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I. INTRODUCTION 

Please state your name and business addres. 

My name is Joseph A. Ender. My business address is Florida Power & Light 

Company, 700 Universe Boulevard, Juno Beach, Florida 33408. 

Did you previously submit direct testimony in this proceeding? 

Yes. 

Are you sponsoring any rebuttal exhibits in this case? 

Yes. I am sponsoring the following rebuttal exhibits: 

JAE-7 - Impact of MDS Methodology on Rate Class Revenue 

Requirements 

0 JAE-8 - Allocation of 2013 Projected Production and Transmission Plant 

in Service Using Summer CP and 12 CP and 1/13m Methodologies 

JAE-9 - Impact of Summer CP Production Methodology on Rate Class 

Revenue Requirements 

JAE-10 - Impact of Alternative Summer CP and 25% AD versus FPL's 

Proposed 12 CP and 1/13" for Production Plant 

JAE-11 - Impact of Summer CP Transmission Methodology on Rate 

Class Revenue Requirements 

JAE-12 - Impact of Summer CP and MDS Methodologies on Rate. Class 

Revenue Requirements 

0 JAE-13 -Analysis of Production O&M Expense Classification to Demand 

and Energy 

0 

0 

0 
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JAE-14 - Impact of Corrected Production O&M Expense Classification 

on Rate Classes 

JAE-15 - Summary of Distribution Cost Allocations to Primary and 

Secondary Voltage Customers 

What is the purpose of your rebuttal testimony? 

The purpose of my rebuttal testimony is to address issues raised in the testimonies 

of South Florida Hospital and Healthcare Association (“SFHHA”) witness Baron, 

Florida Industrial Power Users Group (“FIPUG) witness Pollock, and Federal 

Executive Agency (“FEA”) Witness Stephens. The issues discussed in my 

rebuttal testimony include: (1) the use of alternative cost of service methodologies 

proposed by SFHHA witness Baron and the propriety of adjusting historical load 

research data to normalize the effects of extreme weatheG (2) the proposed 

reclassification of other production O&M expense h m  energy to demand and the 

use of the 12-Month Average Coincident Peak (“12 CP”) methodology to allocate 

transmission plant to rate classes proposed by FIPUG witness Pollock; and (3) 

FEA witness Stephens’ proposed changes in distribution cost allocation 

methodologies and concerns whether Florida Power & Light Company (“FPL” or 

“the Company”) properly assigned primary and secondary distribution costs to 

primary and secondary voltage level customers. 
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3 Q. Please summarize your rebuttal testimony. 

4 A. 

5 

L 

Mr. Baron, testifying on behalf of SFHHA whose members consist of medium 

and large commercial customers, has filed testimony proposing to allocate 

significant costs away from customers he represents and onto the residential and 

smaller commercial customers. Mr. Baron’s proposals would allocate $48.3 

million additional costs to residential and smaller commercial customers. Mr. 

Baron filed similar proposals in FPL’s last rate case, Docket No. 080677-EI. The 

Florida Public Service Commission (“FPSC” or “Commission”) has rejected such 

proposals in the past and should do so now. 

FPL has consistently followed Comission precedent and sound ratemaking 

principles in developing its cost of service studies. As 1 discussed in my direct 

testimony, the results of these studies clearly indicate that the rates for many 

classes, particularly those applicable to medium and large commercial customers, 

are below their cost to serve. Mr. Baron has proposed alternative cost of service 

methodologies that have the effect of shifting costs away from his clients in these 

medium and large commercial rate classes onto other rate classes. These 

methodologies should be rejected. These alternative methodologies: 

are inconsistent with FPL‘s generation, transmission, and distribution 

system planning and how costs are incurred on FPL’s system; 
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would relieve some rate classes of cost responsibility for electric facilities 

used in service to those customers; and 

have not been previously recognized by this Commission as appropriate 

methodologies for investor-owned utilities (with the exception of the 

Minimum Distribution System (“MDS”) method in Gulf Power 

Company’s (“GPC” or “Gulf’) Stipulation & Settlement Agreement). 

Furthermore, Mr. Baron’s claim that FPL has biased its cost of service results 

because it adjusted its historical load resemh data for January 2010 is without 

merit. The adjustment FPL made to the January 2010 historical load factors was 

necessary to normalize the effects of the extreme weather experienced in FPL’s 

service temtory in that month, in keeping with sound rate making principles. 

FIPUG witness Pollock is mistaken in his contention that the allocation of non- 

firm credits, Le., Curtailable Service (“CS”) credits to both firm and non-firm 

customers violates the principle of cost causation and is inconsistent with FPL‘s 

planning principles. FPL’s allocation of the CS credits to all customers is 

consistent with FPL’s planning principles and with current FPSC policy. 

Furthermore, h4r. Pollock’s proposed re-classification of certain other production 

O&M expenses from energy to demand based on a claim it does not conform to 

the National Association of Regulatory Utility Commission’s (“NARUC”) Cost 

Allocation Manual is without merit and ignores the underlying operating 

characteristics of FPL’s current portfolio of generation assets. 

6 



I 

8 

9 

10 

1’ 

FEA witness Stephens’ recommendation that the Commission should require FPL 

to use the h4DS method should be rejected for the same reasons outlined in the 

response to this proposal by witness Baron. Mr. Stephens’ concerns about 

whether FPL properly allocated costs of primary and secondary voltage facilities 

to rate classes are addressed in Exhibit JAE-15 - Summary of Distribution Cost 

Allocations to Primary and Secondary Voltage Customers, which clearly 

demonstrates that FPL made the proper allocations. 

