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DOCKET N U . :  020001-E1 - [Fuel and purchased power c o s t  
recovery cl ause w i t h  generating performance i ncent i  ve 
f ac to r .  ] 

WITN€SS: 
Appearing on B e h a l f  o f  S t a f f  

D i rec t  Testimony o f  Matthew Brinkley 

DATE F I L E D :  October 1 7 ,  2002 
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Q. 
A .  

Q .  

A .  

Q. 

A .  

Q. 
A .  

DIRECT TESTIMONY OF MATTHEW BRINKLEY 

Please s t a t e  your name and business address. 

My name i s  Matthew B r i n k l e y .  My business address i s  2540 Shumard Oak 

B l v d . ,  Ta l lahassee.  F l o r i d a ,  32399. 

By whom are you employed and i n  w h a t  capacity? 

I am employed by t h e  F l o r i d a  P u b l i c  Serv ice  Comm-rssion as a Regulatory  

Ana lys t  IV i n  t h e  Bureau o f  S u r v e i l l a n c e i F i n a n c e ,  D i v i s i o n  o f  Economic 

Regulat ion 

P1 ease provide a bri e f  description o f  your educational background and 

your professional experience. 

I rece ived a Bachelor o f  Science degree w i t h  a major i n  Account ing and 

a minor i n  Finance f rom F l o r i d a  S t a t e  U n i v e r s i t y  i n  1991. I received 

a Master o f  Business A d m i n i s t r a t i o n  f rom F l o r i d a  S t a t e  U n i v e r s i t y  i n  

1992. I r e c e i v e d  my C e r t i f i e d  P u b l i c  Accountant l i c e n s e  i n  19% and 

p r a c t i c e d  p u b l i c  account ing  f rom 1992 t o  1994. 

Since j o i n i n g  t h e  F l o r i d a  P u b l i c  Serv ice Commissim i n  1994. I 

have h e l d  respons ib i  1 i t i e s  r e l a t i n g  t o  account ing.  f i n a n c e .  a n d  economic 

research and o t h e r  account ing  and ratemakmg m a t t e r s .  

What i s  the purpose o f  your testimony? 

The purpose o f  my tes t imony i s  t o  propose t h a t  t h e  Commission. i n  

determi n i  ng whether and t o  what e x t e n t  " incrementa l  " expenses ma;{ be 

recovered through t h e  fuel clause . cons1 der o f f s e t t i n g  expenses proposed 

f o r  recovery through t h e  f u e l  c lause w i t h  any base r a t e  b e m 3 i t s  

assoc iated w i t h  those expenses. 

Q .  Do you believe that offset t ing i s  appropr ia te? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 

Q. 
A .  

Q .  
A .  

Yes. The Flor ida Public Service Commission i s  responsible for se t t ing  

rates t h a t  a l low the recovery of costs prudently incurred by a ra te  

regulated u t i l i t y  under i t s  ju r i sd ic t ion .  Rates can be set t o  recover  

costs through base r a t e s ,  s e t  e i ther  direct ly  through rate  cases or  

through t h e  approval of ra te  case settlements brought before the 

Commission, or through factors s e t  i n  cost recovery clauses l ike t h e  

fuel cost recovery clause.  The Commission i s  responsible for ensuring 

t h a t  costs are not recovered through both base rates and cost recovery 

clauses simultaneously. I believe offset t ing i s  necessary t o  guard 

against double recovery. 

How does o f f s e t t i n g  r e l a t e  t o  the measurement o f  incremental expenses? 

When a n  expense i s  incurred t o  support a particular u t i l i t y  function. 

t h e  expense may reduce other current or future expenses or increase 

current or future revenues. Reduced base rate  expenses must be offset  

a g a i n s t  proposed fuel clause expenses o r  those expenses would  be 

recovered twice; once i n  base rates and now i n  the fuel clause. 

Similarly, since a d d i t i o n a l  revenues were not contemplated a t  the time 

base rates were s e t ,  t o t a l  rates would be t o o  high i f  these new revenues 

were not  used t o  offset  proposed fuel clause expenses. 

Could you give a few general examples o f  o f f s e t t i n g  expenses? 

