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Ms. Blanca S. Bayd, Director
Division of the Commission Clerk and
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Administrative Services
Florida Public Service Commission

2540 Shumard Oak Boulevard, Room 110
Tallahassee, FL 32399-0850

Florida Power & Light Company’s Request for Confidential Classification of

Re:
Material Provided pursuant to Audit No. 01-067-4-1

Dear Ms. Bay6:
I enclose and hand you herewith for filing in the above-referenced matter, the original and

two (2) copies of Florida Power & Light Company’s (“FPL”) Request for Confidential
Classification in connection with Audit No. 01-067-4-1. The original includes Exhibits A, B, C

and D. The two copies include only Exhibits B, C, and D.

Exhibit A contains the confidential information that is the subject of FPL’s Request for

Confidential Classification. Exhibit A is submitted for filing in a separate, sealed folder or
carton marked “EXHIBIT A ~ CONFIDENTIAL.” Exhibit B is an edited version of Exhibit
A, in which the information FPL asserts is confidential has been blocked out, Exhibit C contains
FPL’s justification for its request for confidential classification. Exhibit D contains affidavits in

support of FPL’s Request for Confidential Classification. Also included is a computer diskette
containing the electronic version of FPL’s Request for Confidential Classification and Exhibit C,

in Microsoft Word format.

Pursuant to rule 25-22.006(3)(d) of the Florida Administrative Code, FPL requests
confidential treatment of the documents in Exhibit A pending disposition of FPL’s Request for=.

Confidential Classification.
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Ms. Blanca S. Bayo, Director
Division of the Commission Clerk
and Administrative Services
Florida Public Service Commission
September 27, 2001

Page 2

Finally, enclosed is an additional copy of FPL's Request for Confidential Classification.
Please stamp file this additional copy and return to FPL at your convenience.

Please do not hesitate to me at (305) 552-4657 should you or your Staff have any
questions regarding this filing.

Thanking you for your attention to this matter, I remain,

Sincerely,

@ C

Robert E. Stone
Attorney

RES/sm

Enclosures



BEFORE THE

FLORIDA PUBLIC SERVICE COMMISSION

In re: Florida Power & Light Company’s )
Request for Confidential Classification )
Of Material Provided pursuant to )
Audit Control No. 01-067-4-1

FILED: O3 L(-E 7

L

REQUEST FOR CONFIDENTIAL CLASSIFICATION OF MATERIALS
PROVIDED IN THE FUEL COST RECOVERY CLAUSE
PURSUANT TO AUDIT NO. 01-067-4-1

NOW, BEFORE THIS COMMISSION, through undersigned counsel, comes Florida
Power & Light Company (“FPL”) and, pursuant to rule 25-22.006 of the Florida Administrative
Code and section 366.093 of the Florida Statutes, hereby requests confidential classification of
certain materials provided to the Florida Public Service Commission (“FPSC” or “Commission”)
staff (“Staff”) in connection with Audit Control No. 01-067-4-1 (hereinafter the “Audit”). In
support of its Request, FPL states as follows:
L. Petitioner’s name and address are:
Florida Power & Light Company
P.O. Box 029100
Miami, Florida 33102-9100

Orders, notices, or other pleadings related to this request should be served on:

William G. Walker, 111 Robert E. Stone
Florida Power & Light Company Florida Power & Light Company

Vice President

215 South Monroe Street

Suite 810

Tallahassee, Florida 32301-1859
(850) 224-7595

Attorney

P.O. Box 029100 LAW/GO
Miami, Florida 33102-9100
Tel.  (305) 552-4657

Fax  (305) 552-4153

DOCUNERT M1 MRCR -DATE
| 2243 SEP2l G
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2. During the Audit, Staff requested access to various FPL reports and other
documents. By letter dated September 11, 2001, Staff indicated its intent to retain certain
workpapers for which confidential treatment previously had been requested. Pursuant to Rule
25-22.006(3)(a), FPL was given twenty-one days from the date of the letter, or until October 2,
2001, within which to file a formal Request for Confidential Classification with respect to such
workpapers. FPL hereby makes such request.

3. The following exhibits are included herewith and made a part hereof:

a. Composite Exhibit A consists of all documents for which FPL seeks
confidential treatment, whether in whole or in part. All information in Exhibit A that FPL asserts is
entitled to confidential treatment has been highlighted. Composite Exhibit A is submitted
separately in a sealed folder or carton marked “CONFIDENTIAL.”

b. Composite Exhibit B consists of edited versions of all documents for which
FPL seeks confidential treatment. All information FPL asserts is entitled to confidential treatment
has been blocked out in Composite Exhibit B.

C. Exhibit C is a table containing a line-by-line and page-by-page identification
of the information for which confidential treatment is sought, and, with regard to each document or
portions thereof, references to the specific statutory basis or bases for the claim of confidentiality
and to the affidavits in support of the requested classification. Exhibit C is sometimes referred to
hereinafter as the “Justification Table.”

d. Exhibit D includes the affidavits of Rick Del Cueto, Sol Stamm and Berta
S. Rufat.

4. FPL seeks confidential protection for the information highlighted in Exhibit A. This

Audit Control No 01-067-4-1



information principally consists of FiberNet's customer and pricing information, cost data, and
internal audits or audit reports. The information also includes detailed descriptions by location of
FiberNet's telecommunications system and equipment that would tend to reveal FiberNet's system
capabilities and/or deficiencies by location. This information, if made public, would afford
FiberNet's competitors an unfair advantage over FiberNet and would impair FiberNet's efforts to
enter into contracts on commercially favorable terms. Disclosure of pricing information and cost
data could also impair the competitive business of FiberNet.

5. Further, as Mr. Del Cueto indicates, Exhibit A includes information that contains or
constitutes FPL's internal audit controls or reports or information relating to same. Such
information is entitled to protection under section 366.093(3)(b).

