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CASE BACKGROUND 

In Order No. PSC-94-1313-FOF-EG issued on October 25 , 1994, 
the Commission set numeric demand-side management (DSM) goals for 
t he four largest investor-owned electric utilities (IOUs), 
including Florida Power and Light Compan y (FPL). In setting FPL' s 
goals, the Commission acknowledged t hat researc h and develo pme n t 
(R&D) efforts may produce additional energy and dema nd savings. 

By Order No. PSC-95- 0691-FOF- EG issued J une 9 , 1995 , the 
Commission approved the DSM p lans of the four largest investor
owned electric utilities. Included in FPL's DSM plan were four 
existing R&D programs, four new R&D p rograms , and its Conservation 
Research and Development (CRD) program. The CRD program s erves as 
an umbrel la program to research developing technologies for 
possible inclu s i on in fu t ure DSM programs. 

In approving FPL's plan in 1995 , the Commiss ion required FPL 
to file detailed program participation standards . Staff was 
directed t0 administratively approve t he standards if they 
conf o rmed to the program desc riptions approved by the Commission. 
These standards include participation requirements, details on how 
rebates or incentives are processed, technical specifications on 
eligible equipment, a nd reporting requirements. FPL timely filed 
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its participation standards 
administratively approved. 

which staff reviewed and 

The majority of FPL's DSM programs target the replacement of 
existing electric equipment with more energy efficient electric 
equipment . These types of programs include a monetary incentive to 
be paid o r credited to the end-use customer , building owner, or 
designee fo r participating in the program. In approving these 
programs, the Commission reviewed the proposed incentives which are 
an input to the cost-effectiveness analysis for each program. 
Incentives directly affect the cost-effectiveness of the program, 
and ultimately the dollars to be recovered from t he ratepayers in 
the Energy Conservation Cost Recovery Clause (ECCR) . 

FPL has now filed three additional R&D programs for Commission 
approval, including the instant Marketing Conservation Research and 
Development (MCRD) program. The MCRD program petit~on was filed on 
August 29, 1996. 

FPL states in its petition that it has att~mpted to reduce the 
administ rative cost of its DSM programs to be able to compete with 
less costly supply alternatives. Through its petition, FPL seeks 
to research and implement when proven, alternative incentive and 
marketing approaches to further reduce the overall cost of existing 
DSM programs. FPL has expressed a concern regarding lower than 
anticipated participation in some existing programs. FPL sees the 
MCRD as an opportunity to find incentive and market ing approaches 
which may increase participation in existing DSM programs . 

As proposed, FPL's MCRD program allows FPL the flexibility to 
develop specific projects to test alternative incentive and/or 
marketing strategies for existing DSM programs. FPL states that 
examples of a:ternative incentive and marketing strategies include 
increasing or decreasing the incentive, when the incentive is paid 
(in season/off season), to whom the incent ive is paid (sales 
person, distributor, manufacturer), types of incentives (financing, 
bill credits) , adjunct incentives (providing duct repair if an HVAC 
unit is replaced) , and communications approaches (such as promoting 
different incentive levels during different times of the year) . 

Details of each research project would be provided to staff in 
the form of modified program participation standards for the 
a ffect e d programs. The modifie d standards would indicate t he 
strategy change, location of the test, test duration, projected 
cosLs, and other details pertinent to the test. At the end of the 
test project a decision would be made whether to include the 
results from the test project in the approved DSM program. After 
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the test is completed, FPL would seek Commission approval of a 
progr am change to incorporate the new strategy within the program. 

FPL proposes that staff review the modified program 
participation standa.rds for each test project for several reasons: 
(a) none of the research efforts contemplated warrant an individual 
research and development project; (b) an umbrella effort avoids 
duplicative administrative costs and efforts associated with 
individual research projects; (c) individual program modification 
filings for approved programs for limited scope and duration 
r esearch efforts would be costly and would delay research efforts; 
and (d) the filing of amended program standards before each teat 
project would provide advance notice of ongoing research efforts . 

FPL proposes that total coat for the MCRD be capped at 
$2,646 ,000 for the time period of October 1996 through September 
1999, with an annual cap of no more than $1,134,000. FPL provided 
staff with additional information showing it is planning 
approximately seven individual teat projects, with each project 
having a budget of approximately $378,000. These plana would be 
subject to change depending on the scope and nat ure of each tes t 
project. 
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DISCQSSION OF ISSQES 

ISSUE 1: Should the Commission approve Florida Power and Light 
Company's Marketing Conservation Research and Development progr am, 
i ncluding approval for conservation cost reco ve ry? 