Finally, the witnesses have raised other issues I address in my testimony that may 

warrant further consideration. These issues are: Mr. Baron’s proposal to modify 

FPL’s Coincident Peak (“CY), Group Non-Coincident Peak (“GNCP”) and Non- 

Coincident Peak (“NCP”) demand reconciliation methodology; Mr. Pollock‘s 

proposed use of the demand-only 12 CP method for allocating transmission plant; 

and Mr. Stevens’s suggestion to allocate single- and dual-phase primary facilities 

to secondary customers. 

1. 
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19 Q. On page 7 of his testimony, SFHHA witness Baron claims that FPL used cost 

III. TESTIMONY OF SFHHA WITNESS BARON 

20 

21 

22 A. 

of service methodologies that unreasonably attribute cost responsibility to 

large general service rate classes. Do you agree with his claim? 

No. As I indicated in my direct testimony, FPL’s cost of service study results for 

2.1 the projected 2013 Test Year were accurately determined and fairly present each 



rate class’s cost responsibility, Rate of Return (“ROY), and parity position 

relative to FPL’s projected retail jurisdictional ROR. The methodologies used to 

allocate rate base, other operating revenues, and expenses were appropriately 

applied and are consistent with those previously approved by this Commission. I 

5 Q. What reasons are cited by Mr. Baron? 

: 4. 

I the incorrect calculation of demand allocation factors; 

8 
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12 Q. 

13 

14 A. 

15 

16 

17 Q. 

18 

19 A. Mr. Baron’s claim is without merit. The calculation is correct and the adjustment 

20 made was with respect to data from January 2010 for the purpose of normalizing 

21 the effects of the extreme weather experienced by FPL in that month. Weather 

22 normalization adjustments are common practice in the regulated utility industry 

On page 7 of his testimony, Mr. Baron points to the following reasons: 

the failure to use an MDS cost classification methodology to assign cost 

responsibility for FPL’s primary and secondary distribution systems; and 

the failure to use a 1 CP methodology (based on summer peak) to allocate 

production and transmission demand related costs to rate classes. 

What does Mr. Baron offer in support of his claim that FPL incorrectly 

calculated the demand allocation factors? 

Mr. Baron contends that FPL incorrectly adjusted the historical CP and GNCP 

load factors for the residential class and, as a result, improperly calculated the 

residential class CP and GNCP demands for January 2013. 

What do you conclude from your review of Mr. Baron’s testimony regarding 

the calculation of the class CP and GNCP demands for January 2013? 

8 
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and do not bias or invalidate the statistical accuracy of the data. FPL’s adjustment 

to normalize the effects of extreme weather for that month is appropriate. 

Mr. Baron also assert8 that FPL’s CP, GNCP and NCP demand 

monciliation methodology is not reasonable and should be modified. 

Mr. Baron takes issue with the methodology used by FPL to reconcile the 

allocation of CP, GNCP and NCP demands to rate classes. FPL believes its 

demand reconciliation methodology, which has been consistently applied by FPL 

in prior rate cases, is reasonable; however, FPL does not disagree in principle 

with the refmement proposed by Mr. Baron. 

On pages 22 through 35 of his direct testimony, SFHHA witness Baron 

advocates the use of the MDS for allocating distribution plant. Do you agree 

with hi proposal? 

No. The Commission should reject the MDS methodology in this case for the 

following reasons: 

The Commission has consistently rejected the use of the MDS method for 

investor-owned utilities (with the exception of the MDS method in Gulfs 

Stipulation & Settlement Agreement). 

The MDS method presumes a type of electric system and a method of 

planning that is not reflective of FPL’s distribution system. 

The MDS method inherently ignores the impact of diversity and double- 

counting. 



Mr. Baron inappropriately relies on the use of the MDS classifications 

recently approved by the Commission for GPC as part of a Stipulation and 

Settlement Agreement as a proxy to re-classifying FPL distribution costs. 3 

4 Q. Pleaseexplain. 

5 A. First, the proposed use of the M D S  method to allocate distribution plant has been 

considered by the Commission numerous times, and the Commission has rejected 

these proposals with two exceptions. In 2002, in Docket No. 020537-EC, Order 

! 

10 

1; 

12 

13 

14 

15 

16 

1; 

18 

19 

20 

21 

22 

No. 02-1 169-TRF-EC, In re: Petition for anoroval of modification of electric rate 

schedules bv Choctawhatchee Electric Coouerative. Inc., the Commission, for the 

first time, accepted the MDS method. In that Order, the FPSC made it clear that 

Choctawhatchee Electric Cooperative, Inc. (“CHELCO) possessed “unique 

characteristics” that justified a deparhue from previous precedent. These ‘’unique 

characteristics,” which consisted of CHELCO’s low customer density, rural 

service territory, and customers taking service under multiple accounts, do not 

exist for FPL. 

