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Please state your name and business address. 

My name is James K. Guest. My business address is 1155 lSth Street, NW, 

Suite 400, Washington, DC 20005. 

On whose behalf are you testifying in this proceeding? 

I am testifying on behalf of Florida Power & Light Company (FPL). 

By whom are you employed and what is your position? 

I am an Associate with the firm of Brown, Williams, Moorhead & Quinn, Inc. 

What services does the firm offer? 

Brown, Williams, Moorhead & Quinn, Inc. provides technical and policy 

assistance to various segments of the natural gas, electric and oil industries on 

business and regulatory matters. 

Please describe your educational background and professional 

experience. 

I received a Bachelor of Science degree in Accounting from Indiana 

University of Pennsylvania in 1974. Shortly after graduating, I accepted a 

position with the Federal Energy Regulatory Commission (FERC) as a field 

auditor in the FERC’s Office of Chief Accountant. I was employed by the 
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FERC for the next 32 years accepting positions of increasing responsibility in 

the area of financial accounting and reporting requirements for the electric 

utility, natural gas pipeline and oil pipeline industries. 

During this period, I served in a number of different positions including 

Deputy Director of the Division of Audits in the Office of Chief Accountant; 

Director, Division of Regulatory Accounting Policy; Deputy Chief 

Accountant; and Chief Accountant before retiring from Federal service in 

September 2007. In those positions, I was responsible for determining 

individual companies’ compliance with FERC’s Uniform Systems of 

Accounts (USoA) and related reporting requirements, developing and 

directing rulemaking proposals for needed changes in those requirements, 

providing broad policy guidance to the electric, natural gas and oil pipeline 

industries on emerging financial accounting matters of significant import, 

acting on industry requests for interpretive ruling on FERC USoA 

requirements and providing counsel and advice on accounting matters to 

senior FERC staff, the Commissioners and the Chairman. 

I have spoken frequently at meetings of senior industry accounting executives, 

state public utility commission, and staff and partners from national public 

accounting firms to explain FERC accounting initiatives and financial 

reporting requirements. I have also provided expert testimony on accounting 

and utility cost-of-service matters in a number of administrative proceedings 
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before the FERC. Most recently I testified in the United States Tax Court on 

the background and purpose of FERC's USoA and the accounting 

classification for street lighting assets under FERC's USoA. 

I am a Certified Public Accountant and a member of the American Institute of 

Certified Public Accountants. 

Are you sponsoring any exhibits in this case? 

Yes. 

Q. 

A. I am sponsoring the following exhibits which are attached to my 

testimony: 

JKG-1 

JKG-2 

JKG-3 

JKG-4 

Letter from Portland General Electric Company to FERC 

dated March 12, 1993; 

Letter from FERC to Portland General Electric Company 

dated April 14, 1993 regarding Docket No. AC93-8600; 

Letter from counsel for Portland General Electric Company 

to FERC dated December 3,2003; and 

Letter from FERC to counsel for Portland General Electric 

Company dated March 4, 2004 regarding Docket 

NO. AC04-07-000. 

Q. 

A. 

What is the purpose of your testimony in this proceeding? 

I was asked by FPL to comment on the appropriate accounting requirements 

for costs related to FPL's proposed Florida EnergySecure Line (sometimes 

referred to as the Line) under FERC's USoA for Public Utilities and 

Licensees, which is codified at 18 C.F.R. Part 101. 
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Please summarize your supplemental testimony. 

My testimony focuses on the proper accounting classification for the costs 

associated with FPL's proposed Florida EnergySecure Line under FERC's 

USoA. I conclude that the cost of the proposed Florida EnergySecure Line 

should be classified as electric utility plant and that such classification is 

consistent with the appropriate rate treatment that should be afforded these 

costs. 

Does FPL follow the FERC's USoA for financial accounting and 

reporting purposes? 

Yes. FPL is a public utility under the Federal Power Act (FPA). Under the 

provisions of the FPA, FPL must follow the accounting requirements FERC 

has prescribed in its USoA for all of its business activities, including the costs 

related to the Florida EnergySecure Line. The Florida Public Service 

Commission, which also regulates the accounting practices of FPL, has 

adopted FERC's USoA with certain minor modifications considered necessary 

to meet its regulatory needs. 

