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ORIDA POWER CORPORATION

f Business

sponsored by the lrvmg Trust Company in New York l ar_n._a _regt__sietedn

Prqfessnonai.-t‘:’_ngin@er.m the s_t_ate‘ of Flonda-and | have .b‘eeri employed
by Florida Power L:_ﬂ'_r‘pqrat’ion on a fL.:N'time_'ﬁbasis since 1972. During
the first seve:n‘ years of my career, | worked as a Transm_ission Planning
Engineer in the System Planning Department and as an Economic
Research A‘n:&'i?St i:h the Econorﬁic "Research Department. | b.ecame

Manager of Genera’non Planning in 1979, Manager of Economic
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_”current respo” '

Hesearch in 1983 and Dtrector of Business Planning in 1890. My

:bnh;_ze__s-_;'lnglut_i-'_e '_f-lnancaa! planning and forecasting,

I proposals, cost benefit analyses, fuel

on of custormer, energy, and demand

t duties and responsibilities a

testlmony addresses three ISSUBS FlrSt | present a summary of the
Company’ s-prapasal-as-fuleg._ -Sec.ond-. i discuss risk and price volatility

issues that arise f'om revenue decoupling. Third, | present an analysis

of how E‘-h:é_s:e r-is_k-s_-arid' price v.QII;itiziity' issues can be expected to affect

customers using historical analysis as a basis and offer specific risk
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Q. '?;Would you piease summa"":'

i fcl!ows

per customer s based on Commi

resid éhtiél i-e\kenues cus

; ";order to reﬂect expecte___._ :

‘ proport:on‘aily._  :': .

mitigation measures which should be added to the Company’s original

revenue d.ecoub!in‘g- p'r_c_jjpps'al_.

th’ ’Company s original prcposal

i Yes The Companv s ongma p‘roposai is attached to my teatfmony as
',Exhlblt No (KHW- 1 e

jt,=f_9_a,turgs- of the ;preposai are as

ly to residential revenues.

ion app'roved 1993 test year data for

Ies The proposal escala'tes the

use per customer f:gure of 78 kWhlcustomer by 1 5% annually in

____h* ‘[hg:;__HP.C ; targe_t would es.ca[_ate‘

What are the bene@it"s ofbtain’ed" with" rieirenue decoupling?
Revenue decouphng has two mherent benefits. First, decoupling
removes the o.,ontroversy and uncertaanty that surrounds the load

forecast that is used to -set- rates'for:'a- pro;ected test year during a rate

-
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case. Secmd deccuphng is a mechanism that removes a utility’s

.j;'_dismcentwe to conserve energv (kllowatthourS) When revenues and

o saies : "re de; oupled a'redu 'on in kilowatt- hour sales whether due to

recoveries in the true-up accoun

it What ara the masn sources of that nek?

There are three pnmary factors___h‘at anﬂuence kzlowatt hour use per'
customer Oneis weather, a secortd is econom:c condutaons and a third
is conservation. | have uatt_ached a_ paper written -bv the Regulatory
Assis‘ta_nce?rc’)'jépt that add ress_eé-:d_e_cp;upling.risk‘s and price volatility as
ExhibitiNé)‘. _;___u (KHW-2). This"pa;ﬁ_e‘r pfese‘hts-a good summary of this

issue.
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A There a'

fact_a_rS_ result in an actual use per customer growth rate which is higher

or lower than .th,e" 1.5% contained in the Company’s propasal.

-'What _do_jyou cnnclude fmm t?'ns anaiysxs?

twa conclusmns to be drawn from this analysis. First, the

; ;. and under recover;es wh;ch arise frorn thi difference

tnai periad sngnufec

-:,_‘m the economy As a resuit, we heheve that st is ésnrable to mitigate

'-‘thase f'iSkSr I wnli effer a pmposal that wnH:do that tater in my

"tesnmonv

(. Have vou a!so addressed and analyzed the nsks due to weather?

A, Yes| have i have analyzed the lmpact of weather {defined by heating
and cooling .degree-days) on residential use ‘per customer for 1982-
1992. The maximum impact of weather is plus or minus 300 kilowatt
hours per custoeme  or stight’iy less than 3%. The maximum revenue
impact in any given year was $12 mili.ton. The average absolute change

in kilowatt hour per customer is only 133 kWh per customer over the

-8 -
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eleven year period and the average absolute revenue change was only

$5.5 million dollars. This data is presented in graphical form in Exhibit
No.

‘KHW{}.}; page 1 of 2.

shift of risks from the Company to the customer have

. What do you ‘ét;smr;iud*e"ﬁémftbjs analysis? s

| conclude that w 2ather risks are ":s%g-n"i-f_i_c;antiv d'if”".’e"_r"e-dt_-from economic

risks for two reasons. First, uniike the economy, weather tends to

balance out from year to year. As a result, one would not expect any

S
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s;iﬂgnificaﬂ_‘t'net;,ﬂvef”_ﬂf under-recoveries due to weather over a period of

_sever'atlyears”. . Se’cﬂnd--*s’ince weather-related price changes due to

_decouphng mteract w;th ather prsce changes the net pnce change that

: ,:the customer perceaves is not sngmﬁcant | conclude frnm this that the

'-'llm:tmg the'amnunt of the true-up so as not to cause the Company 1o

exceed lts authonzed return on equlty hmnt cappmg the tr eiup to hér’

a dollar amount or a percentage;.‘extendmg true up baiance amortlzatuon
to two years mstead of one and specrfscallv adjustlng revenue targets
due to weather, the economy, and other factors us:ng statlstlcal

recoupling metheds.

