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1 PROCEEDI NGS
2 CHAl RMAN GRAHAM  (kay. Let's nove on to Item
3 No. 7.
4 MR. ANDREWS: Good norning, Chairnman,
5 Conmm ssioners. Matthew Andrews wi th Conm ssi on
6 staff. Item7 is staff's recomendati on regarding
7 Fl ori da Power & Light Conpany's petition for
8 approval of regulatory assets related to the early
9 retirement of Lauderdale Units 4 and 5, and Martin
10 Units 1 and 2.
11 On August 17, 2018, FPL filed a petition
12 seeki ng approval to create regulatory assets and to
13 further recovery of the regul atory assets.
14 Currently, the anticipated retirenent date for
15 these units is Decenber 31st, 2018.
16 There are no intervenors in this docket and no
17 custoners have contacted the Conm ssion regarding
18 this matter; however, the Ofice of Public Counsel
19 filed a letter dated Novenber 8th, 2018, in which
20 It expressed concerns about FPL's petition.
21 The Sierra Club is listed as an interested
22 person. And representatives wth FP& and OPC are
23 avai l able to address the Comm ssion. And staff is
24 prepared to answer any questions.
25 CHAl RMVAN GRAHAM  All right. 1'mgoing to go
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1 straight to OPC because, that way, |I'Il allow the

2 utility to speak based on what OPC has got to add.
3 M5. CHRI STENSEN: Well, in this instance, we
4 support staff's reconmmendation. W believe that
5 staff is recommendi ng the appropriate action and
6 iIt's consistent with the issue that we raised in
7 our letter dated Novenber 8th, wherein we are not
8 di sputing that the conpany is going to retire these
9 units, and then, as a result of the retirenent,
10 they're going to need to create new capital
11 schedul es, and there will be sone costs that woul d,
12 ot herwi se, have to be recovered.
13 Qur issue has to do with the settlenent and
14 the deferral of creating a deferred -- or a
15 regul atory asset to be deferred until -- for
16 recovery until the next base-rate case. |It's the
17 deferral of recovery that's the issue for us in
18 this case because we are under a settlenent.
19 They have -- under the settlenent, they are
20 recei ving depreciation rates, which include these
21 assets being depreciated during the period of the
22 settlement. And if you allow the regul atory asset,
23 the deferral and the anortization of the deferral
24 to be deferred until the next rate case, it's our
25 contention that you wll be allowing themto
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essentially doubl e-recover for those assets and,
thereby, in- -- you know, increasing their -- their
bottomIline during the -- the termof the
settlenment. And we think that that would be a
breach of the settlenent.

So, we are supporting staff's reconmendati on
that they be required to start anorti zing those
assets currently up to, at a mninmum the anmount of
these assets that are already included in
depreci ation rates.

Thank you.

CHAI RMAN GRAHAM  Fl ori da Power & Light?

MR COX: Good norning, Chairnman G aham
Conmm ssioners. Good to be with you today.
Appearing on behalf of FPL, I'mWII|l Cox. And with
me is Keith Ferguson, FPL's vice president of
accounting and our controller in our finance
departnment. Thanks for the opportunity to address
you today.

FPL fully supports staff's recomendati on on
Issue 1, in terns of approving the establishnment of
the regul atory assets of our prudent decision to
retire these units, which we believe will result in
hundreds of mllions of dollars of savings for our

custoners.
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W' ve noted that OPC, as they've noted today,
doesn't object to the retirenent of these assets.
And we're unaware of any opposition to these
retirenments.

So, really, the -- the issue that we have is
on Issue 2. FPL does not support staff's
reconmendati on on that issue in ternms of getting
the anortization of the assets created by these
retirenents i medi ately when they retire; but
i nstead, we would urge you to approve what we've
put forward in our petition, which is to defer
recovery of the regulatory asset to a future rate
proceedi ng. And your -- your staff has
acknow edged, | think, in their recommendati on,
that you have the discretion to do that.

