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. BACKGROUND

On January 13, 2010, the Commission approved Staffs recommendation
regarding Issue No.170 in FPL’s rate case proceeding, directing FPL to evaluate
the merits of a discounted prepayment option in lieu of monthly billing for those
customers who can benefit from such an alternative, Staff's analysis of Issue 170
describes a program advanced by Mr. Frank Balogh that would offer
governmental agencies an arbitrage opportunity to receive a discount on prepaid
service at a rate higher than their cost of capital. It is Iimportant to distinguish this
discounted prepayment concept from a prepaid metering program that is similar
to a prepaid cell phone or a calling card that allows customers to pay for their
usage in advance a little at a time. This study is the result of FPL's evaluation of

the discounted prepay concept.

il. EXECUTIVE SUMMARY

In November 2008, Florida Power & Light Company (FPL) representatives met
with Mr. Frank Balogh (an independent consultant and former FPL employee)
and his associate Mr. Don Morgan (hereinafter referred to as the “consultants”) to
discuss a potential concept which the consuitants referred to as a “Government
Prepay Program”. The basic premise of the program was to allow governmental
agencies the option of prepaying for their electric consumption a year in advance
at a specified discount rate. The underlying assumption was that such a

customer could borrow at an interest rate that would be less than the discount

EMENT ROHDER PR
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rate to be offered from FPL, thus providing a financial benefit to the customer
while holding FPL and its customers harmless. FPL expressed a willingness to
evaluate the feasibility of such a program, with the up-front caveat that the
concept could not be detrimental to either the utility or its customers. There was
no specific program or proposal made by the consultants at this initial meeting,
and the need for detailed financial evaluation information and program
specifications was requested from the consultant to enable FPL to proceed with

the study and evaluation of this concept.

FPL subsequently sought input from the consultants on several occasions
concerning details of their proposal, but was not provided any such information or
program outline. Copies of FPL's communications with the consultants are

contained in Appendix No.1.

As a result, FPL proceeded to develop the program concept and details.
Specifically, FPL first contracted with E-Source, an independent firm, to research
U.S. utilities that have implemented any type of prepay program. This research
could find no program where governmental or other customers prepaid their bills
annually and were provided a discount based on the utility's cost of capital.
Pennsylvania did have some time-bound discounted prepayment programs
related to pending deregulation in the state, but these were not based on a cost-

based discount rate. The research done by E-Source is described in Section I

and Appendix 2.




In the absence of input on program details from the consultants or guidance from
any similar programs elsewhere, FPL has developed independently the
description and mechanics of how such a prepay program would operate in order
to perform our evaluation. This program description is discussed in Section IV
below, along with an assessment of the administrative costs associated with the
program. As detailed in Section IV, the administrative costs, including changes to
FPL’s billing system and ongoing operation of the program are significant, with a
preliminary estimated annual revenue requirement of approximately $344,000. In
addition, the appropriate discount rate for custormers under such a program is
FPL's short term debt rate which is currently 2.11%. Furthermore, since FPL
does not have use of customer funds for a full year (time value of money) the
annual rate for customers is approximately half of the 2.11% rate, FPL believes
that this relatively low inherent rate would make such a discounted prepayment

program generally unattractive to customers. This analysis is presented in.

Section IV below.

After a thorough and detailed evaluation of discounted prepayment, FPL cannot

recommend moving forward with a prepay program.




. ANALYSIS OF OTHER DISCOUNTED PREPAYMENT PROGRAMS

In support of developing a detailed program and to investigate the references to
similar programs developed by other utilities, FPL contracted with E-Source, an
independent firm, to research data regarding U.S. utilities that have implemented
any type of pre-payment program. E-Source was directed to identify utilities with
a husiness or residential pre-payment program, the purpose of such programs,
and the mechanics by which these programs function. in particular, FPL
requested an analysis of those pre-payment programs utilized by Pennsylvania
electric companies and relied upon by the consultant . Overall, the results of the
analysis show that none of the utility programs evaluated reflect a cost-based
discounted prepay concept. Current prepaid programs consist of two types: (1) a
- prepaid metering program similar to prepaid calling cards or cell phones whereby
service is paid for in advance, with no discount by the utility, and service is
temporarily discontinued once the credits are exhausted; and (2) a short term
non cost-based program implemented only in Pennsylvania to phase-in rate
increases expected when price caps are removed. The Pennsylvania utilities
paid an interest rate on the prepaid funds that was not based on a cost-justified
economic analysis, but rather was an arbitrary decision by the utility.
Additionally, the funds were held for a longer period of time, at least 12 months.
Please see Appendix 2 for a detailed description of the programs evaluated by E-

Source as well as a matrix of all other prepaid meteting programs.




In summary, E-Source was unable to identify any utilities with discounted prepay
programs that offered a cost based discount for prepayment of projected billings.
It is important to note that just because a program title may include the term
“prepay” does not mean it is a program that utilizes the approach being

investigated, and thus may have been a source of confusion for the consultants.



IV. ISSUES AND ASSUMPTIONS OF A DISCOUNTED PREPAYMENT

BILLING PROGRAM

Potential Prepay Program Description

As discussed above, the consultants did not provide details on their proposed

discounted prepay program and FPL has not identified any comparable programs

elsewhere in the company. Therefore, in order to review the merits of a

discounted prepay program, FPL has independently developed the following

specific steps detailed process under which a discounted prepayment billing
option could be implemented:

s Each year, FPL would need to develop a forecast of the customer’s estimated
monthly bills and discount based on the estimated monthly consumption,
currently approved billing rates, current approved short-term debt rate, ;and
the number of days the bill is being prepaid. Customer growth or reductions in
electric consumption must also be considered due to customer-specific and
generat economic conditions and factors.

s The customer's discounted prepayment amount would be determined based
on the sum of the estimated monthly bills less the sum of the monthly
discount. [n addition, in order to avoid subsidization by FPL's non-
participating customers, the participating customer(s) would be required to

pay a nonrefundable administrative adder designed to recover the

administrative costs of the discounted prepayment billing program.




¢ Each month, FPL would determine the actual bill amount and actual discount
and would calculate the balance available for future payments. The monthly
recongciliation would be provided to the customer.

o If at any time during the year, the discounted prepayment balance is not
sufficient to cover the current month’s actual bill, the customer will be bifled
for the difference at the applicable non-discounted rate. With the depletion of
the prepaid funds, the customer will continue to be billed on a monthly basis
for the remainder of the year at the applicable non-discounted rate.

o [f at the end of the year there is a remaining prepaid balance, the customer

would be issued a credit.

The above is a very high-level approach to such a program, and there would be
many additional detalls involved in the implementation of each step in the
process. Further, FPL’'s current billing system is not designed to support this
program, and as a result there are costs involved in the development of the
billing system as well as the ongoing resources needed to support the program

and the customers on an ongoing basis.



Program Assessment

While a discounted prepayment program for governmental customers may be an
attractive concept in theory , our evaluation identified a number of fundamental
barriers to the implementation of such a program. These barriers are addressed

below.

s The recommended discount rate of 8.35% used in the consultant’'s proposal is
not the approbriate rate to use in such a program. This rate apparently
references FPL's overall weighted cost of capital, which is currently actuatly
6.65% as approved in FPL's recent rate case, not 8.35%. In any event, FPL’s
overalt weighted cost of capital is not the appropriate discount rate to use in
such a program, as this cost of capital is traditionally used for the financing of
capital projects in excess of one year and includes both a long-term debt
component and an equity component. In contrast, the discounted prepay
program contemplates short-term discounted prepayments, and the
participants would not be bearing any equity risk associated with the program.
Simply stated, pre-payments to FPL would essentially provide FPL the
equivalent of short term financing with the principal repaid ratably over a one-
year period. It is not an equity investment nor is it long term debt, so paying
participants at FPL's overall weighted cost of capital would result in a
substantial subsidy by non-participants. The appropriate rate to use for a

discounted prepayment program is FPL's short term debt rate which is



currently 2.11% and is generally unattractive for any potential pre-pay
participants;

The consultants original concept assumed that participating customers would
pay their annual electric bill one time prior to the start of the year but then
incorrectly assumes that FPL has use of the funds (and therefore pays
Interest on) the entire balance throughout the year. This assumption results in
a discount calculation equivalent to: Annual Estimated Electric Cost x FPL
Weighted Average Cost of Capital (WACC) = Discount. However, since the
participating customer's monthly bill would be deducted'from the prepaid
amount, thereby drawing down the prepaid sum, the above calculation has
overstated the value of the discount by failing to consider the time vaiue of
money. For example, had cash flow timing been considered in the
consultant’s Lee County exhibit in Appendix 1, the proposed discount rate
would result in a discount of $499,000, and not the $9852,000 referenced.
Furthermore, if the appropriate short-term rate of 2.11% was used, the
resuiting discount is actually $129,000. This is a key point in this analysis, and
is illustrated by the following analogy: if on January 1 an Individual deposits
$1,200 into a passbook savings account paying 2% interest per year, he/she
would expect to eam $24 by the end of the year. If, however, the individual
withdraws $100 from the account every month (analogous to paying a
customer's monthly bill every month out of the prepaid amount paid to the
utility), the earnings would only average about 1%, approximately haif of the

annual rate, due to the declining balance in the account. Thus, using the
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appropriate short term rate of 2.11% for this program, the actual discount that
would be paid to the customer would be about 1.055% (half of 2.11%) — any
rate greater than that results in a subsidy for the participatling customer by
FPL’s other customers through their electric rates;

e There are incremental costs that would be incurred by FPL to implement and
administer a program for discounted prepayment and there are no
identifiable cost reductions (savings) to the company. These additional costs
that would need to be funded by participants in the program include additional
information systems requirements, costs associated with the accounting and
reconcillation process, legal contracting, as well as customer service support.
There would be no reduction in monthly meter reading and billing attributable
to such program as it would be necessary for the reconciliation process. A
more detailed cost assessment is provided in “Projected Program Costs” .

below.

Projected Program Costs

FPL has developed a very high level estimate of the costs to implement a
discounted prepay program. This estimate includes billing system development
costs, and ongoing billing costs, but does not include additional legal or customer

service support costs that would need to be included as well.
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i. Billing System Costs: FPL has estimated the cost to implement changes to the
biling system to enable the discounted prepayment option to be between
$817,000 and .$917,000, requiring approximately nine months to implement.

ii. Operational Costs: [nitial set up costs are estimated to be $134,000. Ongoing
operational costs are estimated at approximately $54,000 per year. This w<;uld
be a highly specialized program requiring specific skills covering finance and
customer service,

iii. As shown in Appendix 3, the estimated first year annual revenue requirements
associated with the prepaid billing program are $344,000. This represents a
prefiminary estimate of the revenue requirement that would have to be paid by

the participating customers,

Based on an analysis of the potential customers listed in the consultant’s
correspondence, FPL calculated the average discount per account net of the
administrative charge to be 0.9% of the average annual revenue. See Appendix
.3. As stated above, there may be additional unexpected costs and/or resource

requirements that will be incurred that have not been included in this estimate.
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V. CONCLUSIONS AND RECOMMENDATIONS
The discounted prepayment concept evaluated by the company does not appear
to be feasible from a customer perspective given the fow discount rate that is
driven by FPL's short term debt rate as well as the costs to develop and operate
such a program. FPL has identified no other utilities in the nation that have
developed such a program, most likely due to these substantial constraints. As a
result, we do not recommend any further development of this concept. FPL has a
record of identifying and developing many customer-focused initiatives that made
sense for both the pariicipating customers and FPL while holding other
customers harmless, and has always been receptive to customer requests for
consideration of new and innovative approaches. However, this prepay concept

cannot be justified on its own merits.