6. FPL submits that the highlighted information is proprietary confidential business
information within the meaning of section 366.093(3). Pursuant to section 366.093, such
information is entitled to confidential treatment and is exempt from the disclosure provisions of the
public records law. Thus, once the Commission determines that the information in question is
proprietary confidential business information, the Commission is not required to engage in any
further analysis or review such as weighing the harm of disclosure against the public interest in
access to the information.

7. The material in Exhibit A for which FPL seeks confidential classification is
intended to be and is treated by FPL as private and has not been disclosed.

8. Upon a finding by the Commission that the material in Exhibit A for which FPL
seeks confidential treatment is proprietary confidential business information within the meaning of
section 366.093(3), pursuant to section 366.093(4) such materials should not be declassified for at

least eighteen (18) months and should be returned to FPL as soon as the information is no longer
3

Audit Control No. 01-067-4-1



necessary for the Commission to conduct its business.
WHEREFORE, for the above and foregoing reasons, as more fully set forth in the
supporting matertals and affidavits included herewith, Florida Power & Light Company

respectfully requests that its Request for Confidential Classification be granted.

Respectfully submitted,

. /’h
Robert E. Stone
Attorney for Florida Power & Light Company
P.O. Box 029100 LAW/GO
Miami, Florida 33102-9100
Tel.  (305) 552-4657
Fax  (305) 552-4153

h
Date: September 2© 2001

Audit Control No. 01-067-4-1



EXHIBIT A - CONFIDENTIAL

SEPTEMBER 2001

Audit Control No. 01-067-4-1



EXHIBIT B — NON-CONFIDENTIAL

(Edited)

SEPTEMBER 2001

Audit Control No. 01-067-4-1



COMPANY: FPUFIBERNET
TITLE: LIST OF CONFIDENTIAL WORKING PAPERS
PERIOD: ESTIMATED YEAR END DECEMBER 31, 2001
DATE: AUGUST 23, 2001
AUDITOR: RKY
WP NO. CONFIDENTIAL LOG

L NO. OF
WP NO. DESCRIPTION PAGES
1 Report 1
5 Notes from meeting with company 3
9 Notes from internal Audit Report 5
91 Info from Intemal Audit Report 1
9-1/1 Info from Intemal Audit Report 1
9-1/2 info from internal Audit Report 1
9-1/2-1 Info from Intemal Audit Report 1
43 Summary of Findings 8
43-1 Calculation of estimated 2001 charges 4
43-2 Support for Asset Accounts 1
43-2/1 Printout of all Property Assets 9
43-2/2 Printout of Pre 96 Electronics Assets 4
43-3 Calculation of Fiber Miles 1
43-31 Support for Fiber Miles 8
43-3/2 Support for Fiber Miles 4
43-3/3 Support for Fiber Miles 1
43-3/4 Support for Fiber Miles 1
43-4 Printout of Pre 98 Fiber Assets 8
43-4/1 Printout of Post 95 Fiber Assets 4
43-5 Printout of POst 95 Electronic Assets 5
43-8 Support for DS3 calculations 9
43-6/1 Support for DS3 calculations 3
43-10 Billing to FPL for 2001 1
43-10/1 First Quarter billing to FPL 6
43-10/2 Second Quarter billing to FPL 5
43-11 Info re Retum on Investment 7
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AUDIT DISCLOSURE 1

SUBJECT: FIBERNET ALLOCATION OF ASSETS AND EXPENSES TO FPL
UTILITY

STATEMENT OF FACTS: An audit of FPL’s transfer of fiber optic assets to FiberNet was

performed by the PSC staff in August, 2000. In that audit it was recommended that a different
allocation methodology be considered for the monthly charges from FiberNet to the utility. FPL
responded on February 19, 2001 describing a revised methodology.

The components of the invoice to FPL from FiberNet are a percent of depreciation expense on
assets, a percent of return on investment on assets, a percent of property taxes on assets and a
portion of expenses. The total estimated to be allocated to FPL for the year end December 31,

(&>

2001 from FiberNet follows: @,

Depreciation Expense on Electronics
used exclusively by FPL

Depreciation on Fiber for FPL use only

Depreciation on Electronics shared

Depreciation on Shared Fiber

Return on Investment

Property Taxes

Expenses

Total

Added to the above amount are sales, municipal, gross receipts and regulatory assessment taxes
estimated in the amount of] Therefore, the total estimated amount to bill FPL for 2001

IS - /——\
* ®

Billed to FPL the first quarter 2001

Billed to FPL the second quarter 2001

Disclosure 2 describes the methodology for allocating the assets. Audit Disclosure 3 discloses the
methodology for calculating the return on investment, Audit Disclosure 4 describes the allocation
of the property taxes on the assets and Audit Disclosure 5 addresses the expenses charged to

FPL. Audit Disclosure 6 includes any staff revisions because of mathematical errors and/or
methodology alternatives.
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DISCLOSURE 2

2 SUBJECT: ALLOCATION OF DEPRECIATION ON FIBERNET ASSETS

3 STATEMENT OF FACTS: The cost of the assets of the FiberNet system to FPL comprises

~ (1) depreciation expense on electronics and fiber used by FPL exclusively, and (2) a percent of
5 depreciation expense on electronics and fiber shared by FPL and FiberNet commercial customers.
& Definition of Electronics - There are buildings called huts and points of presence,
7 which house the electronics that lights the fiber (makes the fiber operable).
4 Definition of Fiber - Fiber is cable that light travel through that carries the sound
7 waves.