Based on your analysis of--how'.:i)our proposal would have affected

Florida Power’s customers, are you proposing any mitigation strategies?

g




11 A, Yeslam. The_:CQmpany’s proposal should be modified to include two
2 strategtes for mntaga‘tmg r:sk The first is to cap the true-up if the true-

3 up would cause the Companys RDE {as computed in monthly

4
11
1z

T4

15 | it should neve

order to keep the campanys ROE within
18 B second:and.eq'uaity lmportant .r:sk mltxgataon strategy is to modlfy the
19 knlowatt hour ."-per customer growth rate of 1.5% for changes in
20 economlc conditaons The Company s proposed ‘use per customer
21 growth rate of 1. 5% IS based on the assumed growth in personal
22 income as shown in Exhibit No. : (KHW-E) fo mv testumony.
23 Historical analysis of the relationship between b*e_fs_onal income and
24 kilowatt hgq:r_-'use _per--.cust_bmga_r for thé periods 1'.932-1..992 indicates
25 that for every doﬁa?r cha".nge in personal income there is a corresponding

IR




~ FLORIDA POWER CORPORATION

YUE DECOUPLING

Company’s propos

General Description of Revenue Decoupling

Under normal ratemaking pérai':tice, thef-fegul'a'tor- s’e'ts-ﬂiéfamounthof revenue that a utility should

collect based on the 1eve1 of rate base, return on mvestment and operating expenses that it finds

appropriate. In smple terms the amount of revenue to be collected is then divided by the
kilowatt-hours expected to be sold durmg thz test year to arrive at a rate in cents per kilowatt-
hour. Once new rates are implemented, the actual revenue collected by the utility will depend
on actual sales. If actual sales are higher than the level on which rates are set, the utility will
have higher revenues and ther :fore higher earnings. Conversely, should sales be lower, the
utility’s revenues will be lower and so will its income. Since revenues and, therefore, income
increase with sales, there is a clear incentive for a utility to maximize the number of kilowatt-
hours sold after rates are fixed. The purpose of a decoupling mechanism is to break this linkage

hetween sales and revenues.

FPSC Daocket No. 920444-E1
FPC Witness: K. H. WIELAND
Exhibit No. , TKHW-1}

Page 1 of 10



With decoupling, a umhty will ‘..oilect exactly the amount of revenues that are allowed by the
regulator, This is accomphshed by trueing up the difference between the allowed revenues and
the revenues actuaily coilected dunng-—.a- penod and then adgust:mg rates in a subsequem. period

'rc mcome vanes wnh saies With

rate cases.

The Case for I)eceu;:hng

The basic advantages of decouphng are two fold. First of all, 'de_jc(m'jii_ing_- removes the

controversy and uncertainty that surrounds the load forecast 't-hat' is used to set rates for a

projected test year. This was f articularly true in Florida Power’s most recent rate case where,

because of economic conditions, the forecast -'s'{z'bmift!'ed with the Company’s original filing was

replaced by an updated forecast. Had a decouplin_g mechanism been in place, an adjustment to

the load forecast would not have been necessary because rates would have been changed

automatically to reflect any shortfall or excess of sales. Decoupling gives the Commission

o FPSC Docket No. 9300444-Ef
FPC Witness: K. H. WIELAND

Exhibit No. . (KHW-1)
Page 2 of 10



assurance that a utility will not collect more or less revenue than the Commission has authorized
i its rate proceeding. This feature is particularty important when future test years are used to
set rates. ' :

@%&uﬁa;}img; revenue gmwzh &i&m.ié i}e no ies& ﬂtm zt :s wheﬂ sales determmﬁ revenues. -Absent
& way o im,!“ﬁa% r&veﬂum aammg& a‘imﬁm Wﬁﬂiﬁ be mve:m, and the frequency of rate cases
would increase. Ut should be noted that revenue increases do not imply rate increases. In the
tong run, rates will increase only f costs {i.é,"-ravmag mquimments}:"iﬁcreése at a greater rate
than sales, conversely, rates will dwmam if sales growth exceeds growth in revenue
requirements, Ideslly, 2 revenue growth m%hmism i‘ﬁli gTOW .ﬁ&#’eaﬁé@ in seme.'réléticn to the
growih in revenue 'ﬁ;ﬁgaimmﬁnis 50 that a uti?iiy*s -aé,hi.&y.ed"ﬁﬂﬁ remains within its allowed
eange of reagonablences and the frequency of rate cases is reduced.
¥« FPSC Docket No. 930444-E1
FPC Wimess: K. H. WZELAND”__