Can you please summarize your understanding of the Florida 

EnergySecure Line? 

Yes. The Florida EnergySecure Line will consist of approximately 280 miles 

of mainline pipe, and approximately 23 miles of lateral and branch lines. The 

mainline will begin at or near Florida Gas Transmission Company, LLC 

(FGT) Compressor Station 16 (FGT Station 16) located in Bradford County, 

Florida and terminate at FPL's Martin plant site, where, with FERC approval, 
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it could interconnect with other pipelines and facilitate delivery of gas for 

FPL's gas-fired fleet of electric generating units. The Line includes two 

laterals that will serve FPL's new Cape Canaveral Next Generation Clean 

Energy Center and Riviera Beach Next Generation Clean Energy Center 

(collectively, "the Modernization Projects"). The Line also includes upgrades 

at FPL's 45'h Street Terminal near the Riviera Beach Plant in Palm Beach 

County, including an upgrade of the existing interconnection with FGT, and 

installation of permanent compression. As initially constructed, the Florida 

EnergySecure Line will have a capacity of 600 million cubic feet per day 

(MMcf/d), which can be increased as required up to 1.25 billion cubic feet per 

day (Bcf/d) with the addition of relatively inexpensive gas compression 

upgrades. 

As explained by FPL witness Sharra, initially the Line will serve primarily the 

natural gas transportation needs of FPL's Modernization Projects, with these 

facilities requiring approximately 400 MMcf/d in total, or nearly two-thirds of 

the pipeline's initial capacity. The remaining 200 MMcf/d will be delivered 

to FPL's Martin Plant for reliability purposes, but will also be offered to other 

entities within the state in the interim until the full capacity is needed by FPL. 

The 200 MMcfid delivered to FPL's Martin Plant can displace deliveries from 

FGT or Gulfstream Natural Gas System, LLC (Gulfstream) to that site, which 

can then be redirected to other FPL facilities or to other entities within the 

state (Sharra at Page 10). 
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Under FERC’s USoA how should FPL account for the costs related to the 

proposed Florida EnergySecure Line? 

Under FERC’s USoA, FPL should classify the cost to construct the Line as 

Electric Utility Plant, accumulating the costs of construction in a construction 

work order in Account 107, Construction Work in Process - Electric, and 

ultimately recording the costs in Account 101, Electric Plant in Service, when 

the Line is placed in commercial operation. The depreciation, operation and 

maintenance expenses related to the Line after it has been placed in service 

should be charged to electric utility operating expense accounts. 

Is it unusual to classify a gas pipeline as electric utility plant? 

No. Where a pipeline is owned by an electric utility and used to supply fuel to 

an electric generating station, it is an asset serving the electric production 

function and therefore should be classified as electric utility plant. 

Does FPL’s ability to potentially use the Line to provide gas 

transportation service to others disqualify it from classification as electric 

plant under the FERC’s USoA? 

No. Based on my review of the proposed Line, as described in the testimony 

of FPL’s witnesses, the overwhelming primary purpose of the Line is to meet 

the gas transportation needs of FPL’s gas-fueled generating stations. Public 

utilities often classify assets on the basis of their primary purpose even though 

the assets may be used at times for other purposes. This is sometimes referred 

to as the primary function approach to classifying costs. 
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Q. Can you please explain the primary function approach to classifying 

costs? 

Yes. Under the primary function approach, the cost of an asset shared by two 

or more departments or functions is classified according to its primary or 

major function. The depreciation, operation and maintenance costs of the 

asset are likewise classified according to the asset’s primary or major function 

and any revenue received from third parties from the asset’s secondary use are 

recognized as revenue or a reduction in the costs of the primary function. 

This approach is typically used when the revenue from secondary use of the 

asset is incidental to its primary use andor the secondary use of the asset is 

not a separate profit center line of business of the accounting entity. 

Typically, the primary function approach carries minimal administrative 

burden to implement. 

Are any costs allocated to the secondary function when costs are classified 

using the primary function approach? 

No. Instead of allocating costs, any revenues received from third parties from 

its secondary use are assigned to the primary function. This recognizes that 

the revenues, while providing an economic benefit, are really ancillary to the 

primary use of the asset, which, for the Line, is providing gas to the FPL 

planned gas-fired units. Similar to off-system sales of power from temporary 

surplus capacity, the revenues serve to reduce the cost of supplying gas to the 

gas-fired units. 