In 2012, the Commission approved a Stipulation and Settlement Agreement for 

GPC whereby the parties agreed to the use of the MDS methodology as proposed 

in GPC’s original filing (Order No. PSC-12-0179-FOF-EI, issued April 3, 2012, 

in Docket No. 110138-E1, In re: Petition for increase in rates bv Gulf Power 

Commny). The Stipulation and Settlement Agreement was an agreement that the 

Commission had to approve or reject in its entirety. The Commission’s order is 

10 
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very clear that their approval of GPC’s proposed MDS method was “solely for 

use in designing rates for this case” (Order No. PSC-12-0179-FOF-EI, page 137). 

Second, the MDS method assumes that a certain investment in transfomers, 

conductors and poles is required solely as a result of connecting customers to the 

electric system. Thus, the MDS method is based on a set of distribution facilities 

designed to serve the zero or minimum load requirements of customers, which 

this Commission has previously stated is purely fictitious and has no grounding in 

the way the utility designs its systems or incurs costs because no utility builds to 

serve zero load (Order No. PSC-02-0787-FOF-EI, page 76, issued June 10,2002, 

in Docket No. 010949-E1, In re: Reauest for rate increase bv Gulf Power 

ComDany). Moreover, the Commission’s analysis is consistent with FPL’s 

distribution planning as the central criterion used in planning the FPL distribution 

system is kW load requirements, not customers served. 

Next, the MDS method shifts all benefits obtained from economies of scale to the 

larger customers even though there are economies of scale in serving residential 

customers. In dense urban areas, not only are multiple residential customers 

frequently served off the same transformer, but the size of such a transformer is 

fresuently comparable to that used for commercial customers. The diversity of 

residential customers’ loads also creates economies of scale. Because each 

residential customer’s maximum demand will not coincide exactly with other 

customers on the same transformer, engineering procedures dictate that 
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transformers serving multiple residential customers need not be sized to serve the 

sum of every customer’s maximum demand. FPL’s distribution planners can, and 

do, routinely add new customers to existing transformers because of the diversity 

of residential loads. By contrast, no such diversity is applicable to a large 

commercial customer served from a single transformer. 

The MDS method also double counts the kW loads of residential customers and 

the smallest commercial customers for the investment in transformers associated 

with their so-called minimal load requirements. This double counting occurs 

because the RS-1 rate class and the smallest commercial rate class (GS-1) would 

first be allocated their cost of the so-called minimum load transformers based on 

the number of customers. The remaining cost of transformers would then be 

allocated to RS-1 and GS-1 on the basis of their maximum customer peaks, with 

no adjustment for that portion of the maximum customer peaks which is provided 

under the minimum load transformer. 

Finally, Mr. Baron inappropriately relies on Gulfs MDS classifications as a 

proxy for FPL’s distribution plant accounts. GPC’s and FPL‘s systems are 

different in terms of size (physical service area and number of customers), 

geography, and the diversity of customers being served. 

12 
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What type of analysis did Mr. Baron perform to compare FPL’s distribution 

costs to GPC’S? 

Mr. Baron performed an analysis only of Account 364 - Poles, Towers and 

Fixtures to compare Gulfs costs to FPL’s costs for the purpose of classifying the 

plant under the MDS methodology (Direct Testimony page 31, line 23 -page 33, 

line 7). In his comparison, he states that GPC used the cost of 35’ poles and 

smaller as the basis for classifying 65% of costs in this account to the customer 

component. For FPL, Mr. Baron used a subaccount that also includes more 

expensive 40 and 45 ‘ poles in addition to 35 poles to calculate a customer 

component percentage of 82%. He then concludes that these two percentages are 

close enough to be able to declare that Gulfs h4DS classification results are a 

good proxy for all of FPL’s distribution costs, which is convenient for his 

argument, but unsuitable as a basis for allocating FPL’s costs. 

Mr. Baron also cites the number of inactive accounts on the system as a 

reason to use the MDS methodology. Does the presence of inactive meters 

mean FPL should use the MDS methodology? 

No. There are always inactive accounts on the system. Furthermore, Mr. Baron’s 

testimony seems to imply that all inactive accounts are residential. That is not the 

case. As of December 2011, there were more than 65,000 non-residential 

customer accounts that were inactive. On a comparative basis, the ratio of 

inactive meters to total meters for the residential customer class was 5.17%, and 

the ratio of inactive meters for the non-residential customer classes was 12.75%. 

This line of reasoning, therefore, does not justify the use of the MDS method. 

13 
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4. Does Mr. Baron offer any other arguments for applying the MDS method in 

this case? 

Yes. Mr. Baron implies that the NARUC Electric Utility Cost Allocation Manual 

(“NARUC Manual”) endorses, if not requires, the use of the MDS method. 

However, as the Commission has previously observed, the NARUC Manual states 

I A. 

that the choice of methodology will depend on the unique circumstances of the 

case (Order No. PSC-02-0787-FOR-EI, page 75, in Docket No. 010949-EI). The 

NARUC Manual states: 

In making this determination, supporting data may be more 

important than theoretical considerations (emphasis added). 

Allocating costs to the appropriate groups in a cost study requires a 

special analysis of the nature of distribution plant and expenses 

(page 89). 

Moreover, the NARUC Manual also recognizes that MDS may not be an accurate 

way to segregate customer- and demand-related costs. Specifically, the Manual 

states: 

Cost analysts disagree on how much of the demand costs should be 

allocated to customers when the minimum-size distribution method 

is used to classify distribution plant. When using this distribution 

method, the analyst must be aware that the minimum-size 

distribution equipment has a certain load-canying capability, 

which can be viewed as a demand-related cost (page 95). 
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In other words, the NARUC Manual itself does not endorse any particular cost 

allocation method. It also recognizes that the MDS has an inherent flaw - that the 

so-called customer-related costs have a demand component to them. 