It is conceivable that some customers may have an interest in prepaying their
FPL bill (using “cash on hand”) versus other shori-term investment opportunities
available to them. There are a number of policy questions around whether this is
an appropriate venture for an electric utility to undertake. In any event, FPL
currently does not have the market research available to determine the number

of customers that might be interested in such an approach.
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FPL recommends that the discounted prepayment program not be implemented.
if it is pursued, the policy questions should be addressed and a study done to
determine if a sufficient number of customers would commit to the program to
ensure that the programming and ongoing administrative costs are recovered

appropriately from the prepaid billing program participants.
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APPENDIX NO.1

Communication With Consultant
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The history of FPL's interaction with Mr, Balogh is as follows:

November, 2008 ~ Initial meeting with Mr. Balogh and Mr. Morgan
regarding their proposal for a government prepay option. FPL requested
additional information in order fo conduct a feasibility study.

January 2009 - FPL received a one-page letter (undated) from Mr. Balogh
and Mr. Morgan describing the proposal again, but that failed fo provide
sufficient information to enable FPL to conduct a comprehensive
evaluation.

January 23, 2009 - FPL sent a list of eleven clarifying questions {with
subparts) in order fo facilitate receipt of the information needed by FPL for
its evaluation of the proposal. Mr. Balogh failed to provide FPL with the
requested information.

May 15, 2009 — Mr. Balogh sends a letter to the Commission outlining his
prepayment proposal. The letter does not contain the information needed
by FPL to perform an evaluation.

June 19, 2008 - At the Fort Myers Quality of Service Hearing associated
with FPL’s base rate increase request, Mr. Balogh presented his
prepayment concept. He provided the Commission and Intervenors with
what was referred to as “documentation” supporting the prepay concept.
FPL was not provided a copy of this documentation at the hearing.

June 24, 2009 — A letter is sent to the Commission from the City of Fort
Myers expressing interest in the prepayment option.

July 15, 2009 - Via emall to Mr. Balogh, FPL requested that he forward a
copy of the documents provided at the Fort Myers hearing to FPL Mr.,
Balogh failed to respond fo our request; however, we were able to obtain
copies from the Commission . Upon review, it was determined that these
documents did not provide FPL with sufficient details to enable an
evaluation.

August 28, 2009 — Marlene Santos, FPL's Vice President of Customer
Service, testified at the technical hearing for FPL’s base rate increase
request. Mrs. Santos testified that while FPL is interested in evaluating
the possibility of a prepayment plan, and had already developed a cross-
functional team to address the proposal, FPL had not yet received
sufficient information from Mr. Balogh to conduct its evaluation. She
further testifisd that FPL would provide a report to the Commission during
the second quarter of 2010.
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On September 17, 2009, FPL sent another letter to Mr. Balogh which
incorporated the list of questions that were criginally sent to him in
January. FPL did not recelve a response from Mr. Balogh.

October 12, 2008 — Mr. Balogh emailed the Commission regarding his
prepayment concept. The email did nof include the necessary information
for FPL to conduct its study.

October 13, 2009 — Mr. Balogh emailed newly seated Commissioner,
Commissioner Klement, regarding his prepayment proposal. The email did
not include the information requested by FPL.

November 3, 2009 — Mr. Balogh emailed the Commission regarding his
prepayment proposal and attached a list of “Prepayment Advantages”.
The email did not contain the information requested by FPL.

November 19, 2009 — Mr. Balogh emailed the Commission with a list of
programs in other states that he alleged were similar to his prepayment
concept. The emalil did not contain the information requested by FPL.

November 20, 2009 — FPL sent another letter to Mr. Balogh which
incorporated the fist of questions that were originally sent to him in
January. FPL never received a response from Mr. Balogh.

December 2008 — Mr. Balogh sent an undated letfer to the Commission
regarding FPL’s November 20" correspondence, and again falled to
provide the information needed by FPL fo conduct a thorough study of the
proposal.

January 9, 2010 — Mr. Balogh emailed the Gommission regarding his
prepayment concept in light of the new Commissioners having joined.
The email failed to provide the information necessary for FPL to perform
an evaluation of his proposal. :
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COST REDUCTION METHODOLOGY FOR ELECTRICAL ENERGY USERS IN THE
FLORIDA POWER & LIGHT SERVICE AREA

" Request immediate reduction in electricity costs by FP&L to support and assist
government budgets which are being severely affected by the unpr_ecedented £CONOMIC
crisis. Some of these government entities provide life sustaining services that if adversely
affected could be disastrous. Electrical energy cost is usually the second largest budget
jtem, second only to personnel, for most municipalities. In southwest Florida, the
countes of Lee and Collier along with the school boards, municipalities, FGCU and
Edison State College spend over $65 million a year for electrical encrgy.

The recommendation, if implemented {pilot), ex. could save these eight utility
customers approximately $2.6 million annually in‘electrical energy costs while possibly
matntammg revenue rieutrality for the utility company.

The cost reduction methodology is to allow the customer the option to ( prepay } their
electrical epergy bill. Florida Power and Lights discount rate is 8.35% municipal funding
rates are currently 4% or lower. If the customer was allowed to ( prepay ) their electrical
energy bills for 12 months or some other negotiated time period there would be a possible
4% or greater savings realized tn just how the utility bill is paid.

The recommendation proposed was previously considered when deregulation was an
issue. The purpose at that time was to help the ufility comipany secure and protect their
larger customers from outside competition by allowing the customer to { prepay ) their
electrical energy bill. 'With a coniract in place outside competition weuld be unable to
cherry pick the utilities larger customers.

Pennsylvania Eleciric and Metropolitan Edison are currently allowing their customers to
( prepay ) up to 9.6% in addition fo their monthly energy cost. State regulators capped
energy increases until 2010. The ufilities are paying 7% interest on their prepay portion
which will be distributed back in credits to offset the expected 34% increase when the
cap is lifted.

In addition to the normal fiel adjustments and rate increases the customer is now being
charged for future facility cost ( prepay ). Previously utilities could not charge for .
facilities not in operation.

This recommendation could be implemented with a tremendous savings to the customer
and we believe it will be revenue neutral to Florida Power & Light. We would develop
the impact on budgets, protocol and contracts as a third party for this concept.

Don Morgan CPA Frank Bzalogh CEM CEP
8950 Penzance Blvd. | 1639 Llewellyn Drive
Fort Myers, Florida 33912 Port Myers, Florida 33901
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Janumry 23, 2009

Frank Buatogh, CEM, CEP
1639 Llewellyn Drive
FortMiyers, Florida 33061

‘M{/ Re: Government Agonoles Pre-payment Proposs]
Dasenfy Biegte '

, Blazida Power & Light ('TELY) £z Inrecelpt of your recent ingnlty regatding a praposal wivich
muﬁmwmmuagmﬂmﬂxzopﬁonofpmmam bills in advance. ‘We have
#sviewed yoor one-page propossls howevat, to Silly underatand thie proposed vonstruot fr the pre-
payment arangement, worequest thatyou provide siditionst informstion. Speolficatfy, we would
appreciate s reaponse to tie following questions. :

1. Please elabarate on His attustuze of the proprosed pre-payntent programt,
#. What i tho specific temsetion heing proposed?
b, Whish eusioimsrs would bo cliglble for the program?
2. 'What are fhe poposed progrent and/or eonfract tarm(E)?
# Whichpmtics wodld be mibjeot to the program agresmentcl
3. Howwould the proposcd pre-peyment bo adminfstered?
8 What {3 the proposed pre-payment period and fequenoy of prepaymentst
b. Biowis tho prepeyment amount defermined? Please provide the proposed pre-paymisnt

o How s the monflily bill ftnpacted by fho prs-payiment proeess?
4. How would the proposed diseountbe administered? (LR, vie bill sradit, robate check; eio?)
8. Howrimquontly ad for what period wonld the dissount e appiisdt
b. How I3 the dlscount amount determined? Pleass provide the preposed disoomtt calonhiion.
o, What Is the suggested discount xate? . :
d. How in the monfhly hill impasted by the diccount prosese?
3. Hovwworld grogtams toxo-ups be administered?
. Hovr frequenily would program fme-ups otorr? Monthly, querterdy, anmuslly, otc?
b, Arsthete Bnancing Impacis velnied fo frasaips for the customer? For FPL?
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s How 13 fhie monthly bilt inpacted by the {re-up provess?

6, ‘What hﬂemomﬁaﬂenmmmd assoﬁahdpm‘lﬂu}bmbgimpm if 2 costoner envollad in
ﬂzepmpomdpmp.mlmm the FPL sesvice tanﬂmypﬂortommmg ¢lectriclly ralated to the

7. mﬂwpmmpbwnmmmmmmmﬁson&a monthly bill provess? (e,
selatad o el adhmetments, Tata fnoreases, oio?)

8, ‘Wihatdethe proposed freatment of adiminlstmtive snd infrastrusturs expansas related o the
implementation and managemont of fhe poepaymant progeam?

a, Howfisquently and over what period would the expenses be (not be) xecovered?
8, Dleass Henfily e pre-paymant propram benafitedetiments fom the customer parspentive.
‘@, Whatds he finencisl mpaot fo the eustomer? Fleass inofudo fax cansidorations,

b. What ave thexieks to the oustomer?
10. Pleace Hentify the pre-payrment program hensfit/Geidmants from ¥PL's perspestive.

& TWhet lutho fSmancial impaot to FPLY

b, Whatare the xisks ta FPL?

11, ¥ evalfahls, pleass provide any progoam mexdaling, flovwe chavis, program éxepnples, ofs, that iliustate
e mechanios of e proposed pre-payment progrems, |
Agaiit, we are Jooking frwerd lo working withyen on this proposal. Should yau have any
this peguest, pleage f2ol free fo contaot me a¢ (305) 5§52-2825, I will s=ve ss your

questions regarding
BPL palnt of cordect for fils prafeot, Tponreosipl of your sesponzes which will cnablons to filly .
evaltate your proposel; we will sehedate a yeeting with mmdmamn&te.m.uom 'Ilmﬂcyan

in advance Yor your assisfancs,

Gene B, Back
Ianager, Comporaic Gowrmmentsl Acgounty
Florida Power S Light
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May 15, 2009

Several months ago we cextacied several SW Florida FPL cusiomets te detamnine i
thers would be Ideret if sffowead by the utitity o have the ottion of prepaying for
electric service in ordes to recsive a discomnt. The response was overwhelming i faver
of fhe conoept. :

First, Jet us eorplain that ovr resommendation bas nothing to do with rate stractore. 'We
ave Tequesting that FP&L allow its customers the option fo prepay their ntility bills and
receive a discount for the prepayment.