Yes. New remote metering technology expenses may replace five meter 

readers, a new truck w i t h  infrared capabi l i t ies  may cut maintenance 

expense and  save capital  costs by replacing transformers only when they 

need rep1 aci rig, or more frequent cleaning of generati on equipment may 

extend the useful l i f e  o f  the equipment. I n  these cases, base rate 
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4. 

A.  

Q. 

A .  

expenses reduce base r a t e  expenses, so these a re  merely illustrative 

examples . 

What importance does the choice o f  a base year have i n  calculating 

incremental expenses? 

A t  t h e  t i m e  r a t e s  a r e  s e t  through a r a t e  case, p r o j e c t e d  t e s t  year  

expenses are e x m i  ned i n  o r d e r  t o  determi ne revenue r e q u i  rements which 

a r e  then used to s e t  r a t e s .  The p r o j e c t e d  t e s t  year i s  a snapshot o f  

expenses. Only for t h e  p r o j e c t e d  t e s t  year  a r e  r a t e s  s e t  t o  recover t h e  

d o l l a r  amount o f  expense i n  a u t i l i t y ‘ s  Minimum F i l i n g  Requirements 

( M F R s i .  Each year  subsequent t o  t h e  p r o j e c t e d  t e s t  y e a r ,  i t  i s  expected 

t h a t  t h e  u t i l i t y  w i l l  se l l  more energy w i t h  t h e  a d d i t i o n a l  revenues 

covering i nc reases  i n  expenses s ince t h e  p r o j e c t e d  t e s t  y e a r ,  assuming 

t h e  company’s r e t u r n  on e q u i t y  i s  s t a b l e .  A t  a minimum. expenses f rom 

a base year  used f o r  comparison purposes need t o  be grossed up by t h e  

growth r a t e  i n  energy s o l d  s i n c e  t h e  base year. 

Order No. 14546 i n  Docket No. 850001-EI-6, issued July 8, 1985, states 

t h a t  “fossil fuel - re1 ated costs normally recovered through base rates 

but which were not  recognized or anticipated i n  the cost levels used t o  

determine current base rates and which, i f  expended, will result i n  fuel 

sav ings  t o  customers” may be allowed recovery through the fuel clause. 

Could you comment? 

Yes. I t  i s  my o p i n i o n  t h a t  t h i s  p r o v i s i o n  was in tended t o  encourage 

u t i l i t i e s  t o  look f o r  ways i n  which t o  lower costs recoverable through 

t h e  f u e l  c lause ,  a n d  also t o  reduce a d i s i n c e n t i v e  which would e v s t  i f  

costs were “ recovered”  through base r a t e s  whi l e  t h e  bene97 t was 
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Q. 
A .  

“ recovered” th rough t h e  f u e l  c l a u s e .  I do n o t  b e l i e v e  t h a t  it i s  

in tended t o  make t h e  f u e l  c l a u s e  an avenue f o r  recovery  o f  c o s t s  

i n c u r r e d  t o  m a i n t a i n  and opera te  a process a l ready  i n  p l a c e  upon t h e  

t h r e a t  o f  h ighe r  cos ts  o the rw ise .  

What i s  t h e  proper t rea tment  o f  security cos ts?  

S e c u r i t y  cos ts  a r e  a p p r o p r i a t e  f o r  base r a t e  t rea tmen t .  S e c u r i t y  c o s t s  

p r o t e c t  asse ts ,  peop le ,  and re1  i a b i  1 i ty .  S e c u r i t y  cos ts  have been and 

are s t i l l  be ing  recovered by t h e  u t i l i t i e s  through base r a t e s .  Both 

F l o r i d a  Power & L i g h t  Company and F l o r i d a  Power Corpora t ion  r e p o r t e d  

s e c u r i t y  costs  i n  t h e i r  MFRs f i l e d  i n  Docket Nos. 001148-E1 and 000824- 

E I ,  r e s p e c t i v e l y .  The u t i l i t i e s ’  heightened s e c u r i t y  cos ts  a r e  s imp ly  

p r e v i o u s l y  u n a n t i c i p a t e d  expenses which a r e  be ing  expended t o  p r o t e c t  

aga ins t  f u t u r e  base r a t e  expenses, n o t  t o  reduce c u r r e n t  o r  f u t u r e  

expenses which a r e  recove rab le  th rough t h e  f u e l  c lause .  Base r a t e s  a r e  

the  a p p r o p r i a t e  p l  ace for expenses whi ch p r o t e c t  aga ins t  i ncreases i n 

base r a t e s .  

