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1 1. INTRODUCTION, QUALIFICATIONS, AND PURPOSE 

2 Q  

3 A  

4 Q  

5 A  

6 Q  

7 A  
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13 

14 Q 

15 A 

16 

17 

18 

19 

20 Q 

21 A 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock; 12855 Olive Blvd., Suite 335, St. Louis, MO 63141. 

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED? 

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

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

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

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

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

procurement and regulatory matters in both the United States and several 

Canadian provinces. I have participated in regulatory matters before this 

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

testimony. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

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

Participating FIPUG companies take power from Progress Energy Company 

(PEF). These customers require a reliable low-cost supply of electricity to power 

their operations. Therefore, participating FIPUG companies have a direct and 

significant interest in the outcome of this proceeding. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

I will address the fdlowing issues: 
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Class cost-of-service study; 

Class revenue allocation; 

Rate design, including !he design of the interruptible credit; 
Depreciation-related matters (e.g., the estimated life spans of 
PEFs coal and combined cycle units and further ratemaking 
adjustments to reduce the $789 million surplus depreciation 
reserve); and 
The appropriate common equity ratio for determining PEFs cost 
of capital. 

ARE OTHER WITNESSES PROVIDING TESTIMONY ON FIPUG’S BEHALF? 

Yes. Mr. Martin Marz will address the storm reserve, incentive compensation 

and other test year issues. 

ARE YOU FILING ANY EXHIBITS IN CONNECTION WITH YOUR 

TESTIMONY? 

Yes. I am filing Exhibits JP-1 through JP-14. These exhibits were prepared by 

me or under my direction and supervision. 

IN SOME OF THESE EXHIBITS, YOU HAVE USED PEF’S CLAIMED 

REVENUE REQUIREMENTS. DOES THIS CONSTITUTE AN ENDORSEMENT 

OF THE COMPANY’S PROPOSALS? 

No. My use of PEFs claimed revenue requirements is strictly for illustrative 

pwposes and should no! be interpreted as an endorsement of the proposed base 

revenue increases 
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Summary 

Q PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 

A PEF has failed to justify changing the method of allocating production plant- 

related costs from the Twelve Coincident Peak (12CP) and 1/13Ih Average 

Demand (AD) method to the 12CP-50% AD. The 1XP-50% AD method does 

not reflect cost causation because: 

1. PEF has strong summer and winter peaks and experiences its 
tightest margins during the summerhinter peak months. 
Therefore, greater emphasis should be placed on the demands 
during the summer/winter peak months than is provided in the 
12CP-50% AD Method. 

2. The lZCP-50% AD method is designed to match production plant 
costs relative to the benefits received. However, PEF fails to 
apply the same "costs follow the benefits standard" to recognize 
that some variable costs provide reliability benefits; 

3. The higher costs of base load and intermediate capacity are not 
caused by average demand; 

4. Capacity is severely under-valued: and 

5. Coincident demand is double-counted. 

If the Commission decides to replace 12CP-1/13'h AD, it should adopt the 

Average and Excess (ABE) method because ABE appropriately recognizes the 

dual fumtionality of generating plants (i.e., that such plants serve both base and 

cycling loads) without double-counting peak demand. The SummerNnter 

Coincident Peak (SWCP) method should be used to allocate Transmission plant 

costs. 

Second, the Commission should use the results of a proper class cost-of- 

service study to determine the class revenue allocation. In addition, the following 

principles, which the Commission has traditionally endorsed, should be applied: 
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No rate should receive an increase higher than 150% of the 
system average base rate increase; and 

No rate should receive a decrease. 

Third, PEF's proposed rate design should be revised to: 

Assign no increase to non-fuel energy charges to more closely 
align the demand and energy charges to reflect the corresponding 
demand and non-fuel energy-related costs; and 

Increase the Interruptible Demand Credit to at least $10.49 per 
kW-Month to reflect the costs PEF avoids by providing this 
service. 

Further, the Interruptible Demand Credit should not be load factor adjusted 

because load factor is not a reasonable proxy for the amount of capacity that a 

customer curtails, and because curtailments can occur at any time, not just 

during the hour that PEFs monthly coincident peak occurs. In lieu of measuring 

the amount of load curtailed, the Credit should not be less than $7.13 per kW- 

Month of billing demand, which recognizes that the interruptible class has an 

average 88% (12CP-to-Billing demand) coincidence factor. 

Finally, with respect to revenue requirements, I recommend: 

Reductions in depreciation expense based on longer l ie  spans for 
PEF's coal (at least 55 years) and combined cycle (at least 35 
years) units. Further, PEF should reduce the depreciation reserve 
by $100 million per year to correct the very large ($789 million) 
surplus in the depreciation reserve to restore generational equity; 
that is, current ratepayers should be charged only for the assets 
that are consumed to provide electric service. 

Rejedion of PEF's proposal to impute debt associated with 
purchased power agreements. This would change the common 
equity portion of PEF's capital structure to 50% on an adjusted 
basis. A 50% equity ratio is in line with the equity ratios of other 
comparably-rated electric utilities. 
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1 2. CLASS COST-OF-SERVICE STUDY 

2 Backaround 

3 Q WHAT IS A CLASS COST-OF-SERVICE STUDY? 

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

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

6 generates cover the class’ cost-of-service. A class cost-of-service study 

7 separates the utility’s total costs into portions incurred on behalf of the various 

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

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

10 grouped into homogeneous classes according to their usage patterns and 

11 service characteristics. The procedures used in a cost-of-service study are 

12 described in greater detail in Appendix 6. 

13 Q HAVE YOU REVIEWED THE CLASS COST-OF-SERVICE STUDY PROGRESS 

14 

15 A Yes. 

ENERGY FLORIDA FILED IN THIS PROCEEDING? 

16 Q 

17 

18 A 

19 

20 

21 
22 
23 

DOES PEF’S CLASS COST-OF-SERVICE STUDY COMPORT WITH 

ACCEPTED INDUSTRY PRACTICES? 

Yes. With three exceptions, PEFs class cost-of-service study recognizes the 

different types of costs as well as the different ways electricity is used by various 

customers. The three exceptions are’ 

1. The failure to classify any distribution network costs as customer 
related. 

2. Using 1XP-50% AD to allocate production plant-related costs. 
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3. Using 12CP to allocate transmission plant-related costs. 

The problem with PEF's distribution plant classification is discussed in 

AppendixB. However, at this time, I am only addressing the 

productionltransmission plant allocation issues. 

WHAT CHANGES ARE YOU RECOMMENDING? 

As explained below, PEF has failed to demonstrate that any change in 

productionltransmission plant allocation is warranted. Thus, the Commission 

should retain the 12CP-1/13'h AD method. However, if the Commission decides 

to change to a method that places more emphasis on average demand, it should 

adopt the A&E method for production plant. Transmission plant should be 

allocated using the SummerMlinter Coincident Peak (SWCP) method. 

6 c '  i i PI tCo 

Q 

A 

Q 

A 

HOW SHOULD THE COMMISSION DETERMINE WHICH METHODOLOGY 

SHOULD BE USED TO ALLOCATE PRODUCTION AND TRANSMISSION 

PLANT COSTS? 

The Commission should use the methodology that most accurately reflects cost- 

causation for PEF. 

WHAT IS COST CAUSATION? 

Cost causation means allocating production and transmission plant costs to 

customer classes in a manner that reflects how each class causes PEF to incur 

them. 
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HOW IS COSTCAUSATION RELEVANT IN DETERMINING THE PROPER 

METHOD OF ALLOCATING PRODUCTION AND TRANSMISSION PLANT? 

In order to provide reliable service, PEF must sue production and transmission 

plant to meet the maximum expected demands imposed on it. Once installed, 

this capacity is available to meet customer demands throughout the year. This 

point is illustrated in Exhibit JP-1, which depicts a utility that serves two 

customer classes (A and 6). 

Each class uses 2,400 kwh of energy over a 24-hour period. Thus, both 

classes have an average demand of 100 kwh (2,400 kWh + 24 hours). 

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

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

Class B's maximum demand is 100 kW. In order to serve both classes, the utility 

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

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

provided reliable service. 

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

a proper allocation method for production and transmission plant costs should 

emphasize the demands imposed during PEF's peak periods. 

WHAT METHODOLOGY DOES PEF PROPOSE TO ALLOCATE 

PRODUCTION AND TRANSMISSION PLANT-RELATED COSTS? 

PEF proposes to use the 12CP-5040 AD method to allocate production plant 

costs and the 12CP method to allocate transmission plant-related costs. 
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WHAT IS THE 12CP-50% AD METHOD? 

The 12CP-50% AD method allocates costs partially on a 12CP demand basis 

and partially on an average demand, or energy, basis. Thus, 12CP-50% AD 

assumes that production plant-related costs are caused by year-round coincident 

peaks and average demand. This method is sometimes referred to as the Peak 

and Average method. 

WHAT IS THE 12CP METHOD? 

The 12CP method allocates costs relative to each customer class' demand that 

occurs coincident with PEF's monthly peaks in all twelve months of the test year. 

Thus, this method improperly assumes that transmission plant-related costs are 

caused by year-round coincident peaks. This is clearly not the case for PEF as 

explained below. 

DOES EITHER THE 12CPSO% AD OR THE 12CP METHOD TRULY REFLECT 

COST-CAUSATION? 

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

summer or winter months. This is shown in Exhibit JP-2, page 1, which is an 

analysis of PEF's monthly peak demands as a percent of the annual system 

peak for the years 2004 through 2008 and the 2010 Test Year. The peak 

demands in the other months are typically well below PEF's summer and winter 

peak demands. These characteristics are further summarized in Exhibit JP-2, 

page 2: 

PEF's minimum monthly peak is 65% of the annual system peak. 

PEFs average monthly peak demands are only 84% of the annual 
system peak. 
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PEFs average peak month demands are 21% higher than the 
average non-peak month demands. 

PEF's annual load factor is only 54%. . 
These ratios confirm that PEF has clear seasonal load characteristics. Thus, 

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

the amount of capacity PEF needs to provide reliable service. 

7 Q ARE THE MONTHLY PEAKS IN THE SPRlNGlFALL MONTHS IMPORTANT 

8 

9 

10 A 

11 

12 

13 

14 

15 

16 

17 

BECAUSE PEF HAS TO REMOVE GENERATION FOR SCHEDULED 

MAINTENANCE? 

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

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

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

reserve margins during the non-peak months than during the peak months. This 

is shown in Exhibii JP-3. The reserve margins were calculated as the margin 

(available capacity less scheduled outages less peak demand) divided by peak 

demand. PEPS peak month reserve margins, adjusted for scheduled outages, 

range from 27% to 47% of the corresponding non-peak month reserve margins. 

18 Q WHAT DO THE PEAK DEMAND AND RESERVE MARGIN ANALYSES 

19 DEMONSTRATE? 

20 A The analyses demonstrate that the summer and winter peak demands determine 

21 PEFs capacity requirements and make the other months irrelevant. Thus, the 

22 12CP method does not reflect cost-causation in light of PEFs load and supply 

23 characteristics. The SWCP method best reflects PEFs load and supply 

24 characteristics and is consistent with cost-causation. 
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ARE PEF'S REASONS FOR PROPOSING THE 12CP-50% AD METHOD 

RELATED TO COST-CAUSATION? 

No PEF witness Slusser argues that: 

There should be no question that a significant portion of the 
Company's production capacity costs being incurred should be 
apportioned in the same manner as the customer realizes the 
benefits, i.e. on an energy basis. (Dim13 Testimony of WHiam C. 
Slusser at 19; emphasis added) 

This point was further amplied in discovery: 

For clarification, Mr. Slusser stated that the proposed allocation 
method, i.e. the 12CP and 50%AD, is a better matching of a 
class's fixed allocation with that of a class's realized fuel 
benefits from such additional fixed costs. (PEF's Response to 
FlPUG's lnfemgatory No. 46; emphasis added) 

IS 12CPSWh AD A REASONABLE METHOD? 

No. Mr. Slusser is proposing to replace cost-causation with a "costs follow the 

benefits" standard in judging the reasonableness of the 12CP-50% AD method. 

As previously discussed, cost-causation is the standard by which a reasonable 

methodology should be judged. Further, as explained below, Mr. Slusser has 

failed to fully apply his "costs follow the benefits" standard. 12CP-50% AD is also 

flawed because: 

The higher costs of base load and intermediate capacity are not 
caused by average demand; 

Capacity is severely under-valued; and 

0 Coinadent demand is double-counted. 

12 

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



1 Q  

2 

3 

4 A  

5 

6 

7 

8 

9 

10 

11 

12 

13 Q 

14 

15 A 

16 

17 

18 

19 

20 

21 

22 

23 

HAS MR. SLUSSER APPLIED THE SAME “COSTS FOLLOW THE 

BENEFITS” STANDARD THROUGHOUT THE CLASS COST-OFSERVICE 

STUDY? 

No. Mr. Slusser has applied this standard only to the allocation of production 

plant costs. He fails to apply the same standard to the allocation of variable 

costs (of which fuel is the primary component). For example, he is not proposing 

to change how customers are charged for fuel, which is currently on an equal 

cents per kwh basis (adjusted for losses). If certain customer classes benefit 

more from the lower fuel costs of base load and intermediate plants, it follows 

that they should also pay below-average fuel costs, and vice versa. By failing to 

apply his theory consistently to both plant and operating costs, his class cost-of- 

service study is fundamentally flawed and discriminatory. 

HOW ELSE HAS MR. SLUSSER FAILED TO APPLY HIS “COSTS FOLLOW 

THE BENEFITS STANDARD” TO ITS LOGICAL CONCLUSION? 

Mr. Slusser has assumed that all variable costs are energy-related. This 

assumption is flawed because it overlooks the fad that the Company also incurs 

higher fuel costs: 

1. 

2. To maintain system reliability. 

To save plant costs; and 

If it is proper to classify 50% of plant-related costs to energy because certain 

customer classes may realize greater cost beneftts than others, it is equally 

proper to classify some operating costs to demand because they provide 

reliability benefits. Stated differently, if reducing fuel costs makes some base 
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10 A 

11 

12 

13 

14 Q 

15 A 

16 

17 Q 

18 A 

19 

20 

21 

22 

load plant costs energy related, (i.e., capital substitution) it is equally valid that a 

portion of the higher variable costs a utility incurs are demand-related because 

the utility chooses to spend less capital (i.e., fuel substitution). 

CAN YOU PROVIDE SOME EXAMPLES OF WHEN A UTILITY SUBSTITUTES 

FUEL COSTS FOR PLANT COSTS? 

Yes. PEF is required to provide ancillary services to maintain system reliability. 

In providing certain ancillary services, PEF will incur additional fuel costs without 

generating additional kwh. 

WHAT ARE ANCILLARY SERVICES? 

Ancillary services are those services necessary to support the transmission of 

energy from resources to loads while maintaining reliable operation of the 

transmission grid. Examples of capacity-related ancillary services are regulation 

and contingency reserves. 

WHAT IS REGULATION? 

Regulation is provided by resources to follow the minute-to-minute differences 

between resources and demand. 

WHAT ARE CONTINGENCY RESERVES? 

Contingency reserves are required to restore resource and demand balance after 

a contingency event, such as the loss of a major generating unit or transmission 

line. The latter consists of spinning reserves and supplemental reserves. 

Spinning reserves are provided by resourcas that are synchronized to the syst8m 

and fully available within 15 minutes. Supplemental reserves are provided by 
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19 

resources that are capable of being synchronized to the system and fully 

available within 15 minutes. 

ARE FUEL COSTS INCURRED TO PROVIDE CONTINGENCY RESERVES? 

Yes. Providing contingency reserves requires a utility to either maintain 

additional generation capacity on-line at all hours or to commit additional capacity 

not actually needed to provide service. Units designated to supply spinning 

reserves will run at less than full load. This will require the utility to dispatch 

more expensive generation to meet load. Similarly. providing spinning reserves 

during low-load periods will require the utility operating certain units at minimum 

load because it is impractical to cycle the unit completely off. During these 

periods, the unit is consuming fuel even though it is not generating kWh. 

Committing additional capacity means starting-up a unit that was otherwise 

scheduled to be off-line. Start-up requires the utility to bum fuel, again without 

generating kWh. Thus, absent the need to provide contingency reserves, PEF's 

fuel costs would be lower. 

ARE REGULATION AND CONTINGENCY RESERVES ESSENTIAL TO 

MAINTAINING SYSTEM RELIABILITY? 

Yes They are required for the continued reliable operation of the system. Thus, 

they are capacity-related services 
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DOES PEF'S COST STUDY RECOGNIZE THESE RELIABILITY-RELATED 

FUEL COSTS? 

No. PEF makes no adjustments for these costs and fails to apply its "benefits^ 

theory symmetrically. 

ARE THERE OTHER REASONS THAT THE 12CP-500h AD METHOD IS 

FLAWED? 

Yes, there are several additional flaws. For example, Mr. Slusser asserts that 

PEF has spent twice as much capital on base load and intermediate capacity 

than it would have otherwise spent if it had built only combustion turbine (CT) 

peaking units. This assertion is based on Exhibit WCS-3, which quantifies the 

hypothetical cost of capacity had PEF built only CTs instead of a mix of base, 

intermediate and peaking capacity. 

IS THIS ANALYSIS ACCURATE? 

No, this analysis is flawed because it places a value on capacity of only $209 per 

kW ($2,249,078 + 10,772 MW). However, the Current cost of capacity is at least 

$329 per kW (PEPS Response to NPUG's Prcduction of Documents Reguesf 

No. 4). €xMM JP-4 demonstrates that by restating the capacity value from 

$209 to $329 per kW, PEF is spending less than 20% of capital for reasons other 

than maintaining system reliability. 
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DOES THIS MEAN THAT 20% OF PEF’S PRODUCTION PLANT SHOULD BE 

ALLOCATED ON AVERAGE DEMAND? 

No. Allocating the extra plant investment of those generating units that have 

lower fuel costs (e.9.. base load and intermediate capacity) on energy usage is at 

odds with the utility planning process. This is because production from a 

specific plant @e., kWh sales) is not the critical factor in deciding what type of 

plant to install. It is only the energy up to the economic breakeven point between 

baselintermediate and peaking capacity that is relevant to the decision. 

9 Q WHAT DO YOU MEAN BY THE “BREAK-EVEN POINT?” 

10 A 

11 

The break-even point is the number of operating hours in which the total cost of 

baselintermediate and peaking capacity is the same. 

12 a 
13 A 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

WHAT IS THE SIGNIFICANCE OF THE BREAK-EVEN POINT? 

Once a utility decides that additional production capacity is needed to meet peak 

demand, if that new capacity is expected to run only a limited number of hours, 

total costs are minimized by the choice of a peaker. On the other hand, if it is 

projeded that a unit will run for a sufficient number of hours, then the 

intermediate or base load unit will be more economical. 

Therefore, annual energy usage does not cause plant investment. 