FPL's proposal to defer recovery of these
assets to our next rate proceeding is entirely
consistent with Comm ssion precedent, which was set
in the 2016 GQulf Power order, cited by the staff in
their recommendati on; the decision to enploy
principles of deferral accounting and all ow
deferral of anortization of the regulatory asset,
or the Plant Smth in the GQulf case, until the
rates were next reset. And that Plant Smth order

is Oder No. PSC-16-0361.
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1 We think it would be discrimnatory and

2 patently unfair if FPL doesn't receive the sane

3 accounting treatnent here. And in fact, we think

4 we have a nore persuasive case for the deferral

5 accounting in this case.

6 Let ne -- let ne explain that. In ternms of

7 the Gulf precedent, as -- in your staff's

8 recommendation, the Gulf settlenent agreenent and

9 FPL's current settlenment agreenment contain nearly
10 i dentical provisions, addressing the depreciation
11 and anortization accrual rates, stating

12 specifically that these rates cannot be reset

13 during the rate-settl enent period.

14 So, just like Gulf, FPL can't utilize a new
15 anortization rate for these regulatory assets under
16 ter- -- under the terns of the current settl enent
17 agr eenent .

18 Just as @l f has proposed, and the Conmm ssion
19 approved in the Plant Smth order, FPL has proposed
20 for these retirenents to defer recovery of these

21 assets until rates are reset.

22 Again, there's no substantive difference

23 bet ween your decision in the Plant Smth case and
24 what you have before you today, but there are two
25 differences that, | think, are instructive that --
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that may help you in your decision today, between
the two cases.

One is that, in Gulf, Ofice of the Public
Counsel canme back to the Conmm ssion at an agenda
conference and represented the idea that deferring
the anortization was di scussed as a possibility
during their settlenent negotiations with FPL. So,
they were okay with it -- I"'msorry -- with Gulf.
And they were okay with it -- | apol ogi ze. Here,
as you can see, based on OPC s filing, they are
opposed to our very-simlar request.

But second, and we think the far-nore
conpelling difference here is that FPL is proposing
to construct and install replacenent facilities
that will provide enornous benefits to our
custoners. So, rejecting our request today in
ternms of the anortization and starting it when our
rates are reset sends the wong nessage.

The right nessage, we think, would to be to
incent utilities to develop and pursue innovative
i nfrastructure proposals that bring substanti al
benefits to our custoners, which is what we've
brought forward to you with these proposals.

FPL will incur costs for these repl acenent

facilities until our next rate case, during the
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termof the settlenent agreenent, and it's not
permtted to seek recovery of those costs until we
have that next rate case.

We think symmetry and fairness would dictate
the anortization of the regulatory assets should
begin at the sane tinme, sane tine that rates are
set. That's consistent with Conm ssion practice.

The fact that FPL did agree in a prior
transaction involving the St. Johns River Power
Park to begin anortization within six nonths of the
retirement of the assets shoul d have no bearing on
your deci sion today.

The facts were different. There was a buyout
of a purchase power agreenent. There was a
termnation of a joint ownership agreenent. And
the fact of the matter was, it was a nulti-faceted
settl enent agreenent between the parties, FPL and
OPC, that involved the exchange of multiple
negoti at ed consi derati ons between the parties.

Under generally-accepted accounting
principles, again, FPL nust con- -- discontinue
chargi ng the depreciation expense for these units
as soon as we retire them W recognize that.
Nothing in the settlenent agreenent denies you

di scretion to defer recovery of those regul atory
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assets associated with the retirenents.

By exercising your discretion that you have to
allow this deferral of recovery of the regulatory
asset, you are providing appropriate and
constructive incentive for utilities like FPL to
cone forward with these types of innovative
pr oposal s.

In this case, we'll save our custoners,
hundreds of mllions of dollars, including an
i mredi ate fuel savings, estimated at nore than
$50 million through 2021, as a result of your
acting on these retirenents now.