By Order No. PSC-01-2516-FOF-E1 i n  Docket No. 010001-EI, i s sued  

December 26 ,  2001, t h e  Commission found m e r i t  i n  t h e  p r o t e c t i o n  of 

nuc lear  genera t i on  f a c i l i t i e s  which c o u l d  m i t i g a t e  t h e  t h r e a t  o f  h ighe r  

f u e l  cos ts  i f  t h e r e  was a nuc lea r  outage. However, t h e  approval  was a 

s top  gap measure i n  a t i m e  of c r i s i s .  F u r t h e r ,  t h e  request f o r  recovery  

o f  these costs  was made o n l y  15 days p r i o r  t o  hea r ing  i n  t h a t  docke t ,  

l e a v i n g  l i t t l e  o p p o r t u n i t y  f o r  rev iew .  

The Order f u r t h e r  added “ r e c o g n i z i n g  t h a t  these cos ts  a r e  n o t  now 

c l e a r l y  de f i ned ,  we do n o t  f o r e c l o s e  our a b i l i t y  t o  cons ide r  an 
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Q .  

A .  

Q. 
A .  

a l t e r n a t i v e  recovery  mechanism f o r  t h e s e  costs a t  a l a t e r  t i m e . ”  I 

b e l i e v e  it a p p r o p r i a t e  t o  cons ider  moving these  s e c u r i t y  cos ts  i n t o  base 

r a t e s  a t  l e a s t  by December 31, 2005, the end of the r a t e  se t t l emen ts  

approved i n  Order No. PSC-02-0655-AS-E1, i n  Docket Nos. 000824-E1 and 

020001-E1 , i ssued  May 14, 2002, f o r  F l o r i d a  Power Corpora t ion  and Order 

No. PSC-02-0501-AS-EI, i n  Docket Nos. 001148-E1 and 020001-€I, i ssued 

A p r i l  11, 2002, f o r  F l o r i d a  Power & L i g h t  Company. By t h a t  t i m e ,  a l l  

p a r t i e s  w i l l  be a b l e  t o  b e t t e r  e v a l u a t e  whether these c o s t s  a re  o f  a 

l i m i t e d  n a t u r e  as o r i g i n a l l y  t hough t  o r  o f  a l o n g - t e r m  n a t u r e .  and 

whether these  c o s t s  are i n c u r r e d  t o  p r i n c i p a l l y  r e s u l t  i n  f u e l  savings 

o r  t o  p r o t e c t  base r a t e  assets ,  pe rsonne l ,  and r e l i a b i l i t y .  U n t i l  t h a t  

t i m e ,  i t  is a p p r o p r i a t e  t o  examine s e c u r i t y  cos ts  i n  l i g h t  o f  any 

o f f s e t t i n g  base r a t e  savings as i l l u s t r a t e d  e a r l i e r  i n  my tes t imony 

B r i e f l y ,  could you summarize your testimony? 

Yes. It i s  p rudent  f o r  t h e  Commission t o  cons ider  c u r r e n t  and f u t u r e  

base r a t e  expense savings and incrementa l  revenues as o f f s e t s  i n  order  

t o  determine what i s  an a p p r o p r i a t e  level o f  “ i nc remen ta l ”  expense t o  

be recovered th rough t h e  fuel clause.  When base year expenses are 

compared t o  c u r r e n t  year  expenses, base year  expenses shou ld  be grossed 

up f o r  t h e  growth i n  energy sales i n  k i l o w a t t - h o u r s .  F i n a l l y ,  s e c u r i t y  

cos ts  shou ld  be reexamined f o r  i n c l u s i o n  i n  base r a t e s  once a b e t t e r  

unders tand ing  o f  t h e i  r na tu re  and 1 ongevi t y  i s a t t a i  ned. 

Does t h i  s concl ude your test imony? 

Yes, i t  does. 
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