However, load duration up to the break-even point may influence plant 

investment decisions. Beyond the break-even point, energy utilization is no 

longer a factor in the decision to select base load capacity or peakhg capacity. 

To provide an analogy, suppose two different customers are required to 

rent cars from a fleet that contains only DHO types of cars, “Car P and “Car 6”: 
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Car B has a high foced charge and gets high mileage (like a base load plant), 

while the Car P has a low fixed charge but gets poor mileage (like a peaking 

unit). The graph below shows total cost of both cars over a range of miles 

4 driven. 

5 

0 503 1mrm 2 m  2 m 3 m  3 m  4 m  4503 5 m  
Mlln Driven 

The total cost is also calculated in the following table 
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Miles I h* I 
Driven 
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9 

10 Q 

11 A 

12 

13 

14 

As can be seen, the break-even point between Car P and Car B is 1,000 miles. 

That is, the higher mileage Car B has a lower total cost per mile than Car P if it 

operated more than 1,000 miles. If one customer needed to drive 1,500 miles 

and a second customer needed to drive a car 4,500 miles, both customers woukl 

choose the same car, Type 6. The 12CP-50% AD, however, would charge the 

second customer 60% more than actual cost solely because that customer 

needed to drive three times as many miles. This result is arbitrary and 

inequitable because the Type B car was the more economical choice for both 

drivers. 

WHAT OTHER FLAWS DOES THE 12CP-50% AD METHOD HAVE? 

The 12CP-50% AD method also suffers from a double-counting problem. Thls is 

because the method allocates production plant costs partially on average 

demand and partially on coincident peak demand. Double-counting occurs 

because average demand (which IS the equivalent of year-round energy 
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consumption divided by 8,760 hours) is also a component of the coincident peak 

demand. This is illustrated in the following chart. 
~~ - ~~ ~ __  ~ . 

Monthly Peaks DoubleCounted load I 

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

chart. Coincident demand is represented by the bars. As can be seen, double- 

counting occurs because the portion of plant allocated on average demand 

already includes a portion of the coincident peak demands. 

By allocating some plant costs relative to average demand and some 

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

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

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

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

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

the average year-round demand. Energy allocation advocates improperly 

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

rather than the excess demand. 
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HAS THE DOUBLEGOUNTING PROBLEM BEEN CITED AS A CRITICAL 

FLAW IN ENERGY-BASED ALLOCATION METHODOLOGIES? 

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

counting problem in numerous cases. For example, the PUCT has said: 

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

* * .  

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

SHOULD lZCP-50% AD BE ADOPTED? 

No. This method would improperly replace the long-standing “cost-causation” 

standard with a “costs follow the benefits” standard that focuses solely on 

allocating production plant costs and, thus, is not consistently applied. As such, 

it fails to recognize the substitution of fuel costs for capital costs in providing 

certain ancillary services necessary to maintain reliability. Further, capacity is 

significantly undervalued, the amount of investment spent to save fuel costs is 

significantly over-stated, and the method doublecounts CP demand. For all of 

the above reasons, 12CP-50% AD should be rejected. 
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IF THE COMMISSION DETERMINES THAT MORE WEIGHT SHOULD BE 

PLACED ON AVERAGE DEMAND, IS THERE A MORE APPROPRIATE 

METHODOLOGY (OTHER THAN 12CP-50% AD) FOR DOING SO? 

Yes. Although I disagree with the premise, if more emphasis is to be placed on 

average demand, my recommendation would be to adopt the A&E method. 

Under A&E. a portion of productionltransmission plant costs equal to the utility's 

annual system load factor (or 53% as projected by PEF during the 2010 test 

year) would be allocated on average demand. The remaining costs would be 

allocated on the difference between a class' maximum demand and its average 

demand, which is the "Excess Demand" (ED) component of the A&E formula. 

DOES MR. SLUSSER RECOGNIZE THE AVERAGE AND EXCESS METHOD 

AS VALID? 

Yes. Mr. Slusser acknowledges that: 

There are a number of utilities of which I am aware that employ a 
method called the "Average and Excess". This method effectively 
weights energy responsibility by the utility's load factor which is 
generally in the 50% to 60% range (Testimony of William C. 
Slusserat 20). 

HAVE YOU DEVELOPED ALLOCATION FACTORS USING THE ABE 

METHOD? 

Yes. The derivation of the A&E allocation factors is presented in Exhib# JP-5. 

The primary inputs are the group coincident peak (GCP) and the AD, w h i i  are 

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

as follows: 
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1 A&E = A D x L F  + E D x ( 1 -  LF) 

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

DOES THE A&E METHOD RECOGNIZE WHAT MR. SLUSSER 

CHARACTERIZES AS " M E  DUAL PROCESSES THAT GENERATING 

RESOURCES PERFORM?" 

Yes. A&E recognizes dual cost-causers. First, some plant is required for year- 

round operation (Le., Average Demand). High load factor customers that use 

electricity throughout the year would receive a larger share of the Average 

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

Demand) That is, generators must also be capable of load following from the 

minimum loads that occur at night to the peak loads that occur on hot summer 

afternoons Low load factor customers have variable demands, which require 

more cycling capacity than do high load factor customers. This is reflected in 

apportioning more Excess Demand to the lower load factor classes. 

2 
3 
4 

5 Q  

6 

7 

S A  

9 

IO 

1 1  

12 

13 

14 

15 

16 

17 Q IS AVERAGE AND EXCESS A RECOGNIZED METHOD? 

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

19 Specificany, A&E is listed under the category of "Energy-Weighting" methods. 

20 That is. it gives substantial weight to average demand or energy in determining 

21 cost causation. 

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

23 A 

24 not double-count peak demand. 

Yes. Unlike other energy weighting methods, such as 12CP-50% AD, A&E does 
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SummerMlinter Coincident Peak Method 

Q 

A 

Q 

A 

Q 

A 

WHAT IS THE SUMMEWINTER COINCIDENT PEAK METHOD? 

The SWCP method allocates costs relative to each dass’s coincident demands 

during the summer and winter peak months. 

SHOULD THE SWCP METHOD BE USED TO ALLOCATE TRANSMISSION 

PLANT COSTS? 

Yes. As previously stated, the PEF system is highly seasonal, with peak 

demands occurring in both the summer and winter months. Thus, the SWCP 

method appropriately reflects cost-causation. 

HAVE YOU DEVELOPED ALLOCATION FACTORS FOR THE SWCP 

METHOD? 

Yes. The retail class allocation factors under the SWCP method are shown in 

Exhibit JP-6. They were developed using the demand data in MFR Schedule 

E-9. 

Bevised Class Costof-Sewice Study 

Q HAVE YOU REVISED PEF’S CLASS COST-OFSERVICE STUDY USING THE 

A8E METHOD? 

Yes A revised class cost study at present rates is summarized in Exhbi  JP-7, 

page I .  In this study, the A8E method was applied to production plant costs, 

while the SWCP method was applied to transmission plant costs. I conducted a 

second revised cost study using 12CP-1/13L AD for production plant and SWCP 

for transmission plant. This is shown in Exhibit JP-7, page 2. In both studies, 

A 
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the results are measured in three ways: (1) rate of return, (2) relative rate of 

return, and (3) interclass subsidies. 

Rate of return (line 7) is the ratio of net operating income (revenues less 

allocated operating expenses as shown in line 6) to the allocated rate base (line 

1). Net operating income is the difference between operating revenues at current 

rates (line 3) and allocated operating expenses (line 4). If a class is presently 

providing revenues sufficient to recover its cost-of-service (at the current system 

rate of return), it will have a rate of return equal to or greater than the total 

system return of 4.31%. 

Relative rate of return (RROR), which is shown on line 8, is the ratio of 

each class' rate of return to the Florida retail average rate of return. A relative 

rate of return above 100 means that a class is providing a rate of return higher 

than the system average, while a relative rate of return below 100 indicates that a 

class is providing a below-system average rate of return. 

Subsitty (line 9) measures the difference between the revenues required 

from each class to achieve the system rate of return and the revenues actually 

being recovered. A negative amount indicates that a class is being subsidized 

each year (i.e., revenues are below cost at the system rate of return), while a 

positive amount indicates that a class is providing a subsidy each year (i.e., 

revenues are above cost). 
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WHAT DO THE RESULTS OF YOUR REVISED CLASS COST-OF-SERVICE 

STUDIES SHOW? 

The ABE cost-of-service study (Exhibl JP-7, page I) demonstrates that the 

Residential and General Service Demand (GSD) classes are close to cost, the 

Curtailable/lntenuptible and Lighting Energy classes are below cost, and all other 

classes are above cost. The 12CP-1/13'h AD study (Exhibit JP-7, page 2) 

shows that the Residential, General Service Non-Demand, and Lighting Facilities 

classes are above cost. while all other classes are below cost 
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WHAT IS CLASS REVENUE ALLOCATION? 

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

change the Commission approves should be apportioned to each customer class 

the utility serves. 

HOW SHOULD A CHANGE IN BASE REVENUES APPROVED IN THIS 

DOCKET, IF ANY, BE APPORTIONED AMONG THE VARIOUS CUSTOMER 

CLASSESPEFSERVES? 

Base revenues shoukl reflect the actual cost of providing service to each 

customer class as closely as practicable. Regulators sometimes limit the 

immediate movement to cost based on principles of gradualism and rate 

administration. 

PLEASE EXPLAIN THE PRtNClPLE OF GRADUALISM. 

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

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

made gradually rather than all at once because an abrupt change wwld result in 

rate shock to the affected customers. 

SHOULD THE RESULTS OF THE COST-OF-SERVICE STUDY BE THE 

PRIMARY FACTOR lN DETERMINING HOW ANY BASE REVENUE CHANGE 

SHOULD E€ ALLOCATED? 

Yes Cost-based rates will send the proper price signals to customers. This will 
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allow customers to make rational consumption decisions. 

ARE THERE OTHER REASONS TO APPLY COSTaF-SERVICE PRlNClPLES 

WHEN CHANGWG RATES? 

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

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

WHY ARE COST-BASED RATES EQUITABLE? 

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

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

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

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

which is inequitable. 

HOW DO COST-BASED RATES PROMOTE ENGINEERING EFFICIENCY? 

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

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

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

minimize the costs to the utility. 

HOW CAN COST-BASED RATES PROVIDE STABILITY? 

When rates are closely tied to cost, the utility’s earnings are stabilized because 

changes in customer use patterns result in pa&l changes in revenues and 

expenses. 
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A 

Q 
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HOW DO COST-BASED RATES ENCOURAGE CONSERVATION? 

By providing balanced price signals against which to make consumption 

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

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

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

consumption choices are distorted 

DOES COMMISSION POLICY SUPPORT THE MOVEMENT OF UTILITY 

RATES TOWARD ACTUAL COST? 

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

unequivocal. The Commission reiterated this principle in the recent Tampa 

Electric Company (TECO) rate case: 

It has been our long-standing practice in rate cases that the 
appropriate allocation of any change in revenue requirements, 
after recognizing any additional revenues realized in other 
operating revenues, should track, to the extent practical, each 
class's revenue deficiency as determined from the approved cost 
of service study, and move the classes as close to parity as 
practicable. The appropriate allocation compares present revenue 
for each class to the class cost of service requirement and then 
distributes the change in revenue requirements to the classes. No 
class should receive an increase greater than 1.5 times the 
system average percentage increase in total, and no class should 
receive a decrease. (Docket No. 080317-El. Order No. PSC-09- 
0283-FOF-H, Issued: April 30,2009 at 86-87, footnote omitted). 

Therefore, gradual movement of PEFs rates closer to cost would be consistent 

with Commission policy 

HOW IS PEF PROPOSING TO ALLOCATE THE PROPOSED BASE 

REVENUE INCREASE IN THIS PROCEEDING? 

PEFs proposed base revenue increase is shown in Exhibit JP-8. As can be 
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seen in Exhibit JP-8, PEF is proposing a 34.2% base rate increase. The 

increases by class would range from 0% for Lighting Facilities service to 55.15Y0 

for the Interruptible (SI8 IS-2) rate class. 

IS PEF’S PROPOSED CLASS REVENUE ALLOCATION CONSISTENT WITH 

THIS COMMISSION’S PRACTICES? 

No. As shown in Exhibit JP-8. the proposed relative increases for the GSDI, 

ISl/lS-2, and S 5 3  rates would exceed 150% of the system average increase 

which is the standard the Commission applies. PEFs proposal is clearly contrary 

to this Commission’s practice and precedents and should be rejected. PEF 

apparently tries to mask this fact by showing that its proposed class revenue 

allocation would result in no cost-of-service class receiving a relative increase 

higher than 150% of the FPSC retail average increase (column 4). However, the 

appropriate standard is to examine the impact on individual rates. 

HOW SHOULD ANY RATE INCREASE OR DECREASE RESULTING FROM 

THIS CASE BE ALLOCATED AMONG CUSTOMER CLASSES? 

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

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

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

base rate increase. This is reflected in Exhibh JP-9 using PEFs proposed 2010 

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

endorsement of the revenue requirement requested. Page 1 is based on the 

ABE method, while page 2 is based on the 12CP-1/13* AD method. 

The relative increases to Interruptible and Lighting Energy classes were 
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limited to 150%, while no class received a decrease. 

WOULD YOUR RECOMMENDED REVENUE ALLOCATION MOVE ALL 

CLASSES CLOSER TO COST? 

Yes. This is shown in Exhibit JP-IO, which shows the cost-of-service study 

results under my recommended dass revenue allocation. Page I is based on 

the A&E method, while page 2 is based on the 12CP-l/13'" AD method. All but 

one class (due to the 150% constraint) would be moved closer to cost. The 

remaining classes would produce the same rates of return. 
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WHAT RATE DESIGN ISSUES WILL YOU ADDRESS? 

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

Specifically, I will discuss: 

. 
The Interruptible Demand Credits. 

Demand and Non-Fuel Energy charges; and 

pernand and Non -Fuel F V  

Q 

A 

DESCRIBE THE DEMAND AND NON-FUEL ENERGY CHARGES. 

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

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

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

purchased. 

13 Q 

14 

15 A 

16 

17 

18 

19 

20 

21 

22 

DO YOU AGREE WITH HOW PEF HAS PROPOSED TO DEVELOP THE 

DEMAND AND NON-FUEL ENERGY CHARGES? 

No. Consistent with cost-causation, PEPS demand-related costs should be 

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

be collected through the energy charge. However, PEFs proposed rate design 

does not follow this practice. Specifically, PEF has underpriced the demand 

charges and overpriced the energy charges in Schedules GSD, CS, and IS. The 

demand and non-fuel energy charges should closely refled the corresponding 

demand and non-fuel energy related costs as derived in the dass cost-of-service 

study. 
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WHAT ARE THE UNIT DEMAND AND ENERGY COSTS DERIVED FROM 

PEF’S CLASS COST-OF-SERVICE STUDY? 

PEFs proposed 2010 unit costs and proposed rates for service provided at 

transmission delivery for the GSD and Interruptible classes are as follows: 

Cost (d Der k 

HAS PEF EXPLAINED WHY THE NON-FUEL ENERGY CHARGES ARE 

MUCH HIGHER THAN ACTUAL ENERGY COSTS? THAT IS, HAS PEF 

EXPLAtNED, FOR EXAMPLE, WHY THE PROPOSED GSD NON-FUEL 

ENERGY CHARGE IS TWO TO FOUR TIMES HIGHER THAN THE ACTUAL 

COST? 

No and I find it difficult to postulate a scenario where such extreme differentials 

would be appropriate 

HOW DO YOU RECOMMEND THAT THESE EXTREME DIFFERENTIALS BE 

REMEDIED? 

The current non-fuel energy charges in Schedules GSD, CS, and IS already 

exceed non-fuel energy unit costs at PEFs proposed rates. Thus, any increase 

allocated to these rates should be applied only to the demand charges. The 

current non-fuel energy charges should not change. Similarly, any rate decrease 

should be used to reduce the current non-fuel energy charges. 
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WHAT ARE INTERRUPTIBLE DEMAND CREDITS? 

Interruptibte Demand crdtts are payments made to customers that purchase 

interruptible power. These customers agree to curtail service when capacity is 

needed to serve firm customers. As described below, the utility may shut these 

customers off with no notice when capacity is needed. Thus, they receive a lower 

quality of service than do firm customers and therefore pay a lower rate. 

WHAT IS INTERRUPTIBLE POWER? 

Interruptible power is a tariff option that allows a utility to curtail interruptible load 

when resources are needed to maintain system reliability; that IS. when there are 

insufficient resources to meet customer demand, a utility can curtail interruptible 

load. This allows the utility to maintain service to firm (Le., non-interruptible) 

customers. Interruptible power, thus, is a lower quality of service than firm 

power. PEF does not include interruptible load in determining the need for 

additional capacity. Thus, PEF does not plan capacity additions to serve 

interruptible load. 

CAN INTERRUPTIBLE POWER PROVIDE ANY OTHER BENEFITS? 

Yes. The Florida Reliability Coordinating Council (FRCC) requires that all 

reserve sharing groups and balancing authorities maintain adequate Contingency 

Reserves to cover the FRCC's most severe single contingency, which is Currently 

910 MW. Of this amount, PEF's contingency reserve requirement is cwrently 

179 MW (FRCC Handbook, FRCC Contingency (Operating) Reserve Policy. 

Appendix A, November 2008). PEF must supply this reserve when called upon 
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to replace reserve capacity that is no longer available due to sudden forced 

outages of major generating facilities or the loss of transmission facilities. 

Contingency reserves may be comprised of those generating resources 

and lntermptible Load that are available within 15 minutes. Thus, PEF could 

count interruptible power in meeting its contingency reserve obligations. 

6 Q 

7 OF FLORIDA? 

8 A Yes. The interruptible tariffs have been in place for decades. They have been 

9 (and currently are) a valuable resource to PEF and to the State as a whole. 

10 When capacity is needed to serve firm load customers, interruptible customers, 

11 statewide, may be called upon (with or without notice and without limitation as to 

12 the frequency and duration of curtailments) to discontinue service so that service 

13 will be maintained for the firm customer base. Such interruption often causes 

14 production processes of interruptible customers to be shut down resulting in 

15 economic losses for the interruptible customer. 

IS INTERRUPTIBLE POWER AN IMPORTANT RESOURCE FOR THE STATE 

16 Q IS THE VALUE OF INTERRUPTIBLE POWER AFFECTED BY THE 

17 FREQUENCY AND DURATION OF PHYSICAL INTERRUPTIONS? 

18 A No. Interruptible power provides "insurance" in the event that the utility 

19 experiences extreme weather, understates load growth, or sustains forced 

20 outages of a major resource. As the FERC has found: 

21 
22 
23 
24 
25 

"61804 [Elven a limited right of interruption, if it enables the 
Company to keep a customer from imposing demands on the 
system during peak periods, Qives a Company the ability to 
control its capacity costs. Therefore, that customer shares no 
responsibility for capacity costs under a peak responsibility 
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method. 

