
State of Florida 

DATE: March 10,2004 

CAPITAL ClRCLE OFFICE CENTER 0 2540 SHUMARD QAK B 
TALLAHASSEE, FLORIDA 32399-0850' ' ' ' -YKiVARl ' 4: 5 2  

TO: Kay B. Flynn, Chief of Records and Hearing Services, Division of the Commission 
Clerk & Administrative Services 

Elisabeth J. Draper, Economic Analyst, Division of Economic Regulation e 
Docket No. 03 1074-E1 - Petition for approval of changes to existing performance 
guaranty agreement and for approval of a second performance guaranty agreement, 
by Florida Power & Light Company. 

FROM: 

RE: 

EJD:kb 

Please add the following documents to the above docket file. 

1. FPL responses to Staff Questions received January 28,2004 
2. FPL responses to Staff Qustions received February 28,2004 

Please let me know if you have questions, thanks. 



D o c k e t  031074-E1 
FPL - Performance Guaranty  
Staff's Data R e q u e s t ,  January 8, 2004 

FPL's third Performance Guaran ty  Agreement (PGA) monitoring 
r e p o r t  shows that PGA customer No. 1 chose t o  pay a non- 
refundable contribution in aid of construction (CIAC) in lieu 
of a PGA. Please e x p l a i n  why the customer chose to pay a 
CIAC. 

The customer described as PGA 1 pursued this course of action 
because it was expected to be less costly to them than 
executing the PGA, i . e . ,  the CIAC amount was less than the 
difference between the Performance Guaranty Amount less the 
customer's anticipated Incremental Base Revenues. In this 
case, incurring the non-refundable $1,435,047 Incremental Cost 
was expected to  be less than the risk of incurring the cost of 
the $2,166,921 Performance Guaranty Amount ($1,435,047 CIAC X 
1.51 carrying factor) less Incremental Base Revenues. It may 
have been that the customer did not anticipate adequate 
Incremental Base Revenues. 

FPL's third PGA report shows t h a t  PGA customer N o .  2 did n o t  
pursue the projec t .  Please explain why the customer did not 
pursue the pro j ect . 
The customer did not inform FPL of a reason for not pursuing 
the project . 

FPL's third PGA report indicates t h a t  PGA customer N o .  6 did 
not sign an agreement. Please explain why the customer did  
not sign an agreement. 

The customer did not sign the agreement because the customer 
did not pursue the project. The customer did not  inform FPL 
of a reason for not pursuing the project. 

'Please provide a monitoring report for tlie period April 2003 
to the present. Include the same information as was provided 
in t h e  third PGA report FPL filed on March 4, 2003. 

Please see attached. 

Page 1 of5 



Please provide a revised calculation of FPL' s proposed 
carrying cost factor for the new PGA that includes FPL's 
current cost of debt. 

Please see 

The final 

attached. 

PGA report shows that three customers signed a PGA. 
Please indicate the type of business each customer is engaged 
in. 

Each w a s  a developer trying to provide a facility to 
telecommunications service providers. The facilities in 
question w e r e  buildings whose primary function was to house 
support equipment (servers, telecommunications equipment) for 
internet service providers. These facilities are typically 
referred to as "internet hotels". 

FPL's petition on page 5 states "Specially-sized and/or t y p e  
of transformers that cannot generally be used by other 
customers are one s u c h  example." Please explain in detail how 
FPL currently recovers the cost of the installation of a 
specially-sized and/or type of transformers. 

Such transformers are included as reserve items and would be 
capitalized in plant account 368 when purchased. Transfonners 
are specifically excluded from determination of the amount due 
as contributions in aid of construction from customers who 
require overhead line extensions of distribution facilities 
pursuant to FAC Section 25-6.064. Barring implementation of a 
Performance Guaranty to assure recovery f r o m  the specific 
customer requiring the specially-sized and/or type 
transfoxmer, the cost would be recovered from the general body 
of customers. 

