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P R O C E E D I N G S  

MS. WEBB: Good morning. If everyone will please 

take your seats, we will go ahead and get started. 

All right. Good morning, everyone. Welcome and 

thank you for being here. I'm Karen Webb with staff. 

Mr. Weston, are you available over the telephone? 

MR. WESTON: I am. 

MS. WEBB: Great. We can hear you. Can you hear us 

sdequately? 

MR. WESTON: I can hear you perfectly. 

MS. WEBB: Great. Thank you for being here. We hope 

to have a productive day of information gathering for our 

report and recommendations to the Governor and Legislature, 

nrhich is due by January 1st of '09. 

A few points before we get started. We ask that all 

sttendees sign the sheet at the back of the room so that we can 

sdd your name to our contact list when we distribute 

information about future workshops and any data form requests, 

snything to do with renewable activities. A copy of today's 

sgenda and the slide presentations are available in the front 

Df the room over on that side, if you would like to pick up a 

copy. Today's workshop is being recorded for transcription, so 

nre ask that every speaker come to a microphone and please 

identify yourself before speaking each time. 

Now I will hand it over to Jennifer Brubaker for 
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-eading of the notice. 

MS. BRUBAKER: Thank you. Pursuant to notice, this 

Lime and place has been set aside for the purpose of conducting 

i workshop on utility revenue decoupling. The purpose of the 

rorkshop is set forth more fully in the notice. 

MS. WeBB: Great. At this time we will begin our 

resentations by the interested parties beginning with Mr. Rick 

Jeston who represents the regulatory assistance project. Mr. 

Jeston, we are ready whenever you are. 

MR. WESTON: Great. Well, thank you very much and 

:hank you all for allowing me to participate by telephone. I 

im assuming you all have copies or can see my presentation. If 

.t's up on the board somewhere, that is terrific. If you have 

i l l  got copies, it's great. It's a 23-slide presentation. I 

im only going to go through the first 13 or so slides. The 

-emaining ten are for further discussion and for your review as 

rou wish. And certainly I will answer any questions about it 

it the appropriate time. 

I assume I've got about 15 minutes. I'll try to go 

)retty quickly through this just to lay out some of the basic 

zoncepts and thoughts that we have. And, once again, thank you 

ior having me here. 

On the first slide, the second slide, I guess, just a 

pick note about who we are. We're a nonprofit organization. 

Je are former utility regulators from three states, Vermont, 
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few Mexico, and Maine. We are funded by philanthropic 

rrganizations, the U.S. Department of Energy, and EPA, and some 

mternational agencies, including the World Bank to provide, 

renerally free of charge, policy and technical assistance to 

rovernment officials on energy and environmental issues having 

.o do primarily with the gas and electric sectors. 

Let me start with the third slide. All incentives -- 

111 regulation is incentive regulation. The point I want to 

lake here is that the trick about regulation is understanding 

That the incentives are and how they effect utility and 

ustomer behavior. So traditional regulation as we know it 

xovides incentives for certain kinds of behavior, and 

llternative regulation does, and that is what we want to talk 

lbout today. 

Slide four, traditional regulatory methods provide 

:trong disincentives for customer-sited resources. Under 

raditional regulation, utility revenues and profits are linked 

.o unit sales, kWs, kwhs, therms in the gas industry. The 

ioint being that regulation as we traditionally do it is a 

rice setting exercise. A utility comes in for a rate increase 

lr a rate decrease and in the end prices are set based on a 

'evenue requirement, but that's all that happens. Just how 

iuch a utility earns in the way of revenues -- collects in the 

ray of revenues depends upon sales under traditional 

.egulation. And naturally any loss of sales due to reductions 
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n energy usage, whether as a consequence of energy efficiency, 

Ither customer-sited resources, or weather, or economic changes 

rill have a direct impact on the utility's bottom line, and 

his is true under, you know, all circumstances. That effect 

'an be quite powerful. 

One bullet I skipped over quickly and I want to go 

)ack to is while revenues and profits are linked to unit sales, 

n the short run a utility's marginal costs are only vaguely 

.elated to the demand for gas or electricity, and I'll come 

)ack to this point. 

The next slide. How powerful is the effect? In 

rertically integrated utilities reduce sales are in part -- 

.educed sales revenues are, in part, offset by avoided 

*ommodity costs, and so the relevant impacts to the bottom line 

Ire smaller than they are to pipes and wires-only companies, 

Listribution-only companies, or certainly just the distribution 

)ortion of the utility's cost of service. Reduced sales 

'evenues are offset by virtually no, in the short run, or 

iinimal avoided T&D costs. 

In this decade decoupling, revenue decoupling has 

)een applied to the base noncommodity costs in gas and 

!lectricity, i.e., the wires or pipes portion of the business. 

n many states, and I assume as well in Florida, I should know 

his, forgive me for not, there are purchased fuel and 

urchased power adjustment clauses, pass-throughs as we might 
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-efer to them, and they are typically not a part of the 

lecoupling mechanism. 

I just wanted to give you an idea of what the impact 

)f changes in sales can be on the bottom line of the 

listribution-only portion of a utility's cost of service. On 

;lide six, the assumptions for a sample distribution utility, 

.hese numbers were -- they are, in fact, sort of generic 

lumbers, but they were based on a small east coast utility. So 

.hey are generally okay, but we have sort of, you know, rounded 

.hem off to make things a little bit simpler. 

The number I want to focus on is that number in red, 

.he $9.9 million of pretax equity return that this cost of 

;ervice assumes. If the utility is -- once rates are set, and 

.he utility spends the money and receives the revenues that the 

-ate case revenue requirement calculation -- I shouldn't say 

redicts, but assumes, then $9.9 million would go into -- you 

:now, would go to the shareholders in the form of return on 

?qui ty . 
On the next slide, I want to show how changes in 

;ales can effect the earnings, and we have tax adjusted for 

hese. If everything goes as -- not predicted, but as assumed, 

.here would be an 11 percent return on equity. That is that 

:enter line in the gray with the 9.9 million. But what we see 

.s with changes in sales, and what we have got here is one 

)ercent change up to five percent in both directions, you see 
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that the impact on the bottom line is far greater than the 

percentage impact on sales. Costs don't change, so whatever 

impact there is goes virtually straight to the bottom line. A 

m e  percent change in sales has an 11 percent, nearly 

12 percent impact on earnings for the company. So an increase 

in sales is very good for the company and a decrease is very 

bad. This is a very powerful impact, and we have seen around 

the country that it does affect how utilities feel about energy 

efficiency programs whether delivered by the utility, or by 

third-party administration, or by customers themselves. 

Slide eight, least cost service should be the most 

profitable. This incentive, this revenue profit incentive that 

is associated with sales we refer to as the throughput 

incentive. Under traditional regulation, as we have discussed, 

prices are set and revenues are a function of actual sales. So 

the utility has a strong incentive to assure that throughput is 

sufficient to meet its financial and business responsibilities. 

So the argument is that this incentive, this natural incentive 

that the utility has as a consequence of traditional regulation 

is at odds with public policy to supply electric power services 

st the lowest total cost to society over the long-run. It 

inhibits the company from supporting investment in and use of 

least cost energy resources even when they are the most 

efficient resources that should be procured and used. And it 

zncourages the company to promote incremental sales even when 
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:hey are wasteful from a societal or perhaps customer 

)erspective. 

Ratemaking policy should align the utility's profit 

lotives with the public policy goals that the state adopts, and 

.f acquiring all cost-effective resources whether supply or 

lemand is one of those policies, then it behooves policymakers 

:o think about alternative approaches to regulation. 

Slide nine. A new regulatory model, revenue sales 

lecoupling. I'm sure you are all familiar with it, but let me 

iust go through it in its basic forms. It breaks the 

lathematical link between sales volumes and revenues, and 

iltimately between sales volumes and profits. But we are 

:alking about revenues. It makes revenue levels immune to 

:hanges in sales volumes, and fundamentally it is a matter of 

mabling the recovery -- I am reading the slide here, but I do 

ant to emphasize this -- enabling the recovery of the 

itility's prudently incurred fixed costs. 

Now, I call them fixed here, although in the long-run 

io costs are fixed. But in the short-run, the wires cost, the 

nvestment cost in wires and transformer and trucks and 

mildings and so on sure do looked fixed to a utility. So here 

That we are talking about is enabling recovery of the utility's 

xudently incurred fixed costs, the used and useful costs, 

ncluding the return on investment in a way that doesn't create 

)erverse incentives for unwanted actions and outcomes. So two 
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)bjectives: To protect the utility from the financial harm 

issociated with least cost actions, in this case energy 

5fficiency and other customer cited resources, and to remove 

:he utility's incentive to increase profits by increasing 

;ales. If in the long-run there are significant environmental 

md other consequences to the, you know, growing use of 

!lectricity, we want to think about how to use electricity more 

!fficiently, then the utility's incentive to increase profits 

)y increasing sales is, in fact, a barrier to some public 

)olicies that you may be considering. 

So decoupling revenues rather than earnings directly, 

ind I alluded to this point a moment ago, preserves the 

ttility's incentive to improve its operational and managerial 

:fficiency. We want the utility to continue to operate 

2fficiently. to make more money by being more efficient, and 

.hat's why we talk about decoupling revenues rather than 

!arnings. 

And it is a revenue issue, it is not a pricing issue. 

:t is not intended to decouple customer bills from consumption. 

hit based, i.e., per kWh per kW pricing approaches are still 

ippropriate because they send the appropriate economic signals 

.o customers with respect to their consumption decisions. 

Okay. The essential concept. This is slide ten of 

'evenue decoupling. Basic, I refer to it here as basic revenue 

:ales decoupling. The utility's revenue requirement is 

FLORIDA PUBLIC SERVICE COMMISSION 
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%ut that revenue requirement now becomes an allowed revenue 

.equirement, and that is the amount of money that the utility 

Till be allowed to keep. If the utility collects more than the 

-evenue requirement, that difference will be returned to 

ustomers in some fashion, generally through a credit on bills. 

If the utility collects less than the revenue 

.equirement, then that difference will be collected from 

‘ustomers through a surcharge. This can be done on a monthly 

)asis, a quarterly basis, on a yearly basis, although you want 

o think about what the potential lag, the effects of the 

onger lag times could have on both customers and the utility. 

!ut the idea is that the utility is, in effect, put on a 

udget. Here is the amount of money in a year that the utility 

rill need to provide service. Let’s make sure that the utility 

,ollects that amount of money, no more, no less. Okay. That 

s the essential concept. 

Prices. You still set prices the same way, but now 

‘ou are making adjustments on a periodic basis to assure that 

he revenue levels are where they should be. And those 

djustments should be both -- I mean, sitting here today we 

fould say that the distribution curve on those adjustments is a 

ormal distribution curve. Some will be up and some will be 

own, and indeed we have seen with a number of utilities, 

ncluding Baltimore Gas and Electric, just that. That company 
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nakes its adjustments on a monthly basis, and they are, you 

know, small decimal points with respect to rates, and they are 

both up and down from month-to-month, but very small. 

I want to define several terms just for the purposes 

Df making sure when we want to differentiate between different 

kinds of approaches to decoupling that we are using the same 

vocabulary. Full decoupling -- such as is in place in 

Baltimore and with Pepco in Maryland, and in Delaware, as well, 

m d  several other states, California, for example -- full 

decoupling means that any variation in sales due to 

conservation, energy efficiency, weather, the economic cycle, 

3r any other causes will result in an adjustment, or some 

people use the expression true-up of collected utility revenues 

iiith allowed revenues. That is to say that the cause of the 

change in sales, the difference in sales between what we had 

expected and what actually happens will result in an 

3djustment. In other words, everything, every impact upon 

sales is, in fact, decoupled from the utility's revenues. 

Partial decoupling, the way I use the term, refers to 

m y  variation in sales due to conservation, weather, economic 

cycle, or other causes results in a partial true-up of utility 

revenues. This is the case with at least one utility in the 

Pacific northwest. The true-up is not a 100 percent true-up. 

There is a 9 0  percent true-up. This is the example here which 

neans that the utility still has some interest in sales to 
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issure its profitability. As I say, at least one utility is 

inder a partial decoupling regime. We can talk later about the 

rirtues and vices of that. 

Then there is limited decoupling in which only 

:pecified causes or variation result in rate adjustments. One 

light be, A, for example, only variations due to weather are 

:ubject to the true-up. B, could be -- an alternative is all 

)ther factors, the economy, end use efficiency, except weather 

me included in the true-up. And then, C, of course, could be 

:ome combination of the above. 

For a number of gas companies around the country, 

imited decoupling in the form of Subsection A is already in 

)lace. That the weather variations are already accounted for, 

nd for gas utilities those tend to be the lion's share of the 

.ariations in sales so they are already forms of limited 

iecoupling before regulators even have begun to deal with the 

ssue of energy efficiency. So those are the three 

lifferentiations I would make for the purposes of discussion 

oday . 
I just want to finish with one final point. I 

lluded to it earlier, and this has to do with what the 

nderlying cost drivers are for the utility. What drives a 

tility's costs? I make the point in the first bullet that 

egulations should more directly link a utility's remuneration 

6th the cost that it actually faces. Well, what drives its 
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msts? In the long-run, of course, it's demand for electricity 

3r gas service is the primary driver, you know, whatever 

service it is that it is providing. That, of course, makes 

intuitive sense and it doesn't really need to be said. 

But in the short-run, the rate case horizon from one 

to three to say five years, costs are driving by other factors 

themselves. And I alluded to this when I said for a T&D, a 

uires-only company, there is little in the way of a marginal 

cost with an incremental delivery of a kilowatt hour. But what 

drives its costs? We have seen through some of our work that 

utility costs tend to vary more directly with the numbers of 

customers than they do with sales. Or where customer growth 

has been relatively flat, say in Massachusetts, for example, 

with the need to replace aging and depreciated assets. 

the case for National Grid, for example, where they feel that 

the real driver of their costs has just been -- you know, it is 

the old plant. They are replacing old plant. Their sales are 

increasing very, very slowly and the number of customers, 

numbers of customers are really not changing very much. And we 

see that this is particularly true of unbundled distribution 

service where, as I said before, the marginal costs of delivery 

are, you know, virtually nil. 

That is 

So the question then is, or the answer to the 

mestion, you know, how does this effect the design of a 

decoupling mechanism, so that one of the questions I would put 
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to you is you want to consider, you know, what's driving a 

utility's costs, what is the best way to regulate that utility 

to assure its financial viability and to align its interests 

tiith the public policy goals that you feel are most important, 

snd then how does that new regulatory regime effect the 

financial and business risks of the utility and how should you 

3ccount for those changes. 

I have not included in my discussion a review of how 

risk might change under a revenue decoupling mechanism, but I 

Mould point you to some work that we and others have done on 

this, and I'll get to that in just a moment. 

And the final slide here is -- it's a little out of 

late. It is a year out of date. I need to update this -- it 

aives you an idea of what states have been looking at gas and 

Zlectric decoupling around the states. The dark blue is where 

?as decoupling has been adopted, the striped blue is where it 

is pending or was pending a year ago, and with the 

zross-hatched red you see where electric decoupling has been 

3dopted or it's pending. I will update this. In Maryland it 

is no longer pending but, in fact, adopted. The same with 

Jelaware. The District of Columbia is still looking at it. 

rhey have got some unique legal issues that they have to work 

zhrough, as well. 