It is, thus, the right to interrupt that is critical to the analysis, and 
not the actual interruptions or even the number or length of such 
interruptions. If a Company can keep a customer from imposing its 
load on the system at system peak, as Entergy can do here, then, 
under the peak responsibility method of cost allocation that 
Entergy uses, "that customer shares no responsibility for capacity 
COS&....." 

75. . . .When a utility makes a commitment to serve firm load, it 
commits to serve that load at all times (absent a furce majeure 
event on the system). when a u t i l i  makes a commitment to 
serve interruptible load, it does not commit to serve that load at all 
times. To the contrary, it expressly reserves the right to 
interrupt (even if there is no force majeura event on its 
system). Moreover, when it curtails interruptible load, it does so to 
protect its service to its firm load. That is, it curtails interruptible 
load precisely because it has not undertaken to construct or 
otherwise acquire the necessary facilities to serve interruptible 
load at all times and most particularly when use of the system is 
peaking; for firm load, in contrast, it has undertaken to construct or 
otherwise acquire such facilities. (108 FERC n61,228, at 14 16; 
emphasis added). 

HOW CAN THE COMMISSION NURTURE THIS VALUABLE RESOURCE? 

The Commission should not reduce the interruptible credit by 44% as PEF 

proposes for Schedule IS-1 customers As explained below, the credit should be 

increased to at least $10.49 per kW-month based on PEF's most recent cost- 

effectiveness analysis. 

28 Q DESCRIBE PEF'S PROPOSAL TO REDUCE THE INTERRUPTIBLE DEMAND 

29 CREDIT BY 44Yo 

30 A Schedule IS-1 customers currently receive a $3.62 per kW-month credit. The 

31 corresponding credit for Schedule IS-2 customers is $3.31 per kW-month of toad 

32 factor adjusted demand. PEF is proposing to eliminate Schedule IS1 and move 
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customers to Schedule IS-2. The combined IS-l/lS-2 class is projected to have 

an average billing load factor of about 61%. This would result in an average 

load-factor adjusted credit of 52.02. Thus, the Company’s proposal would result 

in a 44% reduction in the interruptible crediis currently paid to Schedule IS-1 

customers, despite the fact that even the current credits are too low. 

IS IT APPROPRIATE TO REDUCE INTERRUPTIBLE DEMAND CREDITS BY 

44% FOR ANY INTERRUPTIBLE CUSTOMER? 

No PEF‘s proposed reduction would significantly discourage continued 

participation in this valuable service. In fact, such credits should be increased. 

HASPEFCALCULATEDTHELEVELOFINTERRUPTIBLEDEMANDCREDIT 

THAT WOULD BE COST-EFFECTIVE? 

Yes. PEF provided an updated cost-effectiveness test that shows that the 

resulting credit for interruptible customers should be $10.49 per kW-Month 

(PEFs Response to FIPUG’S Production of Documents Request N0.34). A copy 

of this response is provided in Exhibit JP-11. 

SHOULD THE INTERRUPTIBLE DEMAND CREDIT BE INCREASED? 

Yes. PEF is pro@cting a need for additional cost-effective nowfirm load. It is 

unreasonable to expect an increase in non-firm load by paying only $3.31 per 

load factor adjusted kW. The present cost-effective interruptible credit is $10.49 

per kW-month. This credl should be implemented in the new Schedule IS. 
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SHOULD THE INTERRUPTIBLE DEMAND CREDIT BE REDUCED BY A 

CUSTOMER'S LOAD FACTOR? 

No. The customer should be paid the full credit based on the amount of load 

available for curtailment. 

IS A LOAD FACTOR ADJUSTMENT VALID? 

No. First, PEFs proposal uses a customer's billing load factor as a proxy for the 

customer's coincidence factor. This approach assumes that load factor and 

coincidence factor are the same. They are not. The interruptible class has a 

61% billing load factor. However, the average coincidence factor (with PEFs 

monthly system peaks) is 68%. Thus, the Interruptible Demand Credit should not 

be less than $7.13 per kW-Month ($10.49 x 68%) of billing demand. 

Second, curtailments can occur at any time, not just during the system 

peaks. Thus. the Interruptible Demand Credit should apply to the amount of load 

that PEF is not obligated to serve during an interruption event. 

HOW SHOULD THE INTERRUPTIBLE DEMAND CREDIT BE STRUCTURED? 

To measure this benefit, the amount of interruptible demand subject to the Credit 

should be based on customer's normal operating demand for a defined "base 

line" period using actual data from a prior critical period. For example, a 

customer that operated an average load of 10,000 kW during on-peak hours of 

the prior calendar year would receive a Credit based on 10,ooO kW. Some 

utilities use this methodobgy. 
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IS THERE ANOTHER ALTERNATIVE TO DETERMINE THE AMOUNT OF 

Yes. Another akemative would be to directly measure the amount of interruptible 

demand in real-time for each customer. The interruptible demand would be 

average of the daily maximum on-peak demands for the billing month. This 

process is similar to determining the Generation and Transmission Capacity 

8 Q 

9 A LOAD FACTOR ADJUSTMENT? 

WHICH OF THESE TWO ALTERNATIVES DO YOU RECOMMEND IN LIEU OF 

10 A 

11 

12 

PEF already measures the daily maximum on-peak demand for billing standby 

customers. Thus, it should not be burdensome to require the same process in 

determining the InterNptibk Demand Credit. 
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1 5. DEPRECIATION 

2 Q WHAT DEPRECIATION ISSUES WILL YOU ADDRESS? 

3 A  I will address: 

4 The life spans of coal and combined cycle (CC) units. Life spans 
5 

6 Other measures to reduce PEFs large depreciation surplus. 

are integral in determining the appropriate depreciation rates; 

7 

8 

9 

10 

1 1  

12 

13 

14 
1s 
16 
17 
18 
19 
20 
21 
22 

23 

24 

2s 

26 
21 
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31 

Backaround 

Q WHAT IS DEPRECIATION? 

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

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

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

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

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

Depreciation, as applied to depreciable electric plant, means the 
loss in service value not restored by current maintenance, 
incurred in connection with the consumption or prospective 
retirement of plant in the course of service from causes which are 
known to be in current operation and against which the utility is 
not protected by insurance. Among the causes to be given 
consideration are wear and tear, decay, action of the elements, 
inadequacy, obsolescence, changes in the art, changes in 
demand and requirements of public authorities. (18 CFR Part 107) 

In addition, the American Institute of Certified Public Accountants in Accounting 

Research and Terminology Bulletin #I provides the following definition of 

depreciation accounting: 

Depreciation accounting is a system of accounting which aims to 
distribute cost or other basic value of tangible capital assets, less 
salvage (if any), over the estimated useful life of the unit (which 
may be a group of assets) in a systematic and rational manner. It 
is a process of allocation, not of valuation. Depredation for the 
year is the portion of the total charge under such a system that is 
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allocated to the year. Although the allocation may properly take 
into account Occurrences during the year, it is not intended to be a 
measurement of the effect of all such occurrences. 

This definition recognizes depreciation as an allocation of cost to 

particular accounting periods over the life of assets. 

WHAT ARE THE KEY PARAMETERS THAT DETERMINE THE AMOUNT OF 

DEPRECIATION RECOGNEED FOR RATE-MAKING PURPOSES? 

Depreciation accounting provides for the recovery of the original cost of an asset 

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

appropriate average l ie  span be used to develop the depreciation rates so that 

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

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

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

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

useful life of the asset. 

HOW ARE DEPRECIATION RATES CALCULATED? 

Depreciatii rates are essentially calculated using the following formula: 

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

The above formula is prescribed in Rule 25-6.0436. Florida Administrative Code. 

Under this method of developing depreciation rates, the un-depreciated portion of 

the plant in service, adjusted for net salvage, is recovered over the average 

remaining l ie  of the asset or group of assets. Therefore, at the end of the useful 

lie, the asset is fully depreciated. 
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PEF's Deweci ation st udy 

Q HAVE YOU REVIEWED THE DEPRECIATION STUDY FILED BY PEF IN THIS 

PROCEEDING? 

A Yes. 

Q 

A 

WHAT DOES THE DEPRECIATION STUDY SHOW? 

The study recommends higher depreciation rates, which would generate an 

additional $97.4 million of depreciation expense ( D i m f  Testimony and Exhibits 

of €ad M. Robinson, Exhibit ERM-2, Table IF). Of this amount, $70 million of 

the increase is due to increased production depreciation rates, which can be 

attributed to assumed life spans for production investments. 

Q WHAT ELSE DOES PEF'S DEPRECIATION STUDY SHOW? 

A The study also shows that, based on the assumed average and remaining 

service lives of its investments and the projected book value as of December 31, 

2009, PEFs book depreciation reserve is $789 million higher than the 

"theoretical reserve." (Id. at Table 5F). The theoretical reserve is the amount 

necessary to allow recovery of the existing investments over their projected 

remaining Me spans. In other words, PEF has accrued a $789 million reserve 

surplus. 

Q IS THERE ANYTHING NOTEWORTHY ABOUT THE $789 MLLION 

DEPRECIATION RESERVE SURPLUS? 

Yes. The $789 million surplus reserve is dependent on PEF's proposed life and 

salvage parameters. The theoretical reserve calculation is based on PEFs 

A 
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remaining life proposals. If the remaining l ie  is understated, the theoretical 

resewe will be overstated causing the reserve surplus to be understated. My 

testimony will address two areas where PEF has understated the remaining lives 

of assets causing the reserve surplus to be even higher than stated. 

WHAT IS THE SIGNIFICANCE OF THE SURPLUS? 

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

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

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

generation of ratepayers has paid a disproportionate share of the assets 

consumed to provide utility services. Thus, PEF's depreciation rates are neither 

fair nor equitable. 

12 Life Swns 

13 Q 

14 

15 A 

16 

17 

18 Q 

19 A 

HAVE YOU REVIEWED THE LIFE SPANS THAT PEF USED TO DETERMINE 

ITS PROPOSED DEPRECIATION RATES? 

Yes. PEF's proposed life probable retirement years for coal and CC units are 

shown in Exhibit ERM-2 (Table 2-Loc-Tota1, p. 2-125 through p. 2-130, and p. 9- 

60, p. 9-71) and produce average life spans summarized below: 

ARE PEF'S PROPOSED LIFE SPANS APPROPRIATE? 

No. PEF has understated the life spans for these plant types. 
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ON WHAT DO YOU BASE YOUR OPINION THAT PEF'S PROPOSED LIFE 

SPANS ARE SIGNIFICANTLY UNDERSTATED? 

My opinion is based on actual plant lives, life spans used by other utilities for 

similar assets, and decisions by regulatory commissions. 

WHAT LIFE SPAN DOES PEF ASSUME FOR ITS COAL UNITS? 

PEF owns Crystal River Units 1 and 2 and Crystal River Units 4 and 5. The 

depreciation study assumes that these facilities will be retired in 2020 and 2035, 

respectively (ERM-2 at p. 2-125 through p. 2-126). This translates into an 

average l ie  span of 52 years. 

HAS PEF PROVIDED ANY JUSTIFICATION FOR THE PROPOSED LIFE 

SPANS? 

No. The Company 'has not indicated when it will retire these units (PEF's 2009 

Ten-Year Site Plan, Schedule 1). 

ARE 52-53 YEAR LIFE SPANS REASONABLE FOR COAL UNITS? 

No. PEFs proposed l ie  spans are shorter than the average lives of coal-fired 

plants as determined in proceedings. For example: 

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

55 years for coal plants operated by Southwestern Public Service 
Company (New Mexico Public Regulatory Commission, Case No. 
07-00319-UT. Order, August 26,2008); 

59 to 68 years for coal units owned by AmerenUE (Missouri Public 
Service Commission, Cause No. ER-2007-0002, Onler, May 22, 
2007); 
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61 years for coal units owned by Rocky Mountain Power 
(Wyoming Public Service Commission, Docket No 20000-257- 
EA-5, Rewrd No. 10794, June 12,2008); 

60 years for Public Service Company of Oklahoma (Oklahoma 
Corporation Commission, Cause No. PUD 200600285, Order No. 
545168, October 9.2007); and 

55 years for Georgia Power Company's Plant Scherer Units 1-3 
(Georgia Public Service Commission, Docket No. 250604, 
Document 103566,2007 Rate Case). 

Thus, PEF's proposed life spans are shorter than the life spans of actual coal- 

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

American Electric Power Company and The Southern Company, have 

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

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

Public Service Commission, Docket No. 050381-El, Order No. PSCO7-0012- 

fAA-El, January 2,2007). 

0 

DO OTHER FLORIDA UTILITIES USE LONGER LIFE SPANS THAN PEF FOR 

THEIR COAL UNITS? 

Yes. Gulf Power Company extended the lives of the Plant Crist and Plant Smith 

units to 65 years (Docket No. 050381-El, Order No. fSC-07-0012-fAA-H, 

January2,2007). 

22 Q WHAT CONCLUSIONS CAN BE DRAWN FROM INDUSTRY EXPERIENCE 

23 

24 A 

25 

26 

AND THE SPECIFIC EXAMPLES Y W  HAVE DESCRIBED? 

It appears that PEF has understated the l ie  span of its coal units, which results 

in increased depreciation costs which PEF wants ratepayers to bear. PEFs coal 

units represent a $2.4 billion investment. Given this signifkant investment, it 
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stands to reason that these capital intensive investments should be operated as 

long as possible to obtain the greatest level of economic benefit. Thus, it should 

normally be cost effective to maintain such equipment in operating condition over 

the long term. 

For all of the above reasons, the Commission should use a l ie  span of at 

least 55 years for PEF's coal units. 

WHAT IS THE IMPACT OF INCREASING THE LIFE SPANS OF PEF'S COAL 

UNITS TO 55 YEARS? 

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

accruals for the coal plants by approximately $4.1 million annually as shown in 

Exhibit JP-12. 

HOW DID YOU CALCULATE THE CHANGE IN ANNUAL ACCRUALS? 

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

recommended life spans to PEFs proposed life span by unit. This ratio was then 

multiplied by the corresponding whole life (by unit by FERC account) to 

determine the adjusted whole life The revised remaining life is the sum of (1) 

the difference between the adjusted whole life and PEF's proposed whole life 

and (2) PEF's proposed remaining lie. The revised depreciation accrual is the 

ratio of the PEF's proposed remaining life to the revised remaining life multiplied 

by PEFs proposed accrual. 
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WHAT LIFE SPANS DOES PEF PROPOSE FOR ITS COMBINED CYCLE 

UNITS? 

The average life span for PEFs CC units is 31 years. This ranges from 29 years 

for Hines Energy Complex to 41 years for Tiger Bay. The new Bartow CC units 

are projected to have 30-year life spans (DireCr Tesfimonyand Exhibits OfEarl M. 

Robinson, Exhibit EMR-2, p. 9-60, p. 9-71). 

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

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

Year Site Plan at Schedule 1). PEF has not explained why it cannot operate 

these units for much longer than 31 years (30 years for its newest, most efficient 

Bartow units). The CC units represent a combined $1.8 billion investment. Since 

these are the most efficient units on PEFs system, it should be economic to 

maintain them in good operating condition for much longer than 31 years. 

WHAT IS THE BASIS FOR YOUR OPINION THAT COMBINED CYCLE UNITS 

ARE CAPABLE OF OPERATING MUCH LONGER THAN 31 YEARS? 

My opinion is based on industry projections and practices. including the following: 

40 years for PacifiCorp/Rocky Mountain Power's CC units (Utah 
Public Service Commission, Docket No. 07-03513 and Public 
Utility Commission of Oregon UM 1329, Order No. 08327, June 
17, 2008); 

Over 80 years for Public Service Company of Oklahoma 
(Oklahoma Corporation Commission Cause No. 200600285, 
Order No. 515768, October 9,2007); 
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. 35 years for Nevada Power Company’s Silverhawk and Lenzie CC 
units (Nevada Public Utilities Commission, Docket No. 06-1 1023, 
Modified Order of July 17, 2007); 

35 years for Georgia Power Company McIntosh CC units (Georgia 
Public Service Commission, Docket No. 25060-U Document 
103566,2007 Rate Case). 

Further, in a study of capacity needs, the Michigan Public Service Commission 

(MPSC) used a 40-year l ie  span for new CC units (MPSC Docket No. U-14231). 

DO ANY OTHER FLORIDA UTILITIES USE LONGER LIFESPANS FOR THEIR 

COMBINED CYCLE UNITS? 

Yes. Gulf Power recently extended the life of Plant Smith Unit 3 to 34 years 

(Docket No. 050381-El, Order No. PSC-07-0012-PAA-E/, January 2, 2007). 

While conservative in light of the non-Florida examples cited above, this Florida 

example furkher demonstrates the unreasonableness of PEFs proposed l i e  

spans. 

WHAT LIFE SPANS DO YOU RECOMMEND FOR COMBINED CYCLE UNITS? 

Based on industry practices and recognizing PEF‘s $1.8 billion investment, the 

Commission should increase the l i e  span to at leasf 35 years. 

WHAT IS THE MPACT OF INCREASING THE LIFE SPANS OF PEF’S 

COMBINED CYCLE UNITS TO 35 YEARS? 

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

combined cycle plants by approximately $13.1 million annually as shown on 

Exhibit (JP-12). This adjustment was quantified using the same methodology as 

described previously. 
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SHOULD THE COMMISSION TAKE ANY FURTHER STEPS TO RESTORE 

GENERATIONAL EQUITY? 

Yes. To compensate for the huge reserve surplus, the Commission should order 

PEF to implement a 5100 million annual depreciation expense adjustment. That 

is, PEF should credit depreciation expense and debit to the bottom line 

depreciation reserve by at least $100 million per year. This treatment should 

continue until PEF files its next depreciation study. Assuming PEF's next 

depreciation study is filed in 2012 (three years from the filing date of this case), 

the book reserve would be reduced by an additional $300 million. This would still 

leave nearly $0.5 billion in excess book depreciation reserve 

IS THERE ANY PRECEDENT FOR REQUIRING PEF TO TAKE MEASURES 

NECESSARY TO ELIMINATE THE HUGE (OVER $789 MILLION) SURPLUS 

IN ITS DEPRECIATION RESERVE? 

Yes. My recommendation to correct a reserve surplus is the same in concept as 

prior Commission actions allowing Florida Power 8, Light Company (FPL) to 

correct reserve deficiencies. For example: 

FPL was to book 5126 million (in accord with preliminaty 
implementation approved in Order PSC-95-0672-FOF-EI), an 
additional $30 million commencing in 1996, and additional 
expense in 1996 and 1997 equal to 100% of base rate revenues 
produced by retail sales between its "low band" and "most likely 
sales forecad' for 1996, and at least 50% of the base rate 
revenues produced by retail sales above FPL's most likely sales 
forecast for 1996 to correct a $175.3 million deficiency in the 
nudear depreciation reserve and to correct the reserve deficiency 
existing in FPL's other production facilities, which was calculated 
to be $80.3 million as of January 1, 1994 (Docket No. 950359El. 
Order No. PSC-96-0307-PHO-€0; and 

FPL was ordered to amortize the gain realized from the sale of a 
combustion turbine from Port St. Joe to be used to offset the 
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Increase Coal Plant Life Spans to at Least 55 Years 

Increase Combined Cycle Plant Life Spans 
to at Least 35 Years 
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$4.1 
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reserve deficiency at the Suwanee Peaking Plant. (Docket No. 
971570-€l, Order NO. PSC-98-1723-FOF-€0. 