RECOMMENDATION: No. Approval of this program would be 
i n consistent with Section 366.82( 3 ) , Florida Statutes, as s taf f 
would have unprecedented authori ty to administrat ively avprove 
monetary incentive changes to e x isting Commissi on-approved programs 
t hat affect cost - effectiveness. In addi tion, FPL's peti t i on 
conta i ns no clear proposal as to how results from sample points 
will be extrapolated t o the whole system nor does the petition 
state whe ther any kW o r kWh savi ngs from the r e searc h will count 
toward meeting goals . 

STAFF ANALYSIS: Staff recommends the progr a m be denied for the 
f ollowing reasons: 

• Program unlawfully delegates statutory authority from the 
Commission to staff 

Approval of this petition gives staff authority to revie\·! 
and approve modifications to DSM programs in the form of changes t o 
program participation standards. Section 366.82(3), Flor ida 
Statutes, states " Prior approval by the Commission shall be 
required to modify o r discont i nue a plan, or p a rt thereof, which 
has been approved." 

The Commission, not staff, has exercised authority over the review 
and approval of DSM programs and modifications to programs which 
affect cost-effectiveness. Staf f has only reviewed DSM program 
participation standards for consistency with the program 
description approved by the Commission . In the past, changes to 
DSM programs such as changes to monetary i ncentives, and equipment 
changes have been proposed to the Commission in the form of a 
program modification petition. 

By Order No. PSC-95-0398-FOF-EG, issued March 23, 1995 in 
Docket No . 950002-EG, the Commission disallowed r e covery of certain 
incentive expenses for Peoples Gas System, Inc. (Peoples ) . The 
expenses disallowed were those incentives paid by Pe oples prior to 
rec eiving Commission approval of a modification to one of its 
programs. The Commission stated in the order that utilities are 
responsible for obtaining prior approval of program changes before 
t he utilities institute them i f they wish to recover the program 
costs . 
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Approval of FPL' s petition could result in FPL and 
possibly other roue bypassing the Commission by requesting staff 
approval o f DSM program changes under the guise of changes to 
program participation standards . Staff believ es that a ny cha~ge to 
a DSM program which affects cost-effectiveness should be reviewed 
by the Commission. Changes such a s those proposed by FPL for staff 
approval could affect substantial interests. Final agency action 
which affects substantial interests requires a c lear point of entry 
to a Section 120 .57, Florida Statutes proceed i ng. FPL's proposal 
does not contemplate an approval process which affords persons 
who se substantial int erests are affected the necessary opportunity 
for a hearing. 

• Approval of FPL's petition will likely result in numerous 
customer complaints 

FPL's petition is silent as to whether incentives will be 
i nc reased or decreased. Low interest loans may be utilized 
requiring o nly staff approval . FPL would have the flexibility to 
target specific c ustomer segments , and geographic areas for 
example . Staff believes that giving some c ustomers an incentive 
pursuant to an existing approved program and ano ther custohi.:r a 
different incentive for essentially t he same thing beg s for 
complaints from those customers r eceiving lower incen~ives. 

• FPL' s petition conta ins no clear proposal as to how 
results from sample points will be extrapolated to the 
whole system 

Staff questions the statistical validity of the research 
proposal. Due to the sheer size of FPL's system, and the diversity 
of the commercial/industrial market, staff does not believe the 
project will generate data transferrable to all applicable 
c ustomers. 

• FPL' s petition does not state whether any kW or kWh 
savings from the research will count toward meeting goals 

Most FPL programs serve to reduce demand {kW) . Ho wever, 
t hese kW saving programs may result in a kWh increase. An off - peak 
t her mal storage program is one example. This leads staff to 
question that if the kW savings are counted toward the utility's 
DSM goals, should corresponding i ncrea ses in kWh also be included? 
FPL's petition does not address this issue. 

In a meeting with FPL, the above question was posed to 
which staff '~rbally received an unclear response . We understand 
that FPL wants to include kW and any kWh savings toward meeting its 
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goals irrespective of whether a cost-effective program ever 
resul ts. 