How does Mr. Baron’s proposed MDS method compare with the Company’s 

proposed method of allocating distribution plant? 

The MDS method classifies a portion of poles, conductors and transformers as 

customer-related and allocates these costs among the rate classes based on the 

number of customers. The MDS method determines the customer-related portion 

of these facilities on the basis of a hypothetical distribution system constructed to 

serve the minimum load requirements of customers. Under the MDS method, 

minimally-sized transformers, poles and conductors are used as the basis for 

constructing this minimum load requirements system. A variant of the MDS 

method, the zero intercept method, uses statistical extrapolation to determine a 

hypothetical customer-related portion of poles, conductors and transformers. 

FPL’s methodology classifies meters, service drops and primary pull-offs as 

customer-related and classifies the remaining balance of distribution plant as 

demand-related. Thus, under FPL’s methodology substations, poles, conductors 

(excluding primary pull-offs) and transformers are classified as demand-related 

and are allocated among the rate classes using various measures of peak demand. 

15 
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You previously indicated that the central criterion used in planning the FPL 

distribution system is kW load requirements, not customers served. Does 

this mean that the need to serve individual customers never influences 

distribution plant additions? 

No. There are certainly cases where line extensions are. required to serve specific 

customers. This is where a strong and consistently enforced contribution-in-aid- 

of-construction (“CIAC”) policy comes into play. As outlined in the Florida 

Administrative Code (F.A.C. 25-6.064), customers are required to pay for the cost 

of any line extension to the extent that the expected revenues do not offset the 

cost of the line extension. In this manner, customers with “minimum load 

requirements” must pay for the cost of any line extensions required to service 

them. This is a far more equitable outcome than the cost allocation resulting from 

the MDS method since customers necessitating the line extension bear the cost. 

Is the requirement to pay a line extension CIAC limited to large 

eommerciaVindustria1 customers? 

Not at all. A CIAC would be required in any case where the expected load and 

revenue does not offset the required investment. In fact, the CIAC line extension 

formula is routinely applied to new residential subdivisions. 

Have you performed a calculation of the cost shifts that would result from 

SFHHA witness Baron’s proposed use of the MDS method? 

Yes. Mr. Baron’s proposed use of the MDS method would shift costs away from 

medium and large commercial rate classes, classes in which Mr. Baron’s clients 

take service, onto residential and small commercial rate classes. Exhibit JAE-7 - 

16 
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Impact of MDS Methodology on Rate Class Revenue Requirements, provides a 

comparison of the rate class revenue requirements as proposed by FPL and those 

that would result from the use of Mr. Baron’s proposed MDS method. As can be 

seen on Exhibit JAE-7, the residential rate class, RS-1, would be allocated $34.2 

million in additional costs (revenue requirements) using Mr. Baron’s proposal 

than the amount in FPL’s 2013 Test Year cost of service study. Likewise, the GS- 

1 rate class would be allocated additional costs, $5.1 million more than the amount 

in FPL‘s 2013 cost of service study. 

In summary, Mr. Baron’s proposed use of the MDS method would shift nearly 

$39.3 million in costs away fiom rate classes he represents and onto residential 

(RS-1) and small commercial (GS-1) rate classes. 

Have you compared the results of Mr. Baron’s proposed MDS approach in 

this case to his approach in FPL’s last rate case? 

Yes. Mr. Baron’s approach to MDS in this case produces drastically different 

impacts on rate class revenue requirements. His MDS approach in this case shifts 

a fraction, less than 30%, of the costs shifted to the residential class than his 

proposed approach in FPL‘s last rate case. The difference between the two 

approaches is driven by Mr. Baron’s use of significantly different customer versus 

demand classification assumptions. This fact demonstrates the highly subjective 

nature of the hypothetical MDS method. This is one of the issues cited by the 

Commission in rejecting the use of MDS in prior rate cases. 

Q. 

A. 
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Are the reasons the Commission cited for rejecting the MDS in prior cases 

still applicable? 

Yes. The reasons cited remain applicable in this case. Further, the new 

justifications h4r. Baron relies on, the Stipulation and Settlement Agreement in 

the Gulf and the existence of inactive accounts, do not provide a valid basis for 

the Commission to deviate from those prior decisions. FPL's methods of 

allocating distribution and transmission costs remain valid, and Mr. Baron's MDS 

methodology proposal should be rejected. 

Do you agree with Mr. Baron's proposal to replace the 12 CP and 1/13'' 

methodology used by FPL with a Summer CP methodology to allocate 

production and transmission demand related costs to rate classes? 

No. The use of the 12 CP and 1/13" methodology has an extensive history of 

regulatory approval in Florida and, over the years, the Commission has clearly 

articulated why it finds the methodology appropriate. Accordingly, it would be 

reasonable to expect that consideration of an alternative method would be made 

only to the extent that a clear and compelling case is made or that circumstances 

have changed significantly to favor an alternative method. MI. Baron has not 

provided a compelling case, and the method he proposes is at odds with the way 

FPL plans its system and incurs costs. The Commission should, therefore, 

approve the 12 CP and 1/13" methodology as proposed by the Company. 
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A. 