More recently, the Commission also adopted a similar approach for FPL to 

correct a reserve surplus. The Order stated that: 

FPL has the option to amortize up to $125,000,000 annually as a 
credit to depreciation ewense and a debit to the bottom line 
depreciation reserve over the term of the Stipulation and 
Settlement and as specified therein. Depreciation rates and/or 
capital recovery schedules will be established pursuant to the 
comprehensive depreciation studies as filed in March 2005 and 
will not be changed during the term of the Stipulation and 
Settlement. (FPSC Docket No. 050188-€l, Ololer PSC-050902-S- 
El Paragraph 8) 

Since PEF also has a huge reserve surplus, similar adjustments are appropriate 

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

the proposed base rate increases. 

PLEASE SUMMARIZE YOUR RECOMMENDATIONS ON DEPRECIATION 

EXPENSE. 

My recommendations are as follows: 

Credit Depreciation Expense; I Debit Denreciation Reserwe I rinnn I 
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1 6. CAPITAL STRUCTURE 

2 Q 

3 A 

4 chart below: 

WHAT CAPITAL STRUCTURE IS PEF PROPOSING IN THIS PROCEEDING? 

PEFs proposed regulatory capital structure is shown in the first column of the 

5 

6 

I 

8 

9 

10 

1 1  

12 

The first column is the proposed jurisdictional regulatoty capital structure The 

common equity percentage reflected in this column includes an adjustment for 

off-balance sheet obligations associated with purchased power agreements 

(PPAs). The second and third columns reflect PEFs adjusted 2010 capital 

structure (Direct Testimony Thomas Sullivan at 19), which exclude customer 

deposits, deferred income taxes, and investment tax credits. The second column 

shows PEF's adjusted capital structure with the imputed PPAs. The PPA 

obligations are removed in the third column. 
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Q WHAT IS THE PROPOSED ADJUSTMENT FOR PURCHASED POWER 

OBLIGATIONS? 

PEPS proposed regulatory capital structure includes $711.3 million of imputed 

debt for purchased power obligations. As can be seen in the third column of the 

above chart, without this imputed debt, PEF's common equity ratio would be 

50%. A 50% equity ratio is higher than the industry average. For the reasons 

explained below, the Commission should set rates based on an adjusted capital 

structure that excludes imputed debt. 

A 

ImDuted Debt for Purchased Power Ob1 iaations 

Q 

A 

Q 

A 

WHY DOES PEF IMPUTE $71 1 MILLION OF DEBT RELATED TO PPAS? 

PEF asserts that the financial community commonly takes into account 

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

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

regard as equivalent to long-term debt (Id. at 17). 

DO YOU AGREE WITH THIS ADJUSTMENT? 

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

approval of PPAs is governed by Rule 25-17.0832, Florida Administrative Code 

(for standard offer and negotiated contracts). Once approved, PEF is allowed 

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

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

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

risk associated with PPAs. 
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Second, Moody's does not treat PPAs in the same way as Standard & 

POOIJS (S&P). 

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

In the Tampa Electric (TECO) recent rate case, TECO made the same argument 

that PEF puts forth here and it was rejected by the Commission. 

DO ALL RATING AGENCIES IMPUTE THE FIXED OBLIGATIONS UNDER 

PPAS IN EVALUATING A UTILITY'S FINANCIAL STRENGTH? 

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

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

adjustment. 

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

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

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

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

WHAT RISK FACTOR HAS PEF USED IN ITS IMPUTED DEBT 

ADJUSTMENT? 

PEF has used a 25% risk factor (Id. at 18). This choice is based on general 

criteria explained by S&P: 

In cases where a regulator has established a power cost 
adjustment mechanism that recovers all prudent PPA costs, we 
employ a risk factor of 25Yo because the recovery hurdle is lower 
than it is for a utility that must litigate time and again its right to 
recover costs. (Exhibit No. TRS-9. Standard & Poor's 
Methodology For lmputing Debt f o r  U. S. Utilities' Power Purchase 
Agreements at 3 ). 

5 3  

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



1 Q  

2 

3 A  

4 

8 Q  

9 

10 A 

1 1  
12 
13 
14 
15 
16 
17 
18 

19 

20 

21 

22 

23 

24 

25 

DOES THIS ACCURATELY REFLECT THE RISKS ASSOCIATED WITH THE 

RECOMRY OF PURCHASED POWER CAPACITY COSTS IN FLORIDA? 

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

through the Capacity Cost Recovery clause (CCR). This includes a true-up 

procedure that establishes a fomrd-lookng charge, M ich  is then reconciled 

based on actually incurred costs, with interest. The recovery mechanism is 

nearly identical to PEFs Fuel Charge 

DOES SBP RECOGNIZE THE RELATIONSHIP BETWEEN RISK AND THE 

TYPE OF COST RECOVERY MECHANISM? 

Yes. S&P states that: 

The NPVs that Standard & Poor's calculates to adjust reported 
financial metrics to capture PPA capacity payments are multiplied 
by risk factors. These risk factors typically range between 0% to 
50%, but can be as high as iOO%. Risk factors are inversely 
related to the strength and availability of regulatory or legislative 
vehicles for the recovery of the capacity costs associated with 
power supply arrangements. The strongest recovery mechanisms 
translate into the smallest risk factors. (Id.) 

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

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

costs is a very strong mechanism with no practical risk. PEF's PPAs have been 

previously approved for recovery. In fact, the above discussion from S&P, in 

conjunction with the policies and previous findings in Florida strongly suggest 

that the obligations under Commission-approved PPAs are risk free, so long as 

the utility properly manages the contracts. 
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DOES MOODY’S CONSIDER PPAS AS INHERENTLY MORE RISKY FOR 

ELECTRIC UTILITIES? 

No. MoCdy’s specifrnly recognizes that the risk of PPAs is directly related to the 

applicable cost recovery mechanism as well as market dynamics: 

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

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

therefore, it imputes no debt for these contracts where recovery is guaranteed 

DOES PEF HAVE THE ABILITY TO PASS THROUGH THE COSTS OF ITS 

PPAS? 

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

power capacity costs. In the case of certain purchases mandated by state 

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

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

considered reasonable 
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DOES MOODY’S CONSIDER PPAS AS BEING LESS RISKY IN CERTAIN 

CIRCUMSTANCES? 

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

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

ARE YOU SAYING THAT MOODY’S WILL NOT IMPUTE DEBT ASSOCIATED 

WITH PPAS? 

No. Moody’s states: 

Methods of accounting for PPAs in our analysis 

According to the weighting and importance of the PPA to each 
utility and the level of disclosure, Moody’s may analytically assess 
the total obligations for the utility using one of the methods 
discussed below. 

Operating Cost: If a utility enters into a PPA for the purpose of 
providing an assured supply and there is reasonable assurance 
that regulators will allow the costs to be recovered in regulated 
rates, Moody’s may view the PPA as being most akin to an 
operating cost. In this circumstance, there most likely will be no 
imputed adjustment to the obligations of the utility. 

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

imputed to PEF based on the cost recovery mechanisms applicable to purchased 

power capacrty costs. 
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1 Q IS THE DEBT THAT PEF PROPOSES TO IMPUTE FOR PPA OBLIGATIONS 
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3 A  
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12 
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15 
16 
17 

18 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

ACTUAL DEBT ON THE COMPANY'S BOOKS AND RECORDS? 

No. PEF does not reflect its PPA obligations as debt in the normal course of 

accounting. 

HAS THE COMMISSION PREVIOUSLY RULED ON THIS ISSUE IN A RECENT 

CASE? 

Yes. The Commission rejected TECO's proposal to impute additional equity in 

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

PPAs. The Commission stated that: 

The pro forma adjustment to equity proposed by TECO is not an 
actual equity investment in the utility. If this adjustment is 
approved for purposes of setting rates in this proceeding, the 
Company would essentially be allowed to earn a risk-adjusted 
equity return without having actually made the equity investment. 
The revenue requirement impact of recognizing this pro forma 
adjustment to equity in the capital structure is approximately $5 
million per year. (Order No. PSC-09-0283-FOF-N at 35) 

The Commission went on to find: 

Companies with PPAs are not required by the rating agencies to 
make the pro forma adjustment in question. As the following 
passage explains, the Standard 8 Poors' ( S P )  practice with 
respect to PPAs described in witness Gillette's testimony is strictly 
for the rating agency's own analytical purposes: 

We adjust utilities' financial metrics, incorporating PPA fixed 
obligations, so that we can compare companies that finance and 
build generation capacity and those that purchase capacity to 
satisfy customer needs. The analytical goal of our financial 
adjustments for PPAs is to reflect fixed obligations in a way that 
depicts the credit exposure that is added by PPAs. That said, 
PPAs also beneffi utilities that enter into contracts with suppliers 
because PPAs wit1 typically shift various risks to the suppliers, 
such as mstrudion risk and most of the operating risk. PPAs can 
also provide utilities with asset diversity that might not have been 
achievable through seif-build. The principal risk borne by a utility 
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8 Q  
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11 

that relies on PPAs is the recovery of the financial obligation in 
rates. (Id.) 

Further, in rejecting TECOs adjustment, the Commission held: 

Wth this proposed adjustment, w8 find that the Company is 
attempting to take a portion of Sap's consolidated credit 
assessment methodology and use it for a purpose it was never 
intended. (Id. at 36). 

SHOULD DEBT ASSOCIATED WITH PPAS BE IMPUTED IN ASSESSING 

THE PROPER CAPITAL STRUCTURE FOR PEF? 

No. For all of the reasons stated above, imputed debt should not be included in 

assessing the reasonableness of PEF's capital structure 

12 CommonEau itv Ratio 

13 Q 

14 

15 A 

16 

17 

18 

19 

20 

21 

22 

23 Q 

24 

25 A 

DOES PEF PROPOSE TO ADJUST ITS EQUITY RATIO TO RECOGNIZE 

IMPUTED DEBT? 

Yes. PEF includes an adjustment to its capital structure of $711.3 million to 

increase common equity. PEF seeks to use the imputation argument to support 

an increase in its common equity ratio. The PPA adjustment increases the 

common equity ratio to 53.9%. As discussed below, the cost of common equity 

is greater than the cost of debt so the adjustment causes an increase to PEFs 

proposed rate of return. Thus, the Commission should eliminate the PPA 

adjustment in determining PEFs capital stwcture. This would reduce PEFs 

common equity ratio to 50.39b. 

HOW DOES PEF'S COMMON EQUrrY RATIO COMPARE WITH OTHER 

ELECTRIC UTILITIES? 

Exhibit JP-13 is a comparison of common equity ratios for the 2006 to 2009 (le 
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Quarter) time frame published by SNL Financial. For this period, average 

common equity ratios for all electric utilities range from 46.10/0 to 47.6% (line 85). 

On a comparable basis, the adjusted 2010 test year common equity ratio of 

50.3% would be well above the average. Thus, PEFs test year common equity 

ratio is 345 basis points higher than the electric utility average. 

WHAT IS THE CONSEQUENCE OF USING MORE EQUITY AND LESS DEBT 

TO FINANCE THE UTILITY’S RATE BASE? 

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

a common equity return that is over 600 basis points higher than its embedded 

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

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

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

rates all PEF ratepayers will bear. 

IS A 50% COMMON EQUITY RATIO SUFFICIENT TO MAINTAtN PEF’S 

CURRENT BOND RATING? 

Yes PEF is currently rated “A3” by Moody’s and “A-” by Fitches and “BBB+” by 

S&P. The chart below provides a comparison of the common equity ratios for 

other A-rated electric utilities. I included all electric utilities that had “A” or 

equivalent bond ratings h m  at least two of the three bond rating agencies. 
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L I All IA-Rated 
Year Electric Electric 

utilities utilities 

Thus, PEF's 50.0% projected test year common equity (without including off 

balance sheet obligations) is consistent with comparable A-rated electric utilities. 

Q WHAT IS YOUR RECOMMENDATION FOR A COMMON EQUITY RATIO FOR 

PEF? 

PEFs adjusted wmmon equity ratio of 50.39/0 (excluding the PPA adjustment) 

should be the basis for setting its cost of capital in this proceeding. This 

translates into a 46.93% regulatory common equity ratio. Reducing the 

regulatory common equity ratio to 46.93% lowers PEFs requested 2010 base 

revenue increase by about $32.9 million, as shown in Exhibit JP-14. 

A 

Q 

A Yes, it does. 

DOES THIS CONCLUDE YOUR TESTIMONY? 
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APPENDIX A 

Qualifiiations of Jeffrv Pollock 

PLE SE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock. My business mailing address is 12655 Olive Blvd., Suite 335, St 

Louis, Missouri 63141. 

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED? 

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

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

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

Business Administration from Washington University. At various times prior to 

graduation, I worked for the McDonnell Douglas Corporation in the Corporate 

Planning Department; Sachs Electric Company; and L.K. Comstock & Company. 

While at McDonnell Douglas, I analyzed the direct operating cost of commercial 

aircraft. 

Upon graduation in June 1975, I joined Drazen-Btubaker & Associates, Inc. 

(DBA). DBA was incorporated in 1972 assuming the utility rate and economic 

consulting activities of Drazen Associates, Inc., active since 1937. From April 1995 

to November 2004, I was a managing principal at Brubaker & Associates (BAl). 

During my tenure at both DBA and BAl, I have been engaged in a wide 

range of consulting assignments including energy and regulatwy matters in both 

the United States and several Canadian provinces. This includes preparing 

61 

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



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 Q 

18 A 

19 

20 

21 

22 

financial and economic studies of investor-owned, cooperative and municipal 

utilities on revenue requirements. cost of service and rate design, and conducting 

site evaluation. Recent engagements have included advising clients on electric 

restructuring issues, assisting d in t s  to procure and manage electricity in both 

competitive and regulated markets, developing and issuing requests for proposals 

(RFPs), evaluating RFP responses and contract negotiation. I was also 

responsible for developing and presenting seminars on electricity issues. 

I have worked on various projects in over 20 states and several Canadian 

provinces, and have testified before the Federal Energy Regulatory Commission 

and the state regulatory commissions of Alabama, Arizona, Colorado, Delaware, 

Florida, Georgia, Illinois, Indiana, Iowa, Louisiana, Minnesota, Mississippi, 

Missouri, Montana, New Jersey, New Mexico, Ohio, Pennsylvania, Texas, Virginia, 

Washington, and Wyoming. I have also appeared before the City of Austin Electric 

Utility Commission, the Board of Public Utilities of Kansas City, Kansas, the 

Bonneville Power Administration, Travis County (Texas) District Court, and the 

US. Federal District Court. A partial list of my appearances is attached hereto. 

PLEASE DESCRIBE J. POLLOCK, INCORPORATED. 

J.Pollock assists clients to procure and manage energy in both regulated and 

competitive markets. The J.Pollock team also advises clients on energy and 

regulatory issues. Our d in t s  include commercial, industrial and institutional 

energy consumers. Currently, J.Pollock has offices in St. Louis, Missouri and 

Austin and Houston, Texas. 
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Regulatory 

ROJECT UTILITY ON BEHALF OF Dockst TYPE J w s d i c t i m  Subpcl DATE 

90404 CENTERPOINT Texas lndmtnal Energy Consumers 36916 Cross Rebuttal TX Senate Bill 769 sqstem restoration MSIS 711712009 

90301 FLORIDA POWER AND LIGHT COMPANY Flonda lndusfnal Power Users Group 060517 Dlre't FL Approval of terl yearforrate 711612009 

AppiOvaI Io  revise energy efficiency cost recOvely 
711512009 

90601 VARIOUS UTILITIES FIOM~ inaustrrai power users GWP VARIOUS DOCKETS DlreCf FL Consewalion goals 71612009 

90201 ENTERGY TEXAS INC Texas lndusirlal Energy Consumers 36931 Direcl TX System restonlion costs under Senate Bill 769 6130120C 

90502 SOUTHWESTERN ELECTRIC POWER COMPANY Texas lndustnai Energy Canrumerr 36966 0,rect TX AutnoilV to ievlse Wed fuel factors 611812009 

TX Cost allocatiion revenue allocation and rate design 811012009 80805 TEXAS NEW MEXICO POWER COMPANY Texas lndustnai Energy ConSumers 36025 

TX factor 90201 ENTERGY TEXAS INC Texas InduElnal Energy Conrumerr 36956 DlreCt 

Cross Rebullal 

80805 TEXAS NEW MEXICO POWER COMPANY Texas InduItnaI Energy Consumers 36025 Direct TX Cost allocali~n revenue allocation a t e  design ~ 512712009 

81201 NORTHERN STATES POWER COMPANY Xcel Large Industrials ~ 08 1055 Surrebuttal MN Cast allacatlon revenue allOCatlOn rate dehlgn 6l27l2009 

90403 VIRGINIA ELECTRIC AN0 POWER COMPANY MeadWeslvaco Corporalion PUE 2009 OW18 0,ren VA TmnSmiBBiOn cos1 allwalion and rate design 5l20i2009 

90101 NORTHERN INDIANA PUBLIC SERVICE COMPANY Beta Steel Corporali~n 43526 DlK?Cl IN Cost allacatlon and rale design 51812009 

81203 ENTERGY SERVICES INC Texas l n a ~ ~ l n a l  Energy Consumers ER008 1056 Rebuilal FERC Rough Production Cost Equalzalion payments 51712009 

81201 NORTHERN STATES POWER COMPANY Xcel Large lnduslrials 08 1065 Rebuilal MN renewable eoergycosls 61512009 

81201 NORTHERN STATES POWER COMPANY Xcel Large lndurtnals 08 1065 Direct MN ratedebon 41712009 

81203 ENTERGY SERVICES INC Texas Industrial Energy Con~umem ERO8 1068 A"*WW FERC Rough Production Cost Equalizalion paymenis 31812009 

80901 ROCKY MOUNTAIN POWER Wyom4ng lndwlnal Energy COnsumerO 20000-333-ER-08 DIreCt WY rates revenue requirements 113012009 

Class levenue allocation and the Clasm6calmn of 

Cos1 of bewlca study Class revenue allocalion and 

Cost d SeNNCe study revenue albCatlOn lnverled 

Entergyr proporal reeking Commission approval lo 
allocate Rough ProdUCtiOn Cos1 EqUab2aliOo 