A. 

Q. 

A. 
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Does the FERC’s USoA contain references to this practice? 

Yes. The FERC’s USoA contains Electric Plant Instructions that specify how 

public utilities should initially recognize and account for the cost of electric 

utility plant, how public utilities should recognize and account for changes in 

those costs through additions, retirements and transfers, and how public 

utilities should classify electric plant costs among the various accounts, 

functions and categories of electric plant. Electric Plant Instruction No. 8 sets 

forth the costs that should be included in the category, “Structures and 

Improvements.” Paragraph D of Electric Plant Instruction No. 8 refers to 

certain plant assets that can be used to provide steam for electricity production 

and also for heating buildings. Paragraph D of Gas Plant Instruction No. 8 

requires all of the cost of these type assets to be classified as electric 

production plant because that is the primary purpose for which the assets are 

used. Similarly, Paragraph E of Electric Plant Instruction No. 14 of the USoA 

provides that the cost of land and structures used jointly for transmission and 

distribution are to be classified as either transmission or distribution according 

to the major use of the asset. 

Classifying revenue received from third party use of electric property based 

on the property’s primary use is addressed in the USoA instructions for 

Account 454, Rent from Electric Property, and Account 456, Other Electric 

Revenues. Both of these accounts are electric operating revenue accounts. 

The instructions to Account 454 provide that it is to include rent received for 
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the use by others of properly devoted to electric operations. One example is 

the rent paid by communications companies for use of an electric distribution 

pole to carry their communication cable. Similarly, the instructions to 

Account 456 provide that it is to include revenue from the sale of steam to 

third parties. 

Are you aware of any instances in which a public utility was authorized to 

classify a gas transmission line as electric utility plant? 

Yes. Portland General Electric (PGE) constructed a 17-mile gas pipeline 

(Kelso-Beaver Pipeline) to serve its Beaver Combined Cycle Combustion 

turbine generation facility. At or near the completion of construction, PGE 

filed a letter with the FERC requesting “concurrence or clarification” on 

whether or not PGE was required to file a Form 2 or Form 2-A for its pipeline 

and whether or not PGE could report its investment in the pipeline to electric 

utility plant Account 342, a subaccount under Account 101 - Electric Plant in 

Service. The FERC Form 2 and 2-A are Annual Reports that major and non- 

major interstate gas pipelines must file with the FERC under the Natural Gas 

Act. The Annual Reports contain a basic set of financial statements (Income 

Statement, Balance Sheet, Statement of Retained Earnings and Statement of 

Cash Flows) together with a number of supporting schedules. They are 

similar to an Annual Report to Stockholders but with a much greater level of 

detail. FERC had authorized PGE to use the pipeline to transport gas only for 

its use in Docket No. CP91-1607-000. In its response to PGE, FERC, through 

its Chief Accountant, waived the requirement to file a Form 2 or 2-A, and 
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authorized the use of plant Account 342 - Fuel Holders, Producers and 

Accessories. Copies of PGE’s letter and FERC’s response are attached to my 

testimony as Exhibits JKG-1 and JKG-2, respectively. 

In October 2003, FERC issued PGE a “blanket certificate of public 

convenience and necessity, and approved pro-forma tariff provisions, and 

initial rates.” FERC also established PGE’s share of the pipeline as an open 

access gas pipeline. In light of that development, PGE ‘tiled another letter 

with FERC dated December 3, 2003 requesting clarification of the proper 

accounting for the cost related to the Kelso-Beaver Pipeline stating in 

pertinent part: 

“Portland believes that it would be most appropriate to grant Portland 

a waiver of use of the gas accounts of the US of A since its portion of 

the Kelso-Beaver Pipeline continues to service Portland’s Beaver 

generation plant. At most the pipeline would provide minimal 

interruptible service if requested by a new shipper.” 

In a letter dated March 4,2004, FERC responded stating: 

“Under the circumstances described above, Portland should continue 

to account for its investment in the Kelso-Beaver Pipeline and its 

related operations and maintenance in accordance with the Uniform 

System of Accounts’ requirements for public utilities and licenses. 