/¢ (1) Depreciation Expense on Electronics and Fiber used by FPL, 100%:

/1t a. Electronics: The electronics used by FPL exclusively were determined to be the pre
;3

1996 electronics on the books. The company says that these electronics are dedicated to FPL and
+2 used onlyby FPL.  The deprecjiltion rate of @l years is applied to-this balance.
B

A
7+ Depreciable Base for exclusive Electronics (per books) $

)5 . years rate
;@ Depreciation Expense to FPL
1 7 b. Fiber: The fiber used by FPL-only was determined by a study which measured the fiber
/S miles that are dedicated to FPL. The fiber used by FPL was mapped out by engineers and shows
/7 FPL connections only. From this a ratio of FPL exclusive fiber miles to the total fiber miles is
2¢  determined. The ratio is applied to the book value of the total fiber backbone miles on the books
2+ asof December 31, 2000 (both exclusive and shared.) The depreciation rate of 20 years is
2.2

applied to FPL’s portion of the shared assets. The company stated that the study will be updated
23 every year,

@ @)
=24  Fiber for FPL Use only per study
25 Total FPL exclusive miles/ Total Fiber miles
2 Total Book Value of Fiber on books 12/31/00
27 Times FPL Use only
2%
29 Times.year rate
30 Depreciation Expense Charged to FPL
3 ; A ematical as made in adding up the FPL exclusive miles. The exclusive miles are
3

instead o . This changes the ratio and the depreciation expense charged to FPL. See
33 " Audit Disclosure 6 for changes.



(2) Depreciation Expense on Electronics and Fiber shared by FPL and FiberNet Commercial

R -

customers
3 a._FElectronics: Housed in the huts or points of presence, is equipment cailed DS3. Each
“4 DS3 consists of 672 lines. A study was performed to determine the number of DS3's dedicated
S solely to FPL and the total number of DS3's. The study determined the beginning and ending
G location for all circuits used solely at FPL locations. This was compared with utility records and
7 commercial use records. From this a ratio of FPL DS3's to total DS3's is determined. The percent
z( is applied to the total shared value of electronics on the books as of December 31, 2000. The
7 company stated that the study will be updated every year.

pany y 5 pda 1yy >

1©  Shared Electronics

/1 Shared Electronics book value at 12/31/00

= FPL DS3's to Total DS3's

4 > Prorated depreciable assets

/4. Times @il year rate

/2 Deprectation Exp Charged to FPL

/G

e A math error was made in adding up the number of FPL DS3's. The number of DS3's to total
should be— This changes the depreciation expense charged to FPL. See
/% Audit Disclosure 6 for changes.

19

b. Fiber: The book value of the fiber miles determined to be used solely by FPL above is
20 subtracted from the book value of the total backbone fiber miles on the books. To this the ratio
5! of DS3's used solely by FPL to the total DS3's is applied. The DS3 ratio is applied because FPL
22 believes that usage should determine the rest of the shared lines rather than the miles. Even

23 though FPL has dedicated lines, it also is provided protected circuits in case of a fiber cut. The

2+ PSC staff also recommended that usage be used in its prior audit. The depreciation rate o
25 years is appiied to this book value.

. 7\ @

-2 & Shared Fiber
27 Total Backbone Fiber on Books at 12/31/00

2% Less FPL Exclusive Fiber above

21 Base for Shared Fiber

2e Shared based on FPL DS3's to Total DS3's above

= Prorated Depregiable Base

3 Times @ year rate

33

Depreciation Exp Charged to FPL

4 . . . . ,
= _ There is a mathematical error in the above calculation for the ed fiber. Using the company’s
=25 percent for shared DS3's, the depreciation expense should b However, this&
S¢ isalso in error as discussed above. See Audit Disclosure 6 for recalculation.
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OPINION: Except for the mathematical errors, the depreciation expense allocation method on
both FPL exclusive assets and shared assets appears to be reasonable and follows the
recommendations of the prior Commission staff audit.
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AUDIT DISCLOSURE 3
SUBJECT: CALCULATION OF RETURN IN INVESTMENT

STATEMENT OF FACTS: A return on investment rate of -is applied to the assets
described in Audit Disclosure 2.

The return on investment amount is an average of three cost rates for BellSouth Telephone which
are rated AA-. These cost rates are prepared by the Finance and Tax Division of the Florida

Public Service Commission quarterly. The three rates used for the average by FPL were (1)
discounted cash flow (2) ExAnte Risk Premium and (3) Prospective CAPM. They were
and respectively. This averages to

1 This ! is applied to: A @

/1 a. Book value of exclusive FPL electronics as

/2 of December 31, 1995(100% FPL),
/.2 b. Book value of exclusive FPL fiber as of 1/2001 (engineering drawings),
/! ¢. Book value of shared electronics calculated used by FPL

VIR RN ST

13 as of December 31, 2000, and
/(> d. Book value of shared fiber calculated used by FPL

/ %’ as of December 31, 2000. __-
/

/7 Less: Accumulated Depreciation
20 Asset Base subject to ROI
.21 Return on Investment

22 The mathematical errors in the calculations described in audit disclosure 2 change the return on
.22 investment. See audit disclosure 6 for the corrected calculation.

24 OPINION: The return on investment calculation should be reviewed with the Division of
25" Economic Regulation in Tallahassee.
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AUDIT DISCLOSURE 4

SUBJECT: ALLOCATION OF PROPERTY TAXES

exclusively by it, and its portion of the shared property.

Total property taxes estimates for 2001
Total Base assets for FPL use

Total all Assets

Ratio assets for FPL use to total

12 Ratio times property tax estimates

/3 For 2001 =

Sow Neg FLoA

STATEMENT OF FACTS: FPL is charged for property taxes on the property used

The total asset base for FPL use (exclusive and shared %) is compared to the total assets. This
ratio is applied to the estimated property taxes for total assets for 2001. The actual property
taxes for 2000 were reviewed and compared to the estimated 2001. @

@

;o Allocated Property Taxes -

/S The mathematical errors in the prior audit disclosures change the above property tax calculation.
/ 4> These changes are included in Audit Disclosure 6.