81203 ENTERGY SERVICES- Texas lnduslnal Energy Consmers ER08 1056 Direct FERC payments 11912009 

ONCOR ELECTRIC DELIVERY COMPANY a Retell Iransformatlon Cost allocation demand ratchet 
80505 TEYAS ENERGY FUTURE HOLDINGS LTD T W S  inaustnai Energy consumers 35717 Cross Rebultal TX waivers tranSmtISion cost allocation factor 1212612001 

70101 GEORGIA POWER COMPANY Traaitional Manufacturers A s L o c I ~ ~ ~ ~ ~  278W Cross Rebullal GA Cost allocalton Deinand Ratchet Waivers 1212212001 
Georgia lndurtnal Group and Georgia 

Georgia lndu61nal Gmup and Georgia Cash ReLum on CWIP asmuated With the Plant 

Revenue Requirement Class 0361 of SBNICB study 
70101 GEORGIA POWER COMPANY Tradiiional Manufacturers A s s o c ~ ~ ~ ~ o ~  278W DlW5 GA Vogtle Expansion 12119izw1 

ONCOR ELECTRIC DELIVERY COMPANY 8 
80505 TEXAS ENERGY FUTURE HOLDINGS LTD Texas lndusfnal Energy Consumers 35717 olred TX Class revenue allocation and iale design I112612001 

62.1 



Appendix A 
Testimony Filed in Regulatory Proceedings 

by Jeffry Pollock 
Regulataw 

PROJECT UTILITY ONEEHALFOF Dochet TYPE JurisdiCtion Subject DATE 

Revenue Requirements retail class cos1 of sew~ce 
study class revenue allocation firm and n m  flrm rate The Florida lndusfnal Power Users Group 

80802 TAMPA ELECTRIC COMPANY and MOSPIC Company 080317 El Direct FL design and Ihe TranSmis610n Babe Rate Adjustment 1 1  '2612008 
80601 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas Indusfnal Energy COnSumeR 35763 Supplemental Dlrecl I X  Recovery of Energy Eifluency Costs 111612006 

1012812008 80601 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas lnduslnal Energy Consumers 35763 Cross Rebutla1 
Cost Allocall~n Demand Raldet Renewable Energy 

TX Cenficaler (RECI ~ 

Revenue Requirements Fuel Reconciliation Revenue 
80801 SOUIHWESTERN PUBLIC SERVICE COMPANY Texas lnduslnal Energy Consumem 35763 Direct I X  Allocalion Cost of Sewiceand Rate Design ISSYBS 1011312008 
50106 ALABAMA POWER COMPANY Alabama lndustnal Energy Consumeis 18148 Direct A t  Energy Cost Recovery Rate (WITHDRAWN1 911612008 

50701 ENTERGY TEXAS INC TWS tnaustnai E M ~ Y  consumem 35269 Direct Tx payments 71912008 

70703 ENTERGY GULF STATES UTILITIES TEXAS Texas InduStnal Energy Consumen 34800 Dlred TX Nan Unanimous SlipulaliOn 611 112008 

50103 TEXAS PUCSTAFF Texas lndustnal Energy COnSUmeR 33672 Supplemental Rebuttal I X  Studies 61312008 

50103 TEXAS PUCSTAFF Texas Induslnai Energy COnEumeR 33672 TX Studies 512312006 

60104 SOUIHWESTERN ELECTRIC POWER COMPANY Texas lndu5tnal Energy Consumeis 33891 l x  Cenmcate 01 Convenience and Necessity 51812W8 

Allocation of mugh PrOdudiOn msls equalization 

Transmission Optimization and Ancillary Sewlces 

Transmission Optimization and Ancillary Sewices 
Supplemenla1 o,rec, 

Suppiememal 0,rect 
Cast AlloCat~M and Rate DeriPn and ComDelitive 

Cross-Rebuttal 70703 ENTERGY GULF STATES UTILITES TEXAS Texas Induslnal Energy Consumers 34600 

70703 ENTERGY GULF STATES UTILITES TEXAS Texas lndustnal Energy Consumers 34800 Dl'eCt 

70703 ENTERGVGULF STATES UTILITES IEXAS Texas InduItnal Energy ConBUmeR 34800 Direct 

70703 ENTERGY GULF STATES UTILITES TEXAS Texas lnduslnal Energy Consumeis 34800 Diiecl 

70703 ENTERGVGULF STATES UTILITES TEXAS Texas Industrial Eneigy Consumers 34800 DlieCl 

41228 TEXAS-NEW MEXICO POWER COMPANY Texas lndmlnal Energy Consumers 35038 Rebuttal 

71202 SOUIHWESTERN PUBLIC SERVICE COMPANY Occidental Periman Lld 07 00319 UT Rebullal 

61101 AEP IEXAS CENTRAL COMPANY TWL inaustnai Energy consumem 35105 DlreCt 

51101 CENTERPOINT ENERGY HOUSTON ELECTRIC t i c  TBXBS inaUstmi E ~ W Y  consumers 32902 DlRCl  

71202 SOUTHWESTERN PUBLIC SERVICE COMPANY occrdentai Periman t t a  07 00319-Ul Dlred 

50701 ENTERGY GULF STAIES UTILITIESIEXAS Texas lndustnal Energy Conwmem 34724 Dlred 
Georola InduItnsl GrouoiGeorOia 

70601 GEORGIA POWER COMPANY Tradiilonal Manufacturers Group 25060-U DlleCl 

70303 TEXAS ENERGY FUTURE !OLDINGS LTD Texas Induma1 Energy COnSumerS 34077 olred 
ONCOR ELECTRIC DELIVERY COMPANY a 

8OIM SOUTHWESTERN ELECTRIC POWER COMPANY Texas Ihaustnal Energy Consumer8 33891 Dlren 

TX Generalion Sewice 

TX Eligible Fuel Expense 

TX Competilive Generation Sewice T a m  

TX Revenue Requirements 

~~ 

Cos! of Service study revenue allocation design of 
firm interruplible and hlandby Sew803 tariffs 

TX interconnection COIIS 

411812008 

41tt12008 

411112008 

411112006 

411112008 

411412008 TX 

NM design 3428120081 

O w  $5 Billion Compliance Filing 
Revenue regoremenls cos1 of s e r v e  st"@ rate 

TX Over $5 Billion Compliance Filing 312012008 

TX Over $5 Billion Compliance Filing 312012008 

NM ralederign 31712008 

TX IPCR Rider incrrsse and interim surcharge 1112612007 

GA allocation ILR Rider spinning resewetanff RTP 1012412007 

TX Acquisition public interest 811412007 

TX CeMcate of COn~enienCB and NBCBSSNY 813012007 

Revenue reqoremenfs cost of servre slvdy (COS) 

Return M equity cost of sew~ce  sludy revenue 
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25226-U 

25226U 

070052 El 

33734 

32795 

32795 

33672 

33567 

TYPE JUriddiCtiOn subject 

Rebuttal GA Disuiminalory Pncing Service Temlmal Transfer 

Direct GA Dircilminalani Pridng Service Territorial Transfer 

Direct FL Nuclear uprate cos1 recovery 

Diiecl TX cenflwte 01 convmence ana N ~ C ~ B S ~ I ~  

Rebuttal Remana TX lnlere~l rate an Stranded cost reconc~l~allm 

Remand TX Interest rate on Stranded cost re~~n~ i l ia l ion  

Rebullal TX CREZ Nominalions 

0,rect TX Transition to Compelit on 

'ROJECT UTILITY ON BEHALF OF 

G1201 ALTAMAHA ELECTRIC MEMBERSHIP CORPORATION SP Nwrapnnl Company 

61201 ALTAMAHA ELECTRIC MEMBERSHIP CORPORATION SP Nwspnnf Company 

70502 PROGRESS ENERGY FLORIDA m n a a  inausinai power tisers ~ m u p  

70603 ELECTRIC TRANSMISSION TEXAS LLC Texas InduStnaI Energy C ~ n 6 u m ~ r s  

60601 TEXAS PUC STAFF Texas lndumal Energy Con~umers 

60601 TEXAS PUC STAFF Texas lndustnal Energy Consumers 

50103 TEXAS PUC STAFF Texas Industrial Energy Consumers 

50701 ENTERGY GULF STATES UTILITES TEXAS Texas lndustnal Energy Consumers 

50103 TEXAS PUC STAFF Texas lndustnal Energy Consumem 

61 101 AEP TEXAS CENTRAL COMPANY Texas lndurlriat Energy Consumers 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas Industnal Energy Consumers 

61 101 AEP TEXAS NORTH COMPANY T ~ X ~ B  inaurtnai E W Q ~  consumers 

61 101 AEP TEXAS CENTRAL COMPANY Texas InduStnaI Energy Consumers 

50701 T ~ X ~ S  ~ ~~~~ inaustnai EMQY consumers ENTERGY GULF STATES UTILITIES TEXAS 

41219 AEP TEXAS NORTH COMPANY Texas lndvstnal Energy Consumers 

50701 ENTERGY GULF STATES UTILITIES TEXAS  exa as inausinai E W Q ~  consumem 

GO104 SOUTHWESTERN ELECTRIC POWER COMPANY Texas lndu~li ial Energy Conrumerr 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas Industrial Energy Canrumerr 

60303 GEORGIA POWER COMPANY ManUfaduiers Group 

60503 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas Industrial Enelgy Consumers 

60503 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas InduLtnaI Energy Consumem 

80503 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas Induslnal Energy Consumerr 

60503 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas Industrial Energy Conburners 

Georgia Induslrial GrauplGeargia Textile 

50701 ENTERGY GULF STATES UTILITIES TEXAS T B X ~ S  inausinai Energy consumeis 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas InduBVlal Energy Consumers 

60601 TEXAS PUC STAFF Texas lndurlnal Energy Consumers 

33672 

33309 

32710 

33310 

33309 

711 712007 

71612007 

611 9l2W7 

61Sl2007 

611 512007 

61612007 

512 112007 

412712007 

Direct TX CREL Nominations 412412007 

Ciosr-Rebut$al TX Cost AlloCation Rate Design Riders 41312007 

Cross Rebuttal TX F U ~ I  and Rider IPCR ~ e m n c t i a i ~ ~ n  311612007 

32598 Direct TX Fuel Remnul ation 

33586 Direct TX Humcane Rile remnstw~l l~n  c m l ~  

311 312007 

311 312007 

212812007 

211512007 

113012007 

112912007 

1 I1 812007 

23540-u Direct GA Fuel Cost Rewvely 111 112007 

32765 Cross Rebultal TX COLI aiiomon cost of s e w m   ate aescgn 11512007 

32765 Ulred TX Cos1 allDCalion Cost of sewice Rate design 1212212OOG 

32766 DlreCl TX Revenue Requiremenis 1211 712006 

32766 Dllecl TX Fuel Reconcilali~n 1211 712006 

50101 CDLQUITl EMC ERCO woriawae 2 3 5 4 W  DlreCt GA Service Ternlory Transfer 0811 0106 

32907 Cross Rebuttal TX Humcane Rita ieconslruc1#0n cos15 

32907 DireCi TX Humcane RiIa recon~tw~~l ion costs 

327% Cross Rebultal TX Stranded Cast Real l~wt i~n 

10112106 

10109106 

09107106 
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60501 TEXAS PUC STAFF T e x a ~  IndULlnaI Energy Consumers 32795 Direct TX Stranded Cost Reallocation 09107106 

60104 SOUTHWESTERN ELECTRIC POWER COMPANY Texas lnduslnal Energy Cons~mers 32672 DlreCl TX ME SPPTran~ferof Ceitificale IO SWEPCO 812312006 

50503 AEP TEXAS CENTRAL COMPANY Texas lnduslnal Energy Conrumeis 32756 Direct TX Rider CTC design and wsI recovery 06124106 

07126D6 60503 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas IodVSInal E n e W  Cansumerr 32665 DlWCt TX Fuel Surcharge 

I 8 0 m  PUBLIC SERVICE ELECTRIC AND GAS COMPANY NW JWW tame EWQY consumers 171406 DlreCl NJ Gas Delwely Cost allocation and Rate design 06121106 

Georaia lnduslnal GrouolGeomia Textile 
60303 GEORGIA POWER COMPANY Manufanuiers Group 22403-U Direct GA Fuel Cast Remvely Allowance 05105106 

50503 AEP TEXAS CENTRAL COMPANY Texas InduSInal Energy Consumers 32475 CmES Rebuflal TX ADFIT Bene61 04127106 

50503 AEPTEXAS CENTRAL COMPANY Texas IndUSInal Energy Consumers 32475 Dlrecl TX ADFIT Beneflt Oat1746 

41229 TEXAS NEW MEXICO POWER COMPANY Texas IndUItnal Energy Consumers 31994 CmsiRebullal TX Sfranded Costs and Other True-Up Balances 3'1612W6 

41229 TEXAS NEW MEXICO POWER COMPANY Texas Industrial Energy Consumers 31984 DlieCt TX Slranded CDElS aiid Other True Up  balance^ 311 012006 

50303 SOUTHWESTERN PUBLIC SERVICE COMPANY Occidenlal Power Markelma ER06 168 001 0,reCl NM Fuel Rewncilialmn 31612006 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas lnduslnal Energy Consumers 31544 Cross Rebuttal TX Transition to Compelition Costs 01113106 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas IndUStnal Energy Consumeis 31544 omct TX Tran~ition lo Compelition costs 0111305 

BPU EM05020106 
50601 AND EXELDN CORPORATION Retail Energy Supply Aslocialion OAL PUC 1874 05 Surrebuttal NJ Merger 1212212005 

Occidenlal Periman Lld 

PUBLIC SERVICE ELECTRIC AND GAS COMPANY New Jersey Lame Energy Consumers 

Ocudenlal Penman Lld EL05-14002 
50705 SOUTHWESTERN PUBLIC SERVICE COMPANY Owdental Power Marketing ER05-168-Wl ReSp"S,Ve FERC Fuel Cost adruslmenl clause (FCAC) 1111812005 I PUB, lr SFRVICE ELECTRIC AND GAS COMPANY New JeEW Lame Enerw Consumers BPU EM05020106 . -  I 50601 AND EXELON CORPORATION Retail Enemy Supply AeSOciatlOn OAL PUC 1674 05 Direcl NJ MerQer 1111412M5 

50102 PUBLIC UTILlTYCOMMISSlON OF TEXAS Texas l-duslnal Energy Consumers 31540 orrecl TX Nadal Market Prolocols 1111Ol2005 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas ldustnal Energy Consumers 31315 CmsS-Rebuttal TX Recovery of Purchased Power capacity Costs I Ol412005 

50701 ENTERGY GULF STATES UTILITIES TEXAS Texas lnduslnal Energy Consumeis 31315 Dlied TX Recowry 01 PUrCnaLed Power Capacity Costs 912212005 
Occidental Penman Ltd EL05-I9002 

50705 SOUTHWESTERN PUBLIC SERVICE COMPANY Occidental Power Marketing ER05 186 001 ReSpOMVe FERC Fuel Cost AdJurlmenl Clause (FCAC) 911912005 

50503 AEP TEXAS CENTRAL COMPANY Texas Industnal Enelgy COn6umeis 31056 Diced TX Stranded C051G aod Other True Up B a l a w b  B12f2w5 
Occiaenfal Penman Lld EL05-19-00 

50705 SOUTHWESTERN PUBLIC SERVICE COMPANY Occidental Power Markellng ER05166 00 Dlrecf FERC Fuel Cas1 adlurtmenl clause (FCACI 61l912006 
Georgia Industrial GroupIGeorgia Tedile 

50203 GEORGIA POWER COMPANY Manufacturers Group 19142 U DlP2Ct GA Fuel Cost Recovery 4i812W5 

41230 CENTERPOINT ENERGY HOUSTON ELECTRIC LLC Texas Indusln~l Energy Conrumen 30706 DlreCl TX Competition Transillon Charge 311612005 

41230 CENTERPOINT ENERGY HOUSTON ELECTRIC LLC TexaS InduEInal Energy COnaUmeR 30485 Supplemental Direct TX Financing Order 111412005 

41230 CEMERPOIM ENERGY HOUSTON ELECTRIC I L C  Texas IoduIIrlal Energy Consumer, 30465 oirec, TX Financing Order t1712005 
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<OJECT UTILITY ON 8EHALF OF Docket 

8201 PUBLIC SERVICE COMPANY OF COLORADO Colorado Energy Consumers 04s 164E 

8201 PUBLIC SERVICE COMPANY OF COLORADO Colorado Energy Con~umers 045 164E 

6244 GEORGIA POWER COMPANY Manufacturers Group 183w-u 

8195 CENTERPOINT RELIANT AND TEXAS GENCO Texas Indusfnal Energy COnBume~L 29526 

6156 AND POWER COMPANY Georgia Industrial Group 17667 Ult7688 U 

8148 TEXAS-NEWMEXICO POWER COMPANY Texas Induslnal Energy Consumeis 29206 

8036 CONECTIV POWER DELIVERY New Jersey Large Energy Consumen ER03020110 

8111 AEPTEXASCENTRAL COMPANY Teras lndu~lnai Energy Consumers 26840 

8085 CONECTIV POWER DELIVERY New Jersey Large Energy Con~umerr ER03020110 

7850 RELIANTENERGY HL8P Texas lndustnal Energy Consumem 26195 

Georgia lndurtnal GroupIGeorgia Textile 

GEORGIA POWER COMPANYISAVANNAH ELECTRIC 

Proceedings 

Regulatory 
TYPE Jur4sdiCfion SvbleCl DATE 

Cross Answer CO Cost 01 Service Study talenuplible Rale Deryjn 1211312004 

A"SWB, CO 'Cost of Sewace Study, IntermptiDle Rate Desyn 1011212004 
,Revenue Requiramenls Revenue Allocation Cos1 Of 