• Status of FPL's DSM Goals 

Staff recently asked the electric I OU's, in Doc ket No. 
960002- EG, to evaluate each DSM program using the Commission's 
cost-effect iveness tests and e ach company's most recent planning 
assumpt ion s . FPL stated that currently, 13 of its 15 DSM programs 
fail the Rate Impact Measure (RIM) t~st . FPL ma i ntains that 
additional analyses would be necessary in order to determine 
whether any or all of the programs should continue t o be offered . 
FPL states that it is in the pr ocess of reanalyzing all of its DSM 
programs, and that p rogram modifications, changes to FPL' s DSM 
goals, or other actioP~ may be necessary when FPL has c ompleted its 
work . 

Competition at the wholesa le level has lowered generation 
costs. The permanence of these lowered costs appear to be l ong 
lasting in the time frame of DSM programs and t he time to which the 
goals are re-set. All things being equal, lower avoided generat ion 
cost makes DSM less cost-effective. Despite lower avoided costs, 
and the anti cipated restructuring of the electric utility industry, 
FPL is faced with meeting its DSM goals . If FPL does not believe 
it can meet its goals with cost-effective programs, staff believes 
FPL should request that its goals be modified. 

The fundamental issue is that the goals may need re
setting, particularly for FPL. If 13 of FPL's 15 DSM programs 
remain non cost-effective, staff plans to recommend that F?L' s 
goals be re-set before 1999. Programs are proving to b e too 
inflexible to respond to dramatically changing prices on the 
wholesale market. 
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ISSUE 2: If the Commission approves Florida Power a nd Light 
Company's Marketing Conservation Research and Development program, 
should Florida Power and Light Company allocate individual research 
project cost to the rate class (es) to which research projects are 
targeted? 

RECOMMENDATION : Yes . Allocation of individual research project 
cost to the rate classes to which the :r·esearch project is targeted, 
wil l diffuse the impact of the Marketing Conservation Research and 
Development program being used as a competitive tool. 

STAFF ANALYSIS: In September 1996, the Commission's Division of 
Research and Regul atory Rev1ew (RRR) published its "Review of 
Commercial/Industri~l Demand-Side Management Programs of Six 
Florida Utilities." This report in part analyzed the C/I DSM 
programs of four electric, including FPL , and two gas IOUs. The 
report also examined the effect of C/I DSM programs on the 
competitive relationship between the electric and gas industries. 
One of the conclusions from the study is that the promoti0n, 
advertising, and operation of C/I DSM programs play significant 
roles in the competition between the electric and natural gas 
utilities examined. It was concluded that FPL takes an aggressive 
stance that counters the gas industry's marketing of newly 
developed natur al gas appliances. Some of FPL's advertising was 
deemed not to be fuel neutral. The fact that electricity and 
natural gas compete for certain customer end-uses is apparent. 
Page 79 of the report states in part: 

In staff's opinion, it is unrealistic to 
expect DSM programs to have no effect on 
the competitive balance, or to e xpect 
such programs would not be used as 
marketing tools .. . . However, the customers 
targeted by commercial/i ndustrial DSM 
programs are frequently well-informed 
energy consumers who are capable of 
evaluating the claims ma de by competing 
energy providers. Many of these 
customers rely upon the expertise of an 
on- staff facili ties engineer or outside 
energy services company to control 
energy- related costs, and are less likely 
to be confused or misled by an energy 
providers proposal. 

Page 11 of the RRR report states: 
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The Commission's policy on fuel 
neutrality was addressed in FPSC order 
Nos . 9974 and 12179, issued in 1981 and 
1983 . In order No. 9974, the Commission 
raised concerns about the · lack of "source 
neutrality" of certain DSM program 
incentives. Specifically, the Commission 
wanted to ensure that customers who 
c hoose alternative fuel s ources would be 
eligible to receive financial incentives 
offered through DSM programs. 

An additional concern was raised in order 
No. 12179 where Commi s s ion staff were 
i nstruct ed t o examine each utility's fuel 
source neutralit y polic i e s and prac tices. 
In that order, the Commis sion concluded 
that 'any program that contains rebates 
or subsidies having t he objective o f 
avoiding or e liminating (new or existing) 
electrical resistance space or water 
heating should be implemented in a manner 
that is consistent with the conservation 
goal of promoting t he use of natural gas 
as a substitute or a replacement f or 
electri cal energy where to do so is cost 
e ffective . ' 

In other words, in order to achieve the 
ultimate goal of 'increasing the 
efficiency of the electric systems in 
Florida ' , DSM programs should be promoted 
and implemented in a fuel source neutral 
mode. Alternative fuels should be 
considere d when deemed cost effective. 
However, the competitive environment of 
the 1990's has increased the difficulty 
for both electric utilit ies and gas 
util ities t o achieve a 'fuel neutral 
approach' to demand s i de management. 