What do you conclude from your review of Mr. Baron’s proposal to use the 

Summer Coincident Peak to allocate production plant? 

Although FPL’s minimum summer reserve margin criterion of 20% currently 

drives FPL’s need for new resources, the Commission should reject Mr. Baron’s 

proposed use of the Summer Coincident Peak methodology for the following 

reasons: 

The Summer Coincident Peak method fails to recognize the influence of a 

critical cost component of FPL’s planning process, Le., the influence that 

annual fuel savings has on the type of generating units added. 

The Summer Coincident Peak allocation does not send a better price 

signal than the 12 CP and 1 I1 3* methodology. 

The Summer Coincident Peak allocation methodology would allocate no 

production costs to certain rate classes even though all rate classes receive 

the benefit of FPL’s generating capacity. 

On page 35 of his direct testimony, SFHHA witness Baron states that 

customer demands during the summer months drive the need for new 

generation capacity on the FPL system. Do you agree? 

Yes. While FPL’s projected need for additional resources is currently driven by 

the summer reserve margin criterion, FPL’s resource planning utilizes two other 

reliability criteria which are important and could trigger the need for additional 

capacity. 
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In addition to the 20% summer reserve margin criterion, FPL’s resource planning 

utilizes two other reliability criteria: (1) a minium winter reserve margin 

criterion of 20%; and (2) a maximum annual loss-of-load probability rLOLP”) of 

0.1 days per year. The winter reserve margin criterion addresses the winter 

months, and the LOLP criterion considers daily peak loads year round. Using a 

method that considers only the summer peak hour would not be consistent with 

FPL’s use of the three reliability criteria in its resource planning work. 

You have previously testified &at FPL considers other factors in its 

generation planning process. Does Mr. Baron consider these other factors in 

his proposal that FPL use the Summer CP methodology for production 

plant? 

No. Consistent with his position in FPL’s last rate case, Mr. Baron fails to 

consider other key factors of FPL’s generation plan that drive capital expenditures 

on FPL’s system. One of the factors h4r. Baron completely ignores is the 

influence that projected annual fuel cost savings has on the type of generating 

units added. While the decision to add additional generation capacity is driven by 

load requirements, the type of generation capacity added - and thus the total cost 

of the unit additions - is influenced by the number of hours the units are expected 

to run. As Dr. Steven R. Sim, FPL’s Resource Assessment and Planning witness 

in Docket No. 060225-EI, In re: Florida Power & Light Comuanv’s Petition to 

Determine Need for West County Energv Center Units 1 and 2 Electric Power 

plant noted, “the type of resources that should be added is primarily based on a 

determination of the resources that result in the lowest average electric rates for 

20 
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FPL's customers" (Direct Testimony, Dr. Steven R. Sim, page 5,  line 23 through 

page 6, line 2). If MW capacity were the only consideration in the generation 

plan, as suggested by Mr. Baron, the Company's resources would consist solely 

of gas turbine peaking units which have the lowest fmed costs. This is clearly not 

the case, nor should it be. 

Would the Summer Coincident Peak allocation, as proposed by SFHHA 

witness Baron, send a better price signal than the 12 CP and 1/13'' 

methodology? 

No. The 12 CP and 1/13" methodology more accurately reflects FPL's 

generation plan than does the Summer Coincident Peak allocation. Accordingly, 

the 12 CP and 1/13" methodology will send a more appropriate price signal than 

the Summer Coincident Peak allocation methodology. As discussed previously, 

the Summer Coincident Peak methodology ignores the influence that annual fuel 

savings have on the type of generating units added which affects capital 

expenditures on FPL's system. 

Are there any other factors which should be considered in determining the 

appropriate method of allocating production plant? 

Yes. The Commission has long recognized that one of the advantages of the 

12 CP and 1/13m methodology is that it ensures that each rate class pays some 

portion of the production plant it uses (see page 42 in Order No. 11437, Docket 

No. 820097-EU, In re: Petition of FLORIDA POWER & LIGHT COMPANY for 

permission to increase its rate and charges and SuDDIemental Detition for addition 

gf St. Lucie Nuclear Unit No. 2 to rate base). By contrast, methods such as the 
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Summer Coincident Peak allocation, which is limited to the demand for only one 

hour out of an entire year, can result in some rate classes contributing nothing 

towards production plant even though such rate classes clearly benefit fmm, and 

rely on, the system’s production resources. This is evident in JAE-8 - Allocation 

of 2013 Projected Production and Transmission Plant in Service Using Summer 

CP and 12 CP and 1/13* Methodologies which shows that two rate classes would 

be allocated no production plant costs using a Summer Coincident Peak allocation. 

Q. Have you performed a calculation of the cost shifts that would result from 

SFHHA witness Baron’s proposed use of the Summer Coincident Peak 

allocation? 

Yes. Mr. Baron’s proposed use of the Summer Coincident Peak allocation method 

would shift costs away from medium and large commercial rate classes, classes in 

which Mr. Baron’s clients take service, onto primarily the small commercial rate 

class. Exhibit JAE-9 - Impact of Summer CP Production Methodology on Rate 

Class Revenue Requirements provides a comparison of the rate class revenue 

requirements as proposed by FPL and those that would result from the use of Mr. 

Baron’s proposed Summer Coincident Peak allocation method. The GS-1 rate 

class would be allocated additional costs, $7.3 million more than the amount in 

FPL’s 2013 cost of service study, to the benefit of large commercial customers. 