Exhibit No. . (KHW-1}
Page 3 of 10




the term first used in
variation of which was

which is practiced in

established in California

uture test years. It has also
ards conservation and as a result
,Pg@ o it. The method of

MWM saley a@m@y tﬁﬂm and the allowed amount

dlected In & future wméz by adjusting rates upward
e the sales varince is ﬁgﬁﬁ@ or positive. In order to
eqratligh e fevenee fmrgel v vesrs following the test year, the Commission holds annual
on Bearings which duate b, i o simple snd abbreviated manner, new levels of rate base,

gt shwenwnrd Odgemding o whiey

O M el oot of capasl, which s turn detepminie the revenue target for the year following the

apsy vamE. Mew Yurk'd ERAM varistion s has an annual "attrition adjustment” which

#PSC Docket No. 930444-El
FPC Witness: K. H. WIELAND
Exhibit No. _ . (KHW-1)
Pags 4 of 10
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aereases e jevenus target to acoount for cost increases caused by inflation and customer
growih, i ’

' eq rements by the number of
and ’h:_: target revenue
lowering rates in
e'.'-g‘rj-,ow{h‘-"un'der RPC
";""LStchr_- -amount is
e, @ utility with
nual sales and

mparable revenue

Ily, 'since customer

The primary :iszé%:_ w_m%en ﬁw Z:RAM ﬁnd ih RPC decouplmg mechanisms is that the
former bases revenue increases on at.tﬁ'ﬁﬁ' '
sitnilar to those pmm by sales gmwzh

ciateﬁ costs whllé RPC produces revenue increases

Revenue rm&uﬁiiﬂg%n& Risk

Since decoupling remuves some of the variability in revenues caused by weather and changes
in the economy, it has the potential to raét_‘juce risk for a company. Should adoption of
decoupling therefore lead to [ ower aliowed equity returns to reflect this potentially lower risk?
Not necessarily. First of ail, decoupling only reduces the ﬁék--f}?zéssﬁciated with revenues.
Expenses are not trued up (as the?-ai}e- in the fuel adj;us,tment, for e-xample), so earnings volatility

due to changes in expenses still exists. While there may be less variability in achieved returns,

L FPSC Docket Ro. 930444-Ei
FPC Witness: K. H. WIELAND
Exhibit No. _, (KHW-1)
Page D of 10




é

they are not guaranteed. Furthermore, earnings or ROE certainly do not increase with
decoupling. Second, achieved earnings over time will greatly depend on how well the revenue

growth adjustment that is put in place functions. If a utility experiences less revenue growth

with de:coupimg than itr does wnh ﬁxed rates, ROE declines more rapidly and financial risk

: mcreabes 'The only rea:sonable course of acuon xs m let the market decxde how a utility s risk

to defermme whether q chang ‘_m authonzed_ROE'ls:called for : I%r@-.detennining a change in

In ardcr to more cIosely match target revenues w1th seasonal vananons in sale.s, a8 monthly
ravenue target 1s computed based on the. factars shown m "‘abie i, attachcd In December of
each y@a:,_- the ﬁnal,an_nual revenue target is comg:ut_eq.us_mg average annual customers in order
1o ﬁlim'iﬁa-té'any;;iﬁ'ag':c;uracieé that may have been pro.;d:u'c'éd“_b_y: the monthly -factbr;s.

REVENUE GROWTH ADJUSMENT

The revenue growth adjustment mechanism for RPC is intended to provide revenue growth
comparable to growth achieved with normal ratemaking. The RPC revenue target grows by the

same percentage as costomers. However, customer growth is less than sales growth because

-6- FPSC Docket No, 930444-81
FPC Witness: K. H. WIELAZD
Exhibit No. _ L KHW-13

Page & of 10



sales growth is a functlon of beth customer growth as well as growth in use per customer. In

order for the R’PC mechamsm to produce revenue growth in a manner cons1stent with that

--iadded tod balancmg or true-up account Appropnate deferred revenue accauntmg wﬂl be used
~on the Company s bcaoks to reflect the accrual The balancmg account Wlll acerue mterest at the‘ e
same 30~day commerclal paper rate specxﬁed m Ruie 25- 5. 109(4), E A C and used f 'r fuel

conservanon and cap y'cost recovery balancmg accounts The baiancmg :'accou

arnortized over a penod f twelvc months begmmng Apnl 1 of the subsequent year so that the

numbcr of rate changes 1s not mcrea.sed Resxde,ntxal rates wﬂl mcrease or decrease bya true-up

factor dependmg on whether the Company has undercollected or overcoliected revenues durmg
the prior calendar year The true up factor will be only apphed to the residential rate since
decoupling only apphes ta that rate class.