The enclosed spread sheet is a calculation using Lee Comty Governments last year's,
acinal numbers.

The costomer wonld contract with FP&L to prepay for a block of kilowatt hours, based
on their historical usage. This amount would be discounted nsing FP&L's published
discount sate, which at this time is 8.35%. The customes would secure their cash needs
-through bonding, third partics, banks, etc. In some cases the customer would not have to
secure quiside financing bat pay cash Under this circumstance the customer would
receive the full benefit. :

‘We believe this would be basically revenue neutral 10 FP&L based on the fact that they
bave received payment in advance to invest, hedge slc. (attached FPL advantages)

On Janmary 1 of this yea for the first time in history utilitles fn the state of Florida
started collecting from their customer base the “Capanity Clause Recovery Chatge™
which is a prepayment for fiture facilities that may or may not be construeted.

Pennsylvania state regulators capped energy increases until 2010. Permsylvania Electric
and Matropolitan Edison are curently allowing their customers to prepay ujp to 10% of
their monthly energy cost. The utilitfes then pay 7% interest on the prepay portion which
will be distributed back in credits to offset the expected increases when the cap i fifted.

n 2003 IRS rulings opened the door to tax-exempt bond financing for long term energy
contracts. Public utilities have prepaid 33 gas and electric energy contzacts worth billions
for the wholesale side of the business.

In sum prepayment is being offered in different form and structure within the snergy
landscape the Florids electric customes should be allowed the same courlesy. FPL
considersd this coneept in the mid 90°s (dereguiation era) to prevent other iilities ffom
chenty picking their customers by entering into a prepay contract.

Hxiéconcaptisrevemwmutralto FPL and conld be ofiered o all mtcpay:r
clagsificetions. :

Respectfisliy
Don Morgan CPA FPravk Balogh CEM CEP
239-340-5138 239-223-0956

21




T

Caleulations for potential savings
if alfowad fo propay ehargy bille

Les County

prpor-mp e,

T 1 TRy I Intareat 45 27 | mierest fiterost @3 4% | in 5%
The County "{8oniA[ Priniple Paymant iﬂamamm bulance] Pald M_onlﬁiy_ Pl Mon%%ly‘__ "Paid Moniiy | Pal ‘

-\ o

" Lastysac’s anany boel 14000 ) )
, z olamffunf\faﬁgijj’_‘_,““ 9 _ T

§10,448,100.00 IR0 -
— i 870,675,001 §iT413.60]  §22,04556 E N
- 2 ~Se70 e78 00" 8708 78000 14 Tean g 9213
' - : B70,678,00 , 30801 1 ;
Caicuiaiions shown & 0§ 100% figeneed : %Eso"'arsgg 8,400,061~ % .00 17415 3,216 50
' ' \ B70.575.00] '%a-ss[ T §19.23641 5 :
: 70,678 00/ 870081 SO0 §i7.£1530], SRt s e
7 $870.675.0) g%m 108aa4d|  $14 51130 .
§a70,67 ) 50 o6, st : 25
_$870,675,00 E 2 025,00} . : 4]
) 678,000 54353381 ! 2
19 00575, 00! $1,4571.43 17689| . §5,902:35 &1
! - 12 Bﬁ e . . B0 £
ol . L] G - 226 38{ " SIASE6138!  $181,548,
THEROUTWaH 07 PIOpayCiant " "~ §56T,900,00 | $051 900,00 | §951,80008 | 081000100
! A

oty alamrmaua;nn_ £ ) i

St rates ' H ' (L S W L T M T R AN e 2 B
i ‘

-




Gaicutations for potential savings
it atiowed to prapay enamy bills

£z

City of Naples
— T Wonih g [Interael & 2% '—W“_ﬂ_ Tnoreat | 5%,
Golllar County fiomh] Princlpio Bayment alnin NS | ek Monihly | Paki Nionthly | Pald Ban 1
2. B A5
: ; §i0i5.787.801 . 11470 15001 B[ 337,
. i : 51,016,787.50 4 .79 5,384,680 ]
. T - §1,615.787.80 5,258,681 5522 03
Talcukatons shown as i 100% firenced f %‘* 1E 1 ] 3 5.75 : B59.60
7 X 81T, T3701. 71 - 4
$1.018,767.69 58 - E: 31 ! ::9
g 15%@ 073,857.5 S0l - 12847, 3
$ 50| 50.00 1680 5788 ¢ 3,926,70
% 01 7 X g 4 310.167.98!_ B7.34
it 4,016,787, GED
C 3 5 TET.50__ §109296 53 ) Z35.45]
- 2 $1 016,707.60 $0.00 ! _ 000
Yol ; $12,189,450/ i X FIET,604. ‘ g
DGO allowed Tof BTepaymant gt 11050000 | §1, 11080000 | §1, 110,500, _B1110:650.00 |
T Pytantial aavings Usmg R — :
.. differeni interest rates ) . sagv.m.w: $D4Z845.08 BE7.I76, 20844
i i
|;‘
' :
| CEA *
2 [
Fi 2
_Sgonmeuent@hetmalleom




Prepsy Machanics

The Prepay contept could he easily incorperated Ito the FPL Customer -
Informction System {GIB) and billing sysien, bolow is how the convept cenld be initialad
0 save FPL cuclomers significant savings and pe revenmie neulial s the ulitty,

The sustmer would only need to contact FEL ani reanest the opiien do Prapey their

- yearly eleciric consEmption for ong yeario recelve the FPL discount muta, |
{ Customer prepays for a set amonnt of energy for one yee, the caloulated energy puy in
kwli/$$ Is retriaved from the ¥PL Customer Information System (G185} and Stratepic
Account Management System {SAMS) data base which can be produced within seconds
showing historical rmonthlyiyearly average kwhi$h use.

Customar alacts to anter Prepald contract for one year and decldes to fund yearly enorgy
buy via cash or third party financing. .

¢ Third party financing, Libor rate quoted yearly for customers requiring third parly
assistance, FPL and customer subject to Prepay agreements )

_Gontract obligation-would Incjude tri-up terms for enorgy craditidebit prior o contract
tarmination.

{ Customer could receive an actual monthiy Biiling statement with BO NOT PAY
comparing actual sales applied to prepaid balance, amortized and unamoriized balance,
tru-ups would occur toward the end of the coniract term,

cumtomer dynamics addingerminafing sqft accis. efc.during confract farm }

Contract language to Include fanguage for easly termination if customer leaves FPL
service tesritory or FPL utllify ceases dperations
{ Balance prorated to contract termination, plus any early ouf credits/dabits }

Monthly bitling process would not be significantly impacted. .

{ FPL systoms hzxndle rider codes, deposk interest and fachity rental agreemsnt lump sum
payments af present, in non-governmentat accounts the prepay amount would be similar
to existing deposit fracking }

FPL rate schedyles wouid not be affected.
{ Prepay s only a payment methodoiogy }

FPL Infrastructure or administrative expenses should not excesd investiment income
darived from lnvesting the prepald cash.

[ FPL discount rate plus earned income from prepald cash should offset any programming
expanses required, FPL systems cutrontly are eapable of tracking mora complex
accounting customer interactions )

The prepay concept is not detrimental to the Customer ov FPL

The prepay concept is simply using the lncemental cost of capifal using FPL's
published dizsoomt rate. Customer receives sigalficant reduction on yearly energy buy
with no capital expenditure, FPL recelves a yearly energy sale {cash Jup front for
mvesknent, FPL and customar relations are anhanced ) .

Prepay.concept was criginally targeted for govemmental cusfomers however

after meeting with large non-govammental ulility customers and listening to their needs
the concept should be opan to all rate payers who want the Prepay option

{ For customers reguiring third party involvemesnt bank officlals foreses 253-300basls
poinis over Libor with Prepay contracis )

) Plaase contact us if you have any quastions
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a i, faa
1 n Morge: 3
‘Mathow M. Carter 11 Chedrun Publis Servios Copumisyion

2540 Stoemard Ok Bivd. .
“Tellabgezea, Fl. 32399

Ret Public Service Compission Heardng Jung 19 Ft. Myers, Bimida
Drear M. Cacfer

Fropay Concept .

Sevarst months 4o we contseted severst SW Florids FPL costomens to determine I
thate would be infercst I allowed by the urility to have the aption of prepaying for
glevtio servico ifa disconnt wes avallsble, Tho response wasoverwiichumbog in frvor of
mmm&;mm#mmﬁsmmmmﬂmﬂmem
fow options within fhe service srea of u vastivally fntograted eloofdo providar,

Firsd, Yot v expintn that ene reconsnendation has nothing to do with rate sirachue. We
ars reguestig thiat FRAL aliow its enstomers the option (o prepay Their ufility hilky and
recetve s discoust for ihe prepayment,
mm%mmm&zmmmnmmwmm
ontheic bistorivel wesge, Thin smount would ba disconntad nsipz FR&L 'y published
discount mate, vwhich et fals thne 5 8.3596, Thio custonrer would secave thele eath noeds
through‘bmd!ns.ﬂﬁrdgmﬁes. banks, eio. It stme ceses iz onstomer would not hav ta
ountstde financing but gay cash. Under this circomstanos the cuslomer would
mmmmwmmwm be negotisted with FP&L, for eny/ell
eanpy usags onfside the contrsctual amount viaa dohit coedit arcangemen for the
contreot peried, (Lee Cosoliier Co. spread shecta eltechedy
‘We belivve this wonld be basically revetino neutml fo FREL based on the fact that they
have veecived paymeot in advance to invest, hedg edc. (FRL advaniages ettadhed)

On Janozy 1% of iy year fox the Srst thoe in bistoxy niffities in the stute of Florida.
started collecting feom thejr custonrer base the “Cpacity Clamse Recovery Chargy™
which fsa prepaypent forfivtrmy Sacilifies that may oz may not boconstracisd.