Should the Commission approve Mr. Baron’s proposed Summer CP method? 

No. The Commission should approve FPL’s proposed 12 CP and 1/13” 

methodology because it accurately reflects FPL’s generation plan as it: (1) 

recognizes that the type of generation unit selected is influenced by both energy 

A. 

Q. 

A. 
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20 A. 

21 
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23 

and peak demand; (2) reflects the influence of the summer reserve margin 

criterion; and (3) recognizes that capacity must be available throughout the year to 

meet FPL’s winter reserve margin and the annual LOLP criteria. 

What should the Commission consider if it decides to depart from the 12 CP 

and 1/13‘b method to a demand-only method such as the Summer CP? 

I urge the Commission to reject a demand-only method like the Summer CP for 

allocating production costs to rate classes. Should the Commission consider 

approving the Summer CP method, I recommend that an energy component such 

as 25% Average Demand (“AD‘3 be included in the methodology. The 25% AD 

component, which has been approved by the Commission for Tampa Electric 

Company (“TECO), recognizes the impact energy savings have on the selection 

and cost of the unit best suited to meet FPL’s capacity expansion needs. The 

Summer CP and 25% AD method would be more consistent with how FPL plans 

generation and how FPL incurs costs because it recognizes that the type of 

generation unit selected is influenced by both energy and peak demand. It also 

reflects the influence of the summer reserve margin that is currently driving the 

need for generation resources. 

Has FPL calculated the impact on rate classes of using the Summer CP and 

25% AD alternative method? 

Yes. FPL has performed an analysis showing the impact of using the alternative 

Summer CP and 25% AD method in comparison to the 12 CP and 1113th method 

proposed by FPL in its cost of service study in this case. The results of the 

analysis can be seen in Exhibit JAE-10 - Impact of Alternative Summer CP and 
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25% AD versus FPL’s Proposed 12 CP and 1/13th for Production Plant. As can 

be seen on in this Exhibit, this alternative methodology would decrease the 

residential rate class, RS-1, revenue requirements by $20 million. For the most 

part the other rate classes, including the higher load factor rate classes, would 

experience increases in revenue requirements. 

What does Mr. Baron propose in terms of transmission plant? 

Mr. Baron proposes to also use the Summer CP demand method for allocating 

transmission plant costs to rate classes. 

What do you conclude from your review of Mr. Baron’s proposal to use the 

Summer Coincident Peak to allocate transmission plant? 

Using Summer CP is not representative of how FPL plans and expands its 

transmission system. The transmission planning process looks at FPL’s annual 

system seasonal peaks to ensure adequate transmission capacity is available to 

meet the transmission needs of all FPL customers throughout FPL’s transmission 

infrastructure. 

Furthermore, the Summer CP methodology proposed by Mr. Baron would 

allocate no transmission costs to certain rate classes even though all rate classes 

receive the benefit of FPL‘s transmission capacity. The 12 CP and 1/13” method 

used by FPL is more consistent with FPL‘s transmission planning process and 

allocates some transmission costs to all classes. 
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Q. 

A. 

Q. 

A. 

Has the Commission opined on the importance of "no free riders" by 

ensuring that all rate classes pay for the use of facilities that benefit them? 

Yes. The Commission has long recognized that one of the advantages of the 

12 CP and 1/13" methodology is that it ensures that each rate class pays some 

portion of the production plant it uses (see page 42 of FPSC Order No. 11437, 

Docket No. 820097-EU). The same conclusion applies to transmission plant. 

Methods such as the Summer Coincident Peak allocation, which is limited to one 

hour a year, can result in some rate classes contributing nothing towards 

transmission plant costs even though such rate classes clearly benefit from, and 

rely on, the system's transmission resources. This is evident in Exhibit JAE-8 - 

Allocation of 2013 Projected Production and Transmission Plant in Service Using 

Summer CP and 12 CP and 1/13" Methodologies which shows that two rate 

classes would be allocated no transmission plant costs using a Summer Coincident 

Peak allocation. 

Have you performed a calculation of the cost shifts that would result from 

SFHHA witness Baron's proposed use of the Summer CP method for 

allocating transmission? 

Yes. Mr. Baron's proposed use of the Summer Coincident Peak allocation method 

for transmission would shift costs away from medium and large commercial rate 

classes onto residential and small commercial rate classes. Exhibit JAE-11 - 

Impact of Summer CP Transmission Methodology on Rate Class Revenue 

Requirements provides a comparison of the rate class revenue requirements as 

proposed by FPL and those that would result from the use of Mr. Baron's 
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proposed Summer Coincident Peak allocation method. As can be seen on Exhibit 

JAE-I 1, this methodology would have negligible effects on all rate classes. 

Have you performed a calculation of the cost shifts that would result from 

Mr. Baron’s proposed use of the Summer CP, for both production and 

transmission, and the MDS methods? 

Yes. Mr. Baron’s proposed use of the Summer CP and MDS allocation methods 

would shift significant costs away from medium and large commercial rate classes 

onto residential and small commercial rate classes. Exhibit JAE-12 - Impact of 

Summer CP and MDS Methodologies on Rate Class Revenue Requirements 

provides a comparison of the rate class revenue requirements as proposed by FPL 

and those that would result from the use of Mr. Baron’s proposed Summer 

Coincident Peak and MDS allocation methods. The calculation utilizes the MDS 

assumptions used by Mr. Baron and provided on Exhibit SJB-5 of his testimony. 