The Company’s base rate_s_ will remain the same throughout the decoupling trial period unless
changed by a rate case. The Company’s total rates will change in conjunction with changes in

its fue!, capacity, and ccnservatlon cost recovery factors and the true-up mechanism for the

or B FPSC Docket No. 89300444- Ei
FPC Witness: K. H. WIELAND
Exhibit No. , (KHW-1}
Page 7 of 10




revenue balancing account. The revenue balancing account true-up will either increase or
decrease remdentzal rates dependmg on ‘whether the balance is positive or negative. In general,

if growth in. use per customer is hlgher than the revenue growth adjustment percentage, then
e ik - el

growth ls--f.ow_: r
will increase.
and therefore

slower than

sal '1 a reasonablc?' way for both the Commlssmn and the

expenses. As a resuit decouplmg wﬂI not guarantee an achleved return on eqmty

The increase m customer nsk stems from the fact that changes in weather and other factors that

cause variances from authonzed revenues will be reflected in rates, by way of the true-up

mechanism, rather than in earnings. The risk to the Company lies in the revenue growth
adjustment factor, ‘which may -r_xo"t‘ prddu‘ée a growth in revenues that compares favorably with
revenue growth when coupled to s_ale's.. 'F’io_ri’lda Power does believe, however, that both risks
are small and manageablc. The intent of a decoup}.ing trial is to gain some working knowledge
which will enable the Commission to make a more informed decision on whether to continus or

expand the concept.

4127193

- F FPSC Docket No. 330444-Ei
FPC Witness: K. H. WIELAND
Exhibit No. , AKHW-11
Page B of 10




FLGHIBA PﬂWEﬁ QQHPBEM’!BH
ﬂwenue Beewp!mg Propoes
%nmhlv Bevsnmavcﬂcuimssm Under APC

v 'mm

Rmm

Adiwmm

i
' I&ﬂimﬁy
* Revenue
Hmdd

-':-'ﬁ'litﬁ:@w_

Mer 33
Apr 63
Hay-83
Jun-83
Jul83
Aug-83
Sep-83
G183
Hov-83
Dee-#3

AvoregalTotel

; ",-_:um,m

- 1081346
1,083,518
1076312

1081581
1,068,180
1,068,568
1,080,708
1,064,025
1070502
1,084 547

1088528

"".-9.31.3

 p.9%87

0.8022
- 0.8202
‘0.8270
1.0268
1.1878
1.2277
1.2487
1.0485

0.8575

0.8718

156816000
 #54526,000
448,750,000

$45,350,000
444,781,000
$65,358,000
464,140,000
$66,416.000
$67,860,000
457,300,000
$48,878,000

$48,761,000

TABLE 1

FPEC Docket Mo, 93044588
FREC Witness: K. M. WIELAND
Exhibit No. , {KHW-1)
Page § of 10
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FPSC Dockst No. §30444-E8
FPC Witness: K. H. WWIELAND
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i:%%iﬁiﬁﬁ‘?mfﬁﬂ* msms '&NDPRICE VOLATILITY

"‘“f“'%ﬁmﬁm% %zi&imf; ﬁmf' t&s;kiii!:y vmh Integrated Resource Planning (IRP) is
sue that will izimi? be ad&rﬁsﬁé by regulators in all states. The most
@ this issue comes in the Energy Policy Act of 1992, where
e __;_',wzy : uthamxes to oonsxder the adoption

0t in &nd expendlturcs for
esources and other demand« :
as profitable, giving i
come lost from reduced sales due to
'r-mnsemtmn and cﬁﬁezcncy, as lts e
: sﬁuﬂstmction of ncw gcﬁ,era-v. i

ﬁ: 'ﬁ,ikty Dmuphng mechamsms, on
‘ ' e:ma mdependcnt of 1ts sales level |

%&ﬁx«mﬁ paper mﬁmﬂ mﬂm v Lost Revenues Reguiatory ,
- ﬂﬁ?ﬁ:ﬁhe; 199‘2) dcscribes some of the major

LT FPSC Docket No. 930444 -E1
FPC Witness: K. H. WIELAND
Exhibit No. . (KHW-2}
Page 1 of 15




This paper descnbes some of the more common concerns raised by depe
ting and suggests potennal solution

*We use the term "price” in thxs paper in the context of price volatility, the
changes that customers see in their bills from month to month or year to year.
When discussing volatility, both the total price (bill) for electric service and the
rate pazd per kWh or per «<W are equally relevant. However, it is important to
keep in mind that the abjemve of IRP is to reduce electric bills, as supply souices
are replaced with less expensive demand-side management. Decoupling is aimed
at making that objective a reality.

12

EPSS Dockst Mo, 950444.81
FPC Witness: X, H WIELAND
Exhibit No. (K3l
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What effect does decoupling have upon a utiity’s incentives & atiract
new customers or kcep existing customers?

We maciude that while the emstmg decoupling mechanisms shift weathes
and mnﬁmm risks from the uuhty to customers, thls is not. per se, unémmh
The desirability of smfsmg nsks,ls a polic
balal ' lat _customers face in clsctm rates agmmzz
ftm 1 wer s%tall“ rate ic-vel due to a lower_ cost of mplta’ for the utﬂity

i e fits .ﬁrbm sales Relattveiy smpla
mechamms mn bc r_dwgncd to stuft as much oras little risk as is

wgiatﬁzry it Wﬂj also have bene
costs and iawar wst of mplta_

The dm&mn of whcthcr{' dshu’t some. alI or none of the wcathcr» or
business-cycle risks is a ;udgement each commission should addrms. The question
should be addmsscti in an Grderly, and thoughtful manner.