Prepayment for electicity via smart maters, prepeid cids oto, ars rapddly cidohiug on
acwass e vounty, YwmmmmﬁmwmmmW

s

Penngylvania Publis Uttty Comissim eicty Inoreaseg wedi] 2010,
Pennsylvania Blectido and Moetwpoifan HHed a jolat mitigation which allows thel
oustomens to prepay up ie 1096 of thebrmonthily encrgy post. Tho uiilitles then pay 7.5%
inferest on. he prepay portion which wiil he disiziimtcd bk in credits b6 offbet the
sxpooted increases when the cop ¥y 1ifled its 2011,
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Tn 2003 RS rulings opened tho dode to e axeampt band fiancing for long temn energy
contzasts, Pabily uiflities have prepald 33 g so! cleotsioc enesgy oonfeacts worth bitions
for fho wkotesslo side of the business,

mmmmhwmmﬁﬁﬂmw’s {ecopitatton coa). Tho Piopay
oouict oul groveat i lites foe Kisg FRAL i dcrgriniol xvleaament
viz conteacteal obligations.

hmmnmmmmﬂmwmmhw
Imdnmga, the Blozida electric customer should be altowed thin optiosn.

oo, We i Fogons et ok wilh o SY Flriacosies v
have showis intorest in this yiyment micthodology. (Prepay odvaolasscs aftached)

FPE Dase Bafe Ineredse )

We ar Hving int an extreondinay fims with alf customer udgets depressed, the economy
and loyment ix disfress, FPL i3 & good campany aid ware mindfil ihat FPL bas
obBgatory pressures however with ansuel adiustments (pess through cost) of tha fizel
partion ofthe slecicio bill camhined with FPL's first quarter eandugs vy 14% and
rocetily salsing ity profit fiwecast it doesn’tappear thit & 309 buso xate fnowase and
12.5% returm on equity can be justified in this recessionany tme.

Raspectfuily
Dop Motgan CPA. - FravkBsloph CEM CHP
430.340-5138 239-223-0956
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FPI, Advanteges with Prepayment of Blecieiv Utility Bills

Promotes snergy conservation

Drastic reduction in monthly mefer roading gost
Reduction iy back office monthiy billing cost '
Increase working capital

Oall center ackivity reduced

Reduced back office wsthhaddnggndpayanofdeposﬁs
Utitity can better manage credit fsk '
Float for uliiy

Buiit In hedge ageinst weather conditions

No tate payment or reconnect fees axpenses
Recduce oredit and collection cosls

Improved safoly and pmmmmmmmaw
yeconnecs

No capital expenditire
Elimination of time between defivery and receipt of revenue
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~ Prepay Advautages

No capital expenditure required to receive savings
Promotes enexgy conservaiion

Tmimediate cash iffosion into depressed budgets
] mﬁmmwinumedmsmmw
Assists in posifive image of vertically intograted company
Uﬁiwmmm-MWMsmmtoM
Prepay

Other onesgy campanies allow prepay in diffetcnt forms

Utilicis prepey om tho wholesalo sido of the business, FRS
mling 2003 opensd door for tex-excmpt bond financing for
long term energy condracts

TPL already accepts prepayment for ficilities which may or
may not be buili starting in January 2009 with Capacity
Clause Recovery Charge

Customers who pay on fixed bifling asaontds am mors
safisfied ( JD Power Survey 2008 )

Uliimately costomer c¢hoice program
Chustomer can miore sccurately budged for services .
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2200 Facond Fheet *

Re: Public Sexvice Hearing June 19™ Fort Myers, Florida - Cim

Dear My, Carters

Ontlined below are concems the City of Fort Myers has with the propesed changes to the
rate straciure, which FPL filed an application for on March 18, 2009 with the Public
Service Commission, schieduled for implementation in January 2010. '

"The proposed applicatiori filed with the Florida Public Service Cormission is requesting

anthority to increase their customer’s base electric rates by about 30%.. This equates to |

$1.3 bilion ammslly and is a 12.5% return on equity.

‘The Flarida Office of Public Counsel, which represents the state's wiility customers, bas
stated that the nationsl average teturn on investment (ROI) for wtilities i approximately
10.5%. Recent regulator decisions around the country have resulted in equity retums
averaging 10.3%. In comparison, the recent Tampa Electric Company {TECO) request
on 4 Tetum on equity of 9.75% was deemed, fair and reasonable by the Office of Public.
Counsel. The Office of Public Connsel is recommending a rate reduction or no increase.
Additionally, on Janusry 1, 2000 the Stete of Florida started collecting the “Capacity
Clause Recovery Charge” which is a prepayment for future facilifies that may or may nat
be constructed fom their customer basz.

The base rate increase has & serious impact on our street light costs and cost of producing
water and treating wastewater. FPL has been marketing this ay an overall decrease to the
total bill for Iarge kilowatt users when in reality the only savings that will be realized is
related to the price of fuel shonld & remain at lower levels than the corrent pass through
Their application is based on a firel rate of $2.11. The price of fuel currently is $2.73.

DOCUMERT NUMBER-CATE

Therefore, the original savings presented to us are not valid. If the mate increase &8

appmwdandthaemmsnhgsmaatedbyamduwdﬁm'passﬂrmghtthkfs
FPL charges would increase by over $2.3 million over the curent year budget

My.m.ﬂ_ﬁ Fac2247 * FortMyerss .
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Unfortunately, our City would got be able to build our budget around proposed savings
given the current volatility of the petrolenm market. We would need to somehow shsorb
the increases through efficiencies or pass it on to our taxpayers and rate payers burdening
them with higher bifls,

TheCstyofFoﬂMyetswoddIﬂ:etogoonmwrﬂasoppoﬁngthe%% base bill
increase, WhﬂeFPLhashemagoodhusmessparma‘,pmposmgalz.S%ramon
mvmmmemmmmmmmmve.

Prepay Concept:

1t has come to our attention that ¥PL has considered a prepay option in the past. The City
of Fort Myers is budgeted to spend $7.6 million this year on clectrical consumption.
There could be financial benefits to the City if they could prépay for their average
historical usage at the FPL discount rate of 8.35%. The City has the potential of saving
the difference between the FPL discount rate and the amount i would have eamed on the
cash. The savings that could be achieved in the corrent rate environment could be as
much as $400,000. Different forms of prepayment are being offéred throughont the
energy industry. We urge the Public Sexrvice Conunission to request FPL to offer a
prepayment option.

-

Y AAPLIY
William P. Mitchell

City Manager

WEM: SK- sh

cez. Honorable Mayer and City Council

Florida League of Cities
Saeed Kazemi, PE, Public Works Director
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STATE OF FLORIDA

COMMISSIONERS:
MATTHEW M. CARTER I, CHARMAN CONSUMER ASSISTANCE,
Lisa POLAR BDGAR DAnEL M. Hopee, DIRECTOR
KATRINA Y. MCMURRIAN (85004136480
NANCY ARGENZIANG
NATHAN A. SKOP
July 6, 2009

Mr. William P. Mitchell, City Memager

City of Fort Myers )

P.O. Bax 2217

Fort Myers, FI, 33902

RE: PSC Inquiry 865837C
Dear Mr. Mitchell:

This is in response to your ketier to Chairman Matthew M. Caster B, Florida Public
Service Commission, regarding Florida Power & Light Company (FPL). Given the nature of
mmmmmamhwmwﬁmsﬁﬁ'dm
Division of Service, Safety and Consmmer Assistance 10 respond divectly to you.

Ywmmedamnmabmﬁ%’spﬁiﬁmformminiwbmrme. We

wmmmga:ﬁngihepeﬁﬁmmdwﬁladdymcw@mmmm
No. 080677-El.

¥f you have any qeestions or concemns please call Ellen Plendl ot 1-800-342-3552 or

by fax ot 1-800-511-0809. -
Sincerely,

Daniel M. Hoppe, Director
Division of Service, Safety &
Consumer Assistapee

DMHmep

CAPYIAL CIRCEE DFEICE CENTER # 2540 SBUMARD OAK BOULEVARD » TALLAHASSEE, F1,32399-0850

An Alfirtrative Action J. Epportivity Erplayer
PSC Welsise: tiperwylioridapec.com e Toternct E-rsaik: contyck@ipmt.sinte. fluy
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D250 Waal Elagler Sireet, Mloml, Flolida 33574
305-562-2028 « 30-552-4058 fox

EPL
September 22, 2009

Frank Balogh, CEM, CEF
1639 Lawelyn Difve -~

Fort Myers, Flogiria 33001
Dear Mz Baloght

In June of this year, you attended the Florida Power & Hight Quailty of Service Heating
held In Fort Myets., Yo presanted to the Cormmisslon your deslre for the Implementation of &
government p progranh, and stoplied them with wiitien documentafon In support.
Although you did not stmply us with copies upon request, we were nevertheless able to acquire

through sitamalive channels. Upon review of the documents, wa have determined that

conjes
they lack sufficlent Iaformation to allow us to perform a detalled anshsls to determine K this
coheapt Is feasthle, ’

Therefors, we we slli In need of the following Informatlon before we can conduct a
complete feasibllity study on yoitr proposal. Please provida us weh the following!
1. Please elaborate on the striictire of the proposed pre-payment progvasm,
2. What ks the spedfic transaction balng proposed?
b. Which customers would be eliglble for the program?
2, What ars the proposed program and/ar contract temisi?
a. Which partles wotld be subject to tha program agreements?
3. How would the proposed pre-payment be administerede
" & Whatls the proposed pre-payment period and freguency of prepayments?

b. How Is the prepeyment amount determined? Plsase provide the proposed pre-
payment cadculation.

¢ How Is the monthly bifl Impacted by the pre-paymant process? *

4. How Wocld the proposed discoimt be adrinbstered? (LE. via b efedtt; rebate cheds, etc?)
3, How frequently and for what perfod would the discount be applied? .
b. How Is the discount amount dstermined? Please provide the' proposex] dIscomt

¢. What ks the suggested discoumt rate?
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d. How s the monthiy blll impactad by the discount; process?

5, How would prograr true-ups be admirdstered?
a. How frequently would program true-ups ocuny Manthly, quatterly, annualty, ete?
b. Are thers Rnancing knpacks reketed to true-ups for the customer? For FPL?

¢ How lsmemnmybm.knpacbadbymetnm-up process?

5, What ts the resoncilation process and essocated penaiesfbillng impacts ¥ @ customer
entdlled In the proposed program leaves the FPL sanvice tatritory prior ko consuming

dlechiclty related ta the prepayment?
7, Dogs the proposed pre- program heve additional inpacts on the monthy bl
process? {1.e. jelated to fuet adjustments, rele incronges; el<?)
8. What Isthe proposed treatiment of administrative and Infrastruciure expenses related to the
implementation and management of the prepayment progmm?
a. Haw frequently and over what patind would the sxpenses be (not ha) recovared?

9, Pleasa ldentify the pre-payment program bensfitsfdetriments from the customer
perspecitve,
2. What1s ths financlaf mpact to the customer? Flease include tax conslderations,
b, What ars the risks to tha cisbemer?
10, Plaase Idantify the bra-paymend program bensftsfdatriments from FPLY paispactive,
8. What s the finandiel Inact tg 72 '
b. What are the Hsks to FAL?
11, If avaliable, please mée any program modsling, flow cherts, program examples, ot that
Hustrata the mechanics of the proposed pre-payment prograrm.