I'll finish with that. The appendix to my talk goes 

into more detail on the mechanics of decoupling. If we have 
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.ime later I'm happy to work through those. At the end of the 

resentation on Slide 2 3 ,  there are some publications I would 

)oint you to. The one at the top is called revenue decoupling 

;tandards and criteria, a report to the Minnesota Public 

Jtilities Commission. You know, in the interest of shameless 

;elf-promotion, forgive me, I would strongly urge you to take a 

ook at that. 

We were brought into Minnesota this winter and spring 

.o work through a lengthy stakeholder process on decoupling, 

md I think that the report that we produced, about 40 or 

I O  pages, does a very good job of identifying the issues and 

iddressing the key issues in decoupling. And I think, you 

.now, provides a good primer on the subject. So I highly 

.ecommend that you look at that, and I even think you would 

ind it useful for the purposes of your report that's due in 

anuary , 

So with that, I'll stop. I think I took more than my 

llotted 1 5  minutes. I do appreciate it. And I will be 

In-line throughout the day and excited about hearing the 

iscussion, and I hope I can contribute more. Thank you very 

iuch . 

MS. WEBB: Thank you very much, Mr. Weston. Because 

f the difficulties with keeping someone on the phone all day 

ong, if anyone had any questions they would like to pose to 

r. Weston at this time, we would be happy to let you take a 
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nicrophone and ask them. 

All right. Seeing none, we will continue on to our 

next presenter. Mr. Luis Martinez from the Natural Resource 

Defense Council. 

MR. MARTINEZ: Can you hear me better now? Good. 

My name is Luis Martinez. I am an attorney with the 

Natural Resources Defense Council. We are an environmental 

not-for-profit group. We work on all erwironmental issues, but 

I primarily work on climate and energy, energy policy in 

general. I work on energy efficiency, renewable energy 

programs. And today I'm going to talk a little bit about 

Aecoupling . 

And just a couple of key messages. The idea is v y 

am I here talking about decoupling when what I really work on 

is energy efficiency is mostly because we found that through 

the decades that we have done this, not me personally, 

>bviously, but my colleagues, once utilities are decoupled and 

there is not a strong disincentive to lose sales, they can 

become very, very powerful allies in implementing energy 

efficiency programs or in not standing in the way of 

gemand-side management of state energy codes, of you name it, 

efficiency measures in general. So it has become a very 

important part of our efficiency work to make sure that the 

itilities do not have this strong disincentive towards losing 

sales. 
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General key messages are that the potential for 

snergy efficiency is enormous. The reason for energy 

bfficiency is because it is cheaper than new supply. It is 

sually and many times it's cheaper than existing cost of 

bnergy. S o  moving forward, a good way to achieve reductions in 

,our energy consumption is by implementing energy efficiency 

ieasures either in your home or as a state. 

We believe utilities need to play a significant role 

n the scale of energy efficiency, and I'm going to point you 

o a slide in a second, but we believe it is the most essential 

tep in moving towards a future where we address global 

farming, where we address C02 emissions. It's the most 

ost-effective, certainly, and we believe it is the most 

mportant first step we can take. It makes sense whether you 

gree with global warming or not. It's just cost-effective. 

t makes no sense not to do so. 

But there are problems with the way policies are 

tructured currently. A generic global warming slide on why 

'm personally working on energy efficiency and why I'm 

ctually talking about decoupling. This is a slide from our 

cKinsey study that looked at the cost of addressing global 

arming. Going to 2030. If you look at the slide on the left 

lide, anything that is under that horizontal line is stuff 

hat has a negative cost. In other words, it is cost-effective 

o do so. Most of those measures, and those are all measures 
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o reduce C02 emission, most of those measures on the left-hand 

,ide of this slide are energy efficiency measures compared to 

he measures on the right-hand side of the slide which have 

lore to do with capturing carbon, nuclear, renewable energy. 

)ne key take-away point from this is that the measures on the 

eft-hand side of the slide compensate for the cost of the 

ieasures on the right-hand side of the slide. Meaning if we 

ddress all cost-effective energy efficiency, if we do all of 

hese efficiency measures, the things that we need to do on the 

ight-hand side of the slide actually don't have a societal 

OSt. 

So energy efficiency. We have seen that it can be 

.one. It can be done effectively. The curve on the bottom - 3  

(hat California has managed to do, which is basically to hold 

heir demand flat for about, I don't know, I would say 20 or 

0 years by implementing very strong energy efficiency 

.easures. And because of that they have become kind of the 

.ode1 for other states to follow and could potentially be a 

eason why we are here. 

This is a look at 2005 residential bills. Obviousl: 

his is not looking at rates. Rates in California are more 

xpensive than rates in, say, Florida, but bills tend to be 

ower and there is a reason for that and the reason is energy 

fficiency. While on rates you might be paying for energy 

fficiency, when you look at customer bills, they are actually 
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lower because they don't need as many units of electricity, 

natural gas, you name it. 

And states have begun to announce energy efficiency 

targets. For example, in New York we are working on an energy 

efficiency portfolio standard that is designed to reduce 15 

percent from projected consumption by the year 2015. In New 

Jersey that is 20 percent of projected energy consumption by 

the year 2020. California has had a longstanding policy of 

acquiring all cost-effective energy efficiency. They actually 

have a loading order for their utilities, meaning energy 

efficiency first, renewable second, new supply last, as the 

last option. 

variations. 

And other states have plenty of these in all 

And this is actually an updated slide of what Rick 

had just mentioned. These are the states that are doing 

decoupling, and why they are doing decoupling. We believe it 

has everything to do with efficiency, but the states that have 

moved on this are solid blue or the checkered red, and where it 

i s  pending are just the stripes. So there is a large number of 

states that are considering it, that have done it, and there is 

good experience on decoupling policies. 

As Rick said, all regulation is incentive regulation 

and the trick is figuring out what you are incentivizing, what 

you are telling your utility to do. And the point that I am 

going to try to make is we should try to set the incentives 
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.ight. We should try to have our utilities work to reduce the 

:ost of ratepayers, to provide reliable cost-effective 

lopefully as least environmentally damaging service as 

)ossible. And that is what I just mentioned so I can run over 

.hat. 

Energy efficiency. Why do it? It is very 

:ost-effective, but there is market barriers. Things like 

;plit incentives where you pay for the electricity, you pay for 

.he gas, but you don't pay for the appliances, or you can't buy 

)r change your appliances. You are living in a rental space or 

rou didn't build your building, so when you acquired it you 

lidn't put in the highest efficient windows, you didn't put in 

.he maximum amount of insulation. And generally when you are 

roing to do that, customers, you know, you go to Home Depot, 

'ou go wherever and you want to see how fast you are going to 

'ecover any additional expense. Most customers like to make 

;ure that any additional expense that they invest in energy 

!fficiency, even if it is cost-effective in, you know, five 

'ears, ten years, they want a payback in under three years, so 

hat is where we need to come in and help customers make that 

Lecision, make the right decision. Utilities have a very good 

iosition to help them do that. 

However, traditional regulation, like Rick said, it 

,ets prices. You tell the utility this is your revenue 

.equirement, after you agree on that, and then you divide it by 
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forecasted kilowatt hours, and that's your rate. And 

iasically if a utility is -- the utility's performance is then 

mouched on how well they can manage their costs and electricity 

ales. They have got to hit that birdie to recover their fixed 

'osts and to make a return on investment, to make some profits, 

he allowed profits. So obviously they want to make sure they 

lit it. They try to overshoot it as much as possible, because 

sverything above that birdie is just basically profits. 

And it is very, very financially painful if they 

lon't meet it, so obviously there is a strong, strong incentive 

o increase sales, even when it is not, say, more economically 

rasteful from the ratepayers' perspective, because there is 

,heaper things to do and a very strong incentive to protect 

gainst sales reductions whether it comes from demand from 

ustomer-side renewables, whether it comes from customer-side 

snergy efficiency, you name it. 

So traditional regulation. To sum up, recovery of 

ixed costs is uncertain. You have got to make sure you hit 

,our electricity sales. It discourages support for energy 

tfficiency. You don't want to reduce sales, because you have 

o make sure you recover your fixed costs, at least, and then 

he profit; and it rewards sales, because the more you sell the 

lore you earn. 

So what is the idea behind decoupling? We want to 

lign your consumer and your shareholder interests. The idea 
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is to make sure that ratepayers and utilities are on the same 

side of acquiring. You want reliable service, you want clean 

service, but you want the least-cost service, and often least 

cost means reducing sales. 

Promoting investment in energy efficiency. You also 

want to assure your recovery of your agreed revenues so that 

the utility can have -- you know, you get their good rating, 

they get the return for their shareholders, they are 

financially viable, and ultimately you can reduce prices by 

reducing demand, prices overall for gas or for electricity. 

So what does decoupling do? It severs the link 

between profits and sales. As Rick described, this can be 

done -- decoupling in states has been done in various different 

ways, but the idea is modest true-ups either up or down. If 

you sold more than it was agreed upon, you return some of that 

money. If you are under, we'll give you some of that money to 

make up for it. So it assures the recovery of their fixed 

costs and it removes the disincentive to decreasing sales or 

the incentive to increase sales. And ultimately you also want 

to reward safe reliable service, customer service, so all of 

those are performance based metrics that you can reward and 

they are customizable. 

Again, some of these are repetitions, but in the 

simplest form you insulate a utility from deviation in sales. 

So you have got your revenue requirement, your forecasted 
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sales, and you can do monthly true-ups, quarterly true-ups, 

(early true-ups with a mind that some of these things can 

iccumulate. If you are coming consistently under your 

Eorecasted sales, the true-up, the surcharge is going to be 

Larger so you want to do it frequently. The other way around, 

i s  well. If a utility is continually overselling, they are 

joing to have to return a lot of that back, so you want to do 

it as frequently as possible. 

And there's common variations to this. You can 

idjust for weather, you can adjust for economic growth, you can 

l o  what is called a revenue per customer method, where you 

3djust your -- basically, you adjust your revenue requirement 

msed on how many new customers come into the system. And, you 

mow, we can talk about that in the afternoon. It gets a 

tittle more complicated. 

But ultimately you just remove the disincentive to 

2nergy efficiency and then you can get -- you know, there is 

support for energy efficiency standards for state building 

:odes, for behind-the-meter generation, your photovoltaics, 

[our you-name-it, for rate designs that reduce consumption, for 

itility demand-side management, and even for third-party 

iemand-side management. And utilities in California are 

fantastic advocates for energy efficiency. You know, they have 

structured their payment of their employees based on how much 

;avings they can get for their customers, and they have got a 
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realth of knowledge that is unbelievable, which is a lot 

Lifferent to the utilities that, you know, we are used to 

Lealing -- and I work out of the New York office, so, for 

!xample, out of our New York office where it's kind of a 

Lifferent culture. Ultimately, they are getting there and they 

Ire now being decoupled, and I think they are going to start 

laving a much larger interest on energy efficiency and hiring 

!nergy efficiency experts, and moving in that direction. But 

.ight now that's not part of their business, it is not what 

.hey think about, it is not ultimately what they care about. 

And I guess my last point is that decoupling does 

:ever the link between sales and revenue. It removes that 

Lisincentive towards reducing sales, or that strong incentive 

.o push as many sales as possible. But it won't give you an 

ncentive to have the utility actually go out and acquire 

!nergy efficiency and procure energy efficiency. So, you know, 

rhenever we are talking about decoupling, and ultimately that 

s what I am here about, it is about energy efficiency. You 

leed to pair that with either a requirement that the utility go 

)ut and acquire a certain amount of energy efficiency per year, 

ir every three years, and, you know, we have encouraged -- and 

n California and in New York we are considering giving the 

itility an actual financial incentive. There is an amount of 

!fficiency that you need to acquire every year, and if you are 

It that amount or above it, we will give you some sort of -- a 
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;hared savings of that. So it gives them a financial incentive 

:o go out and acquire efficiency, and that's the way it is 

;tructured in California. That is probably the way we are 

loving in New York and New Jersey, and in a lot of the cases 

:hat we are working on. And that is the end of my 

)resentation. Thank you. 

MS. WEBB: Thank you very much, Mr. Martinez. 

At this time we would like to welcome Susan Clark, 

-epresenting Florida Power and Light, Gulf Power, Progress 

:nergy Florida, and Tampa Electric Company. 

MS. CLARK: Thanks so much. I do not have any slides 

'or you all today. I'm just going to make some brief comments 

in behalf of the clients that Karen has mentioned. Just by way 

if identifying myself, I'm Susan Clark. I'm with the law firm 

if Radey, Thomas, Yon and Clark. 

The issues I want to touch on today are sort of 

.ecapping of the successes that Florida has had with respect to 

tnergy efficiency, cover why we think that at this point 

lecoupling is not needed, also go over some of what we think 

.re the unintended consequences by decoupling, and also in 

nswer to a question from staff, what Florida's experience with 

lecoupling has been. 

While we do recognize that decoupling can play a 

'onstructive role for some utilities, such as natural gas 

tilities and in other jurisdictions, it is our position that 
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it this time decoupling is not needed for Florida electric 

itilities. The current statutory framework coupled with the 

ictive oversight of this Commission has resulted in the 

ichievement of some very aggressive energy efficiency and DSM 

roals. Additionally, measures to manage demand are a major 

)art of the annual planning process and the first resources the 

itilities look to in meeting a growing demand. By any 

;tandard, the achievements in Florida have been significant. 

Looking at the report the Commission just issued, the 

!008 report on FEECA activities, the Commission found that 

itility sponsored demand-side management programs have reduced 

; m e r  peak demand by an estimated 5,685 megawatts, winter peak 

lemand by 6,100 megawatts, and the annual energy savings for 

!007 were estimated to be over 7,000 gigawatt hours. These 

lemand savings have deferred the need for over 30 typical 

.50-megawatt combustion turbines, and they provide enough 

:apacity to serve approximately 1.6 million households. 

It's significant, I think, that in 2005 Florida's 

tchievements resulted in the state being ranked second among 

111 states in the implementation of demand response and energy 

kfficiency programs. And Florida has been consistent in its 

"it of energy efficiency, which is not true of other states 

)r the nation as a whole. 

The statistics show that in 1990 and the early 200055, 

:he spending nationwide on demand management fell by about 
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1 3  percent. And in the 1998 to 2003  time frame, Florida's 

,pending on demand management was about 19 percent of the 

iationwide spending and we have been more efficient in the 

[pending of our dollars to achieve energy efficiency. Florida 

iays about $9.50 per megawatt hour of efficiency achieved 

*ompared to the national average of $21.30. This has saved 

'loridians close to $300 million in program costs. I would 

ioint out these statistics are not new. You probably heard 

hem from John Masiello when the Commission had a workshop 

[bout six months ago, and he provided greater detail on these 

,tatistics. 