Page 40 of the RRR report states: 

Staff believes that some of the 
competitive advertising by FPL is not 
fuel neutral. FPL appears to bel ieve 
some gas competito rs have misled 
customers whi l e switching them to gas 
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applications. Though the advertisements 
cited may have some educational value, 
they also imply to customers that gas i s 
not a viable alternative to electricity. 
Rather than specifically comparing costs 
and performance differences, the debate 
pits one fuel against another. Staff 
believes this use of cons~rvation 
programs as a competitive tool was not 
intended by FEECA or the Commission. 

The advertisements cited by the RRR report are contained 
in Attachment 1 and serve as an example of what has taken place 
under the current regulato ry environment. Conse rvation ads for 
which cost r ecovery is sought should be objective and factual both 
in content as well as overall context. We agree with the staff of 
RRR that the ads contained in Attachment 1 contain no facts but 
instead suggest that the customer consider all of his options 
before making a choice. This highlights the difficulty in 
determining if an advertisement is promoting conservation, 
competing wit h the 11 opposite 11 fuel, or both. 

While the Commission may never be able to achieve a 
scenario in which a customer can receive unbiased advice from 
e ither an electric or natural gas utility, staff does believe that 
program costs that are recovered through the ECCR should not be 
used as marketing tools or position a utility for competition in a 
retail access environment. The incentive to use DSM the associated 
cost recovery for these purposes is lessened by allocating program 
costs to the customer class that is eligible to participate in the 
program. Allocating cost recovery of programs to rate classes with 
"at-risk 11 customers reduces the incentive for utilities to use DSM 
for competitive purposes because doing so raises the rates of the 
"at-risk" customers . If no changes are made to DSM program cost 
recovery approval requirements, these same types of actions will 
continue in to the future. 

Staff is concerned that approval o f the MCRD program will 
give FPL a greater opportunity to use ECCR dollars for competitive 
purposes. As proposed , the program could be used to modify 
existing programs with direct natural gas alternatives, and could 
allow FPL to target specific at-risk customers . FPL's C/I Heating, 
Ventilating, and Air Conditioning (HVAC) program provides 
inc ent i ves f c r the installation of several types of electric 
equipment which have some natural gas-fired alternatives. Approval 
of the MCRD program would allow FPL the latitude to offer higher 
incentives for specific electric equipment in the C/I HVAC program. 
FPL would also be able to target specific geographic areas where 
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gas is currently available or where gas may expand. 
also exists for FPL to target specif i c customers who 
leaving FPL's system or who have plans for expansion 
alternative or self-generation. FPL w.-:>uld only need 
for such " test projects" under the MCRD. 

The potential 
are at-risk of 
to a gas-fired 
staff approval 

There has been an increase in the number of R&D programs 
offered by utilities. These programs do not require a cost
effectiveness analysis, yet the costs of t hese programs are paid by 
all customers. Several of these have been granted extensions in 
time, sometimes increasing t he total time period to twice that 
originally proposed . Many R&D installations provide benefits to 
the participating customer for several years, even if the measure 
turns out not to be cost-e ffective to the general body of 
ratepayers under t he Rate Impact Measure (RIM) test . Also, R&D 
programs offer a short term marketing tool to secure customers for 
the long term. 

In summary , if the MCRD program is approved, staf f 
recommends that the costs f or the MCRD program be allocated to the 
customer class eligible to partici pate in individual research 
projects associated with the program. 

ISSUE 3 : Should this docket be closed? 

RECOMMENDATION: Yes. If no person whose substantial interests are 
affected by the Commission's proposed agency action, files a 
protest within twenty-one days of issuanc e of this order , this 
docket should be closed. 

STAFF ANALYSIS : If no person whose substantial interest~ are 
affected, files a request for a Section 120.57, Florida Statutes , 
hearing within twenty-one days of issuance of this o rder, no 
further action wil l be required and this docket should be closed . 
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