- We are In receipt of* the emall you sent o the Commission on September 14, 2009,
Again, we are looking forward to warking with you on this proposal, but are unable to evaluste -
It without your cocperation In supplying the much needed missing information.  Should you

have any questions reganding our request, pleasa feal free to cantack me at {305) 552-2825, 1
wilt continuee to serva as your FPL point off contack for the dwation of s prajfect. Once FPL

hes receved your responses, and fully evahuabad your proposal, we will schedule a teeting with
you o discuss,

r
ZEBRR -

Manager, Corporats Governmental Accounts
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issionar. mcmurrian@psc.state.fl.us ; commissioner.edgar@psc.state fl.us

Ce: jacshr@msn.com ; krelly.ir@leq.state.fl.us
Sent: Manday, October 12, 2009 9:46 AM 5
Subject: How Prepay could work in the FPL service termitory

Dear Mr. Carter Chairman

The Prepay concept could be easily incorporated into the FPL Customer Information System (CIS) and bhilling
system;, below is how the concept could be initiated to save FPL customers significant savings and be revenue
neutral to the utility. 0 o :

The customer would only need to contact FPL and request the option to Prepay their yearly electric consumption
for one year to receive the FPL discount rate.

( Customer prepays for a set amount of energy for one year, the calculated energy buy in kwh/$$ is retrieved from
the FPL Customer Information System (CIS) and Strategic Account Management System (SAMS) data base which
can be produced within seconds showing historical monthly/yearly average kwh/$$ use.

Customer elects to enter Prepaid contract for one year and decides to fund yearly energy buy via cash or third
party financing. - ‘ :
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{ Third party financing, Libor rate quoted yeariy for customers requiring third party assistance, FPL and customer
subiect to Prepay agresinents )

Contract obligation would include tru-up terms for eneray credit/debit prior to contract termination.

{ Customer could receive an actuai monthly billing statement with DO NOT PAY comparing aclual sales applied
{0 prepaid balance, amortized and unamortized balance, tru-ups would occur toward the end of the contract term,
customer dynamics addingfterminating sqft. accts. ete.during contract term )

Contract language to include language for early termination if customer leaves FPL service territory or FPL utility

seases operations
{ Balance prorated to contract termination, plus any early out crediis/debits }

Monthly billing process would not be significantly impacted.
{ FPL systems handle rider codes, deposii interest and facility rental agreement hinap sum payments at present,
in non-govemmental accounis the prepay amount would be similar to existing deposit tracking )

FPL rate schedules would not be effected.
{ Prepay is only a payment methodology )

FPL infrastructure or administrative expenses should not exceed investment income derived from investing the
prepaid cash. :

( FPL discount rate plus earned income from prepaid cash should offset any programming expenses required,
FPL systems currently are capable of tracking more complex accounting customer interactions )

The prepay concept is not detrimental to the Customer or FPL

The prepay concept is simply using the incremental cost of capital using FPL's published discount

rate. Customer receives significant reduction on yearly energy buy with ho capital expenditure, FPL receives a
yearly energy sale (cash Jup front for investment, FPL and customer relations are enhanced )

Prepay concept was originally targeted for governmental customers however after meeting with large non-
governmental utility customers and listening to their needs the concept should be open to all rate payers who

want the Prepay option
{ For customers requiring third party involvement bank officials foresee 250-30Chasis points over Libor with

Prepay confracis )

Please contact us if you have any questions
Don Morgan CPA

239-340-5138

Frank Balogh CEM CEP

239-223-0956

37




Guiding Principles

- Consultant Prepay Concept

Description

A consultant, who is also an ex-employee with several local governmental contacis on
the west coast, is promoting a concept/program for FPL to prcwde a discount to ceriain
customers via an arbitrage-type arrangement. The concept is simply that FPL allows a
customer to prepay a full year's worth of estimated bills at the beginning of the year in
exchange for discounting the amount due by the Company's average cost of capital.
The customer may pay their prepayment via a bond issue or other means. For example,
if FPL's average cost of capital is 8% and the local government customer can borrow at
4%, they could net a 4% discount. This concept was investigated several years ago but
never implemented.

Consultant Objectives

e Grow business
e Explore customer payment options
¢ Reduce customer costs

Customer Obijectives
s Reduce electric costs

Project Team

A team has been formed to evaluate the consultant’s proposal noted above and develop
a strategy to address its viability. The team consists of the following members and
functional areas:

Jonathan Nemes Manager of FlnanCIaI Analys:s Fmance
Kathy Beilhart Assistant Treasurer Corporate Finance
Steve Romig Director : Regulatory
Roseanne Lucas Consumer Issues Manager Reguiatory
Maile Sharff Regulatory Issues Manager Regulatory
Bob Valdez Regulatory Issues Analyst Regulatory
Pat Bryan - Senior Attorney Legal -
Ana Babcock Director CS Customer Billing
Rene Villa Senior Supervisor CS Electronic Billing &
Payments
John Hall Director CS Revenue Recovery
Barbara Leary  Senior Director Corporate Communications
Anita Sharma Senior Director IM Business Systems
Wayne Besley Director CS Field Operations

1 of3
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Tracie Bagans Corporate Manager CS Field Operations

Gene Beck Corporate Manager CS Field Operations

The representatives of Consultant are also listed below:

. Bologh | FormerfPlLer. | Consultant

Don Morgan CPA Consultant

At this time we are aware of the following customers as having been contacted
by the consultant: |

State of Florida

“Alex Smk Chief Flnanmai Officer
Barbara Reynolds Assistant to CEO Pubilix
Jim Delony Public Works Administrator Collier County

Other customers potentially contacted include:
Collier County Schootls

Lee County

{ ee County Schools

Florida Gulf Coast University

Edison State College

Some municipalities

The following table is a list of guiding principles to address specific issues related
o these projects:

1 Financial
2 Regulatory
3 Legal
4 Risk Assessment
5
6

Business Systems
Customer

The following provides a summary of the principles (listed above),
owners/Subject Matter Expert, drivers, and the corresponding status for each

item:

Financial

Jonathan Nemes & Kathy Beilhart

Financial analysis to assess feasibility of concept

Awaiting response from consultant to questions submitted

regarding concept. Request submitted 1/23/09; however no
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direct response received to date. A spreadsheet, which was
'l provided to the PSC at the FT Myers QSH, was deemed
| deficient in responding to our questions.

2:41 Regulatory
%] Steve Romig, Rosanne Lucas. Maile Sharff & Bob Valdez
%! Regulatory review of concept, including tariff requirements
| and timetable '
ex| Met with consultant, awaiting financial analysis

| Legal

bats| Pat Bryan

5| Legal review of concept relative to Florida Statutes and
% FPSC Rules & Regulations

1| Legal review prepared

4% Risk Assessment

%| John Hall
Risks associated with concept, ie tfrue-up, default, etc
| Pending analysis

EBTinGIinle 55 Business Systems

S awnersa | Anita Sharma
| System changes necessitated if concept moves forward
{ Awaiting corporate determmanon

Wayne Besley, Ana Babcock, John Hall, Barbara Leary,
Tracie Bagans & Gene Beck

Customer communications

| Met with consultant, awaiting financial analysis

Project History

A similar concept was investigated in- 1999 but not pursued.

3of3
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Ann Cole ’ N Ogoq"]"}'
From:  AnnCole -

sent: Thurseday, November 12, 2009 1:30 P

Tor Office of Commissioner Klement .

Ce: Commiesioners Ardvissrs; Adminlstraiive Assistents - Commission Sufle; Connfs Kuremsr

Subjact: F¥V: Prapay
Aftachrgents: Dear Mr Shreve dos; fpsiles cly xis; coliercospreadshest xis; Prepay Mechanics doc

Thank you for this information. The four attachments have been printed and will be placed in Docket
Correspondente - Consumers and iheir Representatives, in Dovket No. 080677-EL

it e ————_— 4 mas e o mmm——— e e —— - ———v 4 mm o i - e rpo

From: Offkca of Commissianer Klement .
Sant? Thursday, November 12, 2609 12:11 PM
To: Aah Cole; Connie Kummer :
Subject? PN: Prepey

Ann, please place this in the file for DN 080677-El. Thank you.

Frony: Frank Balogh Imailto:frankwbi@®eomeast-net}
Sent: Thursday, October 29, 2003 11:34 AM . o
To: Offioe of Commissioner Klement
Subject: Pue Prepay

Daar Commissioner Kiement

Wa previously forwarded the altachments ko anoliier emall address, the ez rlow-aSlatiznmoris
~ concept of customers saving significant doliars In the FPL. customer service area Several large cust
i favor of this concept at the public hearing In Ft Myers.

e Qriginat Massage —

From: Frapk Balogh-

To: dilethent@sar.ust edy

Sent: Tuesday, Oclober 13, 2009 8:30 Al
SubJect: Prepay

Dear Mr. Klement
Congraflations on your appointment to the Public Sevvice Commission

We are forwarding you information on & concapt that is being considered during the mie cases now in frontof the
PSC. Wa have bean working with farga customers in SW Flarida and presented the Prepay ¢oncept b the PSC
during fhefr hearings in Ft. Mysrs. Quickly, the Prepay concapt is allowing the customer to prapay one years
electric vsage in order 1o receive the published FPL Discount Rete { 8.35% ). In mesfings with bank they
would support third parfy ﬁnanﬁngfor?rzay and suggist 260-300basis points over Libor if the customar neaded
third party fvolvement. { piease see altached savings Spread sheels for Lee and Calfier Co ) FPL was going o
use this concept In the 80’s when deragulation was Frealening ihe utlifies, at that fime fhe concept was toenlera
onea year contraciual obligation o pravent e castomer from saiiching wiiliies. Prepay gives signficent savings
gumanymmmnmmmawm The customer base we have met with need refief because of

We would answer any question you may have on this concept and again congratulate you or your appointment jo
the Public Service Compmission.

111272009 . )374{50[9 ~ l!'//s/ﬂ%dm
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Don Moargan CPA
239-340-5138

Frank Bafogh CEM CEP
238-223-0958

© Atachments:

. Letters io PRC
Savings enalysis

11712/2009
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AnnCole e 0% DU.‘T‘?
Frone Anti Cole )

Senlt Thrsday, November 12, 2009 1:28 FM

Tos . Difice of Commissiener Klement

Ot Commissiongss Advigoie: Asminlatmiive Msism Comimission Sufte; Connie Kuinmar

Subjast: FW: Prepay Advantagas
Attachments: Prepay sdvantages 2 doc

Thenk you for this information. The attachiment has beon printed and will be placed in Docket
Correspondence - Consumeyrs gnd their Regresentatives, in Docket No. 080677-EL

T

From: Cffice of Commissioner Klemeant

Sent: Thursday, Movember 12, 2009 12:10 PM
To: Anit Cole; Connle Xummer

Suhject: PW: Prepay Advantages

Anni, please place this in the file for DN 080677-E). Thank yow.