Having said that, that FEECA has been a success and 

,ontinues to be a success, we do recognize that increasing fuel 

'osts and concerns about global warming may require additional 

bnergy efficiency and demand programs that may not meet today's 

raditional financial tests. In that case there are other 

ncentives and approaches that we believe could work well. A 

umber of the mechanisms are currently in some stage of 

levelopment or implementation in other states, and we would 

ecommend Florida look at those and see what might be employed 

n Florida without negating a regulatory system that has worked 

re11 for customers. 

The two presenters ahead of me did describe what 

ecoupling is and it is to decouple utility profits from sales 

n an effort to remove a disincentive for engaging in greater 
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:onservation. And we recognize that this is a potential 

Lisincentive. Reduced sales can adversely effect the ability 

)f the utility to recover prudently incurred costs and a 

)roperly structured decoupling mechanism could facilitate 

.ecovery of these fixed costs. Nevertheless, given the 

.egulatory structure we have in Florida, we don't think 

Lecoupling is needed or desirable to achieve greater energy 

kfficiency and conservation. 

I think you heard from the two presenters earlier 

hat they recognize that decoupling in and of itself will not 

.esult in more efficiency. I did read the RAP report to the 

tinnesota Commission, and in that report they did state, "By 

tself, however, decoupling does not provide the utility with a 

iositive incentive to invest in energy efficiency and other 

mustomer-sited resources." And I think Mr. Martinez touched on 

hat in his presentation just before mine. 

Also, a NARUC study in 2007 was in agreement with 

his. Whether decoupling will in itself result in increased 

mfficiency is still a subject of debate, and that study went on 

o say there are no major studies that have been conducted that 

ink decoupling directly to energy efficiency. S o  we don't see 

hat decoupling in itself provides the answer, and I think it 

s important to keep in mind that there may be unintended 

onsequences to decoupling. And I have just listed some of the 

lore significant ones that we see. 
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As indicated by Mr. Weston, decoupling reverts back 

:o a regulatory model that employs an ongoing system of 

frequent and highly administrative rate reviews with the 

aevitable focus on such things as return on equity, which 

tould detract from the objective of maximizing energy 

?fficiency results. We also think it can lead to customer 

:onfusion. It gives the impression to customers that they are 

)eing charged for unused energy, which is the antithesis of 

:onservation. 

Customer confusion and increased complaints can 

-esult in greater administrative costs both to the utility and 

:o the Commission, and it could create a disincentive to 

:ustomers to employ conservation. And I think it's very 

.mportant to keep in mind that these measures will not be 

.mplemented by customers without their willingness to do so. 

;o they have to see an incentive and they shouldn't be 

tisincented to employ these conservation measures. 

Another disincentive or unintended consequence that 

re see is it could make the multiyear rate settlements that we 

Lave seen in Florida less feasible. Florida's experience with 

:hese settlements has been positive and they have been 

Ieneficial to customers in the form of refunds and lower rates. 

'he multiyear settlement agreements encourage cost reductions 

)y the utility because they have the opportunity to retain some 

)f these cost savings as earnings. These arrangements would be 
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ixes the revenue level. 

We also see increased rate volatility. Rates would 

end to increase when the economy is weak and sales are down, 

md decrease -- did I say that right, increase? They will 

ncrease when the economy is weak and sales are down and 

Lecrease when the economy is strong and sales are up. These 

)rice fluctuations can send the wrong signals to customers and 

,ncourage inefficient use of resources. 

We also see the potential for cost shifting among 

'ustomers. To the extent there is an aggressive pursuit of 

onservation programs that result in significant revenue loss, 

onservation activities of the utility could benefit the 

ustomers who participate, but not those who don't participate. 

And, finally, there could be reduced incentive for 

ost control by the utility. Decoupling keeps the utilities' 

evenue neutral despite demand and weather fluctuations and 

ossibly economic conditions, and the utilities will have 

educed incentive for keeping those costs as low as possible. 

I found it interesting that Mr. Weston talked about 

his new regulatory idea of decoupling. I would suggest to you 

t is not new. It has been around for at least 15 years and 

robably closer to a decade. And, in fact, as most of you 

now, or maybe some of you know, Florida did try decoupling 

ack in the mid-90s. That decoupling was done by Florida Power 
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Zorporation. They had entered a stipulation with LEAF, the 

Legal Environmental Assistance Foundation, and they instituted 

3 revenue decoupling starting in 1995 and it lasted 

three years. 

I have that order number. I would imagine the staff 

has it, but I can provide it to you in post-workshop comments. 

And it lays out the issues that were part of that docket, 

including how to address changes in economic conditions, how to 

address weather, and how to judge success, and that order does 

lay them out. 

At any rate, that experiment went on for three years. 

During the last year, the underrecovery amounted to 

$22 million, or $ 1 . 3 0  per thousand kilowatt hours. What the 

Commission decided to do, as proposed by the utility, was to 

stretch out that underrecovery for two years, so it amounted to 

68 cents over a two-year period. And I think it was done 

through either the environmental cost-recovery clause or the 

fuel clause. It escapes me right now. 

At any rate, after the experiment ended, the company 

did not request its renewal and the Commission did not require 

it. And as I reviewed the subsequent history, I didn't see 

anywhere that anyone had requested it be continued. 

The large true-ups that resulted, the difficulty in 

showing a definitive link between revenue decoupling and 

increased conservation, and the high regulatory costs of 
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administering the mechanism all contributed to its demise. And 

we don't think at this point that there are things that exist 

today that would make it any better in terms of trying a 

decoupling experiment now. 

I think it is also important to point out where we 

are in setting new goals. The Commission has already begun the 

process of setting new goals for conservation. The working 

group of utilities and interested parties has been formed to 

determine the technical potential for energy efficiency and 

DSM, and it's my understanding that in addition to determining 

that technical potential, they will determine which measures 

should be evaluated, what their demand in energy impacts are, 

and what the costs to implement them will be. 

We believe these are the foundations for the 

subsequent steps of determining, first, how much DSM is truly 

achievable for each utility, and, second, the appropriate 

financial incentives to achieve those results. Over the next 

several months this process will provide the opportunity for 

the Commission to ensure that all appropriate measures are 

addressed on a going-forward basis. This process has worked 

very well in the past, and I think there is no reason to 

believe it won't work well this time. 

And if you also look at the recently passed 

legislation, there are additional tools, I think, that will 

help make this process an even better process in terms of 
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?romoting the most cost-effective energy efficiency and 

jemand-side management that is appropriate for Floridians. The 

recently passed legislation gives the Commission the authority 

:o add programs to the ones the utilities have suggested, and 

it provides specific authority to provide financial rewards for 

xhievement of goals and penalties for nonachievement. 

Let me conclude by just leaving you with three points 

3n this issue. The first of which I have touched on, and that 

is the suggestion that because decoupling has worked in some 

jurisdictions and for some utilities does not make it right for 

311 jurisdictions and all utilities. And as I read the 

literature, no advocate for decoupling has described it as 

Jeing critical to encouraging more energy efficiency or 

zonservation. Second, there is no compelling need for 

lecoupling in Florida at this time for the purpose of promoting 

Snergy efficiency. And, finally, the fact that Florida has 

3een and continues to be a leader in energy efficiency and DSM 

suggests that the Florida model has worked well. Additional 

zools made available under the new legislation will enhance the 

ibility of this Commission to promote energy efficiency and to 

2nsure that Florida remains a leader. 

That concludes what I have to say. 

MS. WEBB: Thank you, Mrs. Clark. 

At this time we would like to welcome Mr. John 

IcWhirter, who will be presenting on behalf of the Florida 
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ndustrial Power Users Group. 

MR. McWHIRTER: Thank you kindly. 

I have entitled my talk as observations, because they 

re essentially that rather than recommendations, but there is 

bit of a recommendation at the end. I find that I agree with 

he factual concerns of the Natural Resource Defense Council, 

)ut not with its conclusion. On the other hand, I agree with 

he conclusion espoused by former Commissioner Clark, but not 

ecessarily with her factual considerations. 

And I will address decoupling. I think we were all 

acing the regulatory dilemma of how to reduce consumption 

rithout adversely impacting the electric utility. And I think 

ou are going to find in my presentation that the words that I 

ave chosen may not be exactly what I wanted to say, so I will 

ry to straighten it out as I go along. 

We don't necessarily wish to limit electric energy 

onsumption. Electric energy consumption comes about with 

rowth, and it comes about bringing to residential consumers 

he ability to have more appliances and more efficient 

ppliances, and it brings to commerce and business the 

lpportunity to produce more products. And we have found that 

mlectricity, especially at a point in time when we are going to 

se electricity to propel our automobiles, is going to become 

lore and more important. S o  the idea of reducing consumption 

s probably alien to the benefits of our potential future. 
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What we want to do is to reduce the consumption of 

ossil fuels and the energy that is produced by those fossil 

uels. And in this respect, irrespective of what Commissioner 

'lark has said, I think our utilities have not done a good job. 

'hat was recently demonstrated by Florida Power and Light when 

t came in with two new gas plants in Martin County and the 

evision of the Canaveral operation. It found that it was 

roing to save consumers $400 million a year in fuel costs. And 

he reason it's going to do that is it is now going to 

mplement in 40-year-old utility plants efficiencies that have 

ieen around for the last 15 years. 

In the recent past with the combined cycle power 

llant, the Btus of energy required to produce a kilowatt hour 

If electricity was in the range of 10,000 to 10,500 Btus to 

roduce one kilowatt hour. In the early ' 9 0 s  with the combined 

ycle plants, that was reduced down to the model today, which 

s something like 7,500. Well, for the last 15 years, FPL has 

teen operating plants that are essentially obsolete, and the 

eason they were doing that was because they could continue to 

arn money on those plants, and they were still operating, and 

he total cost of the energy flowed through to the customers, 

o there was no incentive for a more efficient power plant. 

The Department of Energy has done studies on energy 

fficiency, and it concluded that about 62 percent of the cost 

f energy going into a power plant is lost before it is 
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iltimately delivered to customers. Now, I hope that somebody 

uill challenge that, because I may well be wrong, but we know 

it takes a lot more energy going into the power plant than the 

2nd production. 

So let's look at the decoupling solution itself on 

:he next slide. I guess I'm the one that can do that, huh? 

Vell, I turned it off altogether. That was the first slide. 

rhe decoupling solution is to provide investor-owned electric 

itilities with a guaranteed return irrespective of their 

cilowatt hour sales. And that's nice. What we have done in 

'lorida, beginning in the 1970s when fuel costs went up, we 

noved to cost-recovery clauses. And when you have 

:ost-recovery clauses, Mr. Weston mentioned this, but he didn't 

mow whether we had them in Florida or not. In Florida we have 

:hem in spades. 

With cost-recovery clauses, a utility is guaranteed 

:o recover its costs on certain activities. And those 

ictivities are environmental improvements, fuel costs, 

security, and just about any other concept that can be brought 

:o the fore and demonstrated as a novel cost. Now, when this 

iappens, consumers guarantee the full recovery of that cost, 

ind they guarantee it on a projected budget year, and then if 

:he costs aren't met that year, they are trued up the next 

rear. 

What decoupling does -- and let's see where those 
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sost-recovery clauses have grown. I have monitored that for 

he last five or six years, and they have continued to grow. 

n the year 2007, the guaranteed cost-recovery clauses to the 

nvestor-owned utilities provided 72 percent of their gross 

evenue. This year it dropped down to 59 percent of their 

lross revenue on their projected numbers, but now with the 

lidcourse corrections we are up to about 70 percent again. So 

or every dollar that flows to the investor-owned utilities, 

0 percent of that is through cost-recovery clauses, the rest 

s through base rates. 

And what decoupling does is guarantees the last 

0 percent, or 25 percent as the case may be. So now what we 

Lave is a utility which is guaranteed full recovery of its 

rolatile costs plus it's guaranteed a full recovery of the last 

lwarded return on its revenue in base rates. There have been a 

,cries of base rate cases in the last 15 years, but each of 

hose base rate cases were brought about to reduce rates, not 

o increase them. Even though they started out that way, as 

[rs. Clark pointed out to you, the rates went down. And that 

s because the utilities were overrecovering, you know, through 

heir base rates. 

The second decoupling solution is that if customers 

lo, in fact, reduce their consumption, they will get a rate 

ncrease. The irony of decoupling is that if customers 

ncrease their consumption, they will get a rate reduction 
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inder the decoupling proposal. 

The problem for decoupling to the investor-owned 

itilities is that utilities earn their money based upon selling 

stock and sharing with stockholders and encouraging investors. 

Investors invest in an enterprise in anticipation of the 

iividend yield they will receive and the growth in earnings 

:hat they will see. Decoupling presents a problem for the 

itilities because when their last rate case revenues were 

frozen, either on the basis of revenue per customer or revenue 

:o the system, there is no growth in revenue. So it's going to 

iiscourage investment in that utility, as I see it. 

Now, I have used the word discourage -- I'm getting 

ihead of myself here. I say down there that decoupling freezes 

!arnings growth. Well, I think that is probably true, because 

.t looks at the last rate case, and it says you are entitled to 

:ontinue earning that. Well, that is not too good for 

:onsumers if the last rate case the earnings were established 

it a rate of return on equity of 12.75 percent and in today's 

larket rate the prime rate is down to 5, the utility's return 

)n equity should go down somewhat, but decoupling freezes it in 

:here. So from the customers' viewpoint that's bad. From the 

ttility's viewpoint it is really bad, because they can't go 

.nto the market and go to investors and say, look, we are going 

:o earn more money in the future. Because no matter how much 

lore electricity they sell, they are not going to have any 
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rrowth in earnings. 

The only way they can do it is by laying off 

:mployees, or as Mrs. Clark said, improving efficiency. And if 

70u have cost-recovery clauses you don't want to necessarily 

.mprove efficiency, you want to continue running those old 

)lants at long as you can. 

Now, decoupling will discourage utilities from making 

lore investment in more efficient power plants. What we have 

lad in Florida is you have a base rate case in which you 

stablish a revenue that is to be achieved from a given number 

)f customers, a return on investment that is set for that 

)eriod of time, the period of time we are using mostly now is 

:he period of time in the early 1990s. And it gives a rate, 

ind for every kilowatt hour consumed under that rate the 

:ustomers pay enough to pay for the power plant that was in 

)lace in 1991, so when you had your last rate case, and unless 

:he surveillance report show that you are really earning out of 

.he, nothing happens. So if you continue to grow your sales, 

rou will continue to get more and more revenue -- this is what 

:he National Research Defense Council -- Resource Defense 

:ouncil has told you -- you get more and more revenue cover 

.ess and less cost. 

What happens with those power plants is they also 

Lave a depreciation charge and that is locked into the rates. 

;o a power plant may be fully paid off, but it is still in the 
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rates that are charged in base rates, and that's why from time 

to time we have base rate reductions in the last 20 years 

because new power plants have not been built to any great 

degree. 