/' 7 OPINION: The method used for the allocation of property taxes appears to be reasonable.
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AUDIT DISCLOSURE 5

SUBJECT: EXPENSES ALLOCATED TO FPL FROM FIBERNET

STATEMENT OF FACTS: FiberNet expenses billed to FPL comprise the average salary of.
employees. To this an overhead rate is added for the @i employees.

The only expenses allocated to FPL for the year 2001 are based on the average salaries of
employees plus overhead of -

percent. The company stated that the headcount is the number
of people that supported the fiber network for the utility prior to the FiberNet split off. The

company also stated that this could be reviewed every year to determine a new number.

OPINION: The allocation of expenses appears to be reasonable.



AUDIT DISCLOSURE 6

SUBJECT: PSC STAFF REVISED 2001 ESTIMATED CHARGES TO FPL
FROM FIBERNET

STATEMENT OF FACTS: The schedule following this disclosure recalculates the estimated
charges to FPL for the Year End December 31, 2001. This schedule includes corrections to the

mathematical errors noted in Audit Disclosures 2 through 5, and the staff revised overall return
on investment.

Also included in the attached schedule is a reallocation of taxes.

OPINION: Based on the attached calculation by staff, FPL should be billed F from
amount

FiberNet for the second half of 2001 that is-more than the estimat
calculated by the com;%n)y as follows: <

Company Staff
Estimated 2001 cost to FPL

including taxes ANy Y

Less:
Amount billed to FPL for First half

oF 2001 incluing taxe e

Estimated Amount to be billed to FPL

for second half of 2001 per Company -

Estimate Amount to be billed to FPL

for second half of 2001 per Staff —

10



COMPANY: FPL

/
2 TITLE: RECALCULATION OF COMPANY ALLOCATION
3 PERIOD: YEAR END 12/31/2001

,_){ DATE: AUGUST 13, 2001

&>

5 RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER OP
_(7 CALENDAR YEAR 2001
8 1. Pre 1896 electronics depreciation - Base
I Depreciation Exp
/10 2. Fiber for FPL use only - per engineering drawings and
/1 spreadsheet
;2 Total FPL exclusive miles/total fiber ries - backbone onty
13
s Total Backbone Fiber on books
=y Prorated Depreciable
/= Depreciation Expense
/7

3. Post 1995 electroincs-capacity calculated as follows:

/5 Total on books for all rings
/7 Tota! FPL DS3's /Total DS3's
20
Eal Prorated depreciable base
o o N Depreciation Expense
25 4. Shared Fiber- capactty
24 Total Non-FPL Fiber shared/Total Fiber miles
285 backbone onty
Al
Q7 Total Backbone Fiber on books
23 tess FPL Exclusive Fiber determined in #2 above
< Depreciable base for shared fiber
=0 (FPL DS3's/Total DS3's)XTotal on books for each ring
S
R
25 HOWEVER, company calculated as
ey anmy
25
3 G Depreciation Expense -staff recalculated

377 Company calculated




COMPANY: FPL

{

2 TITLE: RECALCULATION OF COMPANY ALLOCATION
3 PERIOD. YEAR END 12/31/2001

“+ DATE: AUGUST 13, 2001

®

5 RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER O Tl
© CALENDAR YEAR 2001
5
X 5. Retum on investment
T FPL exclusive electronics depreciation - 100% N
16 Fiber for FPL use only
Ix Shared electronics
;2 Shared Fiber
V) Total assets for FPL use
i Less: accumutated depreciation - recaiculated below (A)
/ Asset base subject to ROl
f/
17 Recaiculated ROt
1% s, Property Taxes on the above
<1 Total property taxes estimate for 2001
-;30 Total base assets for FPL use - staff estimate
po )y Total alf assets
Qo Ratio assets for FPL use to Total
A3

Allocated Property Taxes Recalculated

24 7 Personnel expense as calcutated by company
A5
2l

277

TOTAL (a) through (g)
Total per Company estimate for 2001

Difference

2% [(A) Calctlation on Accumuiated Amorization ]
2“1 Total Assets subject to ROL
3 (O Total Fiber Assets at 12/31

31

Percent of Assets

3 5. Totat Accumutated Depreciation Balance at 12/31/00
33 Times FPL use % of assets

2+ Accumulated Depreciation Recalcutated
[CONTINUED ON NEXT PAGE ]




! COMPANY: FPL

2 TITLE: RECALCULATION OF COMPANY ALLOCATION
3 PERIOD: YEAR END 12/31/2001
~ DATE:

AUGUST 13, 2001

5 RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER OPTIC NETWORK
(>  CALENDAR YEAR 2001 -
K @&
S Total Estimated Bil to FPL before taxes
< FPL Estimated Taxes (sales, municipal, GRT and RAF)
t O
; Ty
]2  Staff Estimated Taxes
/3

7+ Amount billed to FPL for first half of 2001 {Audit Disclosure 1)

/ O |Staff estinated amount to be biled %o FPL for second half of 2007

7 An\o\mmbabmodwFPLforsemmmudm per Company
/7

A1 Difference between Company and Staff Estimate for 2nd haff
/5 of 2001
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COMPANY : FPL - FIBER NET
TITLE: ALLOCATION METHODOLOGY

MEETING WITH S. STAMM, JOSE ORTEGA, AND
MILLIE GONZALEZ

DATE: JULY 10, 2001 0\
AUDITOR: RKY %\,}'}

WP NO.

Explanation of Business:

FiberNet has two different businesses:

1. Sell capacity on a _wholesale basis.

{Carry traffic for other
carriers for example,

2. Sell Dark Fiber - that is fiber that Fiber Net has installed

in the ground but not yet operable -- called in the ground not
1it (not electronically working)

Or Divided as follows:

1. Backbone that is lit fiber that sells capacity on a wholesale
basis. Part is charged to the utility 100% and part is shared
between the utility and other commercial users.