——— - ———

From: Frank Babgh [rafin:frankwb@comeast net]

Sent: Tuesday, November (3, 2009 16:05 AM

To: OfﬁoenmemislunerSlmp, Office of Commissioner Kement; Offfce of the Cheirman; Office Of
Comimissionar Bdgar; commisioner.agenziano@psc skate, f.us; KELLY.IR; jacshr@msn.com

Subject: Prepay Advantages

Dear Comrmnissioners

Please see attached Prepay Advantages which will assist Fiorida consumers with minima! impact fo the utility,
‘The consumer should at least have the option to Prepay thelr electic bill and receive the utilifles discount

rate. This payiment methodology wotild create cash fior the ufility customer without any capital expenditure and be
revenue neiral fo the ulilly

Please contact us with any questions you may have.

Thank you
Don Morgan CPA
%3 k Bal 13!18(:5\# CEP
ran
230.225 0965 FPSC, CLK -
Admizistretive] ] Pastios B/ Consumer
DOCUMENT NO, D
DISTRIBIFEION:
11/122008
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Prepay Advantages

No éa;sital sxpendifure mquireé to receive savings
Promotes energy conservation

Immediate cash infusion into depressed budgets

Option of payment methods increases customer satisfaction
Assists in positive image of vertically integrated company
Customers who pay 611 fixed billing amounts are more
satisfied ,

{ JD Power Survey 2008 )

Ultimate customer choice program

Customers caf more accurately budget for services

Third party financing would staxt at 250 basis points over
Libor if required '
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To: comm issioper.aroenziano@psc state flus | commissioner.edgar@psc.state {l.us ; chaimman@psc.state flus ;|
commissioner Klement@psc.flus ; commissioner.skop@psc.state. flus

Co: KELLY.JR ; iacshir@msn.com
Sent: Thursday, November 19, 2008 9:35 AM
Subject: Prepay { The Conservation Effect }

Dear Commissioners

The Conservation Effect with Prepay

The Salt River Project reports 12.8% reduction in energy use when custorners switch from credit 1o Prepay
Northern Iretand Siates Prepay customers use 4.8% less energy

Okiahoma Electric Gooperative reports that customers lowered consumption 13% after switching to Prepay
Ontaric Canada Woodstock Hydro customers use 15% less energy

Brunswick Electric Membership Coop Shallotte N.G. 12%

Customers are more coghizant of their consumption when monitored against their planned usage.

it is important to note that Prepay has many forms as previously forwarded we bslieve the that using software to
run Prepayment rather than hardware offers the utility a single billing system for all customers.

Please contact us with any questions

Don Morgan CPA
'239-340-5138

Frank Balogh CEM CEP
239-223-0956
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Beck, Gene

From: Frank Balogh [frankwbh@comcast.net]
Sent: Friday, November 20, 2009 7:40 AM
To: Beck, Gene

Subject: Fw: Prepay ( The Conservation Effect }

----- Original Message --—-
From: Frank Balogh

To: commissioner.argenziano@@psc.state.fl.us ; commissioner.edgar@psc.state.fl.us ; chairman@psc.state fl.us ; commissioner.klement@psc.fl.us ;
commissioner.skop@psc.state.fl.us _

Cc: KELLY.JR ; jacshr@msn.com
Sent: Thursday, November 19, 2009 9:35 AM

Subject: Prepay ( The Conservation Effect )

Dear Commissioners

The Conservation Effect with Prepay

The Salt River Project reports 12.8% reduction in energy use when customers switch from credit to Prepay
Northern Ireland States Prepay customers use 4.9% less energy

Oklahoma Electric Cooperative reports that customers lowered consumption 13% after switching to Prepay
Ontario Canada Woodstock Hydro customers use 15% less energy

Brunswick Electric Membership Coop Shallotte N.C. 12%

Customers are more cognizant of their consumption when monitored against their planned usage.

It is important to note that Prepay has many forms as previously forwarded we believe the that using software to run Prepayment rather than hardware offers the
utility a single billing system for all customers.

Please contact us with any guestions

Don Morgan CPA

239-340-5138

Frank Balogh CEM CEP
239-223-0956
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Florida Power & Light Company

November 20, 2009

FPL..

Frank Balogh, CEM, CEP
1632 Liswsllyn Drive
Fort Myers, Fioiida 33001 .

Dear Mr, Balogh:

Wa are writing this letter fo again request youir assistance in providing the

information needed to fully evaluate the prepay concept you have proposed to a
number of customers as well as to the Florida Public Setvice Commission. You
have indicated that this program would be cost-effective for FPL based on your
analysis; however you have nof provided any documentation that supports such

cosi-effectiveness.

in November 2008, Florida Power & Light {("FPL") l_'epresentatim met with

you to discuss your proposal for FPL o provide governmental agencies the
option of paying their electric bills in advance. The history of our interaction with

you regarding the prepay proposal Is as follows:

At the meeting in November, 2008, wa shared that while we are willing to
consider your proposal, we needed sufficient details to perform thorough
feasibility analyses, ensuring that the concept would not be detrimental to
either FPL or ifs cusiomers. i

In January. 2009, you provided a ons-page description of your proposal
which failed to provide sufficient information fo enable FPL to conduct a
comprehensive evaluation. See copy atfached.

On January 23, 2008, we sent you a fist of eleven clarifying questions
{with subparts) in order to facilitate receipt of the information nesded by
FPL for its evaluation of the proposal. “You failed to provide FPL with the
requested information. See copy aitached.

In June 2009, at the Fort Myers Quality of Service Hearing associated with
FPL’s base rate Increase request, we heard from you: once again
reganding your prepay proposal. You provided the Commission and
Intervencrs what was referred to as “documentation” supporiing the
prepay concept. On July 15, 2009, via emiail, we requested that you
forward to us a copy of the documenis you provided at the heatring, hoping
they would provide FPL with the needed information. You falled to
raspond to our request; howaver, we were able io obtain copies from the
Commiission for our use in evaluating your proposal. Upon review, it was
determined that these documents did not provide FPL with sufficient

#n £PL Brawp company
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detsils to anable anevaluation. See copy of email dated July 15, 2009, © .
attached.

"« On September 17, 2008, FPL sont you another fetter which incorporated
the fist of questions that were eriginally sent to you in January. To date,
we have recsived ro response from you. See oopy of lefter attached,

Based on a preliminary review of your proposel, we have identified several
fundamental flaws in your basic proposal. They are as follows:

o The recommended discount rate of 8.35% that is used in your analysis is
FPL's current long-term incremental cost of capital. This cost of capital is
traditionally used for the financing of capital projects in excess of one year -

“and includes both a Jong-term debt component and an equity component.
It is inappropriate for a proposed Prepayment program as the program
condernplates short-ferm prepayments and participants would not be
bearing any equity risk assocdiated with the program;

« A program that utilizes FPL’s long-term Incremental welghted cost of
capital would untairly benefit program participants at the expense of non-
participating customers who would subsidize the cost of the program. The
proposal assumes that prepayments received from program participants
wotlld be used to reduce the amount of long-term debt-and equity n FPL’s
capital structure. A reduction in the amount of equity in FPL's capital
struciure without any commensurate reduction in risk would by definition
result in remaining equity holders bearing an increasad level of rigk for
which they would require an increased ievel of equity retum. As the
proposal only encompasses short-term cash fiows which are typicatly
funded through the Company’s lssuance of commercial paper, it wauld be
mmore appropriate to use the short-term debt rate fo discount customer
prepayments. FPL’s shori-term funding rate is currently forecasted to be
2.12% In 2010 excluding commitment fees. At this rate it is unlikely that
many of our customers would detive benefit from this type of program;

« The proposal incorrectly assumes that FPL. customers pay their slectrical
hill one time at the end of the year. This assumption results in a discount
calcutation equivalent to: Annual Estimated Electric cost x FPL WACGC
= Discount. In reality, FPL customers pay a monthly electric bill which
means your example has overstated the value of the discount by fafling to -
considar the fime value of money. For example, had cash flow timing :
been considered in your Lee County exhibit, the proposed discount rate
would result in a discount of $4098K, and not the $952K referenced. If the
appropriate short-term rate forecast of 2.12% was used, the resulting
discount would be reduced to $120K.
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« Your proposal assumes that there would be no incremental costs incurred
by FPL to implement and administer a program for prepayment and that
there would be several cost reductions. On the contrary, there wouid be
additional costs Incurred which would naed to be funded by participants in
fhe pregram such as additional information systems reguirements, costs
assoociated with the scoouniing and recancillation pracess, legal
conh'aot:ng, as well as customer servige suppoit.  There would be ne
reduction in monthly meter reading and billing atiributable fo such program
as ft would be neocessary forthe reconm!!atlon process.; and

o There ig significant exposure 1o FPL and its customers related to
necessary true-up mechanisms.

As we have conveyed numerous fimes, we are fully willing to evaluate
your proposal, but are unable to do so without your cooperation in providing us
the detals. To facilitate that full evaluation, please provide us with answers to
the following:

1. Please elaborate on the structure of the proposed pre-payment program.
a. What is'the specific transaction being proposed?
b. Which customers would be eligible for the program?
2. What are the proposed program and/or contract ferm{s)?
a. Which parties would be -subjai:t to the program agreemenis?
3. How would the proposed pre-payment be administéred?
a. What is the proposed pre-payment period and frequency of prepayments?

b. Howis the prepayment amount deterimined? Please prowde the proposed
pre-payment calculation.

c. How is the monthly bilt impacted 5y the pre-payment process?

4, How wouid the proposed discount ba administered? (i.e. via bill credit, rebate
check, stc?}

a. How frequently and for what period would the discount be applied?

b. How is the discount amount gstermined? Please provides the propased
discount calouiation.

¢. What is fhe suggested discount rate?
d. How is the monthly bill impacied by the discount process?

5. How would program true-ups be adminlstered?
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a. How frequently would program true-ups occur? Monthly, quarterly,
annually, etc?

b. Are there financing im;oacts melated to true-ups for the customer? For FPL?
¢. How is the monthly bil mpacted by the frue-up process?

8. What s the recenciliation process and associated penaitiss/billing impacis if a
customer enrclled in the proposed program lsaves the FPL service territory prior to
consuming glectricity related to the prepayment?

7. Does the proposed pre»-payment progran have additionat impacis on the monthly
bill process? (i.e., related {o fuel adjustments, rate increases, etc?)

8. What is the proposed tréatment of administrafive and infrastructure expenses
related fo the implementation and management of the prepayment program?

a. How frequently and over what period would the expensés be {not be)
recoversd? }

9. Please identify the pre-payment program benefits/detiiments from the perspectwe
of the pasticipating customer.

a. Whatis the financial impact to the customesr? Please include fax
gonsiderations.

'b What are the risks to the customer?

10. Please identify the pte—payment pmgram bensfits/detriments from FPL’s
perspective.

a. What is the financial impact to FPL?
b. What are the risks fo FPL?

11.1f available, please prbvide any program modeling, flow charts, program examples,
etc. that illustrats the mechanics of the proposed pre-payment program.

