Interrogatory 17.) 

This same argument was made in the August 2008 intend Audit of FPL’s - affiliate charges. Specifically, the Audit noted ~ ~ g i , ,  confidenti 

I believe that a 50/50 allocation factor for FPL’s Executive costs would 

help offset the fact that the smaller affiliates of FPL, like NextEra, FiberNet, and 

FPLES, receive significant benefits kom the services provided under the 

management fee, yet these benefits are not reflected in the allocation 
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7 IV. Transactions with Other Affiliates 

FPLES, receive sign5cant benefits h m  the services provided under the 

management fee, yet these benefits are not reflected in the allocation 

'As shorn on F,xhiit KHD-11, the changes that I recommend wnce&g 

the allocation of the AI@ reduce charges to the Company in the projected years 

by $7.9 million for 2010 and $7.9 million for 201 1. 

8 Q. 
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AF33 THERE AFFEIA'IX COSTS CHARGED TO E'PL THAT YOU 

WOULD LIKE TO ADDRESS? 

Yes. There are costs charged to FPL by FiberNet that should be adjusted. 

FiberNet provides wholesale fiber-optic network capacily and dark fiber capacity 

to FPL. With respect to costs docafed from FiberNet, for the projected test year 

costs were allocated using fiber miles, fiber capacity, and DS3 capacity. I am 

 commending one rnodiiication to the methodology employed to allocate these 

costs to FPL. As shown on Exhiiit KHD-12, the allocation of costs to FPL is 

based upon the assets owed by FibmNet. A large poition of the costs allocated to 

FF'L are based upon the return on the assets used by FPL. In developing the 

amount to charge FPL, the Company used a return on hveshnent of c d d n t l n l  

m h d  conndmlial 1 have modified this return to be consistent with the pre-tax 

overall cost of capital recommended by Dr. Woolridge. The Commission should 

reject the Company's request to use a rate of return that is substantially in excess 

of FPL's dowed rate of return and utilize the rate of rehun recommended by Mc 

, .' 

Woolridge. As shown on this exhibit, this change i~sults in an estimated reduction 
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to chargesfortheyeers2010 and2011 of $1,182,224. 

FPL ENERGY SERVICES ~~FPLkS") IS ASOTRER AFFILIATE OF FPL.. 

WRAT SEXVICES DOES lT PROVIDE? 

FPL Enefgy Smvices prov&s energy related products and senices to residential, 

comercial and govemmental customas. ~~://www.fples.com/aboutus.shtml.) 

For residential customers, RLES provides the following services, as desclibed on 

FPLES' web page. 

Protection from Costlv Power S u r ~ e s  

SurgeShield is heavy-duty surge protector installed at your meter which 
prevents power surges h m  entering your home thm. your meter and 
causing damage to major a p p h  and system. 

Appliance Protection 

Home repair biIIs leaving you with the feeling of empty pockets? 
Alrpiiances can break down when you least expect it leaving you with 
costly home repair bills. ApplianCeGard can save you hundreds of dollars. 

Water Lines and Electric Wxhr! Protection 

Water.lines inside and outside of your home and electric wiring inside 
your home can become damaged or simply worn out over time and can be 
costly to repair or replace. UtilityGard offers 3 great plans for 1 low price. 

Power Suree Protection for your Electronics 

While there's no way to prevent power surges, Power Surge Protection 
provides coverage for the repair or replacement of your essentid 
electronics and appliances. Best of a& you choose the level of coverage 
that meets your needs.' 

Rea& Power 

Pmch~~ing a permanent or poitable back-up geneitor is easy with the 
Red-Power program. Fikd out how you can get a customized system tkat 
fifs your needs and budget 

One PIUP 
! 
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3 1  

The One Plug device is a meter-based transfer switch installed at you  
electric meter, making powering appliances fbmugh your portable 
generator quick, easy and convenient. 

@ttp:/ /~.~les.co~~sidential .shtrnl .)  

For cammercial cusbmers, FPLFS . offers the following sexviceS and 

pmduds 

Natural Gas 

ReliabIe supply, competitive and flexile pricing options, strong financial 
backing, and expert advice are all part of the FPL Energy S a v i . ~  
advantage. Learn m r e  on how you can get a FREE cost savings an?lysis 
today. 

ESCO-Performance Contractinc 

Replace your aging energy infrasfmchne and fund the enfire project with 
future energy savings fiom FPLES. Learn how. 

Enerw Efficiencv Solutions 

Saving money and obtaining hancing for turn-key and comprehnsive 
eneqg efficiency solutions designed for your specific business needs is ES 
simple as onestop shopping. 

Power Monitoring 

Occurrences such as Iightning and high winds can happen at all hours of 
the day and night - whether you’re open for business or not Power 
Monitoring protects your sensitive electtical equipment and inventory. 
(htto://www~les.co~us~iess.shtnll.) 

Finally, for government customers, FPLES offers petfoimance contracting 

for ipstallation of energy e&i& pmducts. It also pivvides assistance with 

DO YOU HAVE ANY C O N C E W  ABOUT THE AFFILIATE 

RELATIONSHIP BETWEEN FPL AM) FPLES? 
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Yes. I have several concern. First, on January 1, 2006, FPL sold to FPLES the 

natural gas business of FPL. Second, FPLES provides some nonregdated Bervices 
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30 

which may be billed with FPL's eleotric bill. Third, there may be other relationships 

between FPLFS and FPL which are not priced at the higher of &t or cost 

WOU&D YOU PLEASE DISCUSS YOUR FIRST CONCERN? PRIOR TO 

TEEE SALE OF FPL'S CUSTOlMERS TO EPLES, HOW WAS THE 

REVENUJ3 EAlUWD FROM THESE CUSTOMERS TREATED? 

Prior to the sale, the margin for the nahual gas b d e s s  was dishibuted between 

FPL and FPLES based upon whether the customer was within FpL's service 

taritory or outside its territoiy. Under this method, the -gin eamed on the sale of 

gas to FPL electic mstomem was recarded on the books of FPL. This nmigh 

Accoidhg to the Company, it no longer applies these gas margins to the Company's 

regulated operations because: 

Duiag the 2005 rate case proceedings in Docket No. 050045-EI, 
the MFR's that FPL filed with the Florida Public Service 
Commission (T"F'C'') for the 2006 test year reflected the tmnsfer of 
FPL's in-tmitory Florida Natural Gas business (the %-Territory 
Gas Business") to FPES.  This position was presented and 
discussed in prefiled testimony by Dennis Brandt (Rebuttal 
Testimony of C.Dennis Brandt, Docket Nos. 050045-EI, 050188- 
EI, pages 3-4). This transfer was based on the following: the key 
infrastructure that supports the bpsiness resides in FPLES; a 
dedicated sales force was established for this business independent 
of FPL; and this business is unrelated to the provision of elecbic 
service. FF'L reached a settlement in Docket No. 050045-EI based 
OnthoseNFR's. (Response to OPC Intemgatoiy 41.) 