2. Metro - Sells Capacity and Dark Fiber - utility has no part

of the metro business. Does not use its line. It is a special

ring that is different than the backbone. The two systems don’t
touch.

Get copies of the updated backbone map and get copies of the
netro m

Explanation of Allocation for DEPRECIATION, PROPERTY TAXES AND
RETURN ON INVESTMENT

Originally 100% of the J - see old audit was charged to the
utility. The utility was not charged for completing the loop on
the J. Now allocate all rather than only the J. Now there is a

new map with spurs that come out of the loops that only FPL uses
100%.

d il drawi of k m Wi r
The total backbone is broken down to fiber miles
spurs??). There are 28,000 fiber miles. The fiber network

consists of 0C48 rings (0OC48 rings = capacity). That is
38,000 individual lines. The 0C48 rings breaks down into DS

(including the

\



equipment. The DS breaks down to 672 lines each.

Fiber- (a) 100% to FPL. The fiber miles that are used 1

00% b
FPL are determined. The company says that approximatelyd
are 100% FPL and the rest are shared. How L

this? (Either on a spur or certain points where there is a
fiber used for protection and control.

(b) Allocated Fiber to FPL. The rest are shared and
allocated to FPL based on capacity as follows:

(1) The fiber ?2? 1s allocated based on the number of
DSJequipment. DS%s consist of 672 lines. The total DSthat are
dédicated to FPL vs the total DS3s. That ratic is the %

How di j W DS i
EPL uses,
Electropnics (A) 100% to FPL.

These are the buildings that house
the electronics that light the fiber. There are pre 1996

ol
=206

27
2F
29
30
Y,
Fat

23
34

=5
36
7

=

electronics that only the uriliry uses. The buildings are called
Huts or POPs. The POP is more of a jump off point where calls
can go to etc. The Hut istbre of a regeneration

facility site. egenerate the signal because losses along the
way.)

eardr e e ie Be he hel

(B) The shared portion allocated to the utility based on

The total allocation for 2001 for the shared portions is.. Is
this a combination of Fiber and Electronics? How.

This percent is applied to total depreciation, property taxes and
return on investment.

The percent is determined once a year and is static for the

entire next year. The company pointed out that in this way if

more fiber is added some might be shared and some might be
totally dedicated to FPL 100%.

‘ However, the percent will not
change until next year so FPL utility will benefit. Staff note-
It could also be the other way around.

OF EXPENSE

The only expenses allocated to the utility is a headcount.

Thg number of people that supported the fiber network for the
utility prior to fiber_net split off and selling to commercial
were determined to bei That was in 1995. This was audited in
the prior audit?? Look up:?

S'ﬁ >



FL ~

The average salar}of the.people including pensions, overhead
and b fits are allocated to the utility. The number stayed
with for 2001. It could be looked at every year to determine
a new number.
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COMPANY: FPL

TITLE: UTILITY CHARGES TO FIBERNET \
PERIOD: YEAR END 2001 NG
DATE: AUGUST 21, 2001

AUDITOR: RKY Wﬁl\@
WP NO. 9-1

REQUEST NO. 11V
CONFIDENTIAL

RE: Charges from FPL TO FIBERNET

Has this acre space been included in the charges from FPL to FiberNet for the year beginning
2001? If so, provide documentation. If not, explain why not. Has accounting identified any

other square footage that should or should not be charged to Fiber Net for 2001? If so, provide
documentation.

FPL. ANSWER AND STAFF CONCLUSION

FPL’s answer indicates that the acre space has been included in the 2001 charges from FPL to
FiberNet for the year beginning 2001. Documentation was provided. FPL’s response indicates

that accounting has not identified any other square footage that should or should not be charged
to FiberNet for 2001,

Since the space has been included in 2001, no disclosure is necessary.



/' REQUEST NO. )~
2 CONFIDENTIAL

2 RE: Charges from FPL TO FIBERNET

ot O L

0 Has this acre space been included in the charges from FPL to S'berNet for the year beginning

2

200172 so, provide documentation™ If not, explain why not:

accounting identified any

other square footage that should or should not be charged to Fiber Net for 20017 so, provide

documentation.

\
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FPL
Allocation Methodology/ FiberNet
Control #01-067-4-1

AUDIT DISCLOSURE 1

SUBJECT: FIBERNET ALLOCATION OF ASSETS AND EXPENSES TO FPL

UTILITY

STATEMENT OF FACTS: An audit of FPL’s transfer of fiber optic assets to FiberNet was
performed by the PSC staff in August, 2000. In that audit it was recommended that a different

allocation methodology be considered for the monthly charges from FiberNet to the utility. FPL
responded on February 19, 2001 describing a revised methodology.

The components of the invoice to FPL from FiberNet are a percent of depreciation expense on
assets, a percent of return on investment on assets, a percent of property taxes on assets and a
portion of expenses. The total estimated to be allocated to FPL for the year end December 31,

2001 from FiberNet follows: c C
A s )
v 2 L_{é T

Depreciation Expense on Electronics
'3 used exclusively by FPL
i‘f epreciation on Fiber for FPL use only
15 L{%QO’ = Depreciation on Electronics shared
e Lﬁepre(:iation on Shared Fiber
/7 450+ Return on Investment
1% 1575  Property Taxes
157 43 p & Expenses

20 Tou Y

2300 ~er W~

oy Added to the above amount are taxes estimated in the amount of- Therefore, the total
S estimated amount to bill FPL for 2001 is

*®
25 Billed to FPL the first quarter 2001
24

Billed to FPL the second quarter 2001

)

25 L{-g ~1°
26 Disclosure 2 describes the methodology for allocating the assets. Audit Disclosure 3 discloses the
=7 methodology for calculating the return on investment, Audit Disclosure 4 describes the allocation
2% of the property taxes on the assets and Audit Disclosure 5 addresses the expenses charged to
29 FPL. Audit Disclosure 6 includes any staff revisions because of mathematical errors and/or
3 methodology alternatives.
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~ 43 -3  Total FPL exclusive miles/ Total Fiber miles

DISCLOSURE 2

SUBJECT: ALLOCATION OF DEPRECIATION ON FIBERNET ASSETS

STATEMENT OF FACTS: The cost of the assets of the FiberNet system to FPL comprises
(1) depreciation expense on electronics and fiber used by FPL exclusively, and (2) a percent of
depreciation expense on electronics and fiber shared by FPL and FiberNet commercial customers.