GA Sew~ce Rate Design ECOnOmiC Development 1 m 1 2 w 4  

Direct TX TweUp 61112004 

~ ~~ 

Dlrecl 

DlieCl GA Demand Side Management 511412004 

DlreCt TX ,Trueup 312912004 

Suiiebultal NJ Cost of Service 31t612004 

Rebuttal TX Cost Allocation and Rate Design 21412004 

0,rect NJ Cos1 Allocation and Rate Design 11412004 

912312003 Supplemenla1 D recl TX Fuel Reconcil allon 

8045 VIRGINIA ELECTRIC AND POWER COMPANY V~rggm~aComm~ltee for Fair Ut lily Rates PUE 2003 00285 Direct 

8022 GEORGIA POWER COMPANY Manufacturers Group 17066U Direct 

8002 AEP T E M S  CENTRAL COMPANY Flinf Hilts ReSow~eP LP 25395 DlreCt 

7857 PUBLIC SERVICE ELECTRIC AND GAS COMPANY New Jersey Large Energy Consumers ER02050303 Supplemental 

Georgia 1,ldustnal GrouVGeorgia Textile 

7650 RELIANT ENERGY H L W  Texas lnduslnal Energy Consumers 26195 DireCI 

7657 PUBLIC SERVICE ELECTRIC AND GAS COMPANY New Jersey Laqe Energy Consumers ERO2050303 SuriebvItal 

7636 PUBLIC SERVICE COMPANY OF COLORADO Colorado Eneqy Consumer6 02S312EG Answer 

7857 PUBLIC SERVICE ELECTRIC AND GAS COMPANY New Jersey Large Energy COnaumeiS ER02060303 Direct 

7863 DOMINION VIRGINIA POWER Virginia Commiltee for Fair Ulilih Rates PUE 2001 00306 DlrWt 

7718 FLDRIDAPDWER CORPORATION Florida lndurlnal Power Users Group 000826El Direct 

7633 GEORGIA POWER COMPANY Manuiacturers Group 1400C-U D,Wct 

7555 TAMPA ELECTRIC COMPANY Flonda lndustnal Power usen Group UlOW1 El Direct 

7656 SOUTHWESTERN ELECTRiC POWER COMPANY Texas lndustnal Energy Canrvmeir 24486 Direct 

~~ 

Georgia lnduslnal GrouplGeorgia Texlile 

7647 ENTERGY GULF STATES INC Texas lndumal Energy Coneuiners 24469 Direct 

7608 RELIANTENERGY HL8P Texas Industrial Energy Consumels 23950 Direcl 

915120031 
VA Stranded Cost 

GA Fuel Cas1 Recovery 

TX Delivery Service TariH Issues 

NJ Cost d Service ~ 

TX Fuel Reconciliation 

NJ Revenue Allacaton 

CO lncenl~e Cost Adlustment 

NJ Revenue Allocation 

VA Generaton Market Pnces 

FL Rate D e s w  

GA Rate Design 

FL Rale Design 

TX Delay of Retail C o m p s t i t i ~  

TX Delay of Relail Competttion 

TX Price 10 Beat 

Cost of Service Study Revenue AIIo~alion 

712212003 

51912003 

311412003 

1213112002 

1211612002 

11 12212002 

1012212002 

811212002 

ll18iZW2 

1011212W1 

10112l2001 

9124RW1 

912212001 

71312W1 

Georgia lndYS1nal GrouplGeargia Textile 
7593 GEORGIA POWER COMPANY ManYtaduieis Group 13711-u Dren GA Fuel Cost Recovery 511 112W1 
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ON BEHALF OF Wckel N P E  JurihdlCUon subject DATE 

Georgia lndustnal GmuplGeorgia Textlie 12498 U 13305-U 
PROJECT UllLITY 1 

511112W1 

Texas lnd~rlnal Energy Consumen 22356 Rebullal TX ,AllocationiCotlecllon of MYnlopal Franchise Fees 313112001 

22351 TX Enygy@fic~ncy Costs 212212001 Cross-Rebultat 

GEORGIA POWER COMPANY 
13306U Dl,*d GA Integrated Rewur~e Plannlng 7520 SAVANNAH ELECTRIC 8 POWER COMPANY Manufadarers Gmup 

7303 ENTERGY GULF STATES INC 

i3w SOUTHWESTERN puatic SERVICE COMPANY ~ e x a r  ~ndustnai ~ n e t g y  Consumers ~ 

Texas lndurfnat Energy ConsumeiB 22352 22353 22354 Cross Rebwal TX A I I ~ c ~ ~ ~ M I C O I I ~ C ~ ~ O ~  of Mvnlclpal Franchlde Fees 2l20iZM1 

Georgia Induslnal GmuplGeorgla Textile 
211612W1 Manufaaurerr Gmup 

Texas InduStnaI Energy Consumers 22352 22353 22354 Supplemenlal Direct TX Transmission Cost Recovery Factor 211 312001 

13140-U Direct ~~ GA lnlermptible Rate Design ~~ 

~ 

7305 CPL SWEPCO andWTU 

7310 TEXASNEW MEXICO POWER COMPANY 

7308 TXU ELECTRIC COMPANY Texas Industrial Energy Conrumerr 22350 Cross Rebuttal TX Unbundled Cost of Service 

7303 ENTERGY GULF STATES INC Texas lndmtnai Energy Consumers 

7308 TXU ELECTRIC COMPANY Texas lndusliial Energy Conruiners 

Texas Industnal Energy Consumen 22349 CmSJ-Rebuttal TX Rate Design Zll21ZWt 

211212W1 

22356 Cross Rebultal TX Stranded Cost Allo~atlon 21612Wl 

22350 DUeCt TX Rate Design 21512001 

7303 ENTERGY GULF STATES INC 

7307 RELIANT ENERGY HL8P 

7303 ENTERGY GULF STATES INC 

1307 RELIANT ENERGY HL8P 

7375 

7375 

1308 TXU ELECTRIC COMPANY 

7308 TXU ELECTRlC COMPANY 

7305 CPL SWEPCO and WTU 

CENTRAL POWER AND LIGHT COMPANY 

CENTRAL POWER AND LIGHT COMPANY 

Texas lndusfnal Energy CanSumers 

Texas Industnal Energy Consvmen 

Texas tndmtnal Energy Consumers 

Texas Industrial Energy Consumers 

Texas Induslna! Energy Cansumerr 

Texas lndustnal Energy Consumerr 

Texas lnduslnal Energy COnSYmeR 

Texas IndusLnal Energy Cansumen 

Texas Industrial Energy ConsumeTB 

TX 22358 

22355 Crass Rebutlal TX 

22356 DlreCt TX 

22355 Direct TX 

22352 Cross Rebuttal TX 

22352 OlieCl TX 

22350 DlWCt TX 

22350 CrOSsRebullal TX 

22352 22353 22354 c,rect TX 

SUpplemenfal Drea Rate De61gn 1125120n1 

Slranded Cos1 AIloCaUOn 111212Wl 

Slranded Cost Allocation 11912001 

Cosl AIloCafIDn I 211 3nono 

CTC Rate Design 121112000 

Cos1 Allocation 111112WO 

Cost Allocation 1 lltl2WO 

cos, AllOcatlO" 111112000 

EXCBIS Cast Ovei Market 111112000 

Texas lndustnal Energy Consumeis 22344 DlreCt TX GenencCuslomer Classer 1011412WO 

Texas lnduslnal Energy Consumers 22350 Direct TX Excess Cost Over Market 1011012WO 

Texas lnduetnal Energy Consumers 22344 Rebuttal TX Excess Cost Over Markel 101112000 

7315 VARIOUS UTILITIES 

1308 TXU ELECTRIC COMPANY 

7315 VARIOUS UTILITIES 

7310 TEXASNEW MEXICO POWER COMPANY 

7310 TEXAS NEW MEXICO POWER COMPANY 

7307 RELIANT ENERGY nL8P Texas Industnal Energy Consumeis 22355 Cross Rebuttal TX EXC~SS Cost Over Market 

7307 RELIANT ENERGY HL8P 

7334 GEORGIA POWER COMPANY ManuladUrels Group 11708U RebYItal 

Texas Industrial Energy Conrumen 22349 CrossRebullal TX Generic Customer C l s ~ s e ~  101112000 

Texas lndusliial Energy Consumels 223d9 Dli%! TX Excess Cost Over Market 912112000 

912612WO 

Texas Industnal Energy Consumen 22355 c,rect TX Excess Cost Over Market 911[112WO 

Georgia Industnal GmupIGeotggla Texllle 
312412000 GA R I P  Petition 
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Georgia lndurlnal GmupIGeorgia Textile 

31112oao GA RTP Pel ion 

CO Merger 

7334 GEORGIA POWER COMPANY Manutaauiem Gmup 11708-U Direct 

121111008 

1112411990 

7232 PUBLIC SERVICE COMPANY OF COLORADO Colorado lnaYmal ~ n e r g y  Consumers 99A 377EG A"hWB, 

7258 TXU ELECTRIKCOMPANV- Texas lndustnal Enemy Consumers 21527 DlieCl 

7246 CENTRAL POWER AND LIGHTCOMPMY T ~ X ~ S  inaumsi E W J ~  conrumer~  21526 DKed TX Sewnlvation 1112411090 

TX Sewnitzat~on 

71111998 

512111990 

7142- SHARYLAND UTILITIES L P Shaiylana Utilltlee 20202 Rebullal TX Cenifl~dte Of Convenience and N e ~ e ~ s i l y  41301io90 
lcoioraao inaustnai ~ ~ g y  consumers , 

7030 SAVANNAH ELECTRIC AND POWER COMPANY Various Indmtnal Customers 10205-U DlWCt GA Fuel Costs 11111990 

-~ ~ 

7060 PUBLIC SERVICE COMPANY OF COLORADO IGroup 06A511E DlreCI co ~AllOcallO" oi Pollution conti.3 costs 31111889 

VA Unbundled Rater 7080 VIRGINIA ELECTRIC AND POWER COMPANY Virginia Committee for Fair Ulhty Rates PUE060813 Direcl 

7080 CORPORATION Rales PUE960614 Direct VA Unbundled Rates 
AMERICAN ELECTRIC POWER SERVICE Old Dommon COmmiRee for Fair UtiIty 

6945 TAMPA ELECTRIC COMPANY Flonda lnduslnal Paver Users Group 95n379 EI DlECt FL Revenue Requirement 101111996 

101111996 

61111998 

GA Revenue Requirement 

VA Altemat~ve Regulalo(y Plan 

6673 GEORGIA POWER COMPANY Geoigia lndustnal Group 0355 u DlECt 

6729 VIRGINIA ELECTRIC AND POWER COMPANY Viminia Committee tor F m  Ultlity R a m  PUEQ60036 PUE050296 DlCeCl 

6713 CENTRAL POWER AND LIGHT COMPANY T ~ X ~ S  inaustnai ~ n e r g y  c o n ~ ~ m ~ r ~  16095 TX IRR 11111008 

6562 HOUSTON LIGHTING & POWER COMPANY Lyondelt Petrochemical Company 06 02667 oliecl 

6758 SOUTHWESTERN ELECTRIC POWER COMPANY Texas IndUstnal Energy Consumers 17460 D W C l  TX Fuel Re~~nciiialion 121111007 

Cross Rebuttal 

1007 COURT ktenuplible Power 

6120 VIRGINIA ELECTRIC AND POWER COMPANY Vliglnia Committee inor Fair Ulllly Rates PUE050036 PUEO60296 Direct VA Alternalre Regulatoiy Plan 121111007 

6713 CENTRAL POWER AND LIGHT COMPANY Texas Industrial Energy Cansumen 16005 Dtrecl 

6M6 ENTERGY TEXAS ~ e ~ a ~  inaYmai E W Q ~  consymer6 18705 Rebuttal 

6646 ENTERGV TEXAS Texas IndYBlOal Energy Comumers 16705 Rebultal 

6646 ENTERGY TEXAS Texas Induma1 Energy Consumers 473.96 2285116705 Direct 

6846 ENTERGY TEXAS Texas IMuItnaI Energy Consumers 16705 Direct 

6744 TAMPA ELECTRIC COMPANY Flonda IndYItrial Power Users Group 070171 EU Direct 

5632 MISSISSIPPI POWER COMPANY Colonla1 Plpellne company 05 UN 300 Direct 

6558 TEXAS NEWMEXICO POWER COMPANY Texas Industfnal Energy Consumers 15560 Direct 

5508 TEXAS UTILITIES ELECTRIC COMPANY Texas Industrial Energy Consumers 15195 DlleCt 

TX Rale Design 121111007 

TX Cornpetilive Issues 101111997 

TX Competition tnii11~07 

TX Rate Design 91111997 

81111997 TX Wholesale Sales 

FL lntermptible Rate Design 51111907 

MS Intenuptible R a w  21111097 

TX Competition 1111111996 

TX Treatment a i  margtns 91111996 

B1611096 E475 TEXAS UTILITIES ELECTRIC COMPANY Texas lndustnal Energy Consumers 15015 DIRECT 

6440 CENTRAL POWER AND LIGHT COMPANY Texas InduIlnal Energy Consumers 14055 DlieCl TX Ouantificafion 71111096 

TX Real Time Pncing Rales 
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PROJECT UTILITY ONBEHALFOF Docket TYPE Jur8sdiction Subpet DATE 

6449 CENTRAL POWER AND LIGHT COMPANY Texas Induslnal Energy Consumers 14965 Direct TX Interruptible Raler 51111996 

6523 PUBLIC SERVICE COMPANY OF COLORADO Muniple Intewenms 95A-531EG AlISWbT CO Merger 41111996 

6235 TEXAS UTILITIES ELECTRIC COMPANY ITexas Industrial Energy Consumers 13575 Direct TX Compemve I S B Y ~ S  41111996 

6391 HOUSTON LIGHTING a POWER COMPANY  race w R a company 13988 Rebuttal TX Rate Design 81111995 

6449 CENTRAL POWER AND LIGHT COMPANY Texas lndumal Energy C o n s ~ m ~ r s  14965 Rebuttal ~ TX lnlemrplible Rates 51111998 

M35 SOUTHWESTERN PuBLLC SERVICE COMMISSION Texas Induslnal Energy Cons~meis 14499 DlreCl TX A q u w o n  ~ 11I1l19Q5 

6353 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas Induslnal Energy Consumers 14174 Direcl TX cost\ng of on-system sales 81111995 

