
May22, 1997 

Ms. Blanca S. Bayo, Director 
Diviaion of Recorda and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee FL 32399-0870 

Dear Ms. Bayo: 

RE: Docket No. 911h6 El 
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Enclosed for official filing are an original and fifteen copies of Gulf Power 
Company's response to your letter dated May 8, 1997 that had questions that 
were posed at the workshop that was hel:d that day. 
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1 . Ia the general body ot ratepe.yera at qreater riak i n terma 
ot realizing benetita !rom OSH program. •• the RIH coat­
etteoti ven••• ratio approach•• 1 . 0? 

No. The uncertainty surroundino both the benetits and the 
coste ot any proqram should be handled either directly within 
the cost-effectiveness analys is or thr ouqh t hat analys is ' 
sensitivity evaluations. Methodoloqically, this has become 
standard practice, to a oreater o r l esser extent, thr oughout 
the electric utility industr y. 

Even it the analysis methodology did not explicitly dea l w1th 
t he benefit and coat uncertainties, the regulatory process 
should. Public service commissions should not ap~~ove any 
program unless they are reasonably sure that the benefits o f 
the program will exceed the program's coats. If conditions 
change that call into question the continued cost-effectiveness 
ot any previously approved prooram, that program's cost­
etfectiveness should aoain be demonstrated to the satisfaction 
of the public service commission or the program, as prev iously 
approved, should be discontinued. 

It a DSH proqram, t or some reason, has merit but the 
prospective net economic benefits o f that proqram have not been 
clearly established, the public service commission may require 
the utility to more rigorously monitor actual prog ram rosul:s 
t o i nsure that positive net benefits materialize. 

Finally, one should be cautious when judg1ng a prog ram based on 
t he ratio of benefits to coats. If the rule is; do all 
programs that have a benetit:cost rat io greater than one , then 
no particular problem arises. When one is choosing to do some 
programs but not all programs showing a benefit: cost ratio 
greater than one, the rule should not be; do t he ones with the 
largest benefit:cost ratios first. This rule would not serve 
anyone well. Imagine a program with $1,1 00,000 in benefits at 
a cost of $1,000,000. The net benefits a re S100, 000 and the 
benefit:cost ratio is 1.1. Imaqine another prog ram that has 
benefits o f $10,000 and costs o f $8,000. He re the net benefits 
are only $2,000 but the banafit :cost ratio i s 1.2~. Clearly, 
i t one could, one would do both program$ but 1! you could only 
do one, which would you choose? Host peopl e would answe r t he 

DOCUMENT NUHO(R·OATE 

05 165 HAY23:i\ 

FPSC • Rl C~ROSirlCI'OR T IHG 



• • Doc ket l'o. 970046 - £1 
P• 9• 2 ot l 

one with the $100,000 in net benefits even though the othe r 
program has a siqnificantly hiqher benefit:cost rat i o. 
Therefore, when choosinq between cost-effective proqrams, one 
is better served by choosinq on the basis of the present val ue 
o f net be.nefits rather than a benefi t: cost ratio. 

2. ReQ09flidng the unavoidable competitive impact o! DSH 
programa , ehould ratepayer• continue to pay !or OSH 
prograaa through the ECCR clauee abaent an analya1a ahowi nq 
the bene!i t o! auch oa~.peti tion? 'lfhy or why not ? 

Yes. Such analysis would unnecessarily dupl icate the results 
produced by a freely functioning marketplace even if one were 
to accept the stated but unpr ov,ed premise that DSM programs 
have "unavoidable compe titive impacts''. The r e is no evidenc e 
that such impacts are bad for consumer s and should be avo ided 
by prohibiting t he proqram. 

The ECCR clause is a mechanism for recoveri ng from the general 
body of cust omers enerqy conservation program costs t or ene rgy 
conservation programs that provide net RIM benefits . The 
Commission has accepted that RIM- pass ing programs are in t he 
beat interests of t he general body of customers in that they 
produce benefi ts for them in excess o f the costs . The 
mechanism that is provided, by which the general body o f 
customers pay fo r these p rogram costa, is t he ECCR. 