What has happened is they bought power from other 

sources. And why would you do that, because that can be 

recovered fully through the capacity cost-recovery clause. So 

there is two big disincentives to building new more efficient 

power plants, and those disincentives are if you build a power 

plant you have got to use the revenue you are collecting for 

base revenues through your base rates, and if you do that, then 

your return on that revenue goes down and that is a 

discouragement to investors. And if you buy from out of state, 

or from an independent power producer, that goes through the 

cost-recovery clause. So what happens is we continue to run 

old and inefficient power plants. But that is quickly coming 

to an end, because those old plants are wearing out, and we are 

going to have a new series of base rate cases that will begin 

probably next week with Tampa Electric, and then Florida 

Progress will come shortly behind, and I think Gulf is in the 

wings, and I don't know about FPL. 

So I think decoupling is bad from the view point of 

the investor-owned utilities. Florida consumers, and here I 

represent a group of consumers, and I have attached as an 

exhibit what Florida bills are as opposed to electric rates, 
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m d  Mr. Weston talked about bills, and that is what people are 

really concerned about, especially residential consumers, and 

rery especially my clients, industrial consumers. And you 

vould ask why would somebody representing industrial consumers 

:ome here and show the relative cost of the residential rate. 

iell, I do that because that is where the politics meets the 

-oad. Politicians are concerned about the impact on 

-esidential customers, and the utility commission is concerned 

ibout the impact on residential customers, the grocery stores 

ire concerned about -- well, everybody is concerned about the 

.mpact on residential customers, because they are the people 

.hat are the consumers and they buy the products that business 

lakes. 

But what you will see here, this is an extract I have 

aken from a DOE report in 2006. This is outdated because 

.ates have gone up through cost-recovery clauses since then, 

md they don't report it until the spring after the year, so 

hings have changed. But what I have done here is looked at 

he consumption, and I have looked at the average bill around 

he country, and what you see going on there is there are about 

,500 utilities that make this report to the Department of 

:nergy, and of those 3,500 companies, Florida -- this is page 

)ne near the top. You see Tampa Electric, Florida Power and 

,ight, and Progress Energy. That is before the most recent 

ncreases. 
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The people that paid less -- even more for 

electricity are people who are marketers out in Texas and got 

into the regulatory scheme there that is giving them serious 

problems that you may have read about in the Wall Street 

Journal. But the electric bill is based primarily on 

consumption and Florida consumes more. California may be 

energy efficient, but they don't -- they use 500-kilowatt 

hours. There is no California utility on the first page. 

Finally, we get San Diego Gas and Electric, which is now called 

Sempra. Almost a third of the way down is the first -- well, 

no, Southern California Edison is up near the top of the second 

page. 

But look how many kilowatt hours the consumer out 

there consumes, 601. And San Diego is 5 2 3 .  If go to San 

Diego, there's a bill hotel out there that still doesn't have 

air conditioning. It is because they have mild weather in 

parts of California where they are served, and energy 

efficiency is not a big deal for those customers. Their rates 

are high because they cover fixed costs. 

I'm getting beyond my time, so I will almost quit 

now. The regulatory fallacy concerning decoupling is that the 

utilities' return on rate base should be based upon the risk 

investors assume. Well, if you get 70 percent of their cost 

recovered through the cost-recovery clause, and now you get the 

remaining 3 0  percent of the cost recovered through decoupling 
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rith 100 percent of their cost recovered, and when you have six 

Ir seven -- or a lot of customers, then the revenue required -- 

hose customers are captive customers, they can't leave the 

,lectric utility system. So the return that the utility ought 

o receive is very close to the return that you get on risk 

ree government bonds. 

So that's going to be a fallacy of decoupling for the 

tility companies and for their consumers, because when you 

lave decoupling and 100 percent of the costs are guaranteed 

ather than the opportunity to earn the revenue, what happens 

s the return should go down commensurate with the reduction in 

isk. 

The Commission and the Legislature, I have already 

alked about that. Shifting the return risk to customers will 

Iffset most of the remaining -- well, that has all been talked 

bout. And here is a better solution. We had a professor from 

he University of Florida who spoke to us, and what he 

uggested was since there is a disincentive to utilities to 

lromote reduction in kilowatt hour sales because of the fact 

hat they lose money, and that has been vividly pointed out by 

r. Martinez and by Mr. Weston, they want to promote sales. 

nd this is not a new idea. It was developed by Samuel Insul 

n probably 1910 and brought to the floor by him in the 1920s. 

e developed the model of the modern electric utility, and what 

t is is to establish a central power plant, which part of our 
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2nergy efficiency programs are opposed to, and to supply and to 

30 things to encourage people to consume more electricity. 

He bought the Chicago interurban in order to have 

somebody to use electricity during the day time because it was 

mly being used at night, and so there was a disincentive. He 

vanted to level out electrical consumption. And then they had 

jingles to get people to buy refrigerators, and ice boxes, and 

:offeemakers, and every other electrical appliance that you 

:odd think of. And so he had sales growth going up, energy 

joing up, and encouragement to investors going up, and 

lecoupling will put a kibosh on additional electrical 

:onsumption. S o  they don't want to do that. 

But the problem we have in our cost-recovery cl 

ind in the fuel clause, utilities have loaded into those 

uses 

:ost-recovery clauses things that normally would be recovered 

xhrough base rates. And so what we found out in the Florida 

?ower and Light midcourse correction case, which came up last 

nonth, is its sales are going to go down by five million 

negawatt hours this year they project. And as a result of 

:hat, Florida Power and Light had to raise the rates 

;329 million. And I did a real head scratcher over that one. 

If your'fuel costs -- if your sales are going to go 

iown by that amount, your fuel costs for your most expensive 

Fuel is going to go down, why would you lose money? Well, the 

reason is they have loaded all of these base rate items into 
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he cost-recovery clause. And so what has happened is when 

,onsumption goes down they aren't able to recover the base rate 

osts that are now shifted into the cost-recovery clauses. So 

hat is the real dilemma you face. 

The professor from the University of Florida 

uggested what we do is restructure the rates so that the fixed 

osts and the demand costs will be fully covered through the 

lase charges. This is what they do with automobile rental 

ompanies. that is what you do with the telephone company 

oday, that is what you do with water and sewer utilities. You 

,ave a rate that covers your fixed costs, the rental you pay 

or your car doesn't have anything to do with the gas you 

onsume in that car. And so then for your cost-recovery 

lauses you just use pure fuel. And when people consume less, 

he cost of fuel goes down. That's good. That's an 

ncouragement to customers. 

But I don't think in this decoupling report you are 

oing to have a time in which the Commission is going to 

estructure its rates, especially the residential rate. But 

[hat we have is a great opportunity coming up because we have 

ate cases coming up. The utilities are now beginning to build 

ew power plants. And when they build those new power plants, 

hey have to come in with base rate cases. So I would suggest 

o you, as Mrs. Clark has suggested, let's don't do anything 

bout decoupling, let's wait until we can really go after rate 
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structure and do that in the next base rate cases that are 

coming along. And thank you very much for your time. 

MS. WEBB: Thank you, Mr. McWhirter. 

At this time we would like to welcome Mr. Scott 

Carter here with AGL Resources. 

MR. CARTER: Thank you. And I did not do a 

presentation. I did provide some backup material that I will 

discuss through my oral comments about some of the things that 

are happening around the country as well as initiatives coming 

out of NARUC around decoupling. 

You know, just to kind of build off of I think what 

Mr. McWhirter said at the end of it, you know, fuel costs -- 

and I have to give you a natural gas perspective. I am 

Vice-president of Regulatory Affairs with AGL Resources, and we 

are a natural gas utility holding company. We operate in six 

states. 

We have experience with decoupling, and it can work, 

it doesn't work in every situation. And what we find most 

often is that every situation is different, and the way that 

decoupling comes into effect, it's situational to that state, 

to the climate in that state. What Mr. McWhirter was saying 

lyas about fixed cost-recovery. In natural gas, we do get fuel 

costs specifically through a volumetric weight, and pretty much 

what decoupling is is really doing the other part of what he is 

talking about, taking the fixed cost, the utility distribution 
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cost which does not vary with throughput, and recovering that 

through a fixed mechanism. 

Now, that can be a flat customer charge, that is a 

form of decoupling, where you just charge everybody $25  for 

service, or it can be a mechanism that trues up on volume. And 

I think that what Mr. Weston had went through earlier was a 

good example of some of those various mechanisms. 

I will try to keep my -- you know, a lot of things 

have been said, so I will try to keep my comments short and on 

point to decoupling, but whatever I say is really situational 

to us and our experience and our beliefs, so what happens in 

natural gas may not be applicable to electricity, and what 

happens in one state may not be applicable to another state. 

Those are all fair critiques of any plan when you are looking 

across the footprint. 

But, to simplify this thing, decoupling is just a 

rate design. I mean, there is a mechanism that you determine 

revenue requirement, and then you make rates to recover that, 

and there are many ways to do that as you look around the 

country. We have seen some of the examples of where volumetric 

rates are used. Those are on some of the maps. And then there 

is other mechanisms where there is flat charges, there are 

true-up mechanisms, there are demand-based charges, so they 

vary. 

So when you look at the volumetric charge, and that 
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is really what you are talking about comparing here, which is a 

volumetric charge mechanism to one that moves to something that 

says your fixed cost-recovery of operating your utility, again, 

what Mr. Weston said in the short run your cost of operating 

the utility are generally fixed. Your fixed cost, moving that 

to a fixed recovery mechanism, and it goes down to the very 

simple premise of volumetric rates encourage a utility to sell 

more product to increase its margin. Decoupled rates do not. 

Decoupled rates says in general -- I will use a 

generality -- but in general if you were authorized to recover 

$200 per customer per year through some mechanism, again, 

either a flat charge, a true-up, or something else, you are 

going to recover $200 per customer. 

to increase the throughputs. Your incentive is to focus on 

your cost structure so that you can thereby effectuate your net 

income. 

Your incentive then is not 

Decoupling in all the instances that I have seen does 

not result in a guarantee of net income. Alabama probably has 

the closest mechanism to that. They have a true-up to a 

return, but all other states that I have seen generally have a 

true-up on the marginal line. So you are still at risk for all 

of your fixed costs or all of the operating costs of the 

distribution system whether that be a pipes (phonetic) or a 

wireless business. 

So we as an industry, and I am using natural gas as 
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an industry, and some of the things that we handed out, the 

American Gas Association along with NRDC has issued two joint 

statements to date on decoupling, on conservation, and a number 

of measures that can be taken to effectuate true conservation 

in our sector. Most recently in Portland about two weeks ago 

NARUC issued a resolution that supported that second statement, 

and that was on the heels of several other resolutions included 

in the packet of statements that had been made previously 

supporting conservation, supporting decoupling in the context 

of that. 

And that is generally what you have to focus on is 

decoupling by itself is just a rate mechanism. So what is the 

greater societal benefit that you are looking to get out of 

that? Generally, it is coupled with conservation. Most 

recently in Virginia, for example, legislation was passed again 

based on their initiative around conservation that would allow 

a utility to propose conservation, propose decoupling in the 

context of that, to focus on environmental impacts, cost to 

consumers, and ways that customers can actually conserve. 

Recently, Virginia Natural Gas, which is the utility 

we operate in Virginia, filed under that most recent 

legislation a plan and that is before the Commission now to 

decouple the rates, again, as part of an overall plan focused 

on conservation for our customers. It doesn't work for all 

customers necessarily. What we found in that state, and it's 
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enerally true, is that sophisticated large users have 

lotivations around that as a cost center and their total profit 

hodel, and so they are extremely focused on ways that they can 

onserve their fuel. A lot of times residential customers and 

mall commercial users are not that attuned to what that cost 

s and not that focused on how they can actually reduce their 

onsumption. 

So therein steps in a third party, either a utility 

r someone else that can come in and help them focus on that. 

'art of that, again, the way we've looked at it is removing 

hat disincentive in the context of a total conservation 

lackage. 

We have talked through some of the difference forms 

hat decoupling can take. A fixed charge, a normalization 

iechanism where, again, you get a surcharge or a credit if 

ctual usage is higher or lower than what was projected in a 

'ase. And then you can also move to something that is to the 

ar end of the scale. Usually it doesn't even show up on these 

raphs as far as a decoupling mechanism, and that is a straight 

ixed variable rate design where it has no relation to usage 

nd it is totally focused on the customer. It looks like a 

lat charge, but it has a demand component to it. That has 

)een in place in Georgia for about 15 years now. 

S o ,  again, that doesn't show up in the traditional 

lecoupling model, but it is out there. So there is many forms 
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>f rate design. But, again, I will just reiterate that rate 

lesign generally provides motivation. Mr. Weston talked about 

~ 1 1  rates provide incentives, and so the question is what is 

:he incentive you are trying to drive the utility to. 

I think it's important to note that what we are 

:alking about here is a general context of decoupling, and the 

roblem with talking in generalities is that you can generally 

issume anything good or bad. And what we have found as we have 

lad experience with decoupling is that it is situational and we 

lave found that it is best to bring specific proposals that 

ire, in our view, are in the interest of our customers and have 

.hat as a valid case before a Commission. 

Often that means you tweak it. You have different 

)pinions about what is best for the customers, and I think you 

Lave seen all of that today. And a fully vetted case will 

dlow you that opportunity. So I guess what I would just say 

.s you are looking at it, you know, I don't know if by look at 

reneralities you can necessarily endorse or condemn decoupling. 

t is a rate design mechanism. It can fit in the context of a 

'reater societal benefit based on the interest of the state. 

lo I guess from my standpoint, what I would request is, and it 

s not an endorsement or a condemnation of it, but it is rather 

f I can bring forth a plan that I believe is good for my 

ustomers, I would like to have that opportunity. That's it. 

'hank you. 
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MS. WEBB: Thank you, Mr. Carter. For those of you 

iho are interested, we have been compiling a web page off of 

:he PSC Home Page where we have been placing all the decoupling 

resentations and the agenda. If you go to the PSC Home Page 

.n the lower right corner there is a link there entitled 

iecoupling of Mr. -- the first two presenters, the 

)resentations that are available over on that side of the room 

ire already up on the web, and the materials that have been 

landed out today will be on the web as soon as possible. 

At this time, we would like to welcome Mr. George 

:avros to present on behalf of the Natural Resource Defense 

:ouncil. 

MR. CAVROS: Good morning, and thanks for the 

)pportunity to address you today. I'm actually here today on 

)ehalf of the Southern Alliance for Clean Energy, which has a 

xbstantial membership in Florida, and is heavily invested in 

mergy efficiency solutions. Also, my comments are based today 

m -- or rather my discussion today is based on some comments 

:hat I gave to staff, and also there is about 20, about 

: O  copies extra sitting up there of the comments. I just got 

:hem in today. I apologize for getting them in so late. 

Thanks for the opportunity to speak with you and also 

ior holding this workshop pursuant to HB 7135 where the 

.egislature has asked us to look at revenue decoupling in order 

:o see if it can greatly capture greater energy efficiency in 
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Florida. And the discussion is important today because it also 

provides an opportunity for us to discuss the overall energy 

efficiency program approach in Florida. And I raised the issue 

of the overall energy efficiency approach in Florida, because 

decoupling is not a stand-alone efficiency policy, it is a tool 

in the toolbox. It can undoubtedly help promote greater energy 

efficiency by allying the interests of utility shareholders 

rNith that of consumers if it is properly implemented. 