6157 WEST TEXAS UTILITIES COMPANY Texas lnduslnal Energy Cons~mers 13369 Rebuttal TX Cancellali~n Term 61111995 
~~ ~ 

~~~~~ 

6391 HOUSTON LIGHTING 8 POWER COMPANY Grace W R 8 Company 13988 TX Rate Design 71111695 

6157 WESTTEXAS UTILITIES COMPANY 'Texas lntiurtnal Energy Consumers 13369 DlCW, TX CancsllaL~on Term 71111985 

6296 GEORGIA POWER COMPANY Georgia Intius1nal Group 5691 U Dl,Wl GA EPACT Rale Maling Standards 51111995 

6295 GEORGIA POWER COMPANY Georgia lnduslnal Group 560au Supplemenlal ~~ GA Cost of Service U I 1 1 9 ~  

I 

6298 GEORGIA-rOWER CZMPJPNY Georgia lnduslnal Group 5601 U ~~ Rebullal GA EPACT Rate Making Standards 51111995 - 

511ll995 VA Integrated Resource Planning 6276 COMMONWEALTH OF VIRGINIA VCFURIODCFUR WE840067 Rebuttal 

41111995 

41111995 

co cor1 Of Sewlce 6063 PUBLIC SERVICE COMPANY OF COLORADO Muniple Intervenors 941d30EG Rebuttal 

6063 PUBLIC SERVICE COMPANY OF COLORADO Multiple Intervenors 941430EO Reply CO DSMRider 

6295 GEORGIA POWER COMPANY Geoigia lnduslnal Gmup 5600-U Dire0 GA Interruptible Rale Design 31111995 
~ -~~ 

31111995 VA EPACT RBI-MBking Standards 6278 COMMONWEALTH OF VIRGINIA VCFURIODCFUR PUE840067 Dlred 

6125 SOUTHWESTERN PUBLIC SERVICE COMPANY Texas lndustnal Energy Consumers 13158 DUed TX DSMRider 31111995 

6235 TEXAS UTILITIES ELECTRIC COMPANY Texas Industrial Energy Consuines 13575113749 Dime TX Cos1 of sewice 21111995 

8061 HOUSTON LIGHTING a POWER COMPANY Texas lndYstna1 Energy Consumers 12065 Direcl TX Rate Design 11111995 

6181 GULF STATES UTILITIES COMPANY Texas lndustnal Eiiergy Consumers 12652 DlECl TX Cornpefilive Alignment Proposal 111111994 

6061 HOUSTON LIGHTING 8 POWER COMPANY Texas lndustnsl Energy Consumers 12065 DlWCt TX Rate Design 111111994 

5929 CENTRAL POWER AND LIGHT COMPANY Texas lnduslnal Energy Consumers 12820 Diiecl TX Rate Design 1011 I1 994 

6063 PUBLIC SERVICE COMPANY OF COLORADO Multiple lnlewenw~ 941-430EG A"SWer,"g co COmpellllon 21111995 

6107 SOUTHWESTERN ELECTRIC POWER COMPANY Texas lndusfnal Energy Consumerr 12855 Dllecl TX Fuel Re~~n~i l ia l ion  61111994 

61 12 HOUSTON LIGHTING a POWER COMPANY Texas lndurfnal Energy Consumers 12957 DlreCt TX Standby Rates 71111994 

5698 GULF POWER COMPANY MSC Group 931044 Ei Diiecl FL Standby Rates 71111694 
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71111994 5698 GULF POWER COMPANY M i s e  Giovp 931 M4-El Rebultal 

6043 EL PAS0 ELECTRIC COMPANY PhelpS Dodge Corporation 12700 DlWCt TX Revenue Requiremen1 61111994 

6062 GEORGIA PUBLIC SERVICE COMMISSION Georgia lndurtnsl Group 4822 U DlreCt GA Avoided Casts 51111994 

8075 GEORGIA POWER COMPANY Georgia lndmtnal Group 4895 u DlreCl GA FPC Ceniflcation Filing 41111994 

FL Competition 

~~ 

6025 MISSISSIPPI POWER &LIGHT COMPANY MlEG 93 UA 0301 COrnmenlS ~ !Ss _Enaranmenlal Cost RBMYBP/ Clause 11111994 

5971 FLORIDA POWER 8 LIGHT COMPANY Flanda lndustnal Power Unem Group 940042 El DlreCl FL Section 712 Standards d 1992 EPACT 11111994 
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WHAT PROCEDURES ARE USED IN A COST-OF-SERVICE STUDY? 

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

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

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

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

gives the total cost for each class. 

Identifying the utility’s different levels of operation is a process referred to 

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

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

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

Federal Energy Regulatory Commission (FERC). 

Once costs have been functionalized, the next step is to identify the 

primary causative factor (or factors). This step is referred to as classification. 

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

Demand (or capacity) related costs vary with peak demand, which is measured in 

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

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

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

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

is measured m kilowatt-hours (or kWh). Energy-related costs include fuel and 
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variable O&M expense. Customer-related costs vary directly with the number of 

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

customer service. 

Each functionalized and classified cost must then be allocated to the 

various customer dasses. This is accomplished by developing allocation factors 

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

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

each class caused the utility to incur the cost. 

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

SERVICE STUDY? 

A properly conducted class cost-of-service study recognizes two key cost- 

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

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

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

both the timing and rate of energy consumption (ie., demand) are critical 

Because electricity cannot be stored for any significant time period, a utility must 

acquire sufficient generation resources and construct the required transmission 

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

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

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

the utility to invest in generation and transmission facilities. 
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WHAT FACTORS CAUSE THE PER-UNIT COSTS TO DIFFER AMONG 

CUSTOMER CLASSES? 

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

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

transformers and distribution systems to provide the electricity at lower voltage 

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

(e.g., firm or non-firm). In general, industrial consumers are less costly to serve 

on a per unit basis because they: 

1. Operate at higher load factors, 

2. Take service at higher delivery voltages; and 

3. Use more electricity per customer. 

Further, non-firm service is a lower quality of service than firm service. Thus, 

non-firm service is less costly per unit than firm service for customers that 

othetwise have the same characteristics. This explains why some customers 

pay lower average rates than others. 

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

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

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

distribution voltage (either primary or secondary) than at transmission voltage, 

which is generally the level at which industrial customers take service. This 

means that the cost per kwh is lower for a transmission customer than a 

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

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

secondary distribution, 
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In addition to lower losses, transmission customers do not use the 

distribution system. Instead, transmission customers construct and own their 

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

transmission level customers who do not use that system. Distribution 

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

facilities to provide service. Secondary distribution customers require more 

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

to Serve each type of customer. 

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

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

customer basis. 

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

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

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

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

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

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

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

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

therefore require twice as much capacity to serve the 40% load factor customer 

as the 80% load factor. Said differently. the fixed costs to serve a high load 

factor customer are spread over more kwh usage than for a low load factor 

customer. 
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Classification of Distribution Network Costs 

Q HOW HAS PEF CLASSIFIED PRIMARY AND SECONDARY DISTRIBUTION 

INVESTMENT? 

A PEF has classified all primary and secondary distribution investment to demand. 

Only meters and service laterals were classified as customer-related. 

Q 

A 

WHAT ARE PRIMARY AND SECONDARY DISTRIBUTION INVESTMENT? 

Primary distribution facilities are those investments contained in FERC accounts 

364, 365, 366 and 367. They are generally related to those distribution facilities 

that are rated between 600 and 34.500 volts. Secondary distribution facilities 

consist of lower voltage lines and line transformers. Line transformers step 

electricity down from primary to secondary voltage. The latter investments are 

booked in FERC account 368. 

Q SHOULD ALL PRIMARY AND SECONDARY DISTRIBUTION BE CLASSIFIED 

AS DEMAND-RELATED? 

No. The primary purpose of the distribution system is to deliver power from the 

transmission grid to the customer, where it is eventually consumed. Certain 

investments (e.g., meters, service drops) must be made just to attach a customer 

to the system. These investments are customer-related. The remaining 

investment is needed to provide sufficient capacity to meet customer demands 

when they arise. This portion of the distribution investment is demandrelated. 

Thus, distribution investment can be either demand-related and/or customer- 

related 

A 
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1 Q  

2 

3 A  

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q 

17 

18 A 

19 

20 

21 

22 

ARE CERTAIN DISTRIBUTION INVESTMENTS, OTHER THAN THE METER 

AND SERVICE DROP, ALSO CUSTOMER-RELATED? 

Yes. A portion of the primary and secondary distribution "network"+nsisting of 

poles, towers, fixtures, overhead lines and line transformers-is also customer- 

related. Classifying a portion of the distribution network as customer-related 

recognizes the reality that every utility must provide a path through which 

electricity can be delivered to each and every customer regardless of the peak 

demand or energy consumed. Furher, that path must be in place if the utility is 

to meet its obligation to provide service upon demand. 

If PEF were to provide only a minimum amount of electric power to each 

customer, it would still have to construct nearly the same miles of line as it IS 

currently required to serve every customer. The poles, conductors and 

transformers would not need to be as large as they are now if every customer 

were supplied only a minimum level of service, but there is a definite limit to the 

size to which they could be reduced. 

HOW SHOULD THE CUSTOMER-RELATED PORTION OF THIS 

INVESTMENT BE DETERMINED? 

This requires an engineering analysis. The customer-related portion is 

representative of the investment required simply to attach customers to the 

system, irrespective of their demand and energy requirements. Consider the 

diagram below. This shows the distribution network for a utility with two 

customer dasses. A and B. The physical distribution network necessary to 
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1 

2 

attach Class A, a residential subdivision for example, is designed to serve the 

same load as the distribution feeder serving Class 8. a large shopping center or 

small factory. Clearly. a much more extensive distribution system is required to 

attach a multitude of small customers than to attach a single larger customer, 

even though the total demand of each customer class is the same. 

Q IS IT A RECOGNIZED PRACTICE TO CLASSIFY A PORTION OF THE 

DISTRIBUTION NETWORK AS CUSTOMERRELATED? 

Yes. For example, the NARUC Manual states that: A 

69 

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



8 

9 
10 
11 
12 

Distribution plant Accounts 364 through 370 involve demand and 
customer costs. The customer component of distribution facilities 
is that portion of costs which vanes with the number of customers. 
Thus, the number of poles, conductors, transformers, services, 
and meters are diredly related to the number of customers on the 
utility's system. (NARUC, EIectric Cost Allocation Manual at 90). 

Also, a survey conducted by Duke Power Company to evaluate the distribution 

costing practices used in the electric utility industry concluded that: 

The accounts (364, 365, 366. 367, 368) which represent 
conductors and transformers investment are split approximately 
70% demand and 30% customer. The remaining accounts (369, 
370, 371, 373) are primarily customer-related. 
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PROGRESS ENERGY FLORlDA 
whr Electric FaciUties are Sized to Meet Peak Demand 
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PROGRESS ENERGY FLORIDA 
Analyok of Monthly Peak Demands 

As a Percentage of the Annual System Peak 
Years 2oM-zoo8 
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PROGRESS ENERGY FLORIDA 
Analysis of System Beak Load Characteristics 

2004-2008 I Actual1 and Test Year 

Peak MinhUM Average Average Peak Average NOR- 
Line Year Demand Demand Demand Months Peak Months  

(4) 

6 
7 

8 
9 
10 
11 
12 

2004 

2005 

2006 

2007 

2008 
Test Year 

2004 

2005 
2006 

2007 
2008 

Peak Demand (MW) 

9.125 6,017 8,113 8,880 7,565 

10,094 6,414 8,284 9,032 7,749 

10,405 6.812 8.514 9,578 7,754 
10,210 6,797 8,773 9,933 7,945 

1 1,400 7,374 9,210 10,244 8.471 

10,226 6,424 8,420 9,519 7,635 

Ratio Analysis 

Minimum to Average to NonPeak Months to Peak Annual Load 
Annual Peak Annual Peak Months-I Demand Factor 

Peak Months to Avg NonPeak 

66% 

63% 
64% 
65% 

67% 
Average (Actual) 65% 

Test Year 65% 

89% 

82% 
82% 

82% 
86% 
84% 

81% 

17% 

25% 

17% 
24% 
25% 
21% 
21% 

83% 58% 

75% 53% 
77% 52% 

75% 53% 
78% 53% 
77% 

74% 

54% 
49% 

73 



Docket No. 890079II 
Reserve Margins 
Exhibit JP-3 

PROGRESS ENERGY FLORIDA 
Reserve Margins as 

a Percent of Firm Peak Demand 

Average Average Ratio of Peak to 
Peak Non-Perk Non-Peak 

Line Year Data Months Months Marains 

(1) (2) (3) 

1 2004 Actual 14% 39% 35% 

2 2005 Actual 10% 35% 27% 

3 2006 Actual 21% 46% 47% 

4 2007 Actual 18% 49% 38% 

5 2008 Actual 1 7% 48% 36% 

6 2010 Test Year 16% 42% 38% 
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PROGRESS ENERGY FLORIDA 
Estimate of Ahematbe Resource lnvesmnl Required to Serve Peak Demand Only 

Res- at the Current Cost of Peaking CapacHy 
(Dollar Amownk in $000) 

3s of 12131mg 

L& Plant Name 

1 N o t e  Unit 1 
2 Andote Unit 2 

3 Bartow UnR 1 
4 Barlow Unit 2 
5 Barlow Unil3 

6 Crystal River Unit 1 
7 Crystal River Unit2 

7 Ctystal River Unit 3 

6 Ctystal River Unit 4 
9 Ctystal River Unit 5 

10 Suwannee Unit 1 
11 Suwannee Unit 2 
12 Suwannee Unit 3 

COIRbhdCV Cle 
13 Hines Energy Complex 1 
14 Hines Energy Complex 2 
15 Hines Energy Complex 3 
16 Hines Energy Complex 4 
17 Tiger Bay 
18 

19 
20 
21 
22 
23 
24 
25 
26 
27 

28 

Uiversiiy of Florida 

Com)K* tion Tu~bine 
Avion Park Peakers 1-2 
Barlow Peakem 14 
Bayborn Peakem 14 
DeBary Peakers 1-10 
Higgins Peakem 1 4  
lntercesslon City Pkrs 1-14 
Rm Phar Peaker 1 
Suwannee Peakers 1 3  
Tumer Peakers 1-4 

Total Production Plant 

Nameplate 
InService Capacity 

Year Mw 
(1) 

1974 
1978 

1958 
1961 
1963 

1966 
1969 

1977 

1962 
1964 

1953 
1954 
1956 

1999 
2W3 
2GQ5 
2007 
1997 
1994 

1968 
1972 
1973 

197576.92 
1969-1971 

1974,93,97.w 
1970 
1980 

1970-74 

(2) 

556.2 
556.2 

127.5 
127.5 
239.4 

440.5 
523.8 

617.4 

739.3 
739.3 

34.5 
37.5 
75.0 

546.6 
548.2 
561.0 
810.0 
276.1 
43.0 

67.6 
222.8 
226.6 
861.2 
153.4 

1,255.3 
19.3 

183.6 
181.0 

Actual 
EPlS Rahnce 

(3) 

$314,035 

$125.654 

$448.607 

$831.466 

$932,514 

$36,536 

$1.076.008 
$82.413 
$23.367 

$10.082 
$27.368 
$24.321 

$154,350 
$19,015 

$254,103 
$3.567 

$32,434 
$25.809 

EPlS Balance 
at Current 
CT Cost 

(4) 

$162.835 
$182,835 

$41,912 
$41,912 
$78.696 

$144.602 
$172,165 

$288,711 

$243,024 
$243,024 

$11,341 
$12,327 
$24,654 

$179,679 
$160,205 
$164,413 
$200.520 
$91.418 
$14,135 

$22,215 
$73,239 
$74,554 

$283.095 
$50,426 

5412.630 
M.344 

f80.353 
$59.499 

3 . 2  $4,421,874 $3,540,985 

29 Perce- of Actual Re6ource bwealnant yule to SawePeak Demand Only = 80.1% 
*#.a% - - 30 Percentage of Actual Resource Invesbmnt Mad. For Other Reasens 
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Docket No. 090079-El 
Derivation of AED 
Allocation Factor 
Exhibit JP-5 

PROGRESS ENERGY FLORIDA 
Derivation of Production Plant Atlocation Factors 
Average and Excess Demand Allocation Method 

Test Year Em#rrp December 31,281 0 

Cdncident Average Demand Excess Demand A&E 
L k  Rata Class Peak Amount Percent Amount ptrce~t Factors 

1 Residential 

2 General Service Non-Demand 

3 General Service 100% LF 

4 General Service Demand 

5 Curtailable/lntermptible 

6 LigMng 

7 TotldRetail 

(1) (2) (3) (4) (5) (6) 

4,331 2,383 50.527% 3,647 71.584% 60.437% 
236 156 3.302% 187 3.677% 3.478% 

10 10 0.220% 0 0.008% 0.120% 

2,280 1,802 38.198% 1,042 20.446% 29.844% 

349 323 6.859% 1 72 3.382% 5.223% 
9 42 0.894% 46 0.903% 0.898% 

4,716 100.00096 5.094 100.000% 100.000% 7,215 

(4) 

(6) 

Column (1) - Column (2) 

Column (3) x 53% + Column (5) x 47% 
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Derivation of AED 
Allocation Factor 
Exhbi  Jp-6 

PROGRESS ENERGY FLORIDA 