We s‘u-ggest using the 'foilomng framework‘

Answcr the core qucstlon of whethcr prcflts and sales should be
coupled. :

13 .
FPSC Docket No. 3308448}
EPC Witngzs: K. M. WIHELAND
Exhibit MNo. _ L HEHW -2
Page 3 of 15




Analyze a simple decoupling mechanism which allows risks 1 be
shifted.

With weather-business cycle volatility shifted to customer, assess the
maximum annual 'Pl?:i'c:e.- change.

c ngc xs too great. eaﬂs:der i)

' lifications to tim
e m; i

14

Eaﬁ'sibi‘ p. o
Page 4 of 15




Ear Mg ¥ volatility in tarn is one of the factors that determines a utility’s
cast of capital’. The more volatile a utility’s earnings, the higher its cost of
Aﬁ"h‘"fﬂ

Because utility rates include 2 rate of return based on the company’s cost of
capital, customers of utilities without decoupling mechanisms pay for increased

utility volaility mmszgh knghar. aithoagh more stable, electricity prices.

Thus. the c;uastmﬂ_ is ne;st who pays but how the payments are made. Do
%@tmars mis' _tis ' ; rm of a small amcunt of price volatility
‘ tes of return?

Under c:mtm te ﬁf raetum regulauon, mks faced -fbyl; the -utihty
such as varia n profit due to we ‘or eco: 3 a
reflected i in the utﬂiiy s cost of méxtal If the utﬂmy is no iongcr .
subject to profit variation due to weather and economic cycles, the
cost of m;mai should be less.

' More formally, where & utility’s earnings are relatively volatile, its common
stock price will generally be lower and more volatile. The standard methods of
setting a utility’s allowed cost of capital rely heavily on the market performance of
the utlity’s common stock.

15
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Since weather and the economy are not within the control of the
utility. there are practical limits to the amount of efficiencies that can
be squcezed out by the utility in response to these factors. For these
: "-:r&asons, wquxnng the unhtles to remain exposed to these risks does
_-:_‘-rxc}t really save the ratepayer any money in either capltal costs or

~ significant maﬂagement efﬁcxenmes The issue is who pays for the
msts 0f these nsks ‘

Docket No 90—085 May 7 1991

- In " 'ssence, the dcctssons are bascd on two factors 'I'he ﬁ:st 1s that no

increases or decreases w}nch wuid run as hxgh as two to three pcrcent' ina yeér

with extreme conditions. Meanwhile, one analyst estimates that CMP _rcduced
aarmngs volatility has lowered the utility’s cost of equity capital by 100 basis
points” This transiatcs mto a permanent prtce decrease of about one pcrccm

Several argumcnts havw been advanccd in support of leavmg :he current
level of weather and economic nsks with thc utility. 'I'hcse are:
? Wc should maintain thc status quo for its own sake. Thls reduces

the need for rate changes, particularly increases. which will not be
well received by customers.

Utilities may no: control the weather or the economy, but they do
have some contiol over the effect of both on their sales and

* Direct testimony of Steven Hill in Docket No. 90-085.
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revenues. For example. a utility could intensify its marketing in
sectors which are relatively insensitive to weather and ece:mcsmlc
conditions while not encouraging sales in more risky sectors.®

A third argument is tha.t customers are particularly ill equipped to
shoulder the economic risk. Customers are already du'ectly subject to
these nak residential customers see the risk as lower incomes or
while most business customers see their own earnings
h the economy. Decoupling increases customers’

nts is vali th gh-':the_n‘ uuportance varies considerably
1tilit ' to utih is suggests a need for a careful utility-

ions provide chrect measure of
used, the ma:mnum expcsure

After looking at the likely range of price swings under decoupling, the next
step is to compare these to the price swings that would result under traditional

® While this discussion is, in theory, correct. utilities do noi appear to discour- |
age new sales in risky markets.
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i hd

regulation. For example, decoupling will generally result in symmetric price
changes due to economic cycles. Expansionary periods produce a rebate: reces-
sions pmduce a surcharge Under traditional regulation, these cycles influence
the timing of rate cases. A recession, for example, is likely to induce a rate case.
Economic expansion, on the other hand. directly benefits customers under
tradxtmal regulatw ] onl" if the commlssion initiates a rate decrease. Such a

;ecovew of
then the

If, after muiuyear a,veragmg, ghlato:s.stu] behevc t_hat level of price
volatility is too g,reat thcy shoaid con51der 4 _ge"next thre jad;ustmeuts

" Under current ‘accounting rules. where a uti}ity will receive (or refund) a
shortfall (surgius} in revenues within two years, it is allowed to reflect that
revenue in earnings mnedtateiy
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 Aversging

" " ¥
i s ;