This determination, however, is subject to Portland maintaining 
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accounting records related to the pipeline so as to readily permit 

identification of the depreciation, operations and maintenance expense 

and all other elements necessary for the development of a cost of 

service applicable to the pipeline.” 

Copies of PGE’s letter and FERC’s response are attached to my testimony as 

Exhibits JKG-3 and JKG-4, respectively. 

You stated earlier that the overwhelming primary purpose of the Line 

was to meet the gas transportation needs of FPL’s gas-fired generating 

stations. On what did you base that conclusion? 

I based my conclusion on the direct testimony that the FPL witnesses filed in 

this proceeding. I believe that testimony strongly supports the conclusion that 

the proposed Florida EnergySecure Line has been designed to meet the gas 

transportation needs of FPL’s gas-fired electric generation stations and is 

intended for the benefit of its electric utility operations and the customers that 

take electric service. For example: 

e The intent of FPL’s solicitation of transportation proposals was to 

meet the initial needs of its Cape Canaveral and Riviera Beach 

Modernization Projects, to increase reliability and supply diversity, 

and to allow for future generation growth (Stubblefield - Page 4, 

Lines 4 - 23 and Page 5, Line 5). 

In 2008 approximately 53% of all energy produced by FPL came 

from gas-fired generation and that percentage is expected to increase 

0 

11 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

to almost 70% in 2030 and 84% by 2040 (Enjamio - Page 4, 

Lines 14-16). As a result, under FPL’s base case, FPL’s incremental 

gas transportation needs will increase to 1.6 Bcf/d by 2030 and 

2.8 Bcf/d by 2040 (Enjamio - Page 16, Lines 3-4). Therefore all of 

the capacity in the Florida EnergySecure Line will eventually be 

needed to meet FPL‘s electric utility operations. 

Attempts were made to consider proposals that were more in line 

with the immediate needs of the Modernization Projects, but those 

proposals were not cost-effective compared to the Florida 

EnergySecure LineRJpstream Pipeline proposal, and did not provide 

the ability to cost-effectively expand capacity to meet the longer- 

term needs of FPL’s generating units (Stubblefield - Page 7, Lines 7- 

e 

11). 

e FPL determined the size of the proposed Line to meet FPL’s current 

transportation capacity requirements for the Modernization Projects, 

to economically increase capacity over time through addition of 

compression as additional natural gas-fired generation is needed, and 

to minimize the cost impact on FPL customers (Sharra - Page 15, 

Line 18). This also indicates that the Line is intended to meet FPL 

electric generation needs. 

The remaining 200 MMcf/d above the 400 MMCF/d needed to meet 

the immediate needs of the Modernization Projects may be delivered 

to the Martin Plant for reliability purposes, which would displace 

e 
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deliveries from FGT or Gulfstream (Sharra - PagelO, Lines 12-19). 

In that situation, the entire capacity of the Florida EnergySecure line 

would be utilized for the production of electricity. 

FPL intends to pass on any proceeds it receives from the sales of 

excess capacity to its electric customers (Sharra - Page 11, Lines 

12 - 14). This again demonstrates that the Florida EnergySecure 

Line is intended to be an integral part of FPL's electric production 

operation and not a separate business segment selling gas 

transportation services for investor profit. 

0 

Is the accounting classification of the costs of the Florida EnergySecure 

Line as electric utility plant consistent with how the costs should he 

recovered in the rates charged to FPL customers? 

Yes. Typically amounts recorded in the accounts as electric utility plant are 

included in rate base and the return on, recovery of and the related operation 

and maintenance expenses of the property to which those costs relate are 

recovered in rates charged to electric customers. The proposed Florida 

EnergySecure Line, if approved, will be used to meet the gas transportation 

needs of its electric generation resources, the output from which will be used 

to provide electric service to FPL's electric customers. Therefore, it is both 

appropriate and reasonable for the cost of the Florida EnergySecure Line to be 

afforded the same rate treatment classified as electric utility plant. 
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Considering the nature of the Line, do you see any need to identify and 

assign to other functions or customer classes for ratemaking purposes, 

costs associated with the 200 MMcf/d of capacity in excess of the 

immediate needs of the modernization projects that may not be recovered 

through third-party sales of that capacity? 