DO YOU BEJ2EVE THE COMPANY'S EXPLANATION FOR MOVING 

TEE GAS MARGIN REVENUES TO ITS NONREGULATED AFFILIATE 
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3 these gas margins. 
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5 

No, I do not First, there is nothing in the settlement that endorsed this treatment of 

Second, the Company’s response is inadequate for justitjhg the proposed 

ratemaking change of these gas margins. The Company appears to have removed a 
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profitable revenue producing operation fiom the regdated operations and mved  it 

to a nonregulated affiliate. FPL hss not demonstrated that there have been any 

changes in the opaations of FPL or FPLES that would justify removing these 

revenues fiom EL’S regulated operations. FPL has not demonstrated that them have 

been any changes in the hctions performed by FPL in connection with these gas 

sales and margins. In &ct, FPL stilt procures gas on behalf of FPLES and transfers 

that gas at cost to FPLES. (Response to OPC Interrogatoiy 31.) 

IS lXEECE AN AGREEMENT TETAT NEiYIORIALTZEs THE SALE OF 

THESE GAS CONTRACTS TO FPLES? 

Yes. There is a two-page agreement for the assignment of in-tmitory gas contracts 

to FPLES. The contract is signed by a representative of FPL and a representative of 

FPLES. The contract specifies the sale piice and the accountkg treatment of the sale. 

for both companies. It is important to recognize that while the agreement is signed 

by two different people, the canirrrct is clearly not an arms-length arraogement. In 

fact, in this instance, understating thevalue of the contracts being sold would benefit 

both parties. FPL would recognize a lower gain on saIe and therehit? pass though to 

customers (assum;nP the gain covered a period when rates would change) a smaller 

amount. FPLES would recognize a lower cost for the contracts being sold and at the 
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situation. For customers, it’s not The existence of a contract should not put the 

Commission at ease that the sale represented an arms-length result. 

The Company has indicated that it transferred the gas contracts to FPLES at a gain 

of $611,295. (FPL 2006 Annual Report to the FPSC, p. 455.) According to the 
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agreement between FPL and FPLES, the gain was ~ e g i n  casdential amortized over live 

years and recorded in aCC0Unt  407.450. End &,&ienu& (ReSpOJlSe OPC Document 

Request 246.) 

DOES THE COMPANY HAVE ANY DOCUMENTS WHICH INDICATE 

THAT TEE CONTRACTS WERE SOLD AT THE HIGEJER OF COST OR 

MARKET? 

OPC asked the Company to provide all documents, analyses, and studies that 

demonstrated that the gas contracts transferred to FPLES were at the higher of cost 

or market. In response to Document Request Number 23 1 (b), the Company stat& 

TPL has no documents responsive to this request.” (Response to OPC Document 

Request 231.) 

HOW WAS TElE PURCHASE PRICE DEVELOPED? 

In response to an OPC data request, the Company provided an electronic spreadsheet 

which developed the purchase price of $611,295. @id.) It appears fiom an audit of 

this spreadsheet conducted by Risk Management that the purchase price was anived 

at with a  gin confidential “Financial Model (Model) deveIoped by FPLES 

Management”. b d  Con5denti.l 

WB[AT ARE YOUR CONCLUSIONS AND RECOMMENDATIONS 
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WHAT ARE YOUR CONCLUSIONS AND RFCOMMENDATIONS 

REGARDEVG THE S U E  OF FPL'S GAS CONTRACTS TO FPLES? 

The sale of the FPL gas contracts to an d a t e  was clearly not an am-length 

bansaction. Moreover, it does not appear that the price at which FPL sold the 

contmcts was reaSOnab1e. One of the key assumptions to the analysis that WR8 

This  does not appear to be a reasonable assumption given the maigins that hadbeen 

eanied in the past. These contracb (or like ones) had generated yearly maigins for 

FPL of 3-b O,,,U~U- ~,,a~,,,&ti, over the five years preceding the sale. 

Conlpared to this profit nmgin, the price at which FPL sold these gas contracts 

appeam low. In addition, the Company has M e d  to demonstrate that the price at 

which it sold these contracts was at the higher of cost or market. 

Given these deficiencies, I recommend that the Commission assume that the 

contracfs had not switched hands and that they still reside with FPL. As was done in 

the past, 1 recomnend that the gross associated with these con@acts be 

floyed through to ratepayers. I developed my recommended adjusbneut by 

avaxging the gross margin earned h m  these mnt~acts over the five years pieceding 

the sale. As shown on Exbibit KED-14, this iesults in au adjustment to test year 

revenues of negin ~ ~ ~ f i d ~ b - d  CMidmflat for each of the 2010 and 2011 

test years. 

WEAT IS YOUR SECOND CONCERN REGARJXNGlVL AND FI'LES? 

Dining the FPL sewice hearing in Plantation, Florida a customer brought an 

! 
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advertisement he iceived fmm FPL Energy Services regarding surge protection 

seavice itpmvided. Apparently, the advatisanent indicated that the service could be 

piwided and billed with the customer’s electric bi. As discussed above, many of 

fhe products and services offered by FPLES could be used by FpL’s customers. 

Clearly, if FPL is billing on its elecfric bills for services that FLPES provides to 

FPL’s residential, commercial, and governmental customers, FPLES should 

compensate FPL for the use of its persomel, b i  systems, collection systems, 

postage, paper and any other costs associated with billing the custo&r. OPC has 

issued additional discovay on these matlers and intends to present additionat 

information to the Commission on the subject. 

WHAT IS YOUR NEXT CONCERN REGARDING FPLES AND FPL? 

There may be other practim between FPL and FPLES for which the Company is 

not properly compensated. For example, to the extent that FPL sewice 

representatives provide referrals or perhm simitar functions for FPLB, FPL 

should be compensated for this invaluable savice. OPC has issued additional 

discovery on this matter and intends to present additional information to the 

Commission onthe subject 

ARE YOU ALSO RECOMMENDING AN ADJUSTMEW FOR THE 

COSTS RECORDED ABOVE TEE LINE FOR FPL HISTORICAL 

MUSEUM, INC.? 

Yes. I am recommending that the Commission reduce test year eqenses by $45,470 

in 2010 and $46,764 in 201 1 for the contributions made by FPL to the Historical 

Museum. (Response to OPC Inkmgatory 69, and AG Intemgatoiy 27.) 
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According to FPL, the museum maintains records and artifacts concemhg the 

electric indusfiy as well as FPLhistorical records, (Supplemental Response to OPC 

Interrogatory 27.) The museum is a not-fOr-pro& affiliate. FPL pays the opera- 

costs of the museum and records them to FERC Account 930. These costs are 

reflected on the financial statements of the inusam as a contiibution. (Second 

Supplemental Response to OPC Intenogatory 69.) 

IT APPEARS THAT THIS IS THE SAME AS A CHARITABLE 

CONTRIE%UTION. HOW HAS THE C0MMLI;SXON TREATED TBESE 

TYPES QFEXP.FJ’lSE.S IN TFlE PAST? 