Now, we've heard from OPC that there's an
al | egati on of doubl e-recovery. Conm ssioners, |et
nme be very clear wwth you: There is no doubl e-
recovery at all in this proposal, as alleged.

FPL's settlenment was a bl ack-box settlenent. There
was no explicit line itemfor revenue recovery.

The term nation of the depreciation expense,
again, is a non-issue because, under the settlenent
agreenent with the four-year mnimumterm there
wi || always be increases and decreases in cost and
revenues.

The only issue is whether FPL is earning

outside of its Comm ssion-authorized return on
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equity range, which | can represent to you today
IS -- clearly would not result in the retirenent of
t hese pl ants.

FPL wll sinply be afforded a reasonabl e
opportunity to seek recovery for its prudent
decision to retire and replace these plants with
nore-efficient technology at the tinme of its next
base-rate proceeding.

We'I | Dbe investing hundreds of mllions of
dollars for the nore-efficient replacenent
facilities during the settlenent period that we
wi Il not be recovering during the settl enent
peri od.

For exanple, in the case of the Martin units
retirenents that are part of our petition, these
I nvestnments in highly-efficient conbustion turbine
parts will be placed in service and begin
depreciating prior to any future rate proceedi ng,
Wi t hout any recovery of rates, during the term of
the settl enent agreenent.

The revenue requirenent for these upgrades,

t hrough 2021, $191.7 million, estimted,
significantly exceeds any non-fuel -cl ause savi ngs
fromretiring the units, which is projected at

$447.9 mllion, during that same tine period.
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So, Chairman G aham Conmm ssioners, we woul d
respectfully request that you approve our petition
to establish the regul atory assets because of our
prudent decision to retire these units, replace
themw th nodernized facilities and upgrades that
wi |l save our custonmers mllions of dollars.

Consi stent with your decision in the Plant
Smith order, consistent with the goals of bringing
in these savings to our custoners, we' d ask that
you fairly and reasonably allow us to defer
recovery of the assets associated with these
retirements until rates are reset in a future
proceedi ng, continue to incent these types of
I nnovative transactions that provide real and
I medi ate val ue to our custoners.

| thank you. And we're avail able for any
guestions that you have.

CHAl RMAN GRAHAM M. Cox, next tinme, |'m
going to have to renenber to give you five m nutes
before you get started.

(Laughter.)

CHAl RVAN GRAHAM  Staff, the easy, sinple
first question: Wiy are we treating this different
than the @ulf case?

MR MOURI NG Good norning, Comm ssioners.
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Curt Mouring with Conm ssion staff.
| th- -- the language included in both GQulf

and FPL's settl enent agreenents is very, very

simlar, but in-- as, | think, M. WIcox said,
the -- the facts are a little bit different. There
are -- in @Gulf's case, there was an under st andi ng

that was represented by both the conpany and the

O fice of Public Counsel -- by Gulf Power Conpany
and O fice of Public Counsel about considerations
made with regard to the Smth units when they woul d
be retired early.

Al so, fromstaff's perspective, in that --
that case, @ulf Power was earning bel ow the md-
point of their authorized RCE at that tine.

That -- those -- that is a difference between
Power and Light in this -- in this instance. And |
think that's what really drove staff to -- to | ook
at this alittle bit differently than -- than in
the Gulf case.

CHAl RVAN GRAHAM  But, with the @ulf case,
wasn't those conversations back inside the black
box that everybody refers to all the tinme?

MR MOURING They -- they would have been,
yes, sir.

CHAl RVAN GRAHAM  So, then, how is that
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rel evant to staff?

MR MOURI NG Just the representations by both
parties that they had considered it and they --
they -- both parties supported deferral in that
case.

CHAI RMVAN GRAHAM  Conmi ssi oners.

M5. CHRI STENSEN: Conm ssioner, may | briefly
respond?