No I do not. FPL is proposing to undertake the Florida EnergySecure Line to 

meet the gas transportation needs of its electric generating stations for the 

benefit of its electric customers. As with many large capital projects and base 

load generating stations, future growth is almost always anticipated in order to 

take advantage of economies of scale. But in doing so, there is often excess 

capacity involved initially. That is the case with the Florida EnergySecure 

Line as well. However, that does not change the fact that the Line is an 

integral part of FPL's electric production function and will be utilized, if 

approved, for the benefit of FPL's electric customers and, by virtue of its 

crediting of any revenues from third party use of the 200 MMcfld to electric 

customers, will not be a separate profit center or segment of business for FPL. 

Under these circumstances, assignment of a portion of the costs of the Florida 

EnergySecure Line that might be deemed above the related revenue from third 

party sales of excess capacity to other functions or customer classes is not 

warranted. 

Does this conclude your testimony? 

Yes. 
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A. 

FEOERAL ENERGY COMM'SS'ON re: Docket No. A('04--7-000 
WIISHINGTON. D. C.20426 

In Reply Refa To: 
OED-DRAP 

Docket NO. AC04-07-000 

Skadden. A f p s ,  Slate, Mepsha 8. Fkm 
Amtion: Bcnga Farina 

1440 New York Avenue. N.W. 
Washington, D.C. 20005-211 1 

CoUnScl for Paruand General ]Electric company 

Thank you for your kea dated Decembw 3,2003. faed OD behalf of portland 
General Eleotric Company (Partlad). reque&ng a waiver of the Uniform Systcm of 
Accouts applicable to non-major gas pipeher pursuant 10 18 CER. Part 2001 (parr 
201). In the atternative,.Portland I ~ U C B D  an extension of time to comply with the 
requirements of the Unifmm System of Accourrts and for filing a FERC FDim No. 2-A , 

Notice of your request was pubfished in rhe Paderal Regism, 68 Fed. Reg. 59 
(2004). with pmterts or inv#ltions due January 5,ZW4. No protests or inremndans 
were filed. 

Portland's request for waiver of the rccmtk~g req*rcleentr applicable to 
Part 201 of the Commission's regulations is conditionally p t e d .  u discussed mare 
fully below. 

On October 3,2003, the Commission issued PcatLand a blanket csnifcatc of 
public convenience and necessity and ypmved pl'o farma trriffpvisim rad iairisl 
ntca, establishing Portland's aharc of the Kelso-Beaver Pipeline as an open BCWS gas 
pipeline.' 

under the Uniform System of Accounts prrscrjbsd for Public UliUtier under 18 C.F.R. 
Currently, Pdaud Lccounts for its share of the Ktlso-Beaver Pipeline wse(8 

Portland owns approxinutdy 80 percent of the pipeline. 
* 105 FERCq 61,023 (2003). 
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Part 101 in Account 342. Fuel Holders, Producers, and Accessories. Portland has used 
*is accounting since the pipcline WBS built in the w l y  199O's, as the purpm of the 
pipeline is to transport gas used in ~~ntand's electric production operatiom.' 

the Kelso-Beaver Pipeline as it will continue ta be uscd to scfirice Portland's Beaver 
generation plant and expected usage by other shippers on the pipeline. if rrqnested, is 
expected to be minimal. 

Undcc the cucumstances described above, Fortland should continue to account for 
its invatmerit in the Kclso-Bcavu Pipeline and its relatad operations and maiutenance in 
accordance with the Uniform System of Accouats' requkcmrIB for public utililim and 
licensees. Th is  determination, however, is subject to Portland maintaining accounting 
records related to the pipeline sa as to readlly permit identification of the &piation. 
opsradon and malntenana upsnae and all other elements wcwary for the development 
of a cost of service applicable to the pipeline. 

rebar your case, you must ale a request within 30 daya of thc date of tuS letter ordcx 
(see 18 C.ER 8 385.713). 

Portland reeks, a waiver of use of che gar aaunts in accounting for its @ad of 

This letter order constituret final agency action. To rqucst that the Commission 

sincerely, 

Dircetor, Division of Regulatory 
Accounting Policy 

'The Commission approved the accounting treatment on April 14,1993 in Rocket 
NU. AC93-86-WO. 