As can be seen on Exhibit JAE-12, the residential rate class, RS-1, would be 

allocated $34.2 million of additional costs (revenue requirements) in the 2013 Test 

Year due to the use of the Summer Coincident Peak and MDS methodologies 

proposed by Mr. Baron. The GS-1 rate class would be allocated additional costs 

for the 2013 Test Year of $14.1 million. 

In summary, Mr. Baron’s proposed Summer Coincident Peak and MDS allocation 

methods would shift over $48.3 million in costs away from rate classes he 
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represents and onto the residential (RS-1) and small commercial (GS-1) rate 

classes. 

IV. TESTIMONY OF FIPUG WITNESS POLLOCK 

> 

6 Q. Are there any cost of service issues raised by FIPUG witness Pollock to which 

I 

8 A. Yes. FPUG witness Pollock has raised three primary issues regarding FPL’s 

you would like to respond? 

2013 cost of service study. h4r. Pollock 

10 

11 

12 

13 

1 1  

contends that non-fm credits, i.e., CS credits, should be allocated only to 

firm loads; 

proposes the use of the 12 CP method for allocating transmission plant; 

and, 

recommends the re-classification of certain production O&M expenses 

15 from energy to demand. 

16 Q. 

17 

18 

19 principles. Do you agree? 

20 A. 

21 

22 

23 

On page 25, l i e s  10-12, of his testimony, Mr. Pollock contends that FPL’s 

allocation of non-firm credits to both fum and non-firm customers violates 

the principle of cost causation and is inconsistent with FPL’s planning 

No. FPL’s allocation of the CS credits to all customers is consistent with FPL’s 

planning principles and with current FPSC rate making policy for like incentives 

in FPL‘s Energy Conservation Cost Recovery (“ECCR”) clause. 
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In 2007, FPL began treating projected CS kW reduction capability in a manner 

identical to all other projected load management (“LM) kW reductions, 

including CommerciaVIndustrial Load Control (“CILC”) and 

Commercialhdustrial Demand Reduction Rider (“CDR”). FPL’s decision to 

treat CS kW reductions the same as other LM kW reductions was made following 

the Commission’s approval of the change in the CS tariff, effective July 18,2006, 

requiring CS customers to notify FPL at least three years prior to terminating 

service under the CS rate schedule. FPL’s resource planning process treats the 

projected kW reductions from all DSM programs and CS customers, 

residentidcommercidindustrid energy efficiency (“EE”) and LM programs, the 

same way. All of these kW reductions are accounted for as line item reductions to 

FPL’s load forecast. 

Since all customers, firm and non-firm, benefit from the kW reductions from all 

DSM programs and CS service, it is appropriate for all customers to pay for the 

incentives and credits provided to CILC, CDR and CS customers just as all 

customers pay for incentives associated with residential EE and LM programs. 

1P 

19 

20 

21 

As previously mentioned, FPL’s allocation of CS credits in base rates mirrors the 

treatment approved by the Commission for FPL’s Demand Side Management and 

LM programs in FPL’s ECCR clause. 
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On page 32, lines 10-12, Mr. Pollock proposes that, “If the Commission 

adopts 12 CP-1/13’h for production plant, it should adopt the 12 CP method 

for transmission plant.” What is your position regarding his proposal? 

While FPL believes the 12 CP and 1/13” method is the appropriate methodology 

for FPL, the demand-only 12 CP method proposed by FIPUG‘s witness is not an 

unreasonable method. 

Please summarize Mr. Pollock’s issue with FPL’s classification of production 

OBrMexpense? 

On page 32, lines 12-14, of his testimony, Mr. Pollock asserts that FPL classified 

$99 million of expense to energy which, according to the NARUC Manual, 

should be classified to demand. 

Do you agree with Mr. Pollock’s proposed re-classification of certain 

production O&M expenses from energy to demand? 

No. On page 33 of his testimony, Mr. Pollock indicates that, for the most part, 

FPL followed the NARUC Manual in classifying production O&M expenses. He 

then notes some exceptions in the Nuclear Operation and Supervision and Other 

Production O&M expenses. He then claims that had FPL also followed the 

NARUC Manual for these expenses, it would have classified a total of $422 

million to demand instead of the $323 million FPL classified to demand, for a 

difference of $99 million more to demand. 
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Mr. Pollock claims FPL did not follow the NARUC Manual for Other 

Production O&M expenses, please explain. 

With regards to Other Production O&M expenses, which account for $87 million 

of the $99 million difference claimed by Mr. Pollock, FPL classified these 

expenses to energy and demand consistent with the NARUC Manual 

classification of FPL's Steam Production assets. FPL followed the Steam 

Production and not the Other Production O&M classification to recognize the 

underlying operating characteristics of FPL's current portfolio of Other 

Production assets. 

When the NARUC Manual was published 20 years ago, the other production 

FERC function consisted primarily, if not entirely, of peaking units so it was 

appropriate to classify these expenses to demand. In contrast, FPL's other 

production function currently consists primarily of combined cycle base and 

intermediate units, so the classification of these expenses today is more energy 

than demand. FPL, therefore, classified the Other Production 0&M consistent 

with the NARUC Manual classification of Steam Production O&M. 