' fe weather adjusted mpiing mcehamsm that shlftsal.! of part of thﬂ b
%%mwwmmi m&: &aﬁk to the mpan}f 2 g

For e:x&mpm wmiimr normalization tcchmques are already familiar to
many regulators. Where regulators, utilities and other parties have developed
seeeptable weather normalization methods. the same techniques can be used to

“aormalize” mmm% revenues. Price changea occur under decoupling when there is
it wiween actusl and allowed revenues. Weather normalizing actual

nues will eliminate differences between actual and allowed revenues caused

v wenther. 1o this fashion it is possible to develop a decoupling plan that

pssigns wensther-related risk - to the utility. :

Simipler methods are available for states that have not developed agreed
+ weather nonualization procedures. For example. a utility might estimate
pach additional degree day results in 100 megawatt hours of added sales.

i9
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Other parties might differ with this estimate. Reasonable people might fnd
the range is somewhere between 80 and 120 megawatt hours of sales for sach

additional degrce day; Te gg"‘"
contentious, A precise d
complicate what c 1;1_.

he exact number might prove to be difficult and

tion of weather impacts would also needlessly
-and shmu’ld remain a mnple: process.

ami@iafd_ by h
risk back 1 valamlzty cemcams* ‘R&gala:am mﬁgﬁz
reasezi&b y _ ad;ustm:mt

mswm@tsm '

Eﬂuﬁmﬁﬂ .
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071, 2 wtility’s revenue requirement, as determined ag-
i %&«m& by the test year level of utility sales to set-

: reseived by the utility is a simple fanctiosof the
mf‘m‘ﬁ W-m t&e_m Mmy stateutﬂny t'gmawi"g o |

The degree of the fimk siﬁm dapwfis in parr on huw customers are
woed.  For example, one result of a poor economy is that vacancy rates, both
residediisl sod commercial, tend to increase. This means that many houses may
be vacie: and commercial space not actively occupmd. Under the way utilities in
Malee and Washington count customers, these vacant buildings count as
customners unless they disconnect from the gmi and terminate service. In most
siustions the buildings remsin copnected so hght.s can be tumed on when a real

estate broker shows the property or 1o keep pipes from freezing.?

SRS

"t appears that duning the recent and ongoing recession CMP has experienced
a substantial el werease in these "zero-use customers.” They can be identified
o il frequency dats.

 reguistors wished fo reduce the potential for price changes by shifting more of
the sronomic-reiated risks 1o the utility than is currently the case it could require
that the ﬁf inition of customers be changed so that zero-use customers, i.e.

‘ bersween zero and 100 kilowatt hours per month. are not counted

FPST Docket No. 93044483
) FPC Witness: K. H. WIELAND
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. %. aitgmama approach would be to. normalize for general economic condi
5 in much the same manner as for weather. One meon:am determinant of ;-
__mas fﬂ recast, g;amculariy its near-term sales forecast. is the level of

C activity in the service area. The utility might believe that each 1%
a}:gmﬁ stam;}:gtmiucz resulted in a 100,000 megawatt-hou.r change in sales.
Ehﬂpﬁx}m night fhffer and provide a range around this estitnate. But

_ limit price volatility, it could adopt a simple econonic

a;:ptcach to the weather adjustment dwcribed earher

W W’m -h:iiffer in form, not substance

13 ._ me& Rmmum wAilawad Revcnues Ad;usted
aiw.‘mi mem ' o _

: Whm Mjaswd Amnal Revenues are the revenues whxch
~ would have been collected if weathcr and/or the eoonomy
had bmn normal. :

2}  Deferred Revepues = Adjusted Allowed Reveuues -
Actus! Revenues

Where Adjusted Allowed Rcvcnues are the revenues
i which would have been allowed if the actual weather
and/or the economy haé hecn used mstcad of mmnai.

FPSC Docket No. 930444 -El
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b
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Weﬁther,‘ the Economy, and Loads

Load forecasxers have long been aware of the effect of weather and
the economy on electricity sales. Rewewmg load forecasts is a con-
Il venient way to analyze the sensitivity of a given utility’s sales 1o

weather and the economy. One utility we are familiar with serves as a - |
 good example. Imvits short-term load forecast this utility uses a statis-

m:al (eenmmet_;zc)-{j appmach o cmmatc use pear msmmer far bmh

el i

i of abnormal emnomlc condmcms howeverzs a bit mnrc mmphutcd

i than the weather adjustment because normal or expected economic :
§ conditions may be less well defified. Forecasting expected economic |
4 conditions is an ordinary part of the ramettmg process in states using
ﬁxmre*:mwyear approaches, bnt it may be enru'ely absent in hxstuﬁmi
- testeyear states. -

Once the z&“zc&s of weather and the coonomy on salﬁ are cstabhshcd.
the next step is to determine the effect of these sales variations on
utility profits. The effect of sales variation on utility revenue can be
:iwaiapﬁ using a conventional utility revenue model. The effect of

sales variations on cosis are developed using the same approach to '-
marginal (or variable) costs used elsewherc in the decoupling adjust- i
ment.