The Commission has consistent€y not requid customers to bear these costs. In fact, 

in previous rate cases, the Commission has removed chaitabIe conhibutions &om 

test year expense. 

HOW WJERE THE COhlpANY’S CHARITABLE CONTRIEWTKONS 

TREATEZ) IN PREVIOUS YEARS? 

The most recent three rate cases resulted in settlements which did not address 

charitable conkibutions. However, in FPL’s 1984 rate case, the Commission 

found 

Consistent with OUT decisions in FPL’s last two rate cases, we 
remove from operating expenses $556,000 of charitable 
conttlbutions in 1984 and $434,000 in 1985. FPL may, of course, 
conthe to make conhibutions to charities; our decision merely 
provides +at the stockholders, and Federal and State governments 
make the contributions, not the ratepayers. (FPSC, Docket No. 
8304650E1, OrderNo. 13537, JuIy 24,1984.) 

The orders in the ‘<fast two rate cases” cited in the above quotation were issued in 

1981 and 1982. In both these proceedings, the Company sought to recover 
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charitable conhibutions fiom ratepayers. In the first of these cases, the 

Commission stated in its order: 

The Company has included as an opemthg expense $386,411 in 
charitable contributions. In earlier rate cases, we have held that it is 
within OUT discretion and authority to allow charitable 
contributions in reasonable amounts as operating expenses for 
ratemaking purposes, and the decision to include or exclude them 
is discretionary with the commission. Homver, there are policy 
considerations which argue both for and against the inclusion of 
such expenses for ratemaking purposes, In this case, FP&L 
Witness Tallon asserted that the Company's customers are the 
beneficiaries of the work that charitable 0rgitniZation.s accomplish. 
However, upon consideration, we disagree that such conhibutions 
are "truly contributions fiom the corporation" rather than &om the 
customers. We are persuaded that such contributions are instead 
more in the nature of involuntary contributions by ratepayers. As a 
matter of policy, me do not believe such contributions &odd be 
borne by ratepayers .... Accordingly, we have removed &om 
operating expenses the entire amount of conbibutions to charities 
projected for the test period. (FPSC, Docket No. 810002-EU (CR), 
Order No. 10306, September 23,1981.) 

HAS TEE COMMISSION'S POLICY CHANGEXI SLNCE FPL'S PRIOR 

RATE CASES? 

No. In the recent FIorida Public Utilities Company rate case, the Commission 

reiterated its policy. In fhcc in this case, the Commission quoted h m  one of FPL's 

earlier rate cases. 

Our policy concedng the recoverability of charitable donations is 
stated in the following quote: 

In earlier rate cases, we have held that it is within 
OUT discretion and authority to allow charitable 
contributions in.reasonable mounts as opaating 
expenses for ratemaking purposes, and the decision 
to include or exclude them i s  discretionary with the 
Commission. However, there as policy 
considerations wbich argue both for and against the 
inclusion of such expenses for ratemaking purposes. 
In tl& case, FP&L Witness Tallon asserted that the 
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Company's customers are the beneficiaries of the 
, work that chatitable organizations accomplish. 

However, upon consideration, we disagree that such 
contriiutions are "truly contributions from the 
corporation" mther than from the customers. We are 
persuaded that. such ccmtrLbutions are instead more 
in the nature of involuntary contributions by 
ratepayers. As a matter of policy, we do not believe 
such contributions should be boine by ratepayas. 
We note our disallowance of such contributions for 
ratemaking purposes does not have the effect of 
precluding the Company from continuing to make 
contributions to charities. It only requires that 
such con&<butions be borne by stockholders rather 
than ratepayers Accordingly, we have removed 
from operating expenses the entire amount of 
contributions to charities projected for the test 
p a o b  PPSPSC, Docket No. 070107-GU, Order No. 
PSC-07-0671-PAA-GU, p. 11.) 

DO YOU BELIEVE THE COMPANY HAS PI~ESENTED ANY 

INFORMATION THAT WOULD INDICATE THE CONTRIBUTIONS TO 

THE HISTORICAL MUSEUM SHOULD BE TREATED DIFFERENTLY 

THAN IN ACCORDANCE WITH THE COMMISSION'S PAST POLICY? 

No. Therefore, I mommend that the Commission reduce test year expenses by 

$45,470 for 2010 and $46,764 for 201 1. 

WOULD YOUDISCUSS YOURNEXT ADJUSTMENT? 

Yes This adjustment concems the gains on sale of utility assets sold to FPL's 

nomgulated affiliates. As shown on ExM+ KHD-14, dakg 2007 and 2008 the 

Company sold several assets to its aiiiliates which resulted in a gain on sale. During 

2007, the Company sold 15 assets which resulted in a total gain of $4.6 million . The 

largest gain resulted ftom the sale of a combustion turbine rotor to FPL Gmup, Inc. 

which resulted in a gain of $4.5, million. Dwhg 2008, the Company sold 14 assets 
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Company's customers are the beneficiaries of the 
, work that chatitable organizations accomplish. 

However, upon consideration, we disagree that such 
contriiutions are "truly contributions from the 
corporation" mther than from the customers. We are 
persuaded that such contributions are instead more 
in the nature of involuntary contributions by 
ratepayers. As a matter of policy, we do not believe 
such contributions should be boine by ratepayers. 
We note our disallowance of such contributions for 
ratemaking purposes does not have the effect of 
precluding the Company from continuing to make 
contributions to charities. It only requites that 
such contributions be borne by stockholders father 
than ratepayers Accordingly, we have removed 
from operating expenses the entire amount of 
contributions to charities projected for the test 
period (FPSC, Docket No. 070107-GU, Order No. 
PSC-07-0671-PAA-GU, p. 11.) 

DO YOU BELIEVE THE COMPANY HAS PRESENTED ANY 

INFORMATION THAT WOULD INDICATE THE COhTRlBuTIONS TO 

THE HISTORICAL MUSEUM SHOULD BE TREATED DIFFERENTLY 

THAN IN ACCORDANCE WITH THE COMMISSION'S PAST POLICY? 

No. Therefore, I mommend that the Commission reduce test year expenses by 

$45,470 for 2010 and $46,764 for 201 1. 

WOULD YOUDISCUSS YOURNEXT ADJUSTMENT? 

Yes This adjustment concems the gains on sale of  utility assets sold to FPL's 

nonre@lated m a t e s .  As shown on Exhibit KHD-14, d&ng 2007 and 2008 the 

Company sold several assets to its aiiiliates which resulted in a gain on sale. During 

2007, the Company sold 15 assets which resulted in a total gain of $4.6 million . The 

largest gain resulted ftum the sale of a combustion turbine rotor to FPL Group, Inc. 

which resulted in a gain of $4.5, million. During 2008, the Company sold 14 assets 
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amortized over a five-year period, We reaftinn our 
existing policy on tbis issue, (FPSC, Docket No. 
060657-GU, Order No. PSC-07-0913-FAA-GU.) 