8 .  
Q.) Another situation FPL cites as requiring a PGA is a system 

expansion at a previously undeveloped site where the new 
'facilities are likely to be required by 'only the requesting 
customer. Please  explain in detail how FPL currently recovers 
the c o s t  of the installation of new facilities as described 
above. 
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The costs for such an expansion would be subject to FAC 
Section 25-6,064 and a contxibution in aid of construction 
would be determined in order to assure that such customer- 
specific costs were not recovered from the general body of 
customers. The contribution determined pursuant to that rule 
would reflect the actual or estimated job cost for n e w  poles 
and conductors and appropriate fixtures required to provide 
service. In the case of overhead facilities, however, the 
costs for transformers as well as service drops and meters 
would be excluded from the determination of the required 
contribution from the customer. For the typical 
installation, it would be anticipated that should the customex 
for whom such facilities were originally installed no longel: 
purchase electric service, FfL would ultimately be able to 
make sales over those facilities to another customer. Where a 
customer is unable to provide sufficient support for a revenue 
calculation, or where installed facilities could only be 
utilized to serve the customer requesting electric service, 
the general body of customers would be at r i s k  for recovery of 
those costs of the required expansion of facilities. As 
provided in rule 25-6.064, FPL would rely on '\its best 
judgment in estimating the total amount of revenues and sales 
which each line extension is expected to produce." Rule 25- 
6.064, however, does not address when those estimated revenues 
and sales expected in the utility's "best judgment" to be 
produced from each line extension do not occur. A Performance 
Guaranty Agreement would be required frons the customer when 
FPL is exercising such "best judgment', in recognizing a risk 
that expected load from the customel: may not materialize and 
the costs for the line extension required by the customer for 
electric service could ultimately be recovered from the 
general body of customers. 

Has FPL developed any spec i f ic  criteria that would be applied 
to determine whether the  proposed new PGA is r equ i r ed?  If 
Yes, p lease  state the c r i t e r i a .  

No specific criteria have been developed. As stated in 
paragraph 8 of FPL's petition in the instant Docket No. 
031074mE1, the criteria for the determination of the necessity 
for a Performance Guaranty Agreement would reflect factors 
such as "the nature, location, 'voltage or other 
characteristics of the requested facilities, [where] the r i s k  
of unrecovered investment may extend to the entire projected 
load associated with the installation of the new facilities. " 
The PGA is expected to be used only in rare and unusual 
circumstances. An internal management review process will be 
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put in place to ensure the agreement will only be used as 
appropriate. Just as rule  25-6.064 outlining the  formula for 
CIAC provides that when FPL and an "applicant a m  unable to 
agree in regard to an extension, either party may appeal to 
the Commission for a review," it would be expected t h a t  the 
lcesult of an FPL review would be appealed to the Commission 
when there is disagreement concerning the requirement for a 
Performance Guaranty Agreement. 

Please explain how and when the additional e x p e n s e  of a 
performance guaranty will be communicated to all applicable 
customers so t h e y  may include these expenses in the 
calculation of their initial cash outlay under a prospective 
business plan. 

The customer will be notified of the possibil ity of the 
requirement of a PGA upon preliminary review of their load 
plans and site location. The requirement for a PGA will be 
communicated after a formal review of load plans and site 
location. The c o s t  of the PGA will be communicated after the 
appropxiate FPL business units have developed cost  estimates 
of the facilities that will be needed to  serve the customer. 

Please provide  a status report on the customer complaint from 
Civil & Marine, Inc. 

FPL and Civil & Marine have reached agreement on the 
Performance Guaranty Amount as required in Article I1 of the 
proposed PGA. Xt is expected that C i v i l  & Marine's financial 
institution will issue the Irrevocable L e t t e r  of Credit (LOC), 
and FPL would have a signed PGA and the LO in the near 
futuxe. 

In the event FPL r e t a i n s  a portion of the funds posted 
pursuant to a PGA because t h e  base revenues from the customer 
failed to materialize as projected, are those funds  included 
in the revenues that are s u b j e c t  to sharing with F P L ' s  
ratepayers p u r s u a n t  to its existing revenue sharing agreement? 