CHAI RVAN GRAHAM  Sur e.

M5. CHRI STENSEN:. Wth regard to the Gl f
case, | think that's distinctly different than the
situation we have here because, in that case, you
had both parties who were -- negotiated the
agreenent com ng and saying that was contenpl ated
as part of the agreenent, which the Conm ssion
could consider in rendering its order in the CGulf
case. Here, in -- and we very -- want to stress
that we believe that, if a deferred asset is
created, we think that that's a breach of the
terns.

We don't have a simlar situation here. The
parties are not comng to you representing that
this was represented or contenplated within the
terms of -- certainly isn't explicitly stated in

the terns of the agreenent that any early
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retirements would be allowed to be deferred until
| ater.

And, you know, our understanding is the
general accounting practices that, as soon as an
itemis retired and a capital -- new capita
structure is created, that asset, under nornal
accounting practices, is anortized fromthe date of
retirement. And | can ask M. WIllis to briefly
speak to that.

And because there's no specific termw thin
the agreenent that tal ks about early retirenent, we
do not -- and -- and we are not comng --
representing as parties that this was contenpl ated
as part of the agreenent. W think, if a deferred
asset is created, that would be a breach of the
agreenent as witten.

And | would ask M. WIlis to speak to how
these types of capital retirenent, early
retirenents, are normally treated under the rules.

MR WLLIS: Thank you, Comm ssioners.

Not too nuch to add here, but normally, when a
conpany cones in and asks for early retirenent of
sonet hi ng, the Conm ssion does do what you' ve done
in part one here, which is create a capital

recovery schedule on a gain -- or not a gain, but
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anortize the remaining portion of the plant left to
be recovered.

| think it's -- | think it's inportant in this
case that you go back and | ook at the actua
agreenent and -- it was signed by both parties.

And in this one, it says that FPL -- until FPL
files its next petition to change base rates,
depreciation rates and dismantl ed and accrual rates
in effect of the inplenentation dates shall remain
in effect until FP- -- FPL's base rates are next
reset at a general base-rate proceeding.

To acconplish that portion of the agreenent,
then the actual anortization of the capital
recovery schedul e should be at |east equal to
depreciation rates that were in place at the tine
the settlenent was signed. That's OPC s position
at this point. And that would renmain -- that would
keep the settlenent intact.

CHAI RMVAN GRAHAM  Conmi ssi oners.

Conmmi ssi oner C ark.

COMWM SSI ONER CLARK:  Thank you, M. Chairnman.

Do both parties acknow edge that the new pl ant
was not contenplated in terns of the settlenent?

M5. CHRI STENSEN: | don't believe there was

any specific step increase for the Dania plant. |
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think there was a step increase for Ckeechobee, but
I'"d have to go back and | ook at the actua
agr eenent .
However, you know, as part of the
negotiations, it's clear that, if you do a
negoti ation for a | ong-enough period of tinme -- and
t he conpany has a ten-year site plan. They al ways
have plants that they're -- that are comng in and
out of service under their ten-year site plan --
that that's part of sonething that the conpany
would bring to the table as part of their
negoti ati ons.
And what they'll settle on is part of that
bl ack-box settlenent and -- as well, the
i ntervenors are aware that the conpany wll be, you
know, adding additional plant, retiring plant,
underneat h the anount of the bl ack-box settlenent.
And if the -- you know, and sonetines there
are specific provisions to allow step increases
when new plants conme in. And under this one, ny
recollection was that the only one specifically
addressed under the ternms was the Ckeechobee pl ant.
O herwi se, all other increases and decreases
and expenses woul d have to be within the anount of

the -- that was provided under the revenue
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requi renment that was agreed upon by the parties to
the settlenent with -- under the certain setup
I ncreases.

| think there were nmultiple step increases in
this settlenent agreenent, not only in the 2016,
2019 -- and there may be one in, | think, 2020,
if I -- ny recollection, but | don't have the
agreenent in front of ne today.