In summary, FPL properly classified the O&M expenses associated with its 

combined cycle units in the other production FERC function as energy, consistent 

with the NARUC Manual classification of other base load and intermediate units. 
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In conducting your review of Mr. Pollock’s claim regarding the classification 

of production O&M expenses, did you identify any other issues? 

Yes. Exhibit JAE-13 - Analysis of Production O&M Expense Classification to 

Demand and Energy provides a summary of the analysis performed by FPL 

regarding the classification of the Production O&M expenses in question. On 

Page 1 of the Exhibit, the total in column 4 shows that FPL classified $340.4 

million to energy. The total in column 9 of page 1 shows the amount of O&M 

that would have been classified to energy had the NARUC Manual been followed 

exactly, $264.1 million. On Page 3, the total in column 7 shows the shift to 

energy resulting from FPL’s re-classification of Other Production O&M 

addressed above, $86.9 million. Based on the results of this analysis, which are 

also shown on Table 1 below, FPL should have classified a total of $35 1 .O million 

to energy, not the $340.4 million classified to energy in its filed cost of service 

study. 

I $340,367,442 I $264,105,546 I $350,996,883 I $86,891,336 TO ENERGY - 
$10,629,441 

Cols. (3) - (1) 
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8 

9 

This means FPL understated the amount of Production 0&M to energy by $10.6 

million. This is in sharp contrast to Mr. Pollock’s claim that FPL overstated the 

amount of Production O&M to energy by $99 million. 

In summary, Mr. Pollock‘s claim that FPL incorrectly classified $99 million of 

production 0&M expense to energy is unfounded and should be rejected by the 

Commission. Exhibit JAE-14 - Impact of Corrected Production O&M Expense 

Classification on Rate Classes, shows that the impact on rate class revenue 

requirements from using FPL’s corrected Production O&M classifications to 

10 

11 

12 

13 

14 Q. 

demand and energy would be minimal. 

V. TESTIMONY OF FEA WITNESS STEPHENS 

Has FEA witness Stephens raised any cost of service issues to which you 

15 would like to respond? 

16 A. Yes. On page 2 of his testimony, witness Stephens identifies three costs of 

17 service issues, all related to distribution costs. Mr Stephens: 

18 

10 

20 

21 

22 

23 

24 

questions whether FPL properly separated primary voltage and secondary 

voltage distribution costs; 

recommends that FPL include single-phase primary voltage as functioning 

only to serve secondary voltage customers and allocate these costs only to 

secondary voltage customers; and, 

indicates that FPL’s cost study ignores the customer-related component of 

the distribution system associated with the minimum distribution system. 
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Q. 

A. 

4. 

A. 

Q. 

A. 

With regards to Mr. Stephens’ first issue, did FPL properly separate and 

allocate distribution equipment costs to primary and secondary customers? 

Yes. Exhibit JAE-15 - Summary of Distribution Cost Allocations to Primary and 

Secondary Voltage Customers clearly shows that FPL has properly allocated costs 

of primary and secondary voltage facilities to rate classes. 

Witness Stephens also asserts that FPL’s cost of service methodology fails to 

recognize that primary voltage lines that are operated in single-phase and 

dual-phase coufwrations are rarely constructed to serve primary voltage 

loads and function primarily to serve secondary customers, and therefore 

should be allocated to secondary voltage customers. Please respond. 

Mr. Stephens is correct that single/dual-phase primary facilities primarily serve 

secondary customers. On the other hand, it is also true that certain of FPL’s 

single/double/three-phase lines serve solely primary customers. 

As a result of this issue, Mr. Stephens recommends that FPL alter its cost of 

service study in this case and, if it cannot be reasonably accomplished in this 

case, it should happen at the next opportunity, e.g., FPL’s next rate case. 

Please comment. 

Mr. Stephens’ issue bears further consideration; however, FPL would need 

additional time to gather the necessary information to evaluate this methodology 

change. While Mr. Stephens asserts that identifying the single/dual/three-phase 

facilities is “a relatively simple task”, the fact is, it is not. Identifying the 

single/duauthree-phase facilities is only one necessary component required to 

complete and evaluate this methodology. Other information requirements include 
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Q. 

4. 

Q. 

A. 

Q. 
A. 

identifying those customers served by these facilities and the costs associated with 

each of the primary phase systems. 

FEA witness Stephens also advocates that FPL use an MDS methodology to 

allocate distribution plant in its next rate case. Do you agree with his 

proposal? 

No. 

proposal, the Commission should reject MI. Stephens’ proposal. 

On page 16 - 18 of hi testimony, Mr. Stephens asserts that certain Florida 

Administrative Code (F.A.C.) rules such as Rule 25-6.0345 which require 

electric utilities to comply with the National Electrical Safety Code, and Rule 

25-6.0432 - Electric Infrastructure Storm Hardening, “cause electric utilities 

to incur costs in a manner that is, in no way whatsoever, related to the peak 

load of the customers, ...” Do you agree with this assertion? 

No. These rules require FPL to construct facilities to certain standards so that it 

can more reliably and safely serve the load needs of its customers. The costs 

associated with these requirements should not be decoupled from the underlying 

assets being constructed or hardened and are, therefore, properly accounted for in 

FPL‘s cost of service study. 

Does this conclude your rebuttal testimony? 

Yes. 

For the same reasons outlined in response to SFHHA witness Baron’s 
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