WHAT IS YOURRECOI&lENDATlON C O N C E m G  TBESE GAINS? 

I recommend that the Commission pass theses gains onto customers and amortize 

them over five years as shown on Exhibit KHD-14. This adjustment amounts to 

$1.1 millioneachfor2010 and2011. 

WOULD YOUPLEASE DISCUSS YOURLAST ADJUSTRIENT? 

Yes. My next adjuslment relates to power monitoring revenue. The Company has 

piovided conflicting data on the amount of this iwenue included in test year redfs. 

Power monitoring revenue results *om a service provided by FPL to commercial 

and industrial customers that alIows them to monitor their power and record their 

voltage conditions. In response to one,of OPC’s discovery questions, the Company 

indicated that this revenue was $654,000 in2010 and $667,000 in 2011. Inresponse 

to another discovmy question, the C o m p y  indicated that the revmue was $890,366 

and $934,885 for 2010 and 2011, respectively. I amrecommending an adjustment of 

the difference between these two amounts to ensure that the test year reflects the 

higher revenue. As shown onFxhibit KHD-IS, my adjustments for the test years are 

$236,336 for 2010 and $267,885 for 2011. 

EPL-New Eneland Dfvision WPGNJ3D) 

WOULD YOU PLEASE PESCRIBE FPGNED? 

FPL-NED is a separate division of FPL created to hold the expenses and assets of 

the Seabrook Substation Iocated in New Hampshire. These assets were orighdy 

owned by FPL Energy Seabmok, Lu: and were purchased by PPL on May 31, 

2004. (Response to OPC Interrogatory 73.) 
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When NextEra purched Seabrook Generating Station, the d e s  and 

procedwes applicable in New England regarding cost recovery of  transmission 

facilities and related expenses did not allow entities, other than Transmission 

Providers, to receive cost recovery associated wi&, such transmission facilities. 

N e a a  is r e g i s t d  as a generator, and therefore was not able to receive 

ppyment for use of its facilities. Therefore, ownership of the Seabrook 

Transmission Substation, among other things, was transferred to FPL-NED, a 

division of FPL, which was recognized by NEPOOL, EO-NE and the FERC as a 

Transmission Provider in New England. (Ibid.) While FPL claims that all costs 

associated with operating FPL-NED are properly removed from the test year, the 

value ofbeingpart of FPL is considerable. 

HAS THE COMFANY RFXXNTLY BEEN BEEORE TEE COMMISSION 

REGARDING FPL-NED? 

Yes, on October'l, 2008, FPL f&d an application requesting authoiity to issue 

and sell securities. FPL's application also included a request for authority to 

finance construction expenditures o f  approximately $30 million for the planned 

Seabrook Substation Reliability Improvement Piuject (Seabrook Substation) in 

the State of New Hampshire on behalf of FPL-NED. FPL-NED was created as a 

separate division of FPL for the purpose of keeping the Seabrook Substation 

independent from FPL's utility operations in Florida. The Commission nted to 

approve FPL's application, with the caveat that the considemtion of the pottion of 

FPL's application related to FF'L-NED be deferred 
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CONFIDENTIAL 

Subsequent to the Commission’s vote, the Company withdrew that portion 

of its appEcation and fled a Petition for Approval of Financing for the Seabrook 

Transmission Substation Upgrade with the New Hampshire Public Utility 

Commission to seek 1-egulatory approval for the financing of the improvements to 

the Seabrook Substation. 

DID THE COMMISSIONERS RAISE CONCERNS ABOUT TEE 

FINANCING AND OFVNERSHIP ARRANGEMENTS OF FPLmD AT 

TFlE NOVEMBER 13,2008 AGENDA COh’FERENCE? 

Yes, they did. In particular Commissioner Skop expressed concern about a 

regulated Flprida utility financing the constmction of Seabrook assets which are 

located in New Hampshire a d  do not benefit Florida’s customers. Specifcally, 

Commissioner Skop commented 

Also, Irecognh the absolute right of FPL to withdraw the petition 
and do appirciate the nomecourse finance via the intercompany 
loan. I think that the concan that existed that was objected to last 
time by myself, OPC, Mr. Wright, was the funding of the out-of- 
state asset that had no nexus to Flo15da operations. And I think that, 
you know, essentially by gomg to the New Hampshire 
Commission certainly that is another way of accomplishing the 
same thing via a different forum. But I would Like to recognize 
FPL‘s good faith effort to address the concerns that were 
previously raised to the extent that, you know, I see that the 
nonrecouixe finance and. intercompany loan pmtects Florida 
ratepayas, but the remaining issue which was the same one as 
before concerns the precedent -- the fact that them is no benefit to 
FPL ratepayers, that PPL is still jncu~+ debt on its balance sheet 
on behalf of out-of-state operations that have no nexus to the state 
of Florida. I think staff would back me on both of those points i f  I 
were to ask them directly. But the commitment by FPL to look at a 
better entity to move this orphan asset into, I think, solves a lot of 
the problems. Because particulary in light of a pending rate case, 
staff has to spend their time to account for an accounting 
transaction to make sure all the numbers are worked out and the 

i 
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entity adjustments are properly done, and that takes staff time 
away &om doing the other things associated with the rate case. 

So I do think that there is some hamenta l  opporhuiQ costs, but I 
recognize that we need to move forward and address this issue and 
help, you know, find a better home for the asset So if FPL wi l l  
make a good faith cofllmibnent towards doing, that certahdy wiU 
go a long way in resolving my concerns. The only concern I wodd 
have in passing that this not be used as precedent on a fomard- 
going basis, but I think: that the Commission action and the 
objections, I aink, pretty much speak for themseIves on that one. 
(FTSC, Agenda Conference, November 13, 2008, in Docket No. 
080621-EL) 

DID FPL ANI] FPL GROUP CAPITAL SUBSEQUENTLY ENTER lNT0 

AN AGREE-NT FOR PURPOSE OF FINANCING THE FPL-NED 

ASSETS? 

Yes, they did On Dedember 12,2008, an agrement was executed whereby FPL 

Group Capital extended a line of credit to FPL in the amount of $36.0 million for 

use in connection with, the Seabrook Substation. The contract was signed by Ms. 

Kathy A. B e W  on behalf of FPL and by Ms. Kathy A. Beilhait on behalf of 

FPL Group Capital, Inc. Again, as with other FPL aftiliate arrangements, this is 

not an ams-length agreement. 

DID OPC INQUIRE ABOUT FPL'S PLANS TO MOVE THESE ASSETS 

OUT OF FPL? 

Yes, it did. In Interrogatory 72, OPC asked FPL about its efforts to move these 

assets into a different company. The Company responded that the FPL-NED 

assets Fpiu be transfemd to a new entity that will be formed under FPL Group 

Capital. Once the new entity is formed, the Company will transfer the assets 
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subject to a condition precedent for the regulatoly approvals. (Respame to OPC 

Intamgatoty 72.) 