Now, while decoupling successfully removes a 

disincentive for an electric utility to pursue meaningful 

energy efficiency, as was discussed previously, it does not 

provide incentive to the electric utility to actively pursue 

sggressive energy efficiency measures. And in order to realize 

the full potential of decoupling, it should be complemented 

nrith, number one, energy performance goals and, number two, 

energy performance incentives focused to utilities. And the 

states that have had substantial gains in energy efficiency 

have been the states that have had a suite of these energy 

efficiency tools, and the legislature has expressed a strong 

intent to increase energy efficiency in Florida. 

First of all, they want decoupling explored to see if 

it can bring Florida greater energy efficiency. They also 

?lace an emphasis on demand-side renewable measures in FEECA as 

dell as asking the Commission to reexamine the 

cost-effectiveness test for energy efficiency measures. But in 
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Florida both consumers and utilities face challenges in tapping 

3ur state's abundant energy efficiency and demand-side 

renewable energy resources by tying the utilities' financial 

health to earnings -- to the amount of energy sold rather than 

the delivery of least-cost energy services, the current 

regulatory structure sends the wrong economic signals to 

itilities and discriminates against energy efficiency and 

iemand-side renewable energy. 

And, you know, consumers face the same challenges, as 

uell, including a lack of information regarding the benefits of 

mergy efficiency, and high upfront costs for installing energy 

2fficiency programs, equipment, and measures. Policies for 

lemand-side renewable energy and utility led energy efficiency 

should be judged on the degree to which it helps consumers 

mercome these challenges. And as a result of these 

:hallenges, Florida lags far behind other states in energy 

savings. 

A s  presented on Table 1 ,  and I apologize for those of 

IOU that don't have a copy of the comments, there are a few 

nore up there, but the state's largest utilities achieved 

ninimal results from energy efficiency programs operated in 

!006 and 2 0 0 7 .  The results show energy efficiency savings 

Levels, and that is annualized reductions in sales of 

2lectricity resulting from program activity in that stated year 

)f well below the one percent annual savings goal that is 
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videly acceptable as a benchmark for demonstrating leadership 

tn energy efficiency. The energy efficiency range for 

mvestor-owned utilities range from one-tenth of a percent to 

:wo-tenths of a percent, and that was in 2006 and 2 0 0 7 .  This 

.s an indication that the Florida model is not working well. 

The Florida utilities, to their credit, do a very 

iood job of shifting load around, but this table indicates that 

re have a long way to go on actual energy efficiency measures. 

'he first and most immediate step the Commission could take to 

.mprove energy efficiency performance in Florida and to require 

itilities to -- it should be to require utilities to implement 

111 cost-effective energy efficiency. 

Currently, the Commission policy uses the rate impact 

ieasure test as a cost-effectiveness test as the ultimate 

:creen for energy efficiency measures. This test measures 

ihort-term rate impacts as opposed to longer term economic 

)enefits to the whole body of ratepayers from an energy 

!fficiency measure, and the Legislature has expressed its 

ntent in HB 7135  for the Commission to find alternatives to 

his test by stating, "In establishing the goals, the 

'ommission shall take into consideration the costs and benefits 

o the general body of ratepayers as a whole." 

And I would like to urge the Commission at this time 

nd the Commission staff to establish cost-effectiveness, to 

mstablish the cost-effectiveness test as the first order of 
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Jusiness in the upcoming FEECA goal-setting proceedings. 

3ecause without a clear signal from the Commission identifying 

:he appropriate cost-effectiveness test early in the 

xoceedings, the goal setting proceedings are going to devolve 

tnto a protracted debate over the cost-effectiveness test and 

vhich one we should be using as opposed to actually setting 

joals for the next ten years. And we believe the Legislature‘s 

mtent is best realized through the use of the total resource 

:ost test because it more effectively measures the benefits to 

:he general body of ratepayers as a whole. 

And, secondly, we generally favor decoupling revenue 

from sales as a straightforward approach to breaking the link 

letween utility sales and the recovery of fixed costs and 

rofits. Decoupling is consistent with Florida‘s traditional 

:ost-based regulation, or the use of annual true-ups to align 

:osts and revenue is a standard approach, and the end result is 

.hat utilities should no longer have an incentive to maximize 

.heir sales because the rate of return does not change within 

.he revenue requirement, nor is there a disincentive to promote 

!fficiency. Decoupling should have the effect of stabilizing 

he revenue stream of the utility because its revenues are no 

onger dependent on sales. 

And there is a number of variations in how the 

,omputations can be done. The true-up mechanism is 

,metrical. So if sales increase, rates drop in the next 
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ieriod, and if sales decrease, rates increase to compensate. 

So, therefore, decoupling removes the risk to utilities that 

:hey will underrecover fixed costs, but at the same time it 

removes the risk to consumers that utilities will overrecover. 

An alternative to decoupling is a lost revenue 

5djustment mechanism, and they are designed to enable the 

itility to adjust its rates to recover only those lost margins 

:hat result when its efficiency programs cause a reduction in 

;ales. Now, it may not be the best approach for addressing the 

.mpact of energy efficiency programs on sales. First, it 

resumes that the effects of utility energy conservation 

xitiatives on utility sales can be easily distinguished and 

iisaggregated from the effects of external conservation factors 

)n those sales such as naturally incurring improvements in 

:f f iciency. 

It can often be hard to precisely identify the effect 

)f reductions from utility energy efficiency on utility sales. 

'hey are also not very effective at addressing net lost 

'evenues due to government efficiency standards or renewable 

mergy portfolio standards of reducing the harm to consumers as 

re11 that results from utility overrecovery of fixed costs. 

So we feel that decoupling addresses these concerns 

lirectly and more effectively. There also have to be 

lerformance and goals, and the Legislature did give some 

lirection on this, and maybe we will raise that in the second 
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half of the discussion. But it's important to note that 

removing the financial disincentive created by the current rate 

structure does not provide the utility with a positive 

incentive to pursue aggressive energy efficiency because it 

doesn't offer an additional benefit to the utility. Therefore, 

it may be appropriate for a utility to receive financial 

incentives if it performs well in achieving energy efficiency 

goals. 

And the incentives used in other jurisdictions 

include share savings, which the Legislature has also alluded 

to in HB 7135, and possibly, you know, penalties for poor 

performance for not reaching the goals. You know, for 

instance, I will use Connecticut as an example. They look back 

at the past years results relative to the established goals and 

determine a performance incentive that can be anywhere from 

1 to 8 percent of program costs for achieving or exceeding 

established goals. 

And, of course, goals are very important, because you 

need a metric by which to measure the energy efficiency 

performance. And to date most U.S. investor-owned utilities do 

not operate a comprehensive suite of conservation policy 

programs without a defined mandate. We have often endorsed an 

energy efficiency resource standard requiring utilities to meet 

a minimum percentage of their load with energy efficiency. 

They are a very effective tool. As was stated earlier, New 
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Cork, New Jersey, and California also have aggressive energy 

?fficiency goals. 

:oming up where goals are determined. In the legislation, the 

>egislature in House Bill 7135  also gave some guidance on 

)ossibly authorizing a greater rate of return on certain -- if 

.he utilities hit certain targets, and maybe hopefully we can 

liscuss that in the afternoon, as well. 

And obviously we have the FEECA process 

Table 2 shows the type of savings that can be 

ichieved with a full suite of energy policy tools, including 

lecoupling in many cases. And if you look at that table, 

.here's utilities in other states that are realizing energy 

!fficiency savings, anywhere from 1 percent to 3 percent of 

;ales. And this is in stark contrast to the energy efficiency 

rains that we are realizing in Florida. 

And I would like to take just one more minute, if I 

*odd, to address some criticisms of decoupling. First of all, 

,ritics of decoupling often mischaracterize decoupling as 

ruaranteeing a utility a revenue stream paid by consumers 

egardless of how much power they use. This is, again, a 

iischaracterization because the revenue stream and the utility 

osts are not certain. And, you know, only in a theoretical 

ase where costs are certain and not subject to control can 

his statement be true. However, decoupling provides an even 

reater cost control incentive because the effects of poor cost 

ontrol are not masked by growth-driven revenue increases. 

. 
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Because decoupling affects only revenues, the utility remains 

at risk for any changes to cost. In other words, this puts 

more pressure on utilities to manage their costs. 

Secondly, some other critics are concerned that 

decoupling sends an inappropriate price signal to customers 

vyhen a portion of their bill goes up, even though they are 

making the effort to conserve. And this is understandable and 

this effect is real, but it is also insignificant. Consumers 

vyho invest in energy efficiency can reduce their energy bills 

by as much as 3 0  percent or more. And in contrast, the modest 

adjustments to their bills due to decoupling are unlikely to 

fluctuate more than maybe one percent to four percent tops. 

And the fluctuations can actually go in either direction. 

And it is also important to note that such 

fluctuations pale in comparison to the recent rate impacts of 

new nuclear power capital costs or natural gas fuel charges 

that have been imposed on ratepayers recently. Given the 

relative size of bill savings and rate adjustments, we don't 

believe that -- we don't believe that a small incremental 

increase in customer utility bills will disincentivize them 

from pursuing energy efficiency. Therefore, we recommend to 

the Commission that they indicate in the report due on 

January 1st to the Legislature a properly implemented revenue 

decoupling policy that includes aggressive energy efficiency 

performance goals and targets will make Florida a leader in 
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energy efficiency and in the process transform our local 

utility companies from being mere sellers of electricity to 

being providers o f  the most cost-effective energy services. 

Thank you. 

MS. WEBB: Thank you, Mr. Cavros. 

And as we mentioned previously, I will mention it 

again, any materials you were unable to receive today will be 

available on our website following this workshop. 

At this time, we would like to welcome Mr. Joe 

McGlothlin from the Office of Public Counsel. 

MR. McGLOTHLIN: I'm Joe McGlothlin w 

of Public Counsel. I have a few brief comments 

th the Office 

As other presenters have demonstrated, the concept of 

decoupling when implemented can take many forms, and our office 

will be involved in evaluating whatever specific proposals are 

put forward. But it is fair to say that at least preliminarily 

our office has not seen a formulation of decoupling that, in 

our view, is in the customers' interest. 

To that statement I will add just a couple of points 

that arise as a result of the some of the earlier 

presentations. There has been a lot of emphasis on severing 

relationships, and I'd like to point out that one relationship 

that it is impossible to sever is the relationship between risk 

and return. The lower the business risk of the utility, the 

lower the return that will be necessary to compensate it for 
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:hat risk. 

And I took a few notes on one of the earlier 

xesentations to illustrate that decoupling has the effect of 

reducing business risk. There are references to allowed 

revenues, immune revenue levels, assured recovery, insulated 

revenues, and protection against changes in weather and 

xonomic downturns. To each of those proposals, if they 

xrface in a specific decoupling mechanism, should be attached 

:his question, what is the corresponding impact on the required 

-eturn and how can that be factored into the system such that 

:ustomers are protected and realize the effect of a lower 

msiness risk. 

Another premise that we think is problematic and 

Jarrants further scrutiny is the assumption that the 

-elationship between costs and revenues that is used in 

pantifying the revenue level to be assured on an ongoing basis 

.s that the assumption is that that is a given over time, when 

xperience has demonstrated that the relationship between costs 

md revenues is dynamic, such that, for instance, if over time 

I utility is able to implement technology or productivity 

Leasures that lower its costs, customers should be entitled to 

he benefit of those measures. 

These are examples of the types of things that we 

hink warrant careful consideration as more specific proposals 

Ire put forward. That's all I have today. Thank you. 
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MS. WEBB: Thank you, Mr. McGlothlin. 

At this point we are transitioning to our open 

liscussion. We encourage anybody who has something to say 

:oday to please come forward to a microphone. And, again, 

,lease identify yourself before speaking each time that you 

;peak. 

If we may get started, we would like to cover Section 

CII.a., objectives of decoupling. We would like to start the 

:onversation by asking the crowd what is the intention of 

revenue decoupling. We heard some ideas from the presenters 

:his morning, but if anybody would like to expand on that we 

vould like to hear that now. 

Some of the ideas we heard this morning, at least one 

xesenter mentioned ensuring revenues. We heard some 

lisagreement with that. 

iromote energy efficiency, but some mentioned that that does 

lot necessarily provide an incentive. 

We also heard reducing disincentive to 

Any further comments at this time? 

Okay. I guess we have on the record everything we 

ieed to know for that point. We will move on to the next, 

nethods of revenue decoupling. Primary decoupling mechanisms. 

Ir. Martinez mentioned revenue per customer. I believe JoAnn 

ias a question she would like to ask on that. 

MS. CHASE: Mr. Martinez, I was wondering if you 

:odd just elaborate on what you mean. You made some sort of 
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;tatement about you could adjust the revenue by having new 

:ustomers come on-line in a system. what were you referring to 

:here? 

MR. MARTINEZ: Sure. Under a revenue per customer 

iechanism you basically do the same simple decoupling process, 

‘ou true-up to allowed revenues, but you adjust based on how 

>any new customers come into the system. And that can be done 

.n a number of different ways. I think in New York the way it 

.s being envisioned you would have two separate steps. One, 

Tou look at kind of taken in revenues versus allowed, and you 

:rue-up. And, two, you look at the customer numbers. And the 

rhole idea is to give the utility an incentive to acquire new 

:ustomers and to cover its costs of new customers. But if you 

lave new customers, there is an additional amount per customer 

:hat the utility would be allowed to recover basically to 

)rovide an incentive for new customers or to cover costs of 

tdditional customers. 

MS. CHASE: Okay. So you wouldn’t be looking at just 

:he gross revenue, you would be taking into account the 

:ustomer growth and so forth? 

MR. MARTINEZ: Yes. 

MS. CHASE: What about the other way, if they are 

tctually reducing customers? 

MR. MARTINEZ: Likewise. 

MS. CHASE: Same thing? 
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MR. MARTINEZ: Yes. 

MR. WESTON: This is Rick Weston. May I jump in? 

MS. WEBB: Absolutely, Mr. Weston. 

MR. WESTON: I would just point the questioner to the 

ippendix in my slides, starting on, I think, Slide 13 or 14 

Jhich shows just a general decoupling example mathematically, 

ind then shows how the revenue per customer method would be 

lone. Again, they are simplified examples, but I think it may 

ielp you see how the adjustments are made for numbers of 

:us tomers . 
MS. WEBB: Thank you, Mr. Weston. 

MR. WESTON: Yes. 

MS. WEBB: Mr. Martinez, I apologize, ‘ou said during 

‘our presentation that there were two primary methods and the 

)ne that I caught was the revenue per customer. Did you 

iention the other, as well, or did I misunderstand you? 

MR. MARTINEZ: I may have misspoken, then. I think 

here is, you know, there is one primary method, it is just a 

rue-up to allowed revenues that you do, you know, on some 

Legree of frequency, either monthly, quarterly, yearly. We 

!refer it be done with a greater degree of frequency, but 

here’s adjustments that you could make to that if you would 

ike to normalize for weather, if you would like to have some 

ort of adjustment for economic growth, some sort of economic 

ndicator. If you want to have an adjustment for customer 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

1 2  

1 3  

1 4  

1 5  

1 6  

1 7  

18 

1 9  

2 0  

2 1  

22 

23 

2 4  

25 

67  

growth. But they are all kind of adjustments to the same base 

gecoupling mechanism. I hope that's correct, Rick. 