: We have committed o the FPSC that we would canduct a thorough review and
evaluation of your proposal and report back to the Commission regarding its overall
cost-effectiveness and potential benefit to customers. The proposals you have
submitted thus far are general concepts and lack sufficient detaii to enable a thorough
financial assessment. Such a proposal from you should include detalied calcutations
of all financial atiributes, showing calculations and the sources for any assumptions
(such as FPL’s cost of capital). We remain available to work with you on this proposal,
and would like 1o complete this shidy as soon as practical in order to be able to
respond to the FPSC as well as the customers that have expressed interest as a
result of your efforts. Should you have any questions regarding our request, please
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fesl free to contact me at (305) 552-2825. Once FPL has received your responses,
and fully evaluated your proposal, we will schedule a meeting with you 1o discuss.

Sincerely,

Gene Beck

_ FPL Custormer Service

CCr

ANN COLE, Dirscior of the Commission Clerk and Administrative
Services, Florida Public Service Commission, 2540 Shumard Oak
Boulevard, Tallahasses, Florida 32399-0850

On behalf of the Florida Public Service Cotnmission (Clerk).

LISA C. BENNETT, ESQUIRE, MARTHA CARTER BROWN,
ESQUIRE, JEAN HARTMAN, ESQUIRE AND ANNA WILLIAMS,
ESQUIRE, Florida Public Service Commission, 2540 Shumard Oak
Boulevard, Taltahassee Flarida 32399-0850

On behalf of the Public Service Commission {STAF

JOSEPH A. McGLOTHLIN, CHARLIE BECK, PATRICIA A
CHRISTENSEN, ESQIUMRES, - Office of the Public Counse, ofo the
Flonida Legislature, 111 West Madison Street, Room 812,
Tallahassee, Florida 32389-1400

On behalf of THE CITIZENS OF THE STATE OF FLORIDA {QPC).

STEPHANIE ALEXANDER, and TRIPP SCOTT, ESQUIRES,
200 West 200 West College Avenue, Suite 216, Tallahasses,
Florida 32301

On behalf of the FLORIDA ASSOCIATION FOR FAIRNESS IN
RATE MAKING (AFFIRM)

CECILIA BRADLEY, Office of the Attorney Gernieral, The Capitol —
PLO1, Tallahassee, FL 32399

On behalf of the ATTORNEY GENERAL FOR THE CITIZENS OF
FLORIDA {AG)

TAMELA IVEY PERDUE, ESQUIRE, 516 North Adams Strest,
Tallahassee, Florida 32301, and

" MARY F. SMALLWOOD, ESQUIRE, Ruden McCiosky, Smith,

Schuster & Russell, P.A., 215 South Monroe Street, Suite 815,
Tallahasses, Flonda 32301
On-behalfof ASSOCIATED INDQSIEiES OF FLORIDA (AlF)
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BRIAN P. ARMSTRONG, ESQUIRE, 1500 Mahan Drive, Suue 200,

Tallahassee, Florida 32308
On behaif of the CITY OF SOUTH DAYTQNA (CSD)

CAPTAIN SHAYLA L. MCNEILL, AFLOANACL-ULT, AFEESA, 1398
Bames Drive, Suite 1, Tyndall Air Force Base, Florida 32403

QQM&FMMME_A}

JON. MOYLE, JR, and VICKI GORDON KAUFMAN, ESQUIRES,
418 North Gadsden Street, Tallahassee, Florida 32312 and JOHN
W. McWHIRTER, JR. P.0O. Box 3350, Tampa, Florida '
On behalf of the Florida lndustrial Power Users Gro _p {FIPUG)

ROBERT SCHEFFEL WRIGHT and JOHN T. LAVIA, i,
ESQUIRES, 225 South Adams Street, Suite 200, Tallahassee,

Florida 32301
On hehalf of the Florida Retall Federation (FRF)

KENNETH L. WISEMAN, Andrews Kurth LLP, 1350 | Street NW,
Suiter 1100, Washington, D.C. 20005; MARK F. SUNDBACK,
Andrews Kurth LLP, 1350 ! Strest NW, Suite 1100, Washington,
D.C. 20005; JENNIFER L. SPINA, Andrews Kurth LLP, 1350 |
Strest NW, Suite 1100, Washington, D.C. 20005; LISA M. PURDY
Andrews Kurth LLP, 1350 | Street NW, Suite 1100, Washington,

D.C. 20005; LINO MENDIOQLA, Andrews Kurth LLP, 111 Congress
Avenue, Suife 1700, Austin, Texas 78701; and MEGHAN E.
GRIFFITHS, Andrews Kurth LLP, 111 Congress Avenue, Sufte
1700, Austin, Texas 78701. .

On_behalf of the Scuth Florida Hospital and Healthcare Association

(SFEHHA)

D. MARCUS BRASWELL, JR., ESQUIRE AND ROBERT A
SUGARMAN, ESQUIRE, 100 Miracle Mile, Suite 300, Coral
Gables, FL 33134

On behalf of IBEW System-Council U-4 (SCU-4)

STEPHEN STEWART Post Oifice Box 12878, Tallahasses, Florida
32317
On behalf of Mr. Richard Unger (UNGER)
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Nov/{Dee 2009

Dear Chaioman and Commissioners
Re: Prepay electrical program

‘We are in receipt of a letter from FPL dated November 20™ 2009. We would like to
comment on the statements mads. -

"This letter stated that FPL, at the mesting we tequested, was willing to consider the
Prepay proposal. We remember the méeting somewhat differently. In that meeting we
wers advised that we should visit other ntifities for coment and that it takes 4-5Syears for
any process to be approved by FPL and the Public Service Commission. Don Morgan
asked direcily if that was the case, no matter if the proposal was a great idea or poor idea
it would take 4-5 years and you better have deep pockets. At present FPL is the utility

-compary requesting the base rate change, not all the other utilities in the stage.

To wait 4-5 years for any process to be change is ridiculous. In sum we realized the FPL
folks we met with had no intention of working with us in this endeavor.

Keep i mind that this idea (Prepay Flectricity Bills) was not our original idea. FPL was
ready to move forward with the Prepay concept in the 90’s and their purpose was to
prevent large customers from leaving FPL by contractual obligation if some form of
deregulation occurred in the state. A comprehensive evaluation of this process was
completed and employees assigned to make it happen. Our question is why the Prepay
evaluation process? The better question is why would FPL not want to move forward
with a process that saves the customer dollars and gives FPL. cash up front.

A discount rate is just that, a discount rate. I get a bill for $100.00 with a 10% discount,
Ipay $90.00. FPL’s own definition “the incremental after tax cost of capital”, FPL should
not start redefining the approved accounting formats that the discount rate is an analysis
of only long-term incremental cost of capital. Also to go on and say the discount rate is
traditionally used for capital projects in excess of one year sounds fike an intemal
operational decision and does not change basic accounting principles.

FPL also states that participants would not be bearing any equity risk associated with the
program. The befter question is who is protecting the customers equity risk, the customer
is providing the upfront capital in hopes that the host utility (FPL) will stay inbusiness
for the contract term. Again, why would FPL not want their projected revenne stream
paid up~front? Cash wonld be available for (hedging, increased working capital, float for

. utility, better manage credit risk, elimination of time between delivery and receipt of

revenue, €ic.)

The cost of implementing the Prepay Program would be minimal. FPL has the Strategic
Account Management System (SAMS) combined with the-Customer Fnformation System
(CIS) which allow the utility to track any and all financial trapsactions with the customes.
Rider codes for specific customers along with payment schedules, deposit guides and
payment amounts etc. are routinely colleried and tracked by FPL. These systems are
more sophisticated than would be required for any Prepayment program. There are
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several existing programs where FPL collects additional dollars to offset program cost
which require special metering, this program would not require any special meter.

FPL incorrectly assames the customer would pay at the end of the year. The Prepay
Program would have FPL collect the contracted revenue at the beginning of the contract
and have a true-up monthly, quarterly, semi-ansually, whenever, o account for any
changes by the customer during the contmact term ( debit/credit if customers adds or
reduces consuntption for various reasons ).

FPL states that the Prepay program does not reflect the time value of money. They are
correct. If we had considered time value of money FPL would bé the winner again. We
are perplexed why FPL would even mention time vafue of money when all revenue is
paid up front. A dollar in hand today is worth more than one to be received sometinme in
the future. The positive benefits with prepayment all seem to be with the host vtility

_ (FPL) with auy time value of money calculation, '

FPL also mentions a short term rate which would cut Lee Counity’s anticipated yearly
savings $952,000 to $499,000/yr, Remember that Prepay is simply a payment
methodology not a rate schedule so whatever discount rate FPL is eluding to now is.not’
reflected in the PSC approved schedules. FPL curcently pays 7% on deposits they hold.

In suna the exposure/risk mentioned is'with the customer not the host utility.
Pennsvlvania allows a prepayment of 10% of the monthly electric bill which the utilites
collect and then will return to the customers in 2011 along with 7% interest. Peculiar how
one utility can accept a prepayment and in addition pay interest to the customer.

In Southwest Florida the two largest counties and universities along with FPL customers
in the private sector are requesting to participate in or have the opportunity to participate
in a Prepay program. In addition, ingvires from outside the FPL service territory { ex.
University of Florida, General Growth Aflanta ) have requested information and are
monitoring the proposal as it is being considered by the PSC. Just a straight forward
Prepay proposal to secure savings via the FPL published discount rate is what the
customers are requesting. Simply allow the customer to prepay one year's energy billing
with a structured tru-up. The possibilities of such significant savings, without capital
expenditure and minimal impact on the host utility, strengthens customer halance sheets.
This savings could be used to assist in funding for alternate energy or energy
conservation projects if the customer desired.

‘We would like to meet with FPL and PSC staff'to further discuss, with an open mind, this
concept. ’

Thank you

Don Morgan CPA
239-340-5138

Frank Balogh CEM CEP
239-223-0956
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Attached: spread sheet with Lee County proposed savings.
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Calculatlons for potential savings
if allowed to propay energy bills
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Ann Cola

From: Frank Balogh ffrankwh@comeast.nel]
Sent: Wednesday, January 13, 2010 2:28 PM
To! Office of Commissioner Stevens
Subject: Fw: Prepay Mechanics

Attachiments; Prapay Mechanics.dog

Commissloner Stevens

Please {ind atiached informalion which we have been forwarding © the commissioners concarning fie Prepay

concept. :
e Original MESSage wam

nm(ssfoner.Kament@pse.state. flyg | cormiss
Co: KELLY.JR ; jadshy@msn.com "
Sent: Saturday, January 08, 2010 7:27 AM
Sublect: Prapay Mechanlcs

Dear Commissionars

The brepay program would allow significant savings ta the FPL cusiomer without any capiial sxpenditure. Several
FPL large electric vsers support Prepay and are ready to move forward, Prepay sleciric contracts are in place
foday in oher arens. FPL shoyid make this program avatlable on & voluntary basls to those customers who wish
to pay for thelr eleciric needs in advance to obtain the published discount rate.