DO YOU HAVE ANY RECOMMENDATIONS FOR SAFEGUARDING 

RATEPAYERS FROM AMI RISKS RELATED TO TEE TRANSFER OF 

FPGNED ASSETS TO A SEPARATE COMPANY UNDER FPL GROUP 

CAPITAL? 

Yes. FPLNED and the subsequent owner of these assets have benefited 

significantly from their ownership by FPL. The Commission should ensure that at 

the time of the transfer to this new company, the assets are transferred at the 

higher of cost or market as required by its affiliate bansaction rules. In addition, 

the Conmission should order that an independent appiaisal be prepared as to the 

fair market value of these assets, as required by its rules on affiliate transactions. 

Specifically, Commission Rule 25-6.1351(d) states that “An independent 

appraiser must verify the market d u e  of a transferred asset with a net book value 

greater than $1,000,000. If autility charges less than market price, the utility must 

notify the Division of Economic Regulation in wiiting within 30 days of the 

transfer.” Any gain should be passed through to ratepayers. 

18 VI. Summarv of Recommended Adiustments 

19 Q. 

20 

21 k 

22 

23 

WOULD YOU PLEASE SUMMARIZE YOUR RECOMMENDEIJ 

ADJUSTMENTS? 

Yes. My adjustments are depicted on Exhibit KHD-16. As shown, the total 
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4 k Yes, itdoes. 

DOES THlS COMYLE'IX YOUR TESTIMONY PREFILED ON JULY 16, 
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KMBERLY It DISMUKES 

QUALIFICATIONS 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I graduated from Florida State University with a Bachelor of Science degree in 

Finance in March, 1979. I received an M.B.A. degree with a specialization in Finance 

fiom Florida State UniverSty in April, 1984. 

WOULD YOU PLEASE DESCNBE YOUR EMPLOYMENT HISTORY I N  

THE BTELD OF PUBLIC UTILITY REGTILATION? 

In March of 1979 I joined Ben Johnson Associates, Inc., a wnsulfbg firm 

specializing m the field of public utility regulation W e  at Ben Johnson Associates, 

I held the following positi~m: Research Analyst €?om March 1979 until May 1980; 

Senior Research Analyst from June 1980 until May 1981; Research Consultant from 

June 1981 until May 1983; Senior Resemh Consultant fiom June I983 until May 

1985; and VicePresiclent Eom June 1985 until April 1992. InMay 1992, I joined the 

Florida public Counsel's Office, as a Legidatbe M y s t  IJI. In July 1994 I was 

promoted to a Senior Legislative AnaIyst. In Junly 1995 I staited my own consulting 

practice in the field ofpublic utility regulation. 

WOULD YOU PLEASE DESCRIBE TFJE " P E S  OF WORK THAT YOU 

HAW!. PERFORMCD I N  THE FIELD OF PUBLIC UTILITY REGULATION? 

Yes My duties have ranged h m  analyzing specific issues in a rate proceeding to 

managing the work effort of a large staff in rate. proceedings. I have prepared 

testimony, intenogatories and production of documents, assisted with the preparation 
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of cross-examination, and assisted counsel with the preparation ofbriefs. Since 1979, 

I have been actively involved in more than 180 re&tory proceedings throughout the 

United State. 

1 have analyzed cost of capital and rate of return issues, revenue requirement 

issues, public policy issues, &t resf~ucturing issues, and rate design issues, 

involving telephone, electric, gas, water and wastewatez, and railroad companies. I 

have also examin& performance measurements, performance incentive plans, and the 

prices for unbundled network elements related to telecpmmunications companies. m 
addition, I have audited the punhased 5 adjustment clauses of three gas compwies 

and the foe1 adjustment clause of one electronic company iu the. State of Louisiana 

WFIAT Is YOUR EXPERIENCE CONCERNING COST OB CAPITAL? 

In the area of cost of capital, I have analyzed the foilowing parent companies. 

Amedcan Electric Power Company, American Telephone and Telegraph Company, 

American Water Wo&-Inc., Amentech, Inc., CMS Energy, Inc., Columbia Gas 

System, Inc., Continental Telecom, Inc., GTB Corporation, Noi-&ast Utilities, 

Pacific Telecom, Inc., SouthwesteinBell Corporation, UnitedTelecom, Inc., and US. 

West I have also anafyzed individual compmies like Connecticut Natural Gas 

Corpoiation, Duke Power Company, Idaho Power Company, Kentucky Utilities 

Company, Southern New England Telephone Company, and Washington Water 

Power Company. 

RAVE YOU PREVIOUSLY ASSISTED IN THE PREPARATION OF 

TESTIMONY CONCERhThK RE- REQUJREMEh'TS? 

c 
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Yes. I haw assisted onnummus occasions in the pieparation of testimony on a wide 

raage of subjects related to the determination of utilities' revenue requhmz~ts  and 
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related issues. 

I have assisted in the preparation of testimony and enhibits concerning the 

following issues: abandoned project costs, accounting adjustments, aEliate 

transactions, allowance for funds used during conshuction, attrition, cash flow 

analysis, conservation expenses and cost-effectiveness, construction monitoring, 

constmotion work in progress, contingent capacity sales, cost allocations, decoupling 

revenues from profits, cross-subsidization, demand-side management, depreciation 

methods, divestibe, excess capacity, excessive unaccounted fir water, feasibility 

studies, finanoial integrity, ftnanciial planning, gains on sales, incentive regulation, 

infiltration and inflow, jurisdictional aflocations, non-utility investments, fuel 

projections, margin reseive, mergers and acquisitions, pro forma adjustments, 

projected kst years, prudence, tax effects of interest, w o h g  capital, off-system 

sales, reserve margin, royalty fees, separations, settlements, used and useful, weather 

normalization, and resouce planning. 

Companies that I have anaIyzed include: Aloha Utilities, Jnc. (FJorida), 

Alascom, Inc. (Alaska), Aqua Utilities Florida, Inc., Arizona Public Service 

Company, Arvig Telephone Company, AT&T Commun&ations of the Southwest 

p a s ) ,  AT&T Louisiana, Bayside Ufility Services, Inc. (Rorida), Blue Earth. Valley 

Telephone Company (Minnesota), Bridgewater Telephone Company (Minnesota), 

Carolina Power and Light Company, Centdoint Energy Arkla (Louisiana), Ce&d 

h4ab.e Power Company, Central Power and Light Company vexas), Central 
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Telephone Company (Missouri and Nevada), Consumers Power Company 

(Michigan)), C&P Telephone Company of Virginia, Continental Telephone Company 

(Nevada), C&P Telephone of West Virginia, Comecticlrt Light and Power Company, 

Danube Telephone Company (hfbnesota), Duke Poww Company, Rast Otter Tail 

Telephone Company (hGnnesota), Easton Telephone Company (hfhesota), Eckles 

TeIephone Company (Minnesota}, B1 Paso Electdo Company (Texas), Entergy 

Coiporahon, Entergy Gulf States (Louisiana), Florida Cities Water Company (North 

Port Myers, SouthFort Mjws and Barefoot Bay DivisionS), F loda  Power and Light, 

General TeIephone Company (Florida, California, and Nevada), Oeorgia Power 

Company, Jasmine Lakes Utilities, Inc. Florida), Kentucky Power Company, 

Kentucky Utilities Company, KMP Telephone Company (Mirmaota), Rw Resort 

Utilities, Inc. (!?loa), Idaho Power Company, Louisiana Gas Service Company, 

Oklahoma Gas and Electric Company (Adcamas), Kansas Gas & Electric Compaq 

(Missouri), Kansas Power and Light Company (IvGsomi, Lefigh Utilities, Inc. 