DSH programs are desiqned to i mprove the welfare o f t he 
participants and the qeneral body of customers. "Compet i tion" 
does this also:- By allowi nq market partic ipan t s to free l y 
choose among alternative products, programs , and s ervices, 
competi tive markets not only maMimite the welfare o f t he marke t 
participants but also that o f society ~t large. 

The Staff's apparent concern i s that by part icipating i n some 
electric DSH programa participant s may use less natural gas 
than they otherwise miqht have and t ha t s uch a r esult , ir it 
were to happen, is somehow bad. Gulf re j ec ts t his not1on. 
Programs should be developed by electr i c util i t i es that produce 
net benefits for participants and their general body o f 
customer s. Gas utilities should be encouraged t o do t he s ame . 
Customers will then choose t o participate in t hose programs 
mos t benefiting them and the general body of customers wil l 
benefit !rom t he efficient distribution o f r esou r ces t ha t 
results. 

The question also augqests that before t he gene ra l bod y of 
customers is asked to pay !or approved OSM programs s howlnQ 
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positive net RIM benefi ts, some other analysis should be 
provided . Thi:s additional :suq'ile:sted ana lysis preaumably must 
s how that all cus t omers , includinQ the pa r ticipants , would not 
have been even better ott by voluntarily choosing other actions 
t hat would have resulted in more natural Qas purchases. Gulf 
Power has conf i dence in consumers ' abilities to choose t r om t ho 
var ious off ers present ed to them in a manner that will maximize 
thei r own welfare and thus , encour aoe t he more efficient 
di s tribution of reaoui cea to everyone's betterment. The 
additional auqqest ed analysis is therefore unnecessary. 

3 . S~f' expreaaed ita concern reqarding the marginal RIM 
ooat-ef'f'eotivaneaa ot DIM proqrama and the competitive 
nature of' DJIW proqrama. Mauming theae are problema , what 
aolutiona ahould the Commiaaion oonaider . 

See Gulf's answers to questions 1 . and 2 . above. Embedded 
within e ach answer are observations of what the Commi ss ion can 
and is doing r egarding t he approval, monitoring, and evaluat ion 
of OSM programs. Reqaid1ng the so ca lled "unavoidable 
compet i tive impact•, Gulf Power believes that having product 
and program choice i s qood for consumers as lonq as consume rs 
ar e makinQ their own choic es . 
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I HEREBY CERTIFY that a true copy of the foregoing waa fumlahed by hand delivery 

or the U. S. Mall this _;.-;,_,.,;._ day of May 1997 to the following: 

Jack Shreve, Esquire 
OffiCe of Public Counsel 
111 W. Madison St, Suite 812 
Tallahassee FL 32399-1400 

Matthew M. Childs, E.squlra 
Steel, Hector & Davis 
215 S. Monroe, Suite 601 
Ta.llahassee FL 32301 

Jamea D. Baaaley, Esquire 
Macfatlane Ausley Ferguson 
&McMullen 

P. 0 . Box 391 
Tallahassee FL 32302 

Leslie Paugh, Esquire 
Staff Counsel 
FL Public Service Commlulon 
2540 Shumard Oak Boulevard 
Tallahassee FL 32399-0863 

James McGee, Esquire 
Florida Power C~tlon 
P. 0 . Box 14042 
Sl Petersburg FL 33733-4042 

Kenneth Hoffman. Esq. 
Rutledge, Ecenle, Underwood. 

Purnell & Hoffman, P.A . 
P. 0 . Box 551 
Tallahassee FL 32302-{)551 

Mr. Frank C Creuman 
Florida Public Utilities Company 
P. 0 . Box 3395 
West Palm Beach FL 33402-3395 

Debra Swim, Eaq 
LEAF, Inc. 
1115 N. Gadsden Street 
Tallahassee FL 32303 
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~ 
JEFFREY . STONE 
Florida Ber No. 3259 
RUSSELL A. BADDERS 
Florida Bar No. 0007455 
Beggs & Line 
P. 0 . Box 12950 
Pensacola FL 32576 
(OOA) 432-2451 
Attorneya for Gulf Power Company 
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