Liility's ipcentives to promote desirable sajes

FPSC Docket Mo, 830843.6
FPC Whinesa: K. B WHLAND
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Anoher concern has been that decoupling miight diminish a utility’s incen-

e 1o make wammxcaﬁy efficient sales of electricity. The concern is that we
maﬁ;ﬁ uot take away the current incentive to sell more because some of those
sales may be desirable. A closely related concern is that decoupling may

iminate the utility’s mcemwe to engage in economic development activities.
With respect to the latter concern, the design of the decoupling plan will dictate
the aﬁizm to which the short-term incentive to promote economic dcvelepmeﬂt is
reduced. For mmpl@, the Tevenue-per-customer approach can continue to
v i velopment activities, especially if new. customers are hi

_ , e mechanism i in use in California and New Yarl: can
@%@# ﬁrz géwmﬁ w0 i.ake amuut af new customer addatmns. o

] ra&manai regulatmn prowdes strong mcenttve.s to
S5 bf.it ﬂmﬂl ' Dl

All cons ervation hm'ts praﬁts. Dwouphng. on the other hand, is sales ncntrai;
«& _,hﬁ: &ﬁdztmmj salw nor add;tional oonservatmn aﬂ‘ect the utility’s income.

”m %ﬁﬂﬂ«tﬁfm pmﬁx incentive is not the only mccnnve utilities face,
Jiilities generally believe it is in their interest to have low rates, a high market
3&&?&- and & strong, economically healthy service territory.  Eachi of these goals is
furthered when & utility pursues economically efficient new sales.”” The

incents ,.'a&ffm of any a;mgle program. cannot be viewed in lsolatmn

The Lhwm, then, is between the tradmonai system w1th serious perverse
incentives against eﬁ“icwncy including energy conservation, and decoupling where
the incentives operate in the right direction. If a commission were seriously
concerned that additional incentives were necessary for economically efficient new
ssles {or, for that matter, cost effective DSM or for low cost power generation)
Zhﬁughzﬁﬁiy structured and targeted incentive mechanisms can be designed.
Regulators have been careful to construct DSM incentive plans that reward only
superior performance in acquiring cost-effective DSM. Penalties often resuit if

® The incentive is short term for two reasons. First, in the short term,
utilities typically have adequate capacity available to meet additional demands. so
that rates wpmaiiv exceed short-term marginal costs. This may not be true in the
long run as new capacity costs force marginal costs higher. Second. utilities only
receive additional profits until the time of the next rate case.

© The utilities that have instituted decoupling appear to be no less vigorous in
their desire to have new businesses locate in their service territorv.

FPSC Docket Mo, 830045485
24 FRC Witness: K. H. W?i*féitﬁ-

Exniibit No, |, iR
fage 14 of 16

!?,.




utilities aci
DSM. Reje
increase all.

& oo l tl co"'_'effe" twe DSM or any ar

ustin - June 1993

nount of non-cost-effectn,
¢ utility with the traditional incentive o
thout regard to their economic effects.
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1387 Rate Case
Aesidential - Present Base Revenue
Retail FAC Revision

Adjusted Present Base Revenue
fAate Reduction Factor
Revenus Reduction Amount
Allowed 1987 Base Revenue

a m» _.nw..mE%.zm. aﬂ 1&%3 Lins 31

(FPSC Order No. 18627, Docket E_.,,mﬁ.m_mﬁ__p_mu% 3

Average No. of Customers

Allowed Revenue Per ﬂ_ﬁaﬁwﬂ

.M_mmm_ Y 1991 1992
Tast Year Allowed m%mmﬁmﬁ o < —

Test Yeur Plus 1L.5% m%ﬁ% mﬁ ;

8618 2t 469

Actual Average No. of 1,050,077

Rasideatis! Base Rovenues |

Actuat Regidential Base Be




. :n@ﬁda P@wer Corporatior
Wea‘ther Empact on Res;dese/Cusmmer

t on Residential Revenues

$2 @ o
$0 D
($2 0) ¢
($4.0)
($6.0) -
($8.0) -
($10.0)

Residential Revenues (In Millions)

1982 1984 1986 1988 1980 1992
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?ﬁ&%%_ﬁ_ WHWENT TO RPC FOR CHANGES IN
’Eﬁﬁﬁ!ﬂﬁ&lﬁ CGNDITEGNS

pensoum

The adiusted RPC figure is:
B.85 * 12 + 0402 * 12, 438 $606

The revenud target is the product of actual customers times $606
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Application by Town and Country | DOCKET NO. 080242-WS

Utilities Company for acknowledgement of | ORDER NO. PSC-08-0481-FOF-WS
corporate reorganization, conversion to a | ISSUED: July 23, 2008

limited liability corporation, and name change
on Certificate Nos. 613-W and 543-S, in
Charlotte and Lee Counties, to MSKP Town
and Country Utility, LLC d/b/a Town &
Country Utility.