If a portion of the funds posted pursuant to a PGA are 
retained, the amounts would be allocated between the net cost 
of the facilities installed t o  serve the premises ( i . e . ,  total 
cost ,  less CfAC paid by applicant) and miscellaneous revenues. 
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The a l loca t ion  is based on the ra t io  of the n e t  c o s t  of 
facil i t ies t o  the  t o t a l  performance guaranty.  The funds 
r e t a ined  are a l loca ted  t o  the cos t  of t h e  facil i t ies i n s t a l l e d  
by FPL to reduce t h e  o v e r a l l  cost of faci l i t ies  which serve  
t h e  premises and would therefore  reduce the  r e t u r n  
requirements on f u t u r e  customers (similar t o  the treatment of 
funds received pursuant t o  a CIAC agreement). The allocated 
por t ion  of t he  funds r e t a ined  represent ing t h e  p re sen t  value 
f a c t o r  ca lcu la t ion  would be treated as miscellaneous revenue 
and would be included i n  the  revenues subject t o  sharing 
pursuant t o  t h e  revenue shar ing agreement approved by t h e  
Commission in Order No. PSC-02-0502-AS-EX issued Apri l  11, 
2002 i n  Docket No. 001148-EI. 

13. 
Q . )  To support its petition in Docke t  No. 001579-E1, FPL stated 

that it had received numerous requests for service from 
customers in the new and evolving telecommunications market 
whose loads would require a significant expansion of FPL's 
facilities. Please explain whether a specific situation has 
given rise to FPL's petition for a new PGA. 

A . )  FPL acknowledged i n  paragraph 6 of t h e  p e t i t i o n  i n  the  i n s t a n t  
t h e  docket t ha t ,  "given the rapid downturn i n  

telecomnnunications indus t ry  only t h ree  developers executed a 
performance guaranty,,' and the load t h a t  would requixe the 
s i g n i f i c a n t  expansion of FPL's faci l i t ies  did no t  occur. As 
stated i n  response t o  quest ion 9, above, the PGA is expected 
to be used only i n  rare and unusual circumstances. However, 
p r o j e c t s  have been presented to FPL t h a t  i nd ica t ed  a need f o r  
a mechanism to pxotec t  t he  general  body of FPL's customers 
from the  r i s k  of construct ion p r o j e c t s  with unsupported 
revenue streams. T h e  C i v i l  C Marine project sexved as an 
impetus f o r  t he  i n s t a n t  f i l i n g .  
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* 

Base 
Revenues 
Achieved 

PERFORMANCE GUARANTY AGREEMENT ACTIVITY 

Incremental 
Base Revenuer 

Applied to 
Reduce PGA 

1 I1 212004 

Renalnlng 
Amount 1 

$ 687,882 

Proiect Name status 

Customer opted to pay a non-refundable contribution in aid of 
construction of $1,435,047. Construction of those facilities has 
been completed. No further activity expected. 

Project not pursued. No further activity 

Agreement executed on 6/8/01, which is the start date for 
tracking revenues. 4/02 - Customer filed for bankruptcy. 6/02 - 
Customer decided not to renew Letter of Credit. On 7/t8/2002. 
FPL drew $687,882 against the existing Letter of Credit for 
failure to maintain Performance Guaranty Agreement Letter of 
Credit. Cash to be held for the term of the Performance 
Guaranty Agreement. No active Customer accounts at this 
location currently. No further revenues expected against 
Performance Guaranty Agreement. 

PGA 1 

$764,999 PGA 2 1-Juri-Of 

PGA 3 

$ 31 1,813 

s - 

PGA 4 

Credit received and tracking revenues. Customer has replaced 
the Letter of Credit with a Surety Bond. As of 1/14/04, no 
recovery of funds associated with the PGA has been achieved. 
Expected failure to meet the terms of the Performance Guaranb 
Agreement. 

Performance Guaranty Agreement terms satisfied. Customer 
released from agreement terms. 

Performance Guaranty Agreement submitted to developer. No 
further activity expected. 