MR. WESTON: Yes, that is correct. The question you 

x e  really asking, MS. Webb, is how do you calculate the 

revenues. The adjustments to actual revenues and, you know, 

€or allowed revenues, those adjustments are going to be made as 

Luis suggests, you do it on a monthly, quarterly, or whatever 

msis. The question you really are getting at is how are we 

setting -- how are we determining allowed revenues. 

In the case of a revenue per customer mechanism, you 

2re adjusting allowed revenues for the actual number of 

xstomers. Under other decoupling mechanisms, such as in 

Zalifornia and as was originally proposed by National Grid in 

qassachusetts, alternative methods are used. In the case of 

Jational Grid, it is essentially a series of projected future 

zest years, three years of test years. The first year was 

something like $525 million, the next year was 540 million, and 

:he third year was 560,  and those were the allowed revenues in 

:he proposal. How they got there was through, you know, doing 

luture test year analyses. But, again, it was an allowed 

revenue amount, and it accounted for what they felt were the 

lrivers of their costs. 

MS. WEBB: So am I correct to understand that there 

ire no set recipes for decoupling, it's determining what is 

nost appropriate for your jurisdiction, is that correct? 
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!ase of Green Mountain Power in Vermont, it is 

rojected test year amount. It is a test year 

)roductivity and inflation is essentially how 

iultiyear basis. 

MR. MARTINEZ: If I could jump in on 

68 

MR. WESTON: Well, there is no set recipe for 

letermining allowed revenues nor is there a set recipe for 

ietermining when the adjustments will be made. But as a 

Tenera1 matter, you want to make the adjustments on a regular 

,asis. You probably want to reduce the lag time between the 

:ollection of revenues and the adjustment. But, yes, you're 

right. 

In the case of Baltimore Gas and Electric and Pepco, 

:hese are revenue per customer decoupling mechanisms. In the 

essentially a 

adjusted for 

t works on a 

that just a 

pick second. I mean, in my experience, revenues are just 

letermined the same exact way that they have been traditionally 

n each state under standard rate cases. So they go through a 

ormal rate case to determine revenues and after that they 

rould implement a true-up mechanism to stick to those. But 

hey use whatever formula was used in the state. 

MR. WESMN: That's true, Luis, but while we are 

alking about multiyear or a longer period revenue decoupling 

iechanism, if you put a mechanism in place for three years, you 

lay want to adjust that first year revenue requirement by other 

actors, such as productivity and inflation. That was merely 
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my point. But, yes, the fundamental analysis that starts off 

the decoupling regime is a soup-to-nuts rate case, just like 

you do now. 

MR. McWHIRTER: Could I ask Mr. Weston a question? 

In Florida, we have significant cost-recovery 

clauses. It looks to me like your presentation was essentially 

sddressing base rates where there would be lost revenue if 

sales fall off and excess revenues if they are excessive. But 

nrith cost-recovery clauses we true them up every year and those 

zost-recovery clauses have in them items that cover utility 

investments and give the utilities a return on their 

investments, et cetera. Would it be fair to say that insofar 

3s cost-recovery items are covered in Florida, we already have 

fiecoupling? 

MR. WESTON: I would have to take a look at what the 

nechanisms are and just how they work, so I can't say that it 

is fair to say that. But if there is a mechanism that 

xssures -- I use that word guardedly -- assures that the 

itility will receive only those dollars that it should receive 

relative to that cost item, in a sense that's a form of 

Yecoupling. 

To the extent that there are nonbase rate 

?djustments, power cost adjustments and things like that, that 

is outside of what I was talking about. You're right, I was 

Ialking about base rates or the wires only portion of the 
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business. To the extent that there are adjustments to the 

wires-only portion of the business, well, then there may be, in 

effect, limited decoupling mechanisms for those cost items. 

If you were to go to a full decoupling regime for 

base rates, those things that are adjusted in base rates 

through these additional adjustment mechanisms would very 

likely no longer be needed. They would be fully accounted for 

in the full decoupling mechanism. This question came up, by 

the way, in Minnesota. And if Florida is similar to Minnesota 

in this respect, then what I say is correct. 

MR. JACOBS: Good morning. This is Leon Jacobs, and 

I have two things. 

One is a comment, and then I would like to ask Mr. 

Weston for some further comment on part of his presentation. 

And really I guess this more appropriately goes to your first 

question. I apologize, I should have come up first as to the 

intent of decoupling. 

It strikes me that we come to this exercise largely 

by the prompting of the Legislature and by the policy directive 

of the Commission. There is an overwhelming objective that in 

this state the electric industry needs to diversify its fuel 

sources, and it needs to determine what the most cost-effective 

measures or means are to do that. In the context of that, 

there is the idea, a proposed idea that there are no more 

resources on the demand-side which can have an important impact 
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ind effect in accomplishing those legislative goals. whereas 

n this state, we traditionally rely almost exclusive on 

:upply-side resources to accomplish our energy demands or to 

ieet our energy demand. 

I think we are in an exercise, and we are at a point 

i f  time of really fundamentally determining to what extent the 

ormula between demand-side and supply-side resources is 

ippropriate. And consistent with the discussion earlier, what 

s the most cost-effective way of doing that. So I would 

iuggest to you that we should approach decoupling in the 

'ontext of that debate. 

Mr. Weston's presentation had some important cites 

bout these transitions in models, regulatory models that ar 

ddressed. One in particular was the idea of a least-cost 

nalysis, a least-cost approach to electricity planning. I 

rould be very interested in his thoughts about to what extent 

hat process is in place in Florida today or is appropriate for 

'lorida in addressing this question. 

MR. WESTON: Sure. Thanks, Mr. Jacobs. 

I actually don't have a answer to that. I don't 

now. I'm not familiar enough with the state of integrated 

esource planning and how it works through the regulatory 

rocess in Florida. My understanding -- my recollection, 

orgive me -- is that you do have an integrated resource 

lanning requirement in Florida, and energy efficiency programs 
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are evaluated under it, and the cost-effectiveness test that 

you apply affect how much energy efficiency you get. 

are a variety of cost-effectiveness tests for energy 

efficiency, and depending on which test you use, you will get 

more or less that is deemed to be cost-effective. 

And there 

My point in raising the least-cost imperative was 

merely to say what I think we all understand, and many of the 

speakers have alluded to this, and that is that there are 

actions that can be taken to reduce the total cost that Florida 

and its consumers see for meeting their electricity energy 

needs that will have a deleterious effect upon the utility. 

And what we are interested in is in breaking down those 

barriers so that good outcomes occur without harming the 

utility financially. 

And so decoupling is one -- as one speaker mentioned, 

and I fully agree with -- is one in a suite of policies that 

the state ought to consider for assuring that the utilities' 

financial interests are aligned with the broader public policy 

goals. You know, least-cost action, reduced energy costs for 

desired levels of service. We are not talking about reducing 

consumption for the sake of reducing consumption, we are 

talking about using the energy we have much more efficiently to 

the benefit of consumers, economically and environmentally. So 

that was really the context in which I put that. 

MU. JACOBS: Thank you. 
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MR. WESTON: Thank you. 

MS. WEBB: In keeping with what we were speaking 

tbout a few moments ago, we would like for someone to comment 

m whether more frequent base rate case review would moderate 

he effects that increased sales between the rate cases have 

lad on revenue growth. Does that go without saying? 

MR. McWHIRTER: Everybody hates rate cases. That 

roes without saying. Except lawyers, lawyers really like rate 

:ases. 

MS. CHASE: So I guess what you are saying is that 

here are competing goals here, then. It might have that 

mpact of mitigating the effect, but more frequent rate cases 

brings with it other -- 

MR. McWHIRTER: I think we have already got 

lecoupling in place for 70 percent of the utilities' revenues. 

:verything comes through the cost-recovery clauses. It 

ncludes costs other than fuel in the fuel clause, et cetera, 

Bt cetera. S o  what you might want to look at is how is 

ecoupling -- how is that very broad decoupling activity 

forking? Is it working to the satisfaction of customers and 

he utilities now? And maybe you can do that without a base 

ate case. 

With respect to base rate cases, there was 

egislation in place that required utilities to file minimum 

iling requirements at least every four years that was 
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repealed. When they did a sunset of the Public Service 

:ommission a number of years ago, they put that in place. You 

jet more when minimum filing requirements are filed than you do 

rith the normal surveillance report. 

My suggestion would be that if you are more 

iggressive with your auditing of surveillance reports to 

:rigger activities that may be causing base rates to be too 

iigh, that should be sufficient without triggering base rate 

:ases all the time. 

MS. CHASE: Well, without a base rate case, how could 

:he Commission address your proposal of the change in rate 

lesign? Wouldn't a rate case be needed for that? 

MR. McWHIRTER: Yes. Well, you could change a rate 

structure, but I think because rate cases generally come about 

vhen expensive power plants are built, and we haven't built 

serious power plants in quite awhile, but now we are into that 

lhase again. The nuclear plant, they have been able to avoid a 

lase rate case in that connection, but I think you are going to 

see base rate cases come in and you will have a chance to look 

it rate structures and whether the rate structures are 

satisfactory to recover fixed costs and also consumption costs. 

ind if you can make consumption costs relate only to fuel, 

:hen -- or really variable expenses, then people really will 

:onserve because they will see that as a clear way to reduce 

:heir electric bill. 
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One of the problems we have got in Florida, and I 

iidn't emphasize this, is a serious customer hardship problem. 

ind when you have as many foreclosures as we have got and as 

iany discontinuance notices going out, there is not too much 

lore you can do to the typical residential customer without 

:resting serious turmoil. So this needs to really be studied 

:arefully . 

MS. CHASE: Does anybody have any comments or 

yeaction to Mr. McWhirter's suggestion that the way 

:he adjustment clauses work really actually is maybe a form of 

lecoupling in Florida? Does anybody have a reaction to that, 

igreeing or disagreeing? 

Ms. Clark. 

MS. CLARK: JoAnn, this is Susan. I would only 

that those -- I think I would disagree a little bit 

McWhirter's characterization as I saw it as 

paranteeing a return. These are just a flow through of the 

:osts for those items that are largely beyond the control of 

.he utility, and I think it has worked well in terms of 

-educing the need for rate cases, which as he pointed out is 

:ometimes not a good thing. So I think that -- I guess in some 

;ense it is a decoupling, but I think the reasons for it are 

lifferent than what is being suggested here. 

MS. CHASE: Okay. 

MR. WESTON: May I? This is Rick, again; may I jump 

:omment 

iith Mr 
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tn? This question was asked of me earlier, and I have given a 

.ittle thought to it, a little more thought to it. Again, I 

iaven't studied how the mechanisms work in Florida, but I would 

tsk this question in looking at them, and that is how do the 

iechanisms actually work, and, indeed, does the utility make or 

.ose money with the mechanism. If it is purely a pass-through 

)f actual costs, that's one thing. But there are a number of 

fuel adjustment clauses around the country that actually have 

nteresting side effects. We can get into this. We have 

iritten -- one of the papers that I mentioned at the end of my 

)resentation actually gets into this issue, but there are some 

iuel adjustments clauses that work based on average fuel costs 

.n a period, and that actually can have a lot of effects and 

ttilities can actually make or lose money through such clauses. 

Without getting into the detail of it here, I just 

iant folks to be thinking about how the clause actually works 

.elative to the costs it's intended to cover, before you can 

Lake a determination as to whether it is, you know, sort of a 

)artial -- excuse me, a limited decoupling mechanism. 

MS. WEBB: Mr. Carter, I believe, did you have your 

land up at one point? 

m. CARTER: Yes. I just wanted to comment on the 

pestion about decoupling in the context of the frequency of a 

'ate case. And you have got to consider that a rate case 

.eally thinks about what your margin is doing, your cost 
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structure, as well as the greater economic circumstance, at 

east your cost of capital. In all of that, if you hold 

verything else constant but the margin, if you are in a 

:ituation of increasing use per customer, yes, bringing it down 

o a decoupled level means you are going to reduce that margin 

rrowth, and all else being equal, you would have a more recent, 

lore frequent rate case. 

However, if you are putting things more in context of 

.onservation, and, again, where you would expect to see 

ctually a net decrease in consumption, and so you would have 

ower overall usage on average, by decoupling that and making 

hat margin at a more stable level, then you should have less 

requent rate cases. So it is really in the context of what is 

iappening absent the decoupling from a customer usage 

tandpoint. 

MR. JACOBS: This is Leon Jacobs, again. I want to 

cho the comments that Rick made, again. And I want to, if I 

an, focus on one particular example. A s  I understand it, 

ight now the way the Commission looks at and determines 

rhether or not an energy efficiency measure is cost-effective 

s that it determines what the level of revenue that will be 

ost by that utility as a cost for implementing that measure. 

In my mind, this speaks very clearly, in my mind, to 

he danger of looking too narrowly of what you want to do with 

ecoupling. If all you want to do is look at the bottom line 
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-evenue impact to the utility, that is one thing. But I would 

iuggest to you that if you were to do a really complete 

inalysis, you would probably find, I think, there is evidence 

)efore this Commission that if a utility were to look at some 

)f these energy efficiency measures and back away from the idea 

.hat cost of lost sales, they would find ways to make money by 

mtting in those energy efficiencies and thus lower the overall 

iperating costs. So, in that instance, you are going to 

mplement the bottom line, but you are doing it through a more 

.obust, and I would suggest to you a broader perspective of 

That decoupling is attempting to accomplish. 

If you only look at it from the standpoint that every 

piver of revenue disruption has to be adjusted immediately by 

decoupling reaction, then I think that is one thing. But if 

'ou are looking at it from the overall long-run perspective of 

LOW that utility can evolve and actually grow in the context of 

he state energy planning, I think there are some incredible 

lpportunities here, particularly if you look at how we now 

,valuate energy efficiency. And I would highly suggest to you 

hat if you look at more of a long-run perspective, if you look 

egitimately at what is available to the marketplace now in 

erms of these efficiency and conservation measures, I think 

ou will find ways that if you don't count that lost revenue as 

cost-effectiveness, that you look at maybe a decoupling kind 

f mechanism to adjust for that, you will find ways to reduce 
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)vera11 costs for those utilities. And I think that has 

tctually been borne out maybe in some areas of the country. I 

:tand to be corrected, but I think that that experience has 

tctually been borne out by the utilities in other areas of the 

:ountry that have taken that kind of a broad-based approach. 

MS. WEBB: Do we have any comments or reactions to 

[r. Jacobs' comments? 

Does anyone have any more points they would like to 

ring up in regards to objectives or methods of decoupling 

before we go on to application? 

MR. CAVROS: I just wanted to make one comment. 

MS. WEBB: Yes, sir. 