ORDER ACKNOWLEDGING CORPORATE REORGANIZATION
AND NAME CHANGE FROM TOWN AND COUNTRY UTILITIES COMPANY
TO MSKP TOWN AND COUNTRY UTILITY, LLC
D/B/A TOWN & COUNTRY UTILITY

BY THE COMMISSION:

On April 29, 2008, an application was filed on behalf of Town and Country Utilities
Company (utility) for acknowledgement of the corporate reorganization and name change of the
utility. The utility received its water certificate in 1999." The wastewater certificate was issued
in 2007.> The application was filed pursuant to Rule 25-30.039, Florida Administrative Code,
which provides for changes in name only, with no change in the ownership or control of the
utility or its assets.

Babcock Florida Company was the original owner of the utility. In 2006, the
Commission approved the transfer of majority organizational control of Babcock Florida
Company to MSKP III, Inc., and the merger of the two entities with Babcock Florida Company
being the surviving entity.” Babcock Florida Company was wholly-owned by MSKP Southwest
Florida Investment Partners, Inc., which was wholly-owned by MSKP Babcock Holdings, LLC.
The reason given for the reorganization is to simplify the corporate structure, resulting in the
utility being directly owned by MSKP Babcock Holdings, LLC., and to convert the utility to a
limited liability company. The reason given for the name change is to reflect the change in direct
ownership and to meet the requirement that a limited liability company include the designation
“LLC” in its name. The utility’s name has been changed to MSKP Town and Country Utility,
LLC d/b/a Town & Country Utility.

" Order No. PSC-99-2198-PAA-WU. issued November 8, 1999, in Docket No. 981288-WU, In re: Application for
certificate to operate a water utility in Charlotte and Lee Counties, by Town and Country Utilities Company.

* Order No. PSC-07-0076-PAA-SU., issued January 29, 2007, in Docket No. 060602-SU, In re: Application for
certificate to provide wastewater service in Lee and Charlotte Counties by Town and Country Utilities Company.

* Order No. PSC-06-0809-FOF-WU., issued October 2, 2006, in Docket No. 060520-WU, In re: Application for
transfer of majority organizational control of Town and Country Utilities Company, holder of Certificate No. 613-W
in Charlotte and Lee Counties, from Babcock Florida Company to MSKP 111, Inc.




ORDER NO. PSC-08-0481-FOF-WS
DOCKET NO. 080242-WS
PAGE 2

A statement 1s provided in the application by the president of MSKP Babcock Holdings,
LLC., attesting that the reorganization and name change will not change the utility’s ownership,
control, or service provided to customers. The application includes documentation from the
Florida Department of State, Division of Corporations, that the proposed limited liability
company is registered in Florida as a foreign limited liability company effective May 19, 2008,
and the registration of the fictitious name of Town & Country Utility is effective May 20, 2008.
The application contains a copy of the proposed notice to be sent to customers informing them of
the name change and the revised tariffs reflecting the name change. This order will serve as the
utility’s amended water and wastewater certificates and the order shall be retained by the utility.

Section 2.07(C)(2)(a) of the Administrative Procedures Manual grants the Director of the
Division of Commission Clerk and Administrative Services, in coordination with the appropriate
industry division and the Office of the General Counsel, authority to approve change of names
and corporate reorganizations of regulated utilities, where no change of ownership or control or
transfer of assets is involved.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that the corporate reorganization
and name change are in compliance with Rule 25-30.039, Florida Administrative Code, and
hereby acknowledged and effective the date of this order. It is further

ORDERED that the name change on Certificate Nos. 613-W and 543-S from Town and
Country Utilities Company to MSKP Town and Country Utility, LLC d/b/a Town & Country
Utility is hereby acknowledged and approved. It is further

ORDERED that this Order will serve as the utility’s amended water and wastewater
certificates and this Order shall be retained by the utility. It is further

ORDERED that MSKP Town and Country Utility, LLC d/b/a Town & Country Utility’s
revised tariffs will be effective for services rendered on or after the stamped approval date.

ORDERED that MSKP Town and Country Utility, LLC d/b/a Town & Country Utility
should send to all existing customers with the next the next billing cycle notice of its change of
name. It is further

ORDERED that this Docket is hereby closed.
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By ORDER of'the Florida Public Service Commission this 23rd day of July, 2008.

ANN COLE

Commission Clerk

(SEAL)

ELS

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission is required by Section 120.569(1), Florida
Statutes, to notify parties of any administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and
time limits that apply. This notice should not be construed to mean all requests for an
administrative hearing or judicial review will be granted or result in the relief sought.

Any party adversely affected by the Commission's final action in this matter may request:
1) reconsideration of the decision by filing a motion for reconsideration with the Office of
Commission Clerk, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, within
fifteen (15) days of the issuance of this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida Supreme Court in the case of an
electric, gas or telephone utility or the First District Court of Appeal in the case of a water and/or
wastewater utility by filing a notice of appeal with the Office of Commission Clerk, and filing a
copy of the notice of appeal and the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order, pursuant to Rule 9.110, Florida
Rules of Appellate Procedure. The notice of appeal must be in the form specified in Rule
9.900(a), Florida Rules of Appellate Procedure.
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