Derivation of Production Plant Allocation Factors 

SummerlWinter CP Demand Allocation Method 
Test Year Endinol December 31.2010 

Line Rate Class - 

1 Residential 

2 General Service Non-Demand 

3 General Service 100% LF 

4 General Service Demand 

5 Curtailablellntenuptible 

6 Lighting 

7 Total Retail 

Winter Summer 
Peak Peak 

00 
(1 1 (2) 

5,722 4,930 
249 322 
10 10 

2,031 2,542 
373 369 

Average 
0 

(3) 

5,326 
205 
10 

2,286 
37 1 

Summer 
Winter 

CP Factors 

(4) 

64.31% 
3.45% 
0.13Yo 
27.61% 
4.40% 

5 0 3 0.03% 
0,391 0,172 0,202 100.00% 

Sourn: MFR scfieduk E-9 
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Docket NO. 090079-El 
Cost Study 

Page 1 of 2 
Exhibtt JP-7 

PROGRESS ENERGY FLORIDA 
Summary of Class Cost of Service Study Results at Present Rates 

Average md Excess Mothod for Production Plant, 
SummerMllnter Coincident Peak Method for Transmission 

Test Year Ending December 31,2010 
JDsllar Amounts tn Thousands) 

Gen Sew Gen Sew Gen Sew Curtallable/ 
Total Resldentlal NonDemand 1 W L F  Demand Inhmuptlble Ltghtlng (LS) 

- Lln. Summery of Resub Retall (RS) (OS-1) (OS-2) (GSD, SS-1) (CS,SSJ,IS,SS-2) enegy Facilities 

(1) (2) (3) (4) (5) (6) (7) (8) 

$244,282 $36.861 $135,620 1 TotalRateBase $6,236,627 53,948,782 $236,046 $9,310 $1,627,717 

DevebpnwntOTRetmtm: 

2 Present Class Revenue 
3 Present Revemte Credlts 
4 TotalRevenues 

$1,446,466 $900,566 $64,691 $2,639 $365.172 $48.403 $8,225 S60.750 . , .. 
$69,455 $50,978 $3,498 $243 $12,543 $1,490 $233 $470 

$68,189 $2,802 $3n,715 $49,893 $6,458 $61,220 $1,517,921 $951,564 

$53,352 $2,419 $311,379 $44,274 $7.814 $48.605 

$66,336 $5.618 -01,356 $12,615 

2.30% -3.68% 9.30% 

5 Less: Total Operating Expanses $1,249.337 $781.494 

6 Equals: Return Earned (L. 4 - L. 5) $268.584 $170,070 $14,837 $463 

7 Rate Of Return Earned (L. 6/ L.l) 4 31% 4.31% 6.26% 4.97% 4.08% 

8 Relative Rate Of Return (L.7 As A Pct Of Total) 100 100 146 116 95 53 (85) 21 6 

-$6,110 -58,003 -$4.808 $11,071 9 Subsidy [(L.1 X 4.31%-L.6) X 1.633811 $0 $110 $7,630 $102 
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cost study 
Exhibit JP-7 
Page 2 of 2 

PROGRESS ENERGY FLORtDA 
Summary of Class Cost of Service Study ResustS at Present Rates 

12 CP - l M 6 A D  Method for Production Plant, 
SummerMnnter Coincbnt Peak Method for Transmission 

Test Year Ending December 31,2010 
/Dollar Amounts In Thousands) 

Gen Sew Oen Sew Gen Sew Curtallable/ 
IntermptlMb Lighting (LS) Total Realdentla1 Non Demand 100% LF Demand 

Line SUmmny of Results Retall (RS) (OS-1) (05-2) (Om, SS-1) jCS,SS-J,lS,SS-2l Energy FaclHHes - 
(1) (2) (3) (4) (5) (8) (7) (8)  

$247,521 $36,855 $135,620 1 Total Rate Basa $6,238,615 $3,929,217 $235,689 $9,523 $1,644,201 

2 Prwenl Class Revenue 
3 Present Revenue Credits 
4 Total Revenues 

$64,691 $2.639 $365,172 $46,403 $6,225 $60,750 
$1,407 $202 $470 

$68,188 $2.878 $377,442 $46,810 $6,427 $61,220 

$1,448,466 $900,566 

$1,517,918 $951,956 
$69,452 $51,370 $3,497 $239 $12,270 

$52,788 $2.502 $318.083 $43,786 $6.105 $48.605 5 Less: Tdal Operating Expenses $1,249,371 $777,504 

$6,024 $322 $12,615 6 Equals: Return Earned (L. 4 - L. 5) $268,547 $174,452 $15,400 $376 $59,359 

7 Rate of Raturn Earned (L 6/ L.1) 4.3Ooh 4.44% 6.53% 3.95% 3.61% 2.43% 0.67% 9.30% 

8 Relative Rate of Return (L.7 as a pct of total) 100 103 152 92 64 57 20 216 

9 Subsidy [(L.l X 4.304h-L.6) X 1.633811 $0 $8,664 $0.585 -$55 -$18,653 -$7.566 $2,066 $11,072 
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Docket No. 090079Il 
Revenue Allocation 
Exhibit JP-8 

PROGRESS ENERGY FLORIDA 
Proposed Class Revenue Allocation 
Test Year Endina December 31,2010 

Line Rate Revenues Proposad Increase Relative - No. Schedule (SOW) Amount ($000) Percent Increase 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

Residential 

GS-I 

GS2 

GSD-I 

GSDTransferred to GS 

cs-1 ,CS2 

IS-1, IS-2 

ss-1 

ss-2 
ss-3 

LS-1 

Lighting Facilities 

Total Retail 

$900,586 $258,574 

64,691 20,600 

2,639 1,187 

346,517 181 ,81 1 

18,148 5,539 

3,782 1,129 

41,344 22.802 

507 142 

2,937 712 

341 228 

6,225 3,198 

60,750 0 

$1,448,467 $495,922 

28.71% 

31.84Yo 

44.98% 

52.47% 

30.52% 

29.85’Yo 

55.15% 

28.01% 

24.24% 

66.86% 

51.37% 

0.00% 

34.24% 

84 

93 

131 

153 

89 

87 

161 

82 

71 

195 

150 

0 

100 

Source: MFR Schedule E-5 
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Page 1 of 2 
Exhibit JP-9 

PROGRESS ENERGY FLORIDA 
Recommended Class Revenue Allocation 

Average and Excess Method 
Test Year Endina Decern ber 31.2010 

Base 
Revenues at Recommended 

Present Allocatlon Relatlve - Line Rate Ckas Rates (SOOO) Amount ($006) Percent Increase 
(1) (2) (3) (4) 

1 Resldential 

2 GeneralServke 

3 General Service 100% LF 

4 General Service Demand 

5 Curtailablellntermptible 

Lighting: 

6 Energy 

7 Facilities 

8 Total Retail 

$900.586 $321,153 35.7% 

64,691 11,566 17.9% 

2,639 656 24.9% 

365,172 138,537 37.9% 

48,403 25,022 51.7% 

6,225 3,234 51.9% 

60,750 0 0.0% 

$1,448,466 $500,169 34.5% 

103% 

52% 

72% 

110% 

150% 

150% 

0% 

100% 
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Revenue Allocation 
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Exhibit JP-9 

PROGRESS ENERGY FLORIDA 
Recommended Class Revenue Allocation 

12CP-ll13th AD Method 
Test Year Endinm Doc ember 31.2010 

Base 
Revenues at Recommended 

Present Ailocatbn Relathre 
- Line Rate Class Retea (so00) Amount (SOOO) Percent IIWWS~ 

(1) (2) (3) (4) 

I Resklentisl 

2 General Service 

3 General Service 100% LF 

4 General Servke Demand 

5 Curtailablellnterruptible 

L i i  hting : 

6 Energy 

7 Facilities 

8 
Total Retail 

$900,586 $309,555 

64,691 10,394 

2,639 822 

365,172 151,054 

48,403 25,122 

6,225 3,222 

60,750 0 

$1,448,466 $500,169 

34.4% 

16.1% 

31.2% 

41.4% 

51.9% 

51.8% 

0.0% 

34.5% 

100% 

47% 

90% 

120% 

150% 

150% 

0% 

100% 
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Docket No. 09007B-EI 
Cost Study Results 

Page I of 2 
Exhiblt JP-I 0 

PROGRESS ENERGY FLORtDA 
Summary of Class Cost-of-Service Study Results 

At Present Rates and Recommended Class Revenue Atlocation 
Average and Excess Method for Production Plant, 

SummerMTinter Coincident Peak Method for Transmission 
Test Year Endina Decembr 31.2010 

Present Rates Recommended Allocation 

- Line R8te Class Return ROR (tooo) Return ROR ($000) 
Rateof Relatlve Subsidy Rateof Relative Subsldy 

(1) (2) (3) (4) (6) 

1 Residential 4.31% 100 $110 9.28% 101 $4,678 

2 General Service 6.29% 146 7.638 9.28% 101 260 

3 General Service 100% LF 4.97% 116 102 9.28% 101 11 

4 General Service Demand 4.08% 95 (6.1 10) 9.28% 101 1,928 

5 CurtrllrblellnterruptMe 2.30% 53 (8,003) 6.57% 93 (2,566) 

6. Lightlng: 

7 Energy -3.68% -85 (4,808) 1.69% 18 (4,530) 

8 Facilities 9.30% 216 11,071 9.30% 101 198 

9 TotdRetaii 4.31% 100 ($0) 9.21% 100 ($0) 
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Cost Study Results 

Page 2 of 2 
ExhiMt JP-10 

PROGRESS ENERGY FLORIDA 
Summary of Class Costof-Sewice Study Resuits 

At Present Rates and Recommended Class Revenue Allocation 
12CP-ll13th AD Method for Production Plant, 

SummerMlinter Coincident Peak Method for Transmisslon 
Test Year Endlna December 31,2010 

Present Rates Recommended Allocation 

- Line h t 0  ck8S Return ROR ($000) Return ROR (SOOO) 
Rateof Relative Subsidy Rateof Relatlve Subsidy 

(1 ) (2) (3) (4) (5) (6) 

1 Resklentlill 

2 BemralServke 

3 General Service 100% LF 

4 General Service Demand 

5 Curfallable/lntermptlble 

6 Lighting: 

7 Energy 

8 Facilities 

9 TOWRe(dl 

4.44% 103 

6.53% 152 

3.95% 92 

$8,684 

8,585 

(55) 

3.61% 84 ( I  8,653) 

2.43% 57 (7,566) 

0.87% 20 (2,066) 

9.30% 216 11,072 

4.30% 100 ($0) 

9.23% 100 

9.23% 100 

9.23% 100 

9.23% 100 

8.65% 94 

$1,345 

90 

4 

626 

(2,281) 

9.23% 100 14 

9.30% 101 203 

9.21% 100 0 
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DWkd NO. 090679-El 
Coot-E?fectiveness 
Exhlbit JP-11 

E Y E m  
IO  121 (31 141 

s*vmos COSTS COSTS B E N M  

TOTM AWIDED A W E D  
FUEL6OLM T L D W .  GENCAP. TOTU 

yE*R um1 L(m1 W m1 Wml 
2M18 0 0 0 0 
XQa 9.179 25.4s 34.675 
2010 5.553 m.563 U,W 
2011 15.W 27.913 43,683 
2 0 ~ 2  18,gY) 2 9 , a  4.818 
m i 3  22.oro U.312 55.252 
2014 19,w 32.252 51,315 
2015 17.374 33.078 50452 
2018 

2018 

m 
m1 
2022 , 

m i 7  

m i 9  

23,582 
22.173 
21,491 
1 9 . w  
20.018 
19,147 
18.l84 
18.508 
18.191 
17.6% 
19,673 
17.558 
17.817 
18.785 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

~~ 

53.- 
5 2 . W  
57.782 
M.341 
M.139 
63,417 
53.542 
82.m 
70.119 
69.825 

8 9 . m  
71.897 
7%145 
74.342 
78.712 
7WS1 
81.U25 
85,370 
86.881 
Ig.874 
92.m 

m.yB 

NdMINU yB.MI  0 1.UB.BU 1,881,857 

N W  189.0?0 0 4rO.m , m.Un 

PROGRESS ENERGY FLORIDA 
Cost-Effecthreness of Interruptible Load 

W e  lmoact Measure (RIM) Test 

SMO P q m m  Admln 

COSTS 
UO7,oM - Mnual L W I n C M  prPMIc IpM 

151 161 171 I81 191 
TOTAL UTlLm 

FUEL6OMI P R O O M  INCENTIVE REVENUE TOTAL 
INCREASE COSTS PAYMENTS LOSSES W8T8 

slow1 scam1 SlDml W mr Slow1 
0 0 n n 
0 75 
0 75 
0 75 
0 75 

75 0 
0 75 
0 75 

75 0 
75 0 

0 75 
0 75 
0 75 
0 75 
0 75 
0 75 
0 75 
0 75 
0 75 
0 75 
0 75 

75 0 
0 75 
0 75 
0 75 

75 0 
0 75 
0 75 
0 75 
0 75 

48,185 
48,195 
48,185 
48,195 
48.1% 
48,195 
48,185 
48,195 
48.1% 
48,186 
4.195 
4 ,195 
4,195 
4.195 
4,195 
48,195 
48,195 
48,185 
48.1% 
48,185 
48,185 
4.195 
48.185 
48.185 
4,185 
46,195 
48,195 
4,195 
49,195 

UB 
225 
225 
215 
1 
4 

425 
557 
303 
m 
8 

I C 6  
om 
429 
541 
545 
4% 
431 
545 
423 
229 
229 
229 
250 
250 
250 
250 
231 
351 

48,w 
46,495 
48,495 
48.495 
48.271 
4,274 
48.695 
48.827 
48,573 
48,570 
48,278 
4,378 
48.899 
48.899 
48.812 
48.817 

48,702 
48,815 
48.703 
46,498 
48.498 
4,m 
48,m 
48,m 
48.m 
48.501 
48.501 
4,821 

48,mi 

0 2.175 1.339.659 8.881 1.550.714 

0 501 49J.342 3.050 497,193 

Wi 

N e  
MNEFlTll 

I(W1 
0 

-1 1.334 
-14.388 
.2.632 
133 

8.981 
5,011 
3 ,79  
8 .W 
5,431 
11.222 
18.281 
17.783 
16.518 
18.843 
15,457 
23,303 
23.Z4 
23.808 
2 2 . m  
25.294 
26.W 
27.843 
30212 
32.431 
31525 
38.889 
39,183 
42,173 
48,065 

533,143 

95.209 

CUMWW 

0 
150 
150 
150 
150 
150 
150 
150 
150 
150 
150 
150 
I50 

PMnpenD hW pa Pa) MU I m n t ~ e  

150 
150 
1YI 
150 
150 
150 
150 
150 
150 
150 
150 
150 
150 
150 

150 
150 

2447 S 10.49 
2447 
2447 
2447 
2447 
2447 
2447 
2447 
2447 
2447 
2447 
2447 
2U7 

O9RC-FIPUGPODZ-39-1 

85 



Docket No. 090079-El 
Depreciation Exp. Adjustment 
Exhibit JP-12 

PROGRESS ENERGY FLORIDA 
Estimated Impact of Revised Life Spans on 

Depreciation Expense 
Based on Proiected Test Year Ended December 31,2010 

Year PEF Pmposed Accrual (Exh No. PT-9) Recommended 
Linc Plant Name IkSewke Retirement LifeSpan ACCNal Retirement Life Span A C C N ~  Reduction - 

(1) (2) (3) (4) (5) (6) (7) (8) 

I 
2 

3 Totalatenn-CoalPtant 

Crystal River 1 & 2 
Crystal River 4 & 5 

1968 2020 
1983 2035 

4 
5 
8 
7 
8 
9 
10 

11 

Hines Energy Complex 1 1999 2028 
Htnes Energy Complex 2 2003 2033 
Hines Energy Complex 3 2005 2035 
Hines Energy Complex 4 2007 2037 
Tiger Bay 1997 2038 
UniveMy of Florida 1994 2033 
Eartow CC 2009 2039 

7- COmMned Cpck 

52 $16,154.730 
52 24,595,986 

$40,750,696 

29 11,809,123 
30 10,631,004 
30 11,405,557 
30 13,438.283 
41 1,776.081 
39 1,286,999 
30 33,269,192 

$83,416,239 

$124,166,935 

2023 
2038 

2034 
2038 
2040 
2042 
2038 
2033 
2044 

55 $14,364,800 $1,789.930 
55 22,335,453 2,280,513 

$36,700,253 $4,050,443 

35 9,017,227 
~ 35 8.813,892 

35 9,575,806 
35 11,393,172 
41 1,778,081 
39 1,286,999 
35 28.457,532 

$70,320,709 

$107,020,962 

2,591,890 
1,817,112 
1,629,751 
2,045,111 

0 
0 

4.81 1,660 

$1 3,095,530 

$1 7.1 45,973 12 T W E x W n g ) P W  
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Docket No. 090079-EI 
Capital Structure 
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Exhibit JP-13 

Tabla xni QUALITY ME 

(w) R) (%) (%) 

78.5 5.3 0.2 15.9 

50.7 4.5 0.3 4 4 4  

51.2 2.1 5.7 40.9 

55.3 1 4  0.3 39.9 

49.2 3.5 0.0 47.3 

83.5 3.5 0.4 32.8 

49.0 10.3 4.2 38.1 

48.3 0.0 0.0 53.0 

70.9 3.3 0.0 25.8 

48.1 4.8 2.4 4 . 8  

20.2 5.2 1.8 88.8 

44.0 0.0 5.2 50.7 

48.0 20.7 0.0 29.5 

52.1 2.9 0.0 45.0 

45.1 11.3 0.0 43.0 

48.9 9.1 0.0 43.4 

41.4 1.5 0.0 57.1 

54.1 2.2 2.2 41.8 

48.8 2.5 1.1 47.8 

53.8 2.4 0.5 3 3 . 5  

M.7  8.3 1.0 58.1 

40.9 14.7 0.0 44.4 

53.5 4.3 0.0 42.3 

48.5 2.1 0.0 51.4 

52.7 2.2 0.0 45.1 

42.4 0.0 M na 
24.8 3.3 0.0 72.2 

51.3 1.9 0.0 43.3 

53.8 7.0 0.3 38.9 

43.8 1.8 3.1 51.5 

48.8 1.7 0.0 48.2 

I%) 1%) (10 

77.8 7.2 0.2 

51.0 4.0 0.3 

49.1 2.4 8.0 

52.5 5.0 0.3 

42.5 7.8 0.0 

82.9 3.4 0.4 

40.9 10.4 4.7 

44.1 1.4 0.7 

70.3 3.3 0.0 
48.5 5.3 2.5 

23.3 19.7 1.8 

41.8 6.1 4.9 

31.2 24.0 1.1 

52.0 3.1 0.0 

U . 5  10.8 0.0 

52.3 2.8 0.0 

41.9 0.7 0.0 
51.2 5.8 2.2 

48.1 4.0 1.2 

49.7 4.9 0.5 

37:4 0.0 1.0 

40.7 14.8 0.0 

57.2 2.8 0.0 

48.4 1.4 0.0 
48.4 4.2 0.0 

43.0 3.5 0.0 

20.9 4.2 0.0 

51.7 1.8 3.8 

55.2 8.9 0.3 

44.9 1.2 3.2 

49.5 0.1 3.5 

(%) 

15.0 

4 4 8  

42.5 

41.2 

49.7 

33.3 

34.9 

53.8 

28.4 

43.7 

55.5 

47.3 

43.7 

44.9 

44.9 

44.9 

57.4 

41.0 

48.7 

44.8 

81.8 

44.7 

40.2 

50.1 

47.5 

53.5 

75.0 

42.9 

37.8 

50.7 

48.9 

a7 

I%) 00 I%) 

82.1 4.3 0.2 

42.3 5.3 0.4 

na na M 

49.9 9.9 0.3 

44.8 3.4 0.0 

511.0 9.1 0.4 

45.3 9.1 4.8 

42.8 8.1 0.8 

83.7 2.6 0.0 
49.8 5.2 2.8 

14.5 30.5 1.7 

41.0 12.8 4.5 

30.8 28.8 1.1 

48.5 0.0 0.0 

39.5 20.0 0.0 

b8.4 8.2 0.0 

37 5 8.8 0.0 

58.4 0.9 2.5 

4 4 . 0 5 . 1  1.3 

48.5 5.8 0.5 

38.2 0.9 1.0 

35.0 20.4 0.0 

52.4 9.8 0.0 

37.6 7.9 0.0 

45.7 3.2 0.0 

37.9 7.0 0.0 

20.9 3.6 0.0 

47.3 1.7 4.0 

48.7 18.7 0.3 
41.9 1.6 3.8 

49.8 0.1 3.8 

I%) 

13.5 

52.0 

na 

39.8 

52.0 

32.6 

40.8 

50.3 

33.7 

42.8 

53.3 

42.0 

39.5 

51.5 

40.4 

45.4 

55.9 

40.2 

49.5 

45.1 

59.8 

44.5 

37.8 

54.5 

51.0 

55.1 

75.5 

47.1 

34.3 

52.8 

48.5 

1%) (%) (%) 

85.7 2.3 0.2 

48.0 1.5 0.4 

43.3 8.2 6.4 

48.8 7.7 0.4 

47.3 0.0 0.0 

83.3 4.7 0.4 

41.2 7.2' 5.7 

48.8 2.8 0.8 

88.4 2.4 0.0 

48.4 8.3 2.9 

18.0 23.5 2.1 

44.9 3.3 4.8 

38.9 17.5 1.3 

42.7 4.1 0.0 

50.0 9.4 0.0 

53.2 0.2 0.0 

37.8 4.7 0.0 

58.3 8.7 3.0 

47.5 2.3 1.5 

57.4 1.2 0.8 

38.5 0.0 1.1 

36.8 17.4 1.2 

57.3 5.1 0.0 

44.8 2.0 0.0 

47.6 8.0 0.0 

41.8 8.5 0.0 

20.8 4.4 0.0 

48.2 1.9 3.9 

51.5 0.5 1.0 

45.0 1.5 3.8 

54.3 0.0 3.4 

(XI 
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44.4 
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Docket No. 090079-El 
Capital StNCtUm Ad]. 
Exhibit JP-I4 

PROGRESS ENERGY FLORIDA 
Impact of Capltal Structw~ Adjustment 

Test Year Endm 12/31/2010 
Dollar Amounts in Thousands) 

Pie-Tax 
Total SP=* P r o m  System FPSC FPSC Cost Weighted Weighted - Line CbSSo1c.pIW PerBookr Awstments Aqustrnents Adlusted Fsctof Adjusted RaHo Rate Cost Cost 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 
13 

Common Equtty 

Preferred Stock 

Long Term Debt-Frxed 

Short Term Debt 

Customer Deposits Active 

Customer Depostts Inactive 

Investment lax Credlts 

Deferred Income Tax 

FAS 109 DIT - Net 

(1) 

$4,603.867 

$33,497 

$4,443,979 

$72.883 

$188.256 

$1,902 

$6,083 

5495,822 

(2) 

($4,825) 

50 

$0 

(57.833) 

$0 

$0 

$0 

$160,089 

(3) (4) 

($744,436) $3,854.606 

($5,422) $28.075 

($719,337) $3,724,642 

(510,529) $54,521 

($30,473) $157,783 

(5308) 51,594 

($985) $5.098 

($106,171) $549,740 

(5) (6) 

75.95% 52,927,761 

75.95% $21,324 

75.95% $2,829.047 

75.95% 541,411 

75.95% 5119,844 

75.95% $1,211 

75.95% $3,872 

75.95% 5417,554 

(71 

46.93% 

0.34% 
45.35% 

0.66% 

1.92% 

0.02% 

0.06% 

6.69% 

(8)  

12.54% 

4.51% 

6.42% 

5.25% 

5.95% 

0.00% 

9.50% 

0.00% 

(9) 

5.88% 

0.02% 

2.91% 

0.03% 

0.11% 

0.00% 

0.01% 

0.00% 

(101 

9.61% 

0.03% 

2.91% 

0.03% 

0.11% 

0.00% 

0.01% 

0.00% 

($193,855) $0 $31,379 ($162.476) 75.95% ($123.409) -1 98% 0.00% 0.00% 0.00% 

Total 59,652,434 $147,431 ($1,586,282) $8,213,583 $6,238,617 - 100.00% 8.97% 12.71% 

PEF Proposed 13.23% 

Rate Base 56,238,617 
Impact on Revenue Deflciency 532,861 - 
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CERTIFICATE OF SER VICE 

I HEREBY CERTIFY that a true and correct copy of the foregoing Florida Industrial 

Power Users Group’s Testimony and Exhibit of Jeffry Pollock has been served by First Class 

United States Mail this lo* day of August, 2009, to the following: 

Robert Scheffel Wright/John T. LaVia 111 
Young van Assenderp, P.A. 
Florida Retail Federation 
225 South Adam Street, Suite 200 
Tallahassee, Florida 32301 
SWright@VV 1aw.nei 

Richard D. Melson 
705 Piedmont Drive 
Tallahassee, Florida 323 12 
rick@melsonlaw.com 

Cecilia Bradley 
Office of Attorney General 
The Capitol, PLOI 

cecilia.bradlev@nvfl oridaleaal.com 
TalIaha~~ee, Florida 32399-1050 

Katherine E. Fleming 
Senior Attorney 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 
keflemin&sc.state. fl.us 
kvouna@osc.state.fl.us 
cklanck@osc.state.fl.us 
esavler@usc.state.fl.us 

J.R. Kelly/Charles Rehwinkel 
Office of Public Counsel 
1 1 1 W. Madison Street, Room 8 12 

Rehwinkel.Charles(1eg.state.fl.us 
tall ah^^, Florida 32399-1400 

James W. Brew/F. Alvin Taylor 
Brickfield Law Firm PCS Phosphate - 
White Springs 
1025 Thomas Jefferson Street, NW 
Eighth Floor, West Tower DTriulett@CarltonFields.com 

jav.brew@bbrslaw.com 

J. Michael WallsDianne M. Tripplett 
Carlton Fields Law Firm 
Post Office Box 3239 
Tampa, Florida 33601-3239 

Wa~hington, D.C. 20007-5201 

d Vicki Gordon Kaufman 
Vicki Gordon Kaufinan 