MR. CAVROS: Mr. McWhirter had mentioned sort of t 

nability of the rate base to handle any more -- any more 

ncreases. And, you know, the rate base has been hit with 

e 

uite a few rate impacts and upcoming rate impacts from fuel 

harges, from new plant construction, which are in the $1 a 

ionth range to $9 a month range, and that is just for new 

onstruction. So, you know, if there is a mild increase, an 

ncremental increase in rates to customers of maybe one 

ercent, two percent of their bill, that would be pretty much 

nsignificant. And to sort of deny that, I think, is really 

njustifiable, you know, given the fact that the other rate 

mpacts that they are being hit with. And the rate impacts 

ssociated with energy efficiency implementation will actually 
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ielp them lower their bills by allowing them to invest more in 

mergy efficiency, where the other rate impacts for new 

Teneration and fuel costs do nothing to help them lower their 

)ills. 

MS. WEBB: All right. Getting down to a little more 

iiner detail. The decoupling method, regardless of the type, 

should that apply to all customer rate classes or selected 

:ustomer rate classes? Do we have anybody who would like to 

;peak as to how a decoupling mechanism should be structured? 

MR. McWHIRTER: In Order 95-0097, the one that Mrs. 

:lark referred to, the Florida Power Corporation order 

ipproving decoupling, it shows only the residential class. 

md, of course, that pleased my clients, who were industrial 

md large commercial customers, but the reason that we thought 

ras appropriate is because the rate structures for larger 

xstomers have a demand component and an energy component. And 

.he utility is able to recover its fixed costs or should -- the 

Lemand charge should be set so that the fixed costs applicable 

.o that class of customers are covered through the demand 

:harge. And when that happens, the energy charge is reduced, 

)ut the rest of the story is that you track costs more 

lppropriatel y . 
If you move to the residential class, you have a 

airly modest customer charge that covers the meter and that 

)ot that is on the pole in front of your house, and then you 
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lave an energy consumption charge that covers all of the other 

)perations of the utility. It's generating plants, it's 

iransmission lines, it's distribution lines and so forth. And 

:hat modest customer cost doesn't give anything towards those 

:ixed costs. So the utility must collect those fixed costs and 

.t does that through an energy consumption rate. 

.. 

When utilities were first regulated, they had what 

:hey called the Hopkinson rate design. It was called a 

leclining block rate. And when a customer consumed 

i00-kilowatt hours of electricity, they said, now, that 

:ustomer has recovered all the fixed costs that are 

tpplicability to that customer, and, therefore, we reduce the 

mergy charge for the remaining costs. 

In the 1970s, the declining block rate was eliminated 

tnd the Commission went to a flat rate across the board. In 

.he last few years you have gone to an inverted rate so that 

.he more you consume the more you pay, and the larger 

.esidential customers subsidize the people that consume 1,000 

:ilowatt hours or less because they don't pay their full cost. 

md the problem with that is you have large families in 

ininsulated homes that have a lot of washing and they are the 

ines that really get hit by the inverted rates, whereas if I 

Lave a condominium unit that I only use three months out of the 

'ear, I get the benefit of the lower rate. 

And so I think if you did what the automobile 
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companies that are in competition move to, which is they charge 

you $50 a day to rent the car, but that covers the fixed cost 

of that car and you take care of the gas, or they will take 

care of the gas when you come back and charge it to you. That 

way, if a customer only goes five miles with his rental car, he 

has covered the rental car company's full cost, and if you put 

that on a customer that drove 1,000 miles with that rental car, 

the guy that only used it five miles would be renting cars all 

the time because he could get them for an el cheapo rate based 

on the miles he drove, whereas people that use the cars to go 

on a tourist trip would be discouraged from doing it. 

Telephone is the same way. They have gotten away 

from the minutes charge. When you do water and sewer rates, 

you have a base facilities charge. It gives a utility a return 

3n its investment in pipes and the treatment plant. In those 

rates the consumption charge should be lower. 

I have gone on more than I should, but I'm trying to 

suggest to you that it's appropriate at this time for customers 

that have rates based upon their demand, you don't need to do 

lecoupling with them, because most of their energy cost is 

closer to the variable cost, whereas with customers whose bill 

is based on consumption, that's where decoupling should come 

in, if at all. But I recommend that it not come in. That what 

you do is restructure those rates so that the utility gets a 

fair return from the customer for its investment in all of its 
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facilities for that customer. 

WS. CLARK: This is Susan Clark. I just wanted to 

lake sort of a general comment regarding C, all of C and the 

;ubquestions that you have there, the application of 

lecoupling. And I think I would harken back to what Mr. Carter 

;aid that there should be no wholesale endorsement of 

lecoupling. That it really does depend on the specific 

xoposal and the company who has made that proposal. And I 

.hink then all of these questions would relate to the proposal 

md frankly what you are trying to accomplish by that proposal. 

I am a little -- and I would say the Florida 

xperience was it did only apply to residential. There were 

iechanisms in there to address customer growth, economic 

:onditions, weather conditions, and frankly it got rather 

:omplicated because you are trying to draw it so narrowly so it 

-eally is tied to the energy efficiency that it made it a 

:omplicated mechanism, I think. 

One of the things that I'm not clear on and wanted to 

:omment on specifically is the three Is, what would be the new 

'evenue driver if profits are decoupled from sales. And I'm 

lot  sure I understand that. I don't think the revenue driver 

s different. You still want to cover your expenses, a 

.easonable -- a return of your investment and the return on 

'our investment. S o  what dictates the level of revenue does 

tot change. And that's why maybe I have misunderstood what you 
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are looking for here. I guess I don't have any specific 

responses to these questions, because I think it does depend on 

a specific proposal from a specific company as to how you would 

answer these things. 

MS. WEBB: Thank you. 

I wanted to mention to your first point, we are not 

providing any type of endorsement, we are merely fact finding 

and want to understand the nature of a decoupling proposal. 

But your points are well taken regarding the revenue driver. 

If I understand correctly, the forrecasts that are 

present at the time a decoupling proposal would be implemented 

are frozen in time and the revenues are based upon that, as 

they existed at the time the mechanism was implemented, is that 

correct? I want to make sure that I understand all of the 

characterizations made. 

MS. CLARK: I'm sorry, Karen, would you say that 

again? 

MS. WEBB: If a decoupling mechanism is established 

and implemented, whatever projections were made for revenues at 

that time, those are frozen in time and that there is no 

revenue driver because projections are frozen as they were 

previously. Is that correct? 

MS. CLARK: I guess -- let me state it another way. 

The revenues that you would target for recovering from 

customers may, in fact, go up when you have more customers or 
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Dther factors. So I guess what I'm suggesting is the revenue 

number would change from year to year. 

MS. CHASE: I think another point on that, on the 

third one there, the new revenue driver, the way that it works 

now without, of course, any decoupling mechanism, if a utility 

Detween rate cases is able to increase their sales and control 

zosts, then profits do go up. But if you put in a mechanism 

ryhere the sales -- where that won't have that impact because 

:he decoupling mechanism would work both ways. One of the 

slides that one of the presenters had showed that. Then what 

is the driver to a utility? What is the incentive to a 

itility? Is it to control costs, continuing to control costs? 

Is it no longer to try to increase sales? I think we are 

:rying to get at that. Does anybody -- 

MS. WEBB: And at what point does energy efficiency 

3ome in. 

MS. CHASE: Right. 

UNIDENTIFIED SPEAKER: I will take a first crack at 

it. The driver behind it becomes certainly a decoupling from 

;ales. The incentive is on cost management. A s  the example 

:hat Mr. Weston put out, it is still on adding customers 

Iecause it is trued-up on a margin per customer basis. But 

:hen as customers change, then that margin in total dollars can 

70 up or down based on customer count change. So you still 

lave the incentive to add customers and deploy capital at a 
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:ate that those customers that come on the system are paying at 

)r above system average so that you are enhancing that system. 

lut very much a focus on efficiency of your middle line costs 

fhich are user controllable costs, your O&M of operating your 

listribution or wire system. 

MS. WEBB: Is there anyone that advocates that a 

urpose of decoupling is to flourish energy efficiency 

rograms, or anyone that believes that implementing DSM becomes 

t driver for the utility after the implementation of 

lecoupling? 

We are discussing the nature of what becomes a driver 

:or the utility if decoupling is implemented, and it was stated 

:hat the utility would then focus on cost management and adding 

tew customers if they had decoupling applied. My question is 

.s there anyone who advocates that utilities are then motivated 

:o implement DSM programs and energy efficiency? 

MR. MIRTINEZ: And you mean that absent any explicit 

.equirement on the utility or any financial penalty or reward 

:or it? 

MS. WEBB: Yes. Does anyone believe that decoupling 

Loes provide an incentive for DSM and energy efficiency? 

MR. MARTINEZ: Based on what I said in my 

iresentation, and what I said was it removes the disincentive, 

.lthough it doesn't provide an explicit incentive for an energy 

!fficiency. That would need to be a separate hopefully 
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parallel process where you provide an incentive or a 

requirement for the utility to acquire energy efficiency. 

And just to finish answering number three, the new 

revenue driver, it is to manage cost, and in a lot of places 

there is also a performance-based reward for reliability and 

for customer service. S o  there is an additional focus on those 

two. I'm not sure if they exist in Flosida, but a lot of 

places do have them in place. so the focus shifts from 

additional sales to limiting costs, reliability, and customer 

service, quality of customer service. 

MS. CHASE: I think a lot of the presentations did 

touch on many of the things that we have listed here in c. 

But, in general, does anybody have anything to add to what was 

said today that would help address some of the questions that 

we have listed here? Any other general comments or anything 

specific they want to add to this? 

MR. WESTON: This is Rick Weston. I would only 

reiterate -- I would only encourage you, again, to take a look 

at our Minnesota report. Many of the comments that have been 

made today, and all of these questions I believe in some way or 

another are addressed in that report, and it spares you having 

to listen to me if you read the report. 

MS. WEBB: If no one has any other comments on the 

application of decoupling, then, we will move on to impact 

identification. 
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Mr. McWhirter. 

MR. McWHIRTER: Let me pose a query. It has been my 

)bservation, which may be totally incorrect, that where you 

lave a rustbelt state where there is not much growth, and 

rrowth and sales are falling off, utilities in those states and 

)erhaps regulators in those states would prefer decoupling. 

Itilities in Florida have resisted it because it locks in 

-evenue at a level as it was at the last rate case. 

In the 1995 Florida Power order, they tried to 

iddress this. What do we do about more customers coming in, 

)ecause a lot more customers were coming in, and should you 

.educe the charge per customer that you anticipate receiving 

rhen these new customers come in? The compromise was made 

hat, no, for the three-year test period as new customers come 

n, Florida Progress, Florida Power at that time will get the 

ienefit of the revenue from those customers and we will not 

pply revenue decoupling. Then with respect to weather, they 

loved the total cost of weather changes, the risk of that to 

ustomers and away from the utility. So that was a win in the 

ettlement for the utility. 

And the third thing they did was, well, what about 

he economy. And if the economy goes bad and sales fall off, 

o we still apply decoupling? And what the Commission ruled in 

he '95 order for the test period was what we will do is look 

t what's going on in the national economy reports, and if 
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)eople can afford it, we will pass it through. But if they 

:an't, we won't. 

And so most of the things that have been talked about 

.oday were covered in that very thorough order, the '95 order. 

md the funny thing is we don't see anything happen after the 

ad of the study. There's nothing in the public record that 

:ays why the decoupling was abandoned. And I think it would be 

rery helpful to your studies if you would get the audit reports 

hat were done and get the analyses that were done of why that 

Lecoupling program failed. Maybe you already know and it is 

ust not in the public record. 

MR. WESMN: If I may -- this is Rick again. If I 

lay jump in and respond to a couple of those points. I think 

'ou are right that you can gauge -- you can predict a utility's 

eaction to decoupling by taking a look at certain ratios. For 

mxample, if a utility's customers -- and we are talking in this 

ase about revenue per customer decoupling. If a utility's 

evenues -- excuse me, customers are growing at a greater rate 

han their sales per customer, one might conclude that a 

tility would be interested in a revenue per customer 

ecoupling mechanism. And that if their sales are growing at a 

reater rate than their number of customers, they may be 

nterested in continuing under a traditional regulatory regime 

r some other form of regulation that rewards them for 

ncreased sales. 
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But I would suggest that that prediction shouldn't be 

the key factor, if a factor at all, in your decision to adopt a 

decoupling mechanism. Ultimately, the question is what are the 

public policy goals that you want to advance and does 

3ecoupling help you advance them. And if the answer is no, 

nrell, then you do something else. But I think that's the 

question you want to ask. 

Certainly one of the components of that public policy 

analysis will be, you know, how do we assure that the utility 

continues to provide safe, adequate, reliable service and earn 

a fair rate of return, absolutely. But the fundamental 

question is, I think, what are the public policy goals we are 

trying to achieve in the electric industry and how do we do 

that. 

I would add, as well, oh, gosh, one other point, 

nrhich has just escaped me in this moment, so I'm going to have 

to stop. There is another point you made, and it just escaped 

me. When it comes back, I'll jump back in. I'm sorry. 

MS. CHASE: Mr. Weston, this is John Chase with 

staff, and I thank you for that comment, because that is 

absolutely correct. Whatever the Commission might do with 

decoupling, the first step is the public policy. Why does the 

=ommission if it wants to -- why would they want to do 

decoupling, and then based on that they would address how do 

you look at growth, what do you do to adjust growth if you want 
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:o, or the weather, or the economy. S o  I do thank you for 

:hat. That is obviously the number one step. 

MR. WESTON: And I have just remembered the other 

Ioint I wanted to make, if I may. I hope I'm not keeping us 

from getting to lunch. My other point is related to this, and 

:hat question is -- and I didn't address it directly in my 

)resentation because I didn't have time, but our report does 

md other work that we have done does, and I would be more than 

iappy to help you think about it. And that question is what 

-isks do you want the utility and the customers to bear? 

I have been talking generically about full 

lecoupling. And in full decoupling weather risk, economic 

.isk, any risk affecting sales levels is removed. Not only - 5  

t removed for the utility, not only are these risks removed 

or the utility, and this is very important, they are removed, 

kliminated for the customer, as well. This one requires some 

hinking and some, you know, deliberation. But if under full 

Lecoupling what you have said is it doesn't matter what the 

.ales levels are, these are the revenues you are going to get. 

ad, again, we are talking about revenues, not profits. And 

he profitability of the company will depend upon its ability 

o manage its costs within that budget, and that is a good 

hing. We still want that incentive, certainly. 

But if what you said is these are the revenues and 

hey will not be affected by changes in sales, what you have 
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;aid effectively is weather and the economy are not going to be 

iactors. They are not going to be risks that the company faces 

,ut neither are they for the customer. And let me just 

2xplain. 

In a hot summer and a cool winter, I suspect this is 

jenerally true in Florida. It is certainly true in the 

iortheast and in the northwest and midwest. In a hot summer 

ind in a cool winter, sales, utility sales, electric sales are 

iigher than they would be in a cool summer and a warm winter, 

Ikay? And when we do rate cases and full cost of service, we 

10 it on a weather normalized basis. So, again, if it is a 

iarmer than normal summer and a cooler than normal winter, the 

itility will collect more revenues than it would otherwise. If 

.t is a cooler summer than normal and a warmer winter than 

iormal, they will collect -- the utility will collect less 

‘evenues than they would under a weather normalized situation. 