COMM SSI ONER CLARK:  FPL, woul d you --

MR, COX: Sure. There -- there's nothing in
the settl enent agreenent addressing Dania. Dania
was not part of the 2016 settl enent agreenent.
Dania is a 2022 unit, as you know, that this
Conmm ssi on approved recently for a need
determ nation. The |language that M. WIIlis read
was the sane |anguage in GQulf and FPL. |dentical
| anguage. Don't see a difference there.

You know, the Comm ssion has typically
| ooked in -- in rate cases and -- and tracked
setting up the anortization schedule with the
setting of rates. That's happened in, | think,
every FPL rate case going back to 2005 that I'm
awar e of.

COMM SSI ONER CLARK:  When the -- when the new

pl ant was under consideration, you calcul ated the
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1 savings that this new plant woul d produce. How did
2 you | ook at the asset, regulatory asset, at that
3 time, when you -- when you shared what the savings
4 woul d be with the Conm ssion?
5 MR COX: 1'll let Keith respond to that.
6 COW SSI ONER CLARK: | may be in over ny head
7 in --
8 MR, FERGUSON: Yeah. No.
9 COW SSI ONER CLARK: -- this question, so --
10 MR, FERGUSON. It -- it was consistent with
11 how we petitioned it, so essentially deferral --
12 COMM SSI ONER CLARK:  You had considered it as
13 a deferred asset at that tine.
14 MR, FERGUSON. That's correct. And -- and
15 again, relying on the Plant Smth order as kind
16 of the -- the Conm ssion precedent, the only
17 Conm ssi on precedent, by the way, in this respect
18 was kind of how we -- we set forth our economc
19 anal ysi s.
20 COW SSI ONER CLARK: So, you're saying that
21 when you presented your savings |ast year regarding
22 the plant, you had considered that to be a deferred
23 regul atory asset at the tine you presented those
24 savings to this Commssion. And that's the nunbers
25 we approved -- we approved the Dania Beach facility
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of f of.

MR, FERGUSON: Onh -- sorry.

COW SSI ONER CLARK: |Is that a fair statenent?

MR. FERGUSON: | don't know --

CHAI RMAN GRAHAM  Fair question?

MR, FERGUSON: WII will have to -- WII wll
have to respond to with respect to -- to Dania. |
was kind of referring to -- to -- Martin --

COMM SSI ONER CLARK:  Martin, |I'msorry.
Martin.

MR, FERGUSON: -- was where we -- we presented
it inthis particular docket, but | don't know,
with respect to Dani a.

MR, COX: Certainly we knew that it was not
part of the 2016 rate settlenents that we would
have to address recovery at sone point. And our
practice woul d have been to -- | think what we put
forward for you today.

COMM SSI ONER CLARK:  One nore question,

M. Chairman. And this is for both -- both sides,
the imedi ate effect on rates. | think I
understand this, but if -- either decision the
Comm ssi on makes, what are the effects on rates
today and what are rate -- the effect -- the

potential effect on rates when they cone back in
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for a rate increase?

MS. CHRI STENSEN. Yes, with regards to the
I edi ate effect on rates, because we're under a
stipulation -- unless we nove forward with
protesting this because we think that they've
breached the agreenent, which is our position --
there shoul d be no change in rates now.

But if you create a regulatory asset, that's
going to -- FPL is going to seek recovery of that
in any future rate case. And that, in turn, wll
cause rates in the future to be increased; whereas,
i f they start anortizing it now, which is what
rates are currently contenplated to happen, then
rates in the future will remain neutral. It's
basically zero inpact to the custoners, current
custoners and future custoners, if they're required
to anortize it now.

And ny recollection, since | was part of the
Dani a docket was -- | don't believe, as part of
that, that when they presented the Dania plant at
t he need-determ nation and tal ked about the
retirement of the plants, they discussed anything
about how those retirenment costs would be
recover ed.