We previously forwarded the Prapay Mechanics document, however with changes in the Commission we fhought
it imely o forward again for your raview. '

f you have any questions please contact us at your convenience.
Thank you

Frank Balogh GEM CEP

239:223-0956

Don Morgan CPA
239-340-5138

171422010
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Propay Mechanics

‘The Prepay concept could be easlly incorporated Inta the FPL Gustomer
informafion System {CIS) and billing system, below Is how the concepf cotld be inftiated
to save FPL customer's signficant savings and be ravenue netitral to the utliity.

The customer would only need to contact FPL and reguest the option to Prepay their .
yearly electric consumption to recelve the PPL discount rate, .
Customer prapays for a stt amount of enargy for one year, the ¢aloulaied energy buy In
kwhi$$ Is retrieved from the FPL Customer Information System (CIS) and Strategic .
Acocount Management System (SAMS) data base which can be produiced within agronds
showing historioal monthlylyearly avorage kwh/$$ use.

Gustomer olects to entsr Prepald contract for one year and decldes to fund yearly energy
buy via eash or third part{;lnanclng.

{ Third party financing, Libor rate quoted yearly for customers requiring third party
asslstance, FFL and customer subject to Prepay agreements ) ’

conirac't! obiigation would inciuds tri-up terms for anergy creditidebit prior to contract
termination.

{ Customer eould yeselve an actual monthly blliing statement with DO NOT PAY
comparing astual sales applled to prepald balance, amorlized and usiamortized Halance,
tru-ups would ocour toward the end of the contract term,

customer dynawlcs addingfterminating sift. acets. ste.during cotitracttorm }

Gontract language to Includy language for early termination If customer leaves FPL

sevice terrltory or FPL utllity ceases operations
{ Balanca prorated to confract tarminution, plus any early cut crediisfdebite )

Monthly billing procass woitld not be significantly npacted. .
{ FPL syslems handle rider codes, deposlt interest and facllity rental agreement Juinp stan
ayments at present, In non-governmental accounts the prepay amonnt would be similar

p
to extfsting deposit tracking )

FPL rato schedules would not b affected.
{ Prapay Ia only a payment methodology )

FPL Infrastructure or adminlstrative expensss shot!t not excead Investment incomes
derived from investing the prepald cash.

{ FPL disoount rate plus eamed income from prepald cash should offset any programming
expenses required, FPL systems currently are ¢apable of trackting more complex
accoubiing customer Interactions }

The prepay concept Is nof defrimental fo the Custemer or FPL

The propay concept Is slmply using the incremental cost of capflal using FPL's
published discount rate. Customer recelves signitisant reduction on yearly energy buy
with no capitel expenditurs, FPL recelves a yeariy enorgy sale {cash) up front for
Investment, FPL and eustomer refaflons are enhanced, .

Prepay coticept was ariginally targeled for governmental customers however

after maetlng with larga non-governmental utiiity customers and listening to their nseds
the concept should be open to ail rafe payers who want the Prepay option

{ For customers requiting third party Invelvement bank offiglals foresees 250-300bas!ts
points over Liborwith Prapay contracts )

Please contact us if you have any questions
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Don Morgan CPA
239.340.56138

Erank Balogh CEM CEP
239-223-0956
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APPENDIX NO.2

Prepayment Programs Spreadsheet
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A dix No.2
Following are the programs evaluated by E-Source:

Pre-Payment Phase-in Programs in Pennsyivania:

The prepay programs offered by Pennsylivania utilities, such as Pennsylvania-
Power and Light {(PPL), are not prepaid metering solutions; they are programs
designed to help customers phase-in the sudden rate hike that is expected 1o
occur when rate capé associated with de-regulation expire. These phase-in '
programs allow customers to pay a little extra sach month for a one or iwo year
period that is set aside until the rate caps expire. The ulility in turn pays &
parcentage of interest on the extra monias coflected. Once rats caps expire, the
money that the customer has set aside, and the interest they have earned from
the utility, is then applied to offset a portion of the customer’s bills over a two year
period to help the customer phase-in to the new, higher rates. At PPL, all
residential customers, except those in the On Track payment program, smali
business customers and street lighfing customsrs on specified rate schedules
were eligiblé to participate in the utility’s phase-in program.

e Under PPL's phase-in option, customers cou!é begin putting money aside
starting in Oclober 2008 and continuing through 2008, PPL electric utifities
applied a 6 percent inlerest rate to these funds. During 2010 and 2011,
these funds will be applied to customers’ monthly bills. The incentive to

participate in these programs is that customers would see smaller
increases to their bills over time, instead of one large increase in 2010,
and that due to the interest paid on the money they set aside, the

customers using the phase-in option would actually pay 2 [itle less over
the life of the program than customers who did not use the option. All
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residential customers were eligible, except those In 2 special On Track
payment program. Also sligible were smail business customers on rate
schedules G8-1, G883, GH-IR and GH-2(R), and street lighting
customers on rate schedule SE. Payment and credit amounts were based
on customers’ average monthly electric use and rate schedule.

s Met-Ed and Perelec (both are FirstEnergy companies) utllized a phase-in
program called the Voluntary Pre-payment. Plan (VPP). Eacht month,
customers who signed up on VPP prepaid an extra amount equal to
approximeately 9.6 percent of their electric bill for 2009, In 2010, that
amount increases by an additional 8.6 percent-totaling approximately 20
percent. The utility will apply a 7.5 percent intetest rate fo funds prepaid
through the VPP. The amount a customer accumulates over the two-year
period will then be used to lower the customer's electric bills in 2011 and
2012. The program s available for residential and smali business

customers.
)t is important fo note that the interest rates paid to customers under these
-pmgrams were not based on the utility's cost of capital. Rather these were
arbitrary, non-cost-based rates to be paid for a limited period (approximately two
years) and under sighificantly different circumstances, l.e,, the implementation of
deregulation and higher electric bills associated with this ‘.change. FPLs
representatives confacted a representative from PPL who confirmed that the

decision o pay the sfafed interest rate was not cost-based.

Salt River Project:
Salt River Projects (SRP’s) prepaid metering program is available for

commercial, business, professional, small industrial and recreational facilities,
whose electric service is supplied through one point of defivery and measured
through one meter; however, call center agents typically only ﬁarket- the program
to fow-income customers who are exhibiting delinguency. Prepaid metering

programs flke SRP’s are generally utiized as a method to assist low-income
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customers (particulafly under-banked or cash»c_»nly customers) better manage
their electrioity costs and usage. Many of SRP’s prepald customers are cash-only
custormers, many of whom make small cash payments 8 to 10 times per month.
When a customer pre-purchases electriclty it equates to a given amount of K\Wh
credit; as they use the electiicity It is deducted from their credit amount; once
they consume all of the KWh credit, the power is turned off until the customer
repeats the cycle. This program is designed to assist low-income austomers

rather than providing a prepayment discount for large governmental or business

customers.

Oklah le Coope a;

in 2008, Okiahoma Electric Cooperative {OEC) condusted a 80-day pilot program
using Exceleron Software’s Prepaid Account Management System (PAMS) — a
software-based prepayment solution. The initial pilot prcgram was a success and
OEC consequently expanded the program. OEC has since been encouraging its
customner seivice representatives to offer prepaid metering as an option for
delinguent customers. As of November 2009, OEC had approximately 3,000
residential customers (around 6 percent of the base) on the prepaid metering
program; OEC expects parlicipation to reech as high'as 20 percent by 2014.
OEC belleves that prepaid metering fits some of OEC’s customers hetter
because the customers can manage their electric costs and have the ability to

track their usage. The prepayment process Is similar to that described for the Salt
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. River Project program with the addiion that thanks to the remote
disconnectreconnsect capabllity, disconnected customers who make a payment
can be reconnected within minutes. As with the Salt River Project program, this

program is not a “discounted sarly payment” program.

The spreadshe& in Appendix 2 includes information about prepaid metering
programs (where available) on years of operation, number of customers envolled,
savings claims for reduction in electilcity consumption and/or peak demand pel:
customer, method of payment for customers, and the supporting technolagy. -
Prepaid metering programs are available at the following companies, however
none of these programs provide a cost-based financial discount for prepayment
of customer bills:

Oklahoma Electric Cooperative
Salt River Project

Tacoma Power

Woodstock Hydro

Louisville Gas and Electric (LG&E)
Co-Mo Electric Cooperative

Lake Region Electric Cooperative
Pee Dee Electric Cooperative
Sacramento Municipal Utility District (SMUD)
Nevada Power

Brunswick EMC .

Bryan Texas Utilifies

Cimarron Electric Co-op

Barron Electric Co-op
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APPENDIX NO.3

Prepayment Revenue Requirement -
‘Calculation
&
Prepayment Billing Program Analysis
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Appendix 8 Page 1 0f 2
Prepayment Billing Program Analysis | |

Prepayment Billing Program Revenue Requirements $344,000

Estimatod number of Accounts (2) 3285

Estimated Annual Administrative Charge $ 104.72_ (reverare reyuirerentc f acoounis)

. Discoumted .

Customer #ofAccls  Annual Revenus §/acut Paymant (3) Discoumt  Loss Admin Net Savings  Net Saviege%

A 1493 13,856,045 $ 928067 $6,17647 $10521 § 10472 5040 0.0%
B 978 11,946,250 $ 1220149 $12,083.17 §133.32 § 10472 $33.60 0.3%
G 483 114,315,233 $ 2687750 $233684.58 °  $268298 § 10472 52,678.28 . 14%.
(o] 70 3,785,940 $ 5422774 $63,612.0D $614.73 $ 10472 $510,01 g 0.9%
E 80 11,383,448 $ 128,593,84 $125,188.78 $143507 $ 10472 $1,330.85 1,1%
F 25 1,654,178 $ 68167.12 $88417.06 $150.07 § 10472 $6845.35 1.0%
S .

145 13,38 §2.305.9!
T 52'1_!=5 J7§:3_-_5_;:514 Average_§_ 5185921

$1,047.40 04.72 §842.88 1.0%

&

04.72 16 O.EE '

{1) Sea prepayment ravenue requirament worksheet
(2) Assumes all dustomers lsted by the Consutant parficipate for all accounts as long a8 discount less Admin Charge laa natpodﬁvevalue

Customers listed by the Coneultant were Collier Gounly, Coliler County Schools, Edison State Colloge, Publix, Fl. Gulf Coast Univ., Lee Couinty, and Las County Suhools
(3) Present value of anmsel payment at 2.11% assuming 12 agual monkhly payments.



Prepayment Revenue Reguirement Calculation

$000s Year!? Year2 Year3

Capital Costs .

Pilant 733 733 733

Accum Depreciation - 73 220 367
Net Plant 660 518 367

Pre Tax ROl .8.60% 9.60% 9.60%

Plant Revenue Requiraments 63 49 36

NOI Costs

O&M Expense 134 54 54

Depreclation 147 147 147
Noi Revenus Requiremants 281 201 201

“Total Revente Reguirements 344 280 - 238

Appendlx 3 Page 2 of 2

Note: Pre Tax ROl based on approved ROR of 8.656% In cument rate case .
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