(Florida), Louisiana Land & Water Company Inc., Mad Hatter Utilities, Inc. 

(Florida), Mankato Citizens Telephone Compauy (Minnesota), Michigan Bell 

Telephone Cosnpapy, Mid-Communications Telephone Company (hhnesota), Mid- 

State Telephone Company (Minnesota), Mountain Stafes Telephone and Telegraph 

Company (Arizona and Utah), Nevada Bell Teiepbone Company, Noah Fort Myers 

Utilities, Inc., Northwestan Bell TeIephone Company (Minnesota), Potomac Electric 

Power Company, Public Service Company of Colorado, Puget Sound Power &Light 

Company (Washington), Questar Gas Company (Utah), Sandy Creekutility Services, 

bc. (Florida), SanIando Utilities Corporation (Florida), Sierra Pacific Power 
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Company (Nevada), South central Bell Telephone Company (Kenfuc!& Southem 

Union Gas Company (Texas), Southern Bell Telephone & Telegraph Company 

(Floiida, Georgia, and No& Carolina), Southern States Utilities, Inc. (Florida), 

Sonthem Union Gas Company (Texas), Southwestem Bell Telephone Company 

(Oklahoma, Missowi, and Texas), Sprint, St. George Island Utility, LM., Tampa 

Electtic Company, Texas-New Mexico Power Company, Tucson Electric Power 

Company, Twin Valley-men Telephone Company (Minnesota), United Telephone 

Company o f  Florida, V i a  Electdc and Power Company, Washington Water 

Power Company, and Wisconsin Elechsc Powex Company. 

WHAT EXPERIENCE DO YOU HAVE IN RATE DESIGNISSUES? 

My work in this area has pximady focused on issues related to costing, For example, 

I have assisted in the preparation of class cost-of-service studies concerning Arkansas 

Energy Resources, Cascade Natural Gas Coiposation, Paso Eleckic Company, 

P O ~ D ~ M C  Elect& Power Company, Texas-New Mexico Power Company, Southem 

Union Gas Company, and Questar Gas Company. I have also examined the issue of 

avoided costs, both as it applies to electric utilities and as it applies to telephone 

utilities. I have also evduared the issue of service availability fees, reuse rates, 

capacity charges, and conservation rates ria they apply to water and wastewater 

utilities. 

WHAT FUEL AUDITS HAW YOU CONDUCTED7 

I have conducted purchased gas adjustment audits of Louisiana Gas Company for the 

period 1971-2000, CenterPoinf b r g y  Entex for the years 1971 through J d y  2001, 
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and CenferPoht Energy Arkla fir the years 1971 through December 2001. I have also 

audited the hel adjust clause of Entergy Gulf S t a t e  Inc. for the period 1995-2004. 

HAVEYOU TESTIFIED BEFORE REGULATORY AGENCIES? 

Yes. I have testified before the Arizona Corporation Commission, the Bay Comfy 

Utility Regulatory Authority, the Connecticut Department of Public Utility Control, 

the Florida Public Service Commission, the Georgia PUbIic Service Commission, 

Louisiana Public Service Commission, the Missouri Public Stayice Co~nmission, the 

Public Utilities Commission of Nevada, the Public Utility Commission of Texas, and 

the Washington Utilities and Transportation Commission. My testimony dealt with 

1 

2 

3 Q* 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 . 

13 

14 

15 

16 

17 

1 8  

19 

20 

21 

22 

23 

revenue requirement, h c i a l ,  policy, rate design, fuel, cost study issues unbundled 

network pricing, and performance measures'concmhg Aqua Utilities Florida, hc., 

AT&T Communications of Southwest (Texas), Bayside Utility Services, Inc. 

(Florida), Cascade Natural Gas. Corporation (Washmgton), Central Power and Light 

Company (Texas}, Comecticuf Light and Power Company, El Paso Electric 

Company (Texas), Embaq (Nevada), Florida Cities Water Company, Kansas Gas & 

Electric Company (Missowi), Kansas Power and Light. Company (Missouri), KW 

Resort Utilities, Inc. (Florida), Houston Lighting & Power Company (Texas), Lake 

Arrowhead Village, Inc. (Florida), Lehigh Utilities, Tnc. (Florida), Louisiana Gas 

Service Company, Jasmine Lakes Utilities Colpmation (mocida), Mad H a m  

Utilities, Inc. (Florida}, Marc0 Island Utilities, Inc. (FIocida), Mountam States 

Telephone and Telegraph Company (Arizona), Nevada Bell Telephone Company, 

Noah Fort Myas Utilities, Inc. (Florida), Southem Bell Telephone and Telegraph 

Company (Florida, Louisiana and Georgia), Southem States Utilities, Inc. (Florida), 
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2 

3 

4 

5 

6 

I 

8 

9 

IO. 

11 

12 

13 

14 

15 

Q. 

k 

Q. 

A. 

Sprint of Nevada, S t  George Island Utilities Company, Ltd (Floiida), F'uget Sound 

Power &fight COmpwr (Washington), and Texas Utilities Electric Company. 

I have also testified before the Public Utility Regulation Board of El Paso, 

oonceming the development of class cost-of-sewice studies and the m e r y  and 

allocation of &e mipoiate overhead costs of Southern Union Gas Company and 

before the National Association of Securities Dealers concanhg the market value of 

utility bonds purchased in the wholesale market. 

HAVE YOU BEEN ACCEPTED AS AN EXPERT IN THESE 

JURISDICTIONS? 

Yes. 

HAVE YOU PUBLISHED ANY ARTICLES IN TEE FELD OF PUBLTC 

UTILlTY REGULATION? 

Yes, I have published two articles: "Affiliate Transactions: What the Rules Don't 

Say", Public Utilities Fortniehtlv, August 1,1994 and "Electric M U  A Regulator's 

Guide" Public Utilities Foi.tni&tlv. January 1, 1996. 
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A l3  c D E F 6 /4 
c0mENTIA.L 

1 Blorida Power & Light Company 
l?PL Massachusetis Formula 

IlevenuRs Gross PP&E TOM Payroll Avvaga 
2009 Forecast Ptrcent 2009 Rorecast Percent 2009 Foreoat Percent Percent 

'z 
Y Mmiate 

r FPLUtility 

L PPLNED 

7 m-mw 
I/ Seabrook 

4 DuancAmold 

I D  PointBeach 

I/ Fibmet 

/t FPLES 

,? PalmsInsur. 