PGA 5 

16-JuI-01 

22-Feb-01 

3-Dec-01 PGA 6 

Yes 

Yes 

NO 

PGA 
Requested? 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

$2,166,921 8-May-01 i-t 

$687,882 

$31 1,812 

$142,50€ 

$36,512 

Revenues 
Period 

612001 - 
a2003 

8l0112001 - 
02/2003 

5l2001 - 
32003 

$ 43,04E 

$ 28,604 

$ 393,381 

$ -  

s 

$ 

8 306.294 

Oocket 031 074-El .r 

FPL - Performance Guaranty 
Staffs Data Request, 1/8/2004 

Attachment to Question #4 

PGA II 

Total $$ Amount: $4,110,634 
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Docket No. 031074-El 
FPL - Performance Guaranty 

Staff3 Data Request - I/ 812004 
Attachment Question #5 

20.60 
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Req 

180.28 

I 
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_-_  _- - 1 Debt Ratio Cost Pre-Tax Aft-Tax 1 
45.0% 6.6% 2.97% 1.82% 
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lQQ% u!2%7.87% 
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P.O. Box 029100, Miami, FL, 33102-9100 

FPL 

February 27,2004 

Ms. Elisabeth Draper 
Division of Economic Regulation 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, E;L 32399-0850 

Re: Responses to Staff Questions 
Docket No. 031074-E1 Performance Guaranty Agreement 

Dear Ms. Draper, 

Enclosed are responses to your questions of February 13 and February 16, 
2004. For your convenience I will also be forwarding these responses via email. 

Please call me at (305) 552-2365 should you have any questions, or if I can be of 
any further assistance in this matter. 

Sincerely, 

Rate RoLemu@ey Develop e Manager u 
W j f  
Enclosures 

copy: 
W.H. Feaster 

-- 
I 

an FPL Group company 



Florida Power & Light Company 
Docket No. 03 1074-EI 
Responses to Staff Questions of 2/13/2004 & 2/16/2004 
Page 1 of 2 

RESPONSES TO STAFF QUESTIONS OF February 13,2004 

I need clarification to your response to Question 12 and believe that a numerical 
example would help me. Let's assume the incremental cost are $100. Applying 
the carrying cost factor to this amount gives $100 * 1.51 = $151 for a PGA 
amount the customer will pay FPL. Finally, assume that after the 3-year 
agreement period, incremental base revenues are $121, therefore FPL retains $30. 
Given these numbers, please tell me who the amount retained would be allocated. 

AIlocations would be based on the ratios of the net cost of facilities ($100 in 
your example) and the carrying factor cost ($51 in your example) to the total 
performance guaranty ($151 in your example). Of the $30 amount retained 
in your example, therefore, approximately $20 would be credited to plant in 
service to reduce the cost of the investment used to provide the service to the 
customer based on the net cost of the facilities divided by the total 
performance guaranty times the amount retained ($30X100/151). 
Approximately $10 would be credited to miscellaneous revenues based on the 
cost of carrying factor divided by the total performance guaranty times the 
amount retained ($30X51/151). 

The response to Question 7 states that transformers are excluded from 
determination of a CIAC amount. Do you believe that the language in 25- 
6.046(9), FAC, which addresses line extensions to serve customers at the primary 
and transmission voltage level, also specifically excludes transformers from the 
CIAC calculation? 

First, as a matter of clarification, transformer costs are excluded from the 
"Extension of Facilities" CIAC amount only in overhead extensions. In 
underground extensions, there could be a differential cost component 
attributed to an increased cost of the transformer(s) served from an 
underground extension (in accordance with 25-6.049(5)). 

Since 25-6.064(9) does not specifically address the transformer issue, and 
similarly does not address the amount of estimated revenue to be considered, 
we would apply the same principles set forth in 25-6.064(4) and (5) in the 
absence of any requirement to the contrary. Accordingly, we would not 
include the cost of the transformer in the determination of CIAC(oh) for 
standard electric service. 



Florida Power & Light Company 
Docket No. 031074-E1 
Responses to Staff Questions of 2/13/2004 & 2/16/2004 
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RESPONSE TO STAFF OUESTION OF February 16,2004 

Q1. 

A l .  

Staff question No. 4 in Docket No. 031074-E1 asked for an updated monitoring 
report. It's my understanding that F'PL requested a performance guaranty from- 
Civil & Marine, however, the customer is not included in the attachment to 
question #4. Why? 

The monitoring report referenced in staff question #4 is the report resulting 
from specific PSC instructions given at the time the original PGA was 
approved (Docket No. 001579-E1, Order No. PSC-01-0031-TRF-EI, Issued 
January 8,2001). When staff requested an update, FPL included only those 
types of customers included in the report previously, namely those who 
executed (or did not execute) the agreement form approved in that Order. 