Decoupling effectively treats all years as weather 

iormalized and says that‘s it, there will be no weather risk. 

‘he utility will neither lose money nor make money associated 

iith changes in weather, and the customers will neither pay 

lore nor pay less as a consequence of changes in weather. 

So I just raise this as something to think about, but 

.he fundamental question is what risks do you want the 

xstomers and the utility to bear, and do you think that under 

.raditional regulation the utilities and the customers are 
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letter off bearing those risks the way they do or is there 

)erhaps a better way of handling them. 

Sorry to go on. I realize we are probably headed for 

:he lunch hour, so forgive me. 

MS. WEBB: Would anyone like to address Mr. Weston's 

:oment on what risks you would want the utility and the 

:ustomer to bear? 

MR. McGLOTHLIN: Well, this is Joe McGlothlin of OPC. 

Ir. Weston, I don't know if we can cover this ground in this 

.nformal setting with you on the telephone, but I'm at a loss 

:o understand how you can eliminate risk of weather or economy 

irom both the utility and the customer. That's going to take a 

)it more explanation. 

MR. WESTON: And I would be happy at any time to sit 

lown and chat with you about it either through e-mail, on the 

:elephone, and if it make sense to get together personally. 

)ur report to Minnesota goes through this in some detail, so I 

iould suggest you start there, but I would be more than happy 

.o chat with you or anyone in the room. Feel free to call me. 

MS. WEBB: And in response to Mr. Weston's question 

ibout lunch, if it is acceptable to all those in attendance 

.oday, we are nearing the end of our planned questions for this 

rorkshop, so unless there are any objections we can push 

.hrough and finish early today. It appears that there are no 

)bjections. 
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If all comments have been received on application of 

iecoupling, we will move on to impact identification, and we 

:an start the conversation on this with sort of a lump sum of 

ill the questions. If anyone has any comments they would like 

IO make on expected impacts of a decoupling mechanism. 

MS. CLARK: I just want to harken back to something 

:hat I indicated in the prepared remarks. I think one of the 

ihings that you need to be careful about and think about in a 

iecoupling is by removing the disincentive for the utility, are 

rou creating a disincentive to customers. And I think that 

rets somewhat glossed over in these conversations, and I think 

That is forgotten is we are talking about customers doing 

:hings, things located on customer premises. And you have to 

Lave a willing customer to do that, and they have to see an 

idvantage in doing that. And, you know, if, depending on how 

'ou set it up, they don't see enough of a differential in their 

)ills by doing it, they won't be incented to employ these 

Leasures. 

And I think I would also say keep in mind that 

,onservation isn't just the responsibility of the utility, it's 

rlso the customer that needs to look at it and determine what 

s best for them, and pursue those measures that benefit them, 

iaybe regardless of what incentive they may get from the 

.tility. 

MS. WEBB: Mr. Cavros. 
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MR. CAVROS: Yes. I had mentioned earlier in my 

:omments that in the other states that have used the suite of 

)olicies, the impact to ratepayer bills have been very modest, 

inywhere from one percent to four percent. And I don't know if 

:he question assumes that there is no other energy efficiency 

)olicy in place or whether the question assumes that revenue 

lecoupling is sort of a stand-alone tool. But if there are 

)ther energy efficiency policies in place that drive some 

ncentive on the part of the utilities to encourage customers 

o invest in energy efficiency, you know, I think the customers 

:an see dramatic decreases in their electricity rates. 

And the problem customers have is they don't have 

rood information, and they don't have appropriate incentives to 

nvest in energy efficiency. And decoupling coupled with 

iolicies that promote energy efficiency, some sort of 

ierformance targets and some sort of incentives on behalf of 

he utility, will encourage the utility to get that information 

o the customer so they can implement those products and adopt 

hose measures. And especially, you know, if there is greater 

ncentives involved you will see a higher rate of adoption 

mong the rate base. 

S o ,  you know, I don't see where the confusion would 

ome in with, you know, with the customer if decoupling was 

oupled with energy performance targets and energy performance 

ncentives. 
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MS. WEBB: Do you think that impacts on a customer 

rould be lessened if decoupling was taken as part of a suite or 

ieightened, and in which ways? 

MR. CAVROS: I'm not sure. I'm going to defer to 

:omeone else who wants to take that question. 

MS. WEBB: Mr. Martinez. 

MR. MARTINEZ: Sure, I can take a shot at it: It 

.mpacts on the customer bill as part of the suite of programs, 

mcluding decoupling and energy efficiency, is that the 

pestion? I'm just trying to get some more -- 

MS. WEBB: Yes, or if there is another scenario you 

rould like to mention. Somebody, I believe it might have been 

'ou, was talking about renewable portfolio standards. 

lecoupling stand-alone or as a suite of options, how would the 

mpacts differ on a customer? 

MR. MARTINEZ: I mean, we generally advocate for 

Lecoupling as part of a suite of policies aimed at reducing 

bills via energy efficiency. And the outcome that we see and 

he outcome that we expect to see is reductions in bills by 

lnergy efficiency investments. By itself, decoupling, like I 

ientioned before, reduces or eliminates a disincentive, but it 

s not a great incentive for the utility. For the customer, I 

.on't expect to see much change, if any, on their bills or 

ates. It's just depending on -- I would say on average, I 

rouldn't expect to see much change at all. 
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So we do advocate for it as part of a suite of 

)olicies. Basically as part of decoupling and an energy 

!fficiency procurement requirement on the utility, giving them 

in opportunity to earn some incentives, penalties, or rewards 

or performance. 

MS. CHASE: Mr. Martinez, this is JoAnn Chase with 

:taff. Is your point that even with decoupling, which will 

ncrease the rate if it is passed through to the customer, that 

hey see a benefit because their bills are going to go down 

because of conservation, because of efficiencies that they have 

mplemented? 

MFl. MARTINEZ: I got lost in the first part of your 

pestion. I'm not sure decoupling would increase rates. I 

lean, if the utility is selling above forecast, it would 

ecrease rates because they would -- you would take those extra 

ales from the utility and give them back to customers. And if 

t is below forecast, then it would increase rates on the 

ollowing year, because you add that surcharge. So I would say 

ecoupling by itself on average wouldn't -- you wouldn't see 

uch of a change at all on rates or bills. 

MS. CHASE: Unless there was long-term or consistent 

onservation by the customers and efficiencies, then there 

ould be a reduction. 

MFl. MARTINEZ: Then there would probably be an 

ncrease in rates and a decrease in bills. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

I 

8 

9 

10  

11 

1 2  

1 3  

1 4  

15 

16 

1 7  

1 8  

1 9  

2 0  

2 1  

22 

23 

2 4  

2 5  

9 8  

MS. CHASE: And a decrease in bills. 

MR. MARTINEZ: Yes. 

MS. CHASE: Okay. Now, for the customers that don't 

take advantage or don't participate in conservation programs, 

what is the impact on them? 

MR. MARTINEZ: That is a harder one to answer, 

because I have basically thought about it from the perspective 

of just a T&D utility, so just a wires company, and on gas. 

Basically, the way we answer this question when we are talking 

about gas utilities that are just pipes, if you reduce overall 

gas consumption, there's plenty of reports that say that you 

will reduce the price of gas. So consumers, even when they 

don't engage in conservation measures, can still see a benefit 

from decoupling from a reduced price of the fuel. But taking 

it to other fuels, or looking at a completely integrated 

utility, I haven't thought about it enough. 

MS. CHASE: Okay, thank you. 

MR. CAVROS: I would like to add to that response, if 

I could, unless Mr. McWhirter wanted to add specifically to 

that response. 

MR. McWHIRTER: Go ahead. 

MR. CAVROS: Okay, thanks. I imagine your question 

was getting to cross-subsidization, is that correct? Okay. 

Most of the times when you have participation by some members 

of a class and not by others you are going to have some amount 
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)f cross-subsidization. And, you know, that may be reflected 

.n -- for instance, I will give you an example. You know, 

iaybe going to a different, you know, cost-effectiveness test. 

Right now we use the rate impact measure. If we go 

IO a different test that looks at the benefit to the whole 

ratepayer base as opposed to just individual consumers who are 

ionparticipants, what other states have found is that there has 

)een a greater good to the whole rate base that exceeds the 

:ate impact to an individual, an individual consumer. So I 

:hink the best way to answer that is that there will be some 

ionparticipants in any utility program, but that the benefit to 

:he whole rate base far exceeds that impact. 

MR. McWHIRTER: John McWhirter, again. A comment or 

:wo. My opinion, which may be incorrect, is that about 

'0 percent of the revenue paid by Florida customers is already 

:overed by decoupling because it's in the cost-recovery clause. 

;o what we are really talking about here is the impact of 

ustomers in base rates, so are you going to make some kind of 

tdjustment in base rates. And there the issue is if sales fall 

)ff, the utility will collect less base rates than it would 

)therwise if we conserve, and then will that have an impact on 

:us tomers ? 

Well, the answer to that is as long as the utility is 

barning within the range of reasonableness, which now runs from 

lbout 10 percent to 12.75 percent, then there should be no 
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mpact on customers, so the conserving customer would benefit 

)y a lower electric bill and the other customers wouldn't be 

turt by it. Unfortunately, in the '95 order, the Commission 

;aid that it wouldn't look at that. It would allow the utility 

o recover even though it was recovering in excess of the 

iuthorized limit of the range of reasonableness, which was 

Lifficult for me to understand, and that program failed anyway. 

S o  base rates should be no impact on customers if the 

itility is earning satisfactorily, but then with cost-recovery 

hat's an intriguing issue. Look at Gulf Power. The 

'omission has approved an environmental program for 

lotentially $1.2 billion, and that's more than I think Gulf 

lower's existing rate base. S o  right now about $1.2 billion in 

Lnvironmental costs are going to begin to flow through the 

mnvironmental clause, and they are going to flow through on the 

lasis of kilowatt hour consumption. And when and if that 

appens, if some customers conserve, what's going to happen is 

11 the other customers are going to pick up the lost revenue 

or the capital investment and environmental activities; and in 

ddition to that, the people who conserved are also going to 

ace a rate increase because their base bill on the energy they 

o consume will go up. 

So I think in your study what you ought to do is look 

t not only the base rates, I think that's pretty easy to 

olve, but look at cost-recovery. Look specifically at 
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mvironmental cost where there are a lot of capital costs, but 

lot much energy costs, and find out what's going to happen. 

rIld you can do a pretty easy study. You can look at existing 

:ales and what would happen if sales fall off. And the 

errible irony of decoupling comes into play if people 

Lisregard conservation and consume even more, then their rates 

rill go down with respect to those fixed cost elements. 

WS. WEBB: Mr. Cavros, you had a follow-up comment? 

MFt. CAVROS: Yes. Actually I have a follow-up 

'omment to my own comment. But what I wanted to stress is that 

n relation to my last comment is that even though there may be 

hort-term rate impacts to nonparticipants, the general 

atepayer body as a whole is better served by aggressive energy 

mfficiency implementation, because it's widely held that energy 

mfficiency measures are about one-third to one-fourth the cost 

Nf new generation capital costs in meeting demand. So what you 

re doing is by investing in energy efficiency, all 

ost-effective energy efficiency, you are deferring the 

onstruction of new generation units which benefits the whole 

lody of ratepayers. 

WS. WEBB: Would someone please provide for me a time 

rame of what might be considered short-term effects and what 

ight be considered long-term effects? Is this three years, or 

en years, or more than that? 

Would it be fair to say that five years would be a 
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rood number of years to consider any short-term ratepayer 

mpacts? Because Mr. Cavros was saying he expected in the 

;hort-term there might be ratepayer impacts, but in the 

ong-term it would be beneficial to the general body of 

.atepayers. If anyone had a guesstimate on what that 

Lemarcation might be, I would like to hear that. 

MR. CAVROS: I'm just going to take a guesstimate, 

u t  it would be at the point where the energy efficiency 

ieasures are out in the field, the products are out in the 

ield and being used. So, assuming, you know, aggressive 

rromotion of energy efficiency measures by the utilities to 

heir rate base it could be -- and maybe some someone from the 

itility would like to answer this, but I imagine you could 

,tart seeing results in several years. 

MS. WEBB: Maybe the short answer is as soon as 

iossible. 

UNIDENTIFIED SPEAKER: This will be totally wrong, 

iut one way to think about it is, again, just going back as a 

eference point to the filing we made in Virginia. We looked 

t payback periods on investment and efficiency, and those vary 

letween you know, six months, two years, seven years. The 

loint at which your investment in that crosses over into a 

ienefit. So it's very situational, I would say, but I would 

ertainly look at it in the context of the cost and when that 

ost transforms over into a net benefit is probably the break 
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)oint from a short-term -- whatever the short-term cost is to 

he long-term benefit. 

And if I was guessing, you know, three to five years 

s probably a reasonable range. That's just a gut check. 

MS. WEBB: Thank you. Does anyone have any other 

'omments they would like to make in regards to impact 

dentification on either customers or utilities? All right. 

MS. CLARK: Karen, I'm not sure it's a comment with 

.espect to the impact identification. Maybe it is with respect 

o the last. I think everyone who might advocate decoupling 

ias stated that it's not enough to promote energy efficiency, 

hat you have to have goals, as well. And we are, as I 

ndicated in my remarks, setting about getting new goals and 

loing the groundwork to determine what those goals should be. 

md it is not clear to me how doing decoupling will change 

hose goals in any way. And so I think that's important to 

hink about. At least for Florida, is it something that will 

elp promote more energy efficiency? 

MS. WEBB: All right. Well, we thank you all for 

leing a part of our discussion today. A transcript of this 

rorkshop will be available two weeks from today, that's 

'hursday, August 21st. We ask those of you who choose to 

ubmit written comments, please do so by Friday, August 29th, 

o that staff may begin to include those in the analysis for 

he report. 
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Please submit all your questions and comments to 

zither me, Karen Webb, or Mark Futrell. I believe you have our 

:ontact information. I am regularly the one that sends out the 

$-mails to those of you who have signed our sign-up sheet in 

:he past. 

And as we discussed earlier, all the presentations 

ind materials that were provided today will be available on the 

'SC Website. Thank you very much, and have a good rest of your 

iay. 

* * * * * * *  

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

I 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

105 

;TATE OF FLORIDA ) 

CERTIFICATE OF REPORTER 

:OUNTY OF LEON ) 

I, JANE FAUROT, RPR, Chief, Office of Commission 
:lerk, do hereby certify that the foregoing proceedings, Pages 
. through 104, was transcribed from digital recording. 

I FURTHER CERTIFY that I am not a relative, employee, 
ittorney or counsel of any of the parties, nor am I a relative 
)r employee of any of the parties' attorneys or counsel 
:onnected with the action, nor am I financially interested in 
:he action. 

DATED 19th day of August, 2008. 

NE FAUROT, RPR 
of Commission Clerk 
850) 413-6732 

FLORIDA PUBLIC SERVICE COMMISSION 