I q  RCadiPOWer 

(r Total 
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CONFlDENTIAL 

I 

2 FPL Massachwetls Formula 

7 Revenua Qmos PP&E TDM Payroll Average 
-f Aflfliate 2010 Fore& PVCent 2010 Forecast Percent 2010 Forecast Pvcmt  Pveent 

r pautility 

Florida Power & Light Company 

G FPLNBD 

7 FpLzlrergy 

y Seabrook 

9 Duane Amold 

fu PointBaach 

( 1  Fibemet 

(2 lTLE3 

17 PnlmsInsur. 

ry ~eadipo~et  

lr Total 
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. . . . .  . ... . . .  
. . .  . .  . . . .  . . .  . .  .. . . . . . . .  

. .  
. . . . .  ... . .  . . .  . . . . .  . . .  . . . . .  

. .  . . .  . .  . . .  . . .  . . . .  

' BEFORE T38EFLORIDA 
... . . . . . . . . . . . . . . . .  

. .  . . . . . .  . .  
. . . . . .  ,. . .  

. . . . .  

. . .  . . . . . .  . . . . . . . . . . . . . . . . . . .  . . .  . .  . .  . . .  
. .  

. . . . .  . .  . . .  
. .  

IN RE: FLORIDA POWER & LIGHT C,OMpANy'S 
'PETITION TO D E m m  NEED FOR 

. .  EzORlDAE~RGJpC-  . . .  > .  

. . . . . . .  . .  . . . . . . . . .  . .  . . . . .  . .  . . . . . . .  . .  . .  . . . . . .  . . . . .  . . . . .  . . .  
.. . .  

.. . . . . . . . .  ... j. , , . .  
. .  . . . . .  . ._ . . . . .  . . . . . . . .  . .  pE"10N . 

. .  ' APPEMDlX "B" . . . . . . . .  

LIST OF ALL COMPANY OFFICERS, 
ADDpESSES/J?HONE NUMBERS 

& 
ALL CORPORATE AI?KJLIATIONS 

I 
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NamelMdrsrslPhone:., . .:.''. 

700 Universe BM. 
Juno Beach, FL 33408 

I5614944706 

700 unhrerse ~ l v d .  
Juno Beach. FL.33408 

561-881-7711 
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5615w-2623 
Charles E. Siivlng 
700 Universe Bhd. 
Juno Beaoh. FLa3406 

56.1591-7575 
MaMDchehrKNsrsr no Universe Bhrd 
J U M  E&. FL 3 W  

651591-70115 ' 

. . .  

. .  

. .  . . . .  
E% Vim President and 
General Counsel 

FPL Group, Inc. Ex V i  Resident and Oenenl Counsel 
. . .  . ,  . . . . .  

. . . .  . . .  
, .  . .  . .  

. .  . . .  , . .  . . . . .  . . . .  : .......... . . . . . .  : : 
. .  . .  . .  

S e n b V h  president and ' FPL Energy Duane Arnold. LLC, Vice k d e n t  ,. 
Nudear Chi& OPeratlpg . . FPL Enw Polnt Baath LLC. WCE President , ' 
ORiCer . FPL Mafiy SeabmOk RC. SeniOrvlDe Presldant& Chief NuclearGfi7~' .. 

. . FPLGroup, Im. Chief Nuclear o&er . ' : . ,. 
. . . . .  . .  
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581-904-3407 
W@W.areari' 
7W Unlverse Wvd. . 
Junv Besoh, PL33408 '. . 

. . .  . .  , . .  
V i  President Power 
ClsneralbnTechnicel 
%vices 

. . .  
561491-7721 

Robeft E Barren Jr. 
7W Universs Blvd. 
JunoBeach, FL33408 .'. 

561.694-w94 . . . . . . .  
Deborah H. C s p l ~  
701I Unhrse Wvd. : 
Juno Beach, FL 33408 

581-5914186 
Lakshman Chsnnjiva 
700 UnlverSa BlvU. .; 
J u n o ~ , F L ~  ., 

561-6Wfi39 ... 
K Mlchael mvis 
7OOUnh.orsLBivd , 

Jum,bach,FL33408 . . . .  

. . .  . .  

0 UnlverseBlvd. 
Juno Beach, FL 33408 I 

, .. 
. . . . .  . .  . .  . .  . . . . . .  

V i  President, Finance 

. .  . . . . .  . .  
vice Preslderit, integrated 
Suppiy W n .  

Vice Presidentand Chief 
infomation Ommr 

. .  

Vlce Wklent, h u n t i ~  
&Chlefmunung Mffcer 

531-694-6464 ' 

. . . . .  Atliliations: " , . 
None 

. . . .  . .  . . . . .  . . . . . . . . . . . .  . . . .  : .  . .  . . . . .  . .  . .  . . ,  

. . .  . . . .  : . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  
None 

. . . . . . .  . . . .  . .' . . . . . . . .  . . . .  . . .  . . . . . . . . . . . . .  . . . . . . .  . . . . .  . .  
. . . . . . . .  ,. . . . .  . :. . . .  : . .  , .  . . .  

. . . . .  . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  
FPL Ene&Wviq inc, Sexekuy . . . . .  
FPLEnergyServicesIl,Inc.Seaetary' . . . . . . .  ' ... . . . . . . .  . . . . . . .  

. . . .  . . .  . .  
: , ~ . .  . . .  . .  . . .  

. .  

. . . .  . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  . .  . .  

. .  . . ,  None 
. .  . . . .  

. : . . .  . .  . . . . .  . .  . .  .. . .  . . .  . . . . .  , .  : . .  . . .  I I ..: : . .  . . . . .  . .  . .  . .  .~ . . .  . . . .  
. . .  . . . . .  . . .  ,. . . . . . . . . . .  .:. ' . .  . .  . ~ .  . 
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. .  

. .  .. , .  . . . .  . . .  . . . . . . .  ... . . . . . . . . . . . . .  . . .  
. .  . . .  NPne 

. .  . .  
. .  

. .  . . . . . . .  . . . . . . . . . . .  
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W o n  L Johnston 
700 Universe EM.  
Juno Beach. FL 33408 

VlcaPrpsident St Lune 
NudearPoww Plant 

... 1 

561-691:7495 ,... 
JameSA Keener . 
700 Universe Blvd. . . .  
JunoWch..FLW8 . :'- :' 

. . . . .  
VlcePraskient .. 
TransmWonand 
SubstatJon .... . .  

661.694-4848 
Randal R LaBfwa 
700 Universe Blvd. 
Juno Beach, FL33408 

MH-691-7101 

m~ Univarss EM 
Juno Beach, FLJ5408 

vlce Pmldent Human 

VicePmiden+. . 
€nulmnrnen!al S~rvioes 

661S94-6313 

700 Universe M. Tranmlsslon Opershons 
JwoBeach. F L W 8  

3056524138 
Pamala M. Rarch 
700 U n m  ~ l v d  
JUIIO B-, FL as08 . 

vlca President carporale 
B. External Alfiris 

561-691-7114 I 

. . . .  . .  . .  4lfnWOns' . . . . .  
Yon0 ; 

. . . .  . . . . .  . . . . .  . . . . . .  .... . . . . . . . . .  . . . . . .  .. . . .  . . .  . . . . . . . . . .  . . . . . . . . . .  ..... ;.;, ... . .  . . . . . . . . . . .  . . .  . . . . .  
. .  