Definition of Electronics - There are buildings called huts and points of presence,
which house the electronics that lights the fiber (makes the fiber operable).

Definition of Fiber - Fiber is cable that light travel through that carries the sound
waves.

(1) Depreciation Expense on Electronics and Fiber used by FPL 100%:

a._Electronics: The electronics used by FPL exclusively were determined to be the pre
1996 electronics on the books. The company says that these electronics are dedicated to FPL and
used only by FPL..  The depre 'agion rate of il years is applied t&gﬁs balance.

clusive Electronics (per books)
years rate

Depreciation Expense to FPL

Depreciable Base for

D

b. Fiber: The fiber used by FPL-only was determined by a study which measured the fiber
miles that are dedicated to FPL. The fiber used by FPL was mapped out by engineers and shows
FPL connections only. From this a ratio of FPL exclusive fiber miles to the total fiber miles is
determined. The ratio is applied to the book value of the total fiber backbone miles on the books
as of December 31, 2000 (both exclusive and shared.) The depreciation rate of 20 years is

applied to FPL’s portion of the shared assets. The company stated that the study will be updated

every year. N
S a
Fiber for FPL Use only per study .

43 =Y Total Book Value of Fiber on books 12/31/00
Times FPL Use only

Times'year rate
Depreciation Expense Charged to FPL

AT
5z

as made in adding up the FPL exclusive miles. The exclusive miles are

¥ This changes the ratio and the depreciation expense charged to FPL. See

Audit Disclosure 6 for changes.(&,‘i)’z;)

&

mathematical
instead o

U3



(2) Depreciation Expense on Electronics and Fiber shared by FPL and FiberNet Commercial
customers.

a._Flectronics: Housed in the huts or points of presence, is equipment called DS3. Each
DS3 consists of 672 lines. A study was performed to determine the number of DS3's dedicated
solely to FPL and the total number of DS3's. The study determined the beginning and ending
location for all circuits used solely at FPL locations. This was compared with utility records and
commercial use records. From this a ratio of FPL DS3'S to total DS3'S is determined. The

percent is applied to the total shared value of electronics on the books as of December 31, 2000.
The company stated that the study will be updated every year.

SRYeN L B~

® &
10 Shared Electronics W
/1 Shared Electronics book value at 12/31/00
’ o FPL DS3'S to Total DS3's y2-o (100l to- 1y
/ i Prorated depreciable assets
" Times i'ear rate
/2 Depreciation Exp Charged to FPL y ‘3431/ )
le A math error was made i ing up the number of FPL, DS3's. The number of DS3's to total
'7 " should be r This changes the depreciation expense charged to FPL. See
/& Audit Disclosure 6 for changes.
9 b. Fiber: The book value of the fiber miles determined to be used solely by FPL above is
a0

subtracted from the book value of the total backbone fiber miles on the books. To this the ratio
2! of DS3'S used solely by FPL to the total DS3'S is applied. The DS3 ratio is applied because FPL
<22 pelieves that usage should determine the rest of the shared lines rather than the miles. Even
=22  though FPL has dedicated lines, it also has to reserve commercial lines in case of a break in the

lin. The PSC staff also recommended that usage be used in its prior audit. The depreciation rate
25 of'years is applied to this book value.

2L Shared Fiber @ )
a1

(&)
Total Backbone Fiber on Books at 12/31/00 Q@
a8 Less FPL Exclusive Fiber above (#3 g2
29 Base for Shared Fiber

30

ey Shared based on.FPL DS3'S to Total DS3'S abover @
3 Prorated pepr ciable Base
33 Times ear rate

Depreciation Exp Charged to FPL ;{3 D)

‘gi There is a mathematical error in the above calculation for the shared fiber. Using the company’s
-

] percent for shared DS3's, the depreciation expense should bq However, t_h'is
3 (& s also in error as discussed above. See Audit Disclosure 6 for recalculation.( 43~/ 072"_‘7

>
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{ . . .
OPINION: Except for the mathematical errors, the depreciation expense allocation method on

both FPL exclusive assets and shared assets appears to be reasonable and follows the
3 recommendations of the prior Commission staff audit.

Y3
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AUDIT DISCLOSURE 3

SUBJECT: CALCULATION OF RETURN IN INVESTMENT

STATEMENT OF FACTS: A return on investment rate o- is applied to the assets
described in Audit Disclosure 2.

The return on investment amount is an average of three cost rates for BellSouth Telephone which
are rated AA-. These cost rates are prepared by the Finance and Tax Division of the Florida
Public Service Commission quarterty. The three rates used for the average by FPL were (/)
discounted cash flow (2) ExAnte Risk Premium and (3) Prospective CAPM. They were 18.7,
and.respectively. This averages to

10 This-is applied to: @ (8)

oxyeu R

/" a. Book value of exclusive FPL electronics as
/& of December 31, 1995(100% FPL),
) b. Book value of exclusive FPL fiber as of 1/2001 (engineering drawings),
/4 ¢. Book value of shared electronics calculated used by FPL
15 as of December 31, 2000, and
/& d. Book value of shared fiber calculated used by FPL
17 as of December 31, 2000.
/8
(7

Less: Accumulated Depreciation
2O Asset Base subject to ROI
& ! Return on Investment

22 The mathematical errors in the calculations described in audit disclosures 2 and 3 change the
23 return on investment. See audit disclosure 6 for the corrected calculation( 4-2 ~{ 71 27

3"4) In the BellSouth Unbundled Network Element docket order PSC-01-1181-FOF-TP, dated May
251 9\3 —'\/ 25, 2001, the Commission authorized an overall rate of return of 10.24%, where the return on
=zt equity was 12.2% and the debt rate of 7.3%.