General ly speaking, ny recollectionis, in the
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need determ nations that |'ve participated in,
that's not part of the discussion. Wen you're
tal ki ng about the cost savings, you're talking
about the operating expenses of running the plant,
and the -- against the cost of running the retiring
units.

You don't discuss how you're going to recover
t he depreciation cost associated with those
retiring units because the Comm ssion has a rule
t hat says, you know, you're going to recalculate if
there's -- if this plant is retired early and
there's depreciation that's not been recovered, you
create this capital structure and you allow that to
be anortized so that the full cost of that plant is
recover ed.

The issue here is, if you set those costs off
into the future, you're going to essentially be
requiring future custoners to | ose the benefit of
the bargain that they' ve nmade under the settl enent
because they're not going to be recovering for
those assets like they -- |like we agreed to, under
the terns of the current settlenent. And those are
going to be pushed off and have to be collected in
hi gher rates from future custoners.

Thank you.
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1 COMM SSI ONER CLARK:  Go ahead, M. Chairman.

2 I'"'mgoing to think that through a m nute.

3 MR COX: Do --

4 MR, FERGUSON: Can we respond to that?

5 CHAI RVAN GRAHAM  Sur e.

6 MR COX: Yeah. First of all, | just want to

7 make one statenent and I'Il et M. Ferguson

8 respond, but certainly, we recognize the base-rate

9 freeze. And the inpact of this is there wll be no
10 increase to rates during the settl enent period, but
11 "Il let M. Ferguson el aborate on howit will play
12 out in the future.

13 MR. FERGUSON: Yeah, so -- so, | agree, in

14 terns of base rates, there is no inpact on custoner
15 bills, but there absolutely is an inpact of | ower
16 bills as a result of doing these re- -- replacenent
17 generation as it cones -- cones to the fuel clause,
18 as an exanple, and the environnental clause. And
19 so, that's especially the case as it relates to the
20 Martin upgrades that we're doing.

21 So, you know, by -- the other thing I woul d

22 address, too, with respect to base rates is we're
23 al so investing in new capital right now that wl|l
24 start depreciating today. | don't think OPC wi ||
25 allow us to go back three years and recoup the
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1 costs that we incurred on that new capital. They
2 woul d just say, you know, de- -- keep depreciating
3 it, as -- as is normal, fromthis point forward.
4 And so, you know, there is -- there is
5 repl acenent generation that we're investing in,
6 repl acenent capacity that we're investing in. As
7 M. Cox had enunerated, that actually -- those
8 revenue requirenents are nore than the -- than the
9 revenue requirenents of the deferrals.

10 And so, | think that should also be a

11 consideration as we're -- as we're thinking about
12 t hose i nvestnents.

13 M5. CHRI STENSEN: Just briefly, all we're

14 really asking for in this case is for themto

15 depreciate this as they nornmally would, to create a
16 capital structure, and start anortizing the

17 depreciation rates now, as nornal, under the

18 settl enment agreenent.

19 Thank you.

20 CHAl RVAN GRAHAM M. d ark?

21 COMM SSI ONER CLARK:  Cone back to ne,

22 M. Chair.

23 CHAI RMAN GRAHAM  Conmi ssi oner Pol mann.

24 COW SSI ONER PCLMANN:  Thank you,

25 M. Chairman.
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' ve thought about this quite -- quite a good
deal , had discussion with staff, and |I've got a
nunber of comments, M. Chairman, and hopeful |y
sone questions, if | can work ny way through this.

Wth regard to the various other cases that
have been identified and di scussed here, whether
it's Gulf Power with the Smth plant or reference

to the other FPL itens and various settlenents,

we've identified the simlarities, the differences.

And, you know, in discussions with -- with ny
staff and with staff in this docket, you know, we
sort of have the apples and the oranges and the
bananas and the grapefruits and -- you know,
they -- they're all fruit, but there are
di fferences.