. . . . . . .  . . . . . . . . . . . . . .  . . . . . . . . . . . .  
. .  :... . .  . . . . . : .  _ .  . 

... . .  . . . . . . .  . .  
Nons 

. . . . . . . . .  . .  . .  . f . ,  . . . . . . . . .  . . . . . . . .  . . . .  . . .  . . . . . . . . . . . . . . . . . . .  . .  . . . . . .  
. .  

. .  . .  
None . .  . . . .  . . . .  . . .  . .  . .  . .  , .  

. . . .  ... . . .  . .  . . . . . . . . . . . . . .  
' . . : .: ' 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
N- 

. .  
. . . . .  . . . .  . .  

. . . . .  . . . . . .  . .  ; .  , 
. .  : : .  , . .  . .  

Nom 

. . .  
, . . . . .  . . . . . . . . . .  . .  , .  

. .  , 

. . .  .,. 
. .  . .  . .  

NDne 

. . .  '.: . .  . .  . .  
. .  

. .  . .  . . .  . . . .  ... . . .  . .  . .  .. 
, .  
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dAddrssslPhone. ' 

lb rn L Yeager 
x) Universe Mi. 
i o  Beadr, FL 33408 . 

j1-694-3407 
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JunoBead.FL33408.' 

AflillaUons ' 
mndw 1 I=, Tmasner . .  
Akmdwlno..Trea?uer ' . ' 
ALuldooK%cade,Inc.Reetllmk . . . . . . .  . .  

Aquib W,ULC.vfeePrerfdpnt'~: 
AqUibHokl!npLP,ULC,vllrResldent': ..::. _! ..;", i ' : , . ' . :  1,. ',: , :  

Ashfabulp W d .  UC.vloe Resident AssisbntTriasmr .' , ,:;. 
Bls~neMWntDklWindpowsrUC,MceP~d~tTrePruror, ... : . . . . .  
Baokbo~Wbd~HOldBg+,UC,VhePmsidcntTnsglret ..: . .  .;: . . . . . . . . . .  
aadserWlndwwer, UC,Vlw Pruldsnf Traesurer . . .  
Baysnater Paaklng m q ,  uC. woe ?Went T w r  
B b o n W I n d H o ~ ~ ~ . L L C . V ~ P r a c ~ T r e a s u r e r  . . . . .  
Emn Wlnd InwslmenLt. UC, Vlce President T~mwmr 
BtsonWindPomoRo.LLC.V!c8Pms~~nt,Tnasurer . . . .  . . .  . . . .  a b n  wind. LLC. vfie P ~ W W  ~leas~rer  
~ a ~ u u n ~ o w ~ ~ a p a n y i . ~ C , ~ o e P 1 8 6 1 ~ e n t  . . . . . . . . . . . . . . . . . . . . .  
Coionlpl Penn CapW Holdhg6, In%, Direcbx,Vlra Presidbni?reashr ' 
ConeslqaWlnd,ULC,VcePras'dent 
GmssTPnkrPowyHold[N(,UC,Ylse~ntTreasuw' ';.. 

DiahloWln LLC.VmPresklent . .  DosvellI.LL 92 .Trsaaumr 

. .  . . . .  . 
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Florida Power & Light Company 

2000 zoo1 2002 2003 2004 2005 2006 2007 2008 
AdfestcdEamings pm Share (mumhg dilution) 
PPL S 1.89 J 2.06 $ 207 $ 2.06 S 2.07 S 1.94 5 202 S 209 S 1.96 
NextBra 0.24 0.34 0.38 0.53 0.51 , 0.87. 131 157 2.04 
Corporate and 0th 0.06 -0.02 -0.04 -0.11 -0.09 -0.13 -029 -0.17 -0.16 
Total Adjusted Epmings per Sham s 2.19 $ a s  s 2 4 1  s 248 s 2.49 s 1.63 s 3.04 $ 3.49 s 3.84 
CMninftCms (*tax) -0.12 6.04 -1.03 0.09 -0.01 -039 0.19 -0.22 0.23 
T~EemingrrpsrSbue S 2.07 S 234 S 1.38 S 2.53 S 148 . S 234 S 3.23 8 337 S 4.07 

FPL 
N- 
Corporate and other 
Total 

86% 87% 86% 83% 83% 74% 66% 60% 51% 
I 1% 14% 16% 21% 20% 31% 43% 45% 53% 
3% “1% -2% 4% 4% -5% -10% -5% -4% 

100% 100% 100% 100% 100% 100% 100% 100% 100% 

.. , , . ., . , , , , 
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Florida Power & Light C O ~ D ~ I I V  - - -  
FPL Group 2008 AnnualReport 
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CONPmENTIAL 
P . b  c n E F 6 

I Florida Power &Light Company 
2 OPC Recommended AffiIiate Management Fee Adjushnents 

't FPLGrOap 
5- ESWUliVC FPL PPLAmDunt OPC OPC Amount OPC 

Salary & Anocatlon AIlocatedto Allomtlon Allocated fo Rewmmcmded b 
7 Year BOUUS Factor AffiliaM Factor Attilints . Adjaafment 
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Doc!& Nos. 080677-E1 & 090130-E1 
OpCRccammendcd AffilitcMariaguncnl Fee Adjustments 
ExhibiLKHD-l1,Page2of2 

0 
CONFIDENTIAL 

Florida Power &Light Company 
OPC Recommended Affilrate Management Fee Adjustments 
Affiliate Allocation Factor Adjnstments 

FPL Amount OPC Amount OPC 
AUocafed to Recommended AUocated to 

YCSr AfiiUntes AfGUatw ' Adjustment 

Costs Allocated Based on tb Massnchusefts Formula 

s 2010 

2011 t-j S (1,393,000.46) 

2010 1-j S (2,284,35038) 

2011 4-1 S (5,069,19530) 



# CONFmTENTIAL 



Docket Nos. 080677-E1 & 090130-E1 
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CONFIDENTIAL 
A- .o 

I 

Z 
Florida Power & Light Company 
FPLES Margin on Gas Sales Adjustment 

3 Year 
y 2001 
.r 2002 
6 2003 
7 2004 
Y 2005 

Total 

e . ,  

/ D  Average Annual Gas Margin 

I I  Gainonsale $ 611,294 

(c Amortization Period 5 

13 Gain Attributable to Customers $ 122,259 

“f Adjustment to Test Year Revenue 2010 $ m  
tr Adjustment to Test Year Revenue 2011 $ -  

Source: Response to OPC Interrogatory 41 and 42. 
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