27 QOPINION: The return on investment calculation was reviewed with the Division of ECR in
28 Tallahassee. It was their opinion that a more reasonable return on investment would be the
29 overall rate of return determined in the BellSouth Telephone Unbundled Network Elements

S0 docket. Audit Disclosure 6 includes a recalculation of the estimate for 2001 using the 10.24 %
<> | return on investment and the corrections to the math.
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SUBJECT:

AUDIT DISCLOSURE 4

ALLOCATION OF PROPERTY TAXES

STATEMENT OF FACTS: FPL is charged for property taxes on the property used
exclusively by it, and its portion of the shared property.

The total asset base for FPL use (exclusive and shared %) is compared to the total assets. This
ratio is applied to the estimated property taxes for total assets for 2001. The actual property
taxes for 2000 were reviewed and compa%to the estimated 2001. @

A

Total property taxes estimates for 2001 (""f ;’}
Total Base assets for FPL use

30
Total all Assets /\Lﬁlj}‘_*)
Ratio assets for FPL use to total
Ratio times property tax estimates

For 2001 =

Allocated Property Taxes

.. S

~4

/5 The mathematical errors in the prior audit disclosures change the above property tax calculation
/& These changes are included in Audit Disclosure 6. (-3 -/ p5™

/ 7 OPINION: The method used for the allocation of property taxes appears to be reasonable.

Y301,
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AUDIT DISCLOSURE §

SUBJECT: EXPENSES ALLOCATED TO FPL FROM FIBERNET

STATEMENT OF FACTS: FiberNet expenses billed to FPL comprise the average salary of .
employees. To this an overhead rate is added for the i employees.

—_ The only expenses allocated to FPL for the year 2001 are based on the average salaries of
)

employees plus overhead o percent. The company stated that the headcount is the number
- of people that supported the fiber network for the utility prior to the FiberNet split off. The
company also stated that this could be reviewed every year to determine a new number.

OPINION: The allocation of expenses appears to be reasonable.

93 7 7



AUDIT DISCLOSURE 6
2 SUBJECT: PSC STAFF REVISED 2001 ESTIMATED CHARGES TO FPL
3 FROM FIBERNET
. STATEMENT OF FACTS: The schedule following this disclosure recalculates the estimated
S charges to FPL for the Year End December 31, 2001. This schedule includes corrections to the
C mathematical errors noted in Audit Disclosures 2 through 5, and the staff revised overall return
7 on investment.
& Also included in the attached schedule is a reallocation of taxes.
<7 OPINION: Based on the attached calculatio FPL should be billed— from
/C  FiberNet for the second half of 2001; that is less than the es@d amount
/1 calculated by the company as follows B i
/ 2 Company Staff
/3 Estimated 2001 cost to FPL/-’_\
s+ including taxes H3-1 04 - _
15 Less:

/¢ Amount billed to FPL for First half— H\

; 7 of2001 including taxes (Y3 -/ 0 _ _

/& Estimated Amount to be billed to FPL
/< for second half of 2001 per Company

oy

2O Estimate Amount to be billed to FPL ,

for second half of 2001 per Staff . —

7308
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FPL

Allocation Methodology/ FiberNet
Control #01-067-4-1

EPL Flber Net - .
~
Caiculation of Charges to FPL for Telephone System O

Calendar Year 2001 @

{
2
)
~+ 1 Pre 1896 electronics depreciation- 100% (all NEC) -depreciable base 43 - [2]
S Depreciation expense
G
-
¥
C1

2 Fibar foc FPL use only - per engineenng drawings and spreadsheet

Total FPL exciusive miles / Total Fiber myes - backbone only “F3 = 3 3]
Total backbone fiber on books @g} Jd2- A {4)
Prorated depreciblevo MNP (2), '

1o Depreciation expense

3 Post 1895 electronics - capacity calcuiated as follows:

/A Rings 1-8: {FPL DSJ's / Total DS3's ) x Total on books for electronics post 1985
' D S. Rings 8 thru 12, N. Rings 11 and 12
1t Total on books for all rings ¢3-5,5 B
o (FPL 0S3's / Total D$3's ) x Total on books for each i I {6}
i Provated depreciable base
¢ 7 Depreciation expansa

/8 4 snaree woer - capacty

< Total nan-FPL fiber (shared) / Total Fiber miles - backbone onty ££2 - 2

20 Totl backbone fberonbooks  A) 7 alugw

1 lesk FPL sxciusive fier datermined above in # 2 @4\%

a2 Depreciable bass for shared fiber

23 (FPLDS3® /Total0STa ) x Totlonbooks for each g 3=
24 Pmnoddeomdahhhau- Oy
;"b Deprociation expensa [
2% 5 ROk on the sbove “q2-Tpy ]
27 Pre 1996 slectronics depreciation- 100% 43
2% Fiosrtor FPL use only - per engineering rawings and spreacshest 7 ) N\ Py

X7 Post 1995 elctronics - capadity caicutated as follows: =~ 43 -2
SO Shaned fber @4\
31 Total- bass - assets for FPL use

lesx: acumulated dapraciation
33 assatBase subjectto ROI
3% ro

35 § Property taxes on the above

3 Tomi property taxes estimate for 2001 “3 -3 (8]
37 Total- base - assets for FPL use

3% Towmlavassets 3 -
ﬁ Alocated property taxes

40 Assat depraciation, ROI and property taxes

N B&mﬁuvqof N ‘%3—01

(91
Al 2 Acd overhea

o)
44’ Grand Total

#S accum depreciation:

24{s [iotal assats subject 1o RON:

¢} 7 {total Fibaret assets at 12/31;
45"pereamofFanws:

qu above percent applied 10 totat accum dep bal of
;;D accum depreciation deductad ahoua:

Ter By




Depreciation Expense ’eam)

! COMPANY: FPL /ﬂ\
.2 TITLE: RECALCULATION OF COMPANY ALLOCATION
5 PERIOD: YEAR END 12/31/2001
pe DATE. AUGUST 13, 2001 . ~
5 AUDITOR: RKY ~ @ @
¢ WP NO. 43-1PG2 @
-7 RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER OPTlC NETWORK
8 CALENDAR YEAR 2001 BTAFF S
< GGMPANY ECALCULA‘—HON
10 1. Pre 1996 electronics depreciation - Base
i Depreciation Exp ’ears)
'3 2. Fiber for FPL use only - per engineenng drawings and
o) spreadsheet
z/} Total FPL exclusive miesftotal fiber miles - backbone only -
ile Total Backbone Fiber on books
/7 Prorated Depreciable base
/5 Deprectation Expense 'years) staff recalculated
/ q 3. Post 1995 electroincs-capactty calculated as follows:
20 Total on books for afl nngs
oy Tatal FPL DS3's Total DSB s
2%
) Prorated depreciable basa
a4

DS 4. Shared Fiber- capacity

o2 Total Non-FPL Fiber shared/Total Fiber miles
H7 backbone only
2%
as Total Backbone Fiber on books
3o less FPL Exclusive Fiber determined in #2 above
31 Depreciable base for shared fiber
S (FPL DS3's/Total DS¥'s)XTotal on books for each nng
3>
34 Prorated depreciable _
257 HOWEVER, company calculated as
36 At 'ears
37
3 s’ Depreciation Expense ears) -staff recalculated
3 Company calculated a

‘{Continaed: on- Next. Paye )




COMPANY: FPL

i
2 TITLE: RECALCULATION OF COMPANY ALLOCATION
3 PERIOD: YEAR END 12/31/2001
4 DATE: AUGUST 13, 2001
5 AUDITOR: RKY
(o WPNO. 43-1PG2
2 RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER OPTIC NETWORK
35’ CALENDAR YEAR 2001
/0 5. Return on Investment G
/I Pre 1996 electronics depreciation - 100%
Fiber for FPL use only
/ 5 Post 1995 electronics -
4 Shared Fiber
75 Total assets for FPL use
/e Less: accumuiated depreciation - recaiculated below (A)
/ ‘% Asset base subject to ROI
Recalculated ROt
,;7 0 6. Property Taxes on the above
Total property taxes estmate for 2001
2 E Total base assets for FPL use - staff estmate
2..’.234 Total all assets

Ratio assets for FPL usae to Total

5 Allocated Property Taxes Recalculated

tf)

{a)thru(g) _ia)ﬂw(n)

=
=

26 7. Personnei expense as caiculated by company
27 TOTAL (a) through (g)
ay Total per Company estmate for 2001

29

Difference

3 ©  [{A) Calcdiation on Accumulated Amortization ]
+  Total Assets subject to ROL:
32 Total Fiber Assets at 12/31

33 Percent of Assets

3 ‘1‘ Totat Accumuiated Depreciation Balance at 12/31/00
35 Times FPL use % of assets

3 (o Accumulated Depreciation Recalculated
[CONTINUED ON NEXT PAGE ]
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COMPANY: FPL

TITLE: RECALCULATION OF COMPANY ALLOCATION
PERIOD: YEAR END 12/31/2001

DATE: AUGUST 13, 2001

AUDITOR: RKY

WP NO. 43-1PG2

RECALCULATION OF ESTIMATE OF CHARGES TO FPL FOR FIBER

OPTIC NETWORK
CALENDAR YEAR 2001 : ;

@

Totat Estmated Bill to FPL before taxes
FPL Estimated Taxes

et
Staff Estimated Taxes

Amount billed to FPL for first half of 2001 (Audit Disciosure 1)

wm&

[Staff estimated amount to be billed to FPL for second half of 2001

Amount to be billed to FPL for second half of 2001 per Company

Difference between Company and Staff Estimats for 2nd half
of 2001




FPL
Allocation Methodology/ FiberNet

Control #01-067-4-1

@ &

December Support for Accounts 101000, 108100, 108101 and 111000 i
PP&E {101000) NVele GQ @A)
N L) _\/

391.0 - Office Fumniture

2

3

~ 391.1 - Computers/Office Equipment
5 391.2 - Misc. Machinery

G {394.0 - Fiber Pre - '96

7 {394.1 - Fiber Pre - '96 o
4
C,‘

395.0 - Electroncis Pre-'Q
397.0 - Fiber - Post '95 )‘/i%f%
1 © 3980 - Electronics Post '95 Y30ps

i1 +3-3/,

Total Property, Plant and Equipmeé

/> Accumulated Depreciation for Pre '96 (108100)
/3 397.0 - Fiber - Past '95

p—,( 398.0 - Electroncis Post '95
15

/o

Accumulated Depreciation (108101)
{7 394.0 - Fiber Pre -'96
/'Y 394.1 - Fiber Pre - '96

/7 395.0 - Electroncis Pre-'96
20

ad

<! Accumulated Amortization (111000)
2 391.0 - Office Fumiture

23 391.1 - Computers/Office Equipment
22 4 391.2 - Misc. Machinery
25

2 £ Total Accumulated Depreciation ‘

Mete (D) Lo Taut L“du(.d.ﬂ(,\ oot |
TikcelL B NSt~ _7" ‘2 -:)é.c'—rv\/ﬁ RS )
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