So, | think it's -- it's good to have those
items for discussion, but I -- | don't see that
| eadi ng and -- and providing us with direction.
That doesn't -- that's informative to nme, but it
doesn't really give us direction. [It's not giving
ne a -- adirection. So, it's leading nme back to

sort of underlying accounting standards.

And the coments fromOPC, | think, are -- are

hel pful in that regard. And ny discussion with

staff, | -- seeing the normal accounting standard,
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normal practice in the instance where -- where we
have a non-produci ng asset that, deliberate intent,
the expectation is to get that asset off the books
as soon as possi bl e.

And unl ess there's sone particular, special

circunstance that -- that's known and identified at
the tinme that -- that the non-producing asset -- it
goes into the -- you know, shifts to that non-

produci ng state, unless you can identify that
particul ar condition where you identify that
speci al circunstance, you treat it in the nornal
fashion. So, | don't see any indication here in
the record that any special such condition exists.

So, following the staff recomendation, with
regard to the deferral, as has been explained to
me, it should be neutral to net incone. And I
think that's an inportant aspect of it and -- as it
relates to, you know, the pluses and m nuses,
bal ancing the -- when you net out with regard to
the inconme, the earnings, everything else, it
shoul d bal ance.

Now, | can have staff el aborate on that if --
if there's an interest to that, but I"'m-- 1'mjust
trying to put it in nmy own words; whereas, the

utility proposal, fromwhat | can understand it, it
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doesn't denonstrate that in -- in clear fashion.
It's not just not clear to nme how that -- how it
nets out in -- in a balanced fashion.

So, ny concernis -- is that there's at | east
sone potential on the upside. |It's just not clear

to nme, to the benefit of the utility, at least in

this short term

Now, it -- it's admttedly very conplex and it
potentially is in -- in a conflict -- it's been
wel | -established very -- for -- for quite a | ong

time, years, where the utility is consistently

earning at the top of the range.

So, | would like staff to -- to maybe help
nme -- just elaborate on that a little bit or
clarify with -- with the utility's proposal to

defer, howis that specifically different from what

was di scussed?

How -- how that was explained in briefing,
| -- you know, this idea that -- that the staff
recomrendation is -- is neutral on net incone and

that specifically is different fromwhat the
utility is asking for -- can you --

MR MOURING So, I'lIl -- I"lIl take a crack at
t hat .

COMW SSI ONER POLMANN:  Hel p me get back there.
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MR MOURING | think "neutral” is the right
word to use here. The deficiencies that the
conpany pointed out related to additional
I nvestments that have been nmade during the term of
the settlenent agreenent -- those existed before
these plants would be retired early and they --
they'd still exist after.

W're really just |ooking at what's an
equitable way of getting these retired assets off
the books. And -- and | think that's what staff's
recommendati on has -- has done is we're trying to
capture the revenue-requirenent factors that
were -- would have been included in the settl enent
agreenent that are in rates today and -- and using
that as kind of the target anortization for these
regul atory assets to start getting themoff the
books as a -- as a kind of revenue-neutral or net-
I ncone-neutral solution that -- that's fair to the
custoners as well.

|'"'mnot sure if that answered your question or
not .

COMM SSI ONER POLMANN:  Is -- Ms. Christensen,
are you following or -- or M. WIlis, on this
Idea -- do you see this distinction that I'mtrying

to get to, that -- that there's a potenti al
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advantage, financially on the -- on the FPL
proposal ?

M5. CHRI STENSEN: Yes, | would agree with
that, but I'"'mgoing tolet M. WIIlis explain that
alittle bit further on the accounting side, why
that would create a benefit to the utility in the
future.

MR WLLIS: Yeah. Comm ssioner Pol mann, |
totally agree with what M. Mouring said. You' ve
got a utility here that's earning at the top of its
range, unlike what was in the GQulf case. And all
we're asking for here is to do exactly what you
said; be conpletely neutral as far as the
settl enment goes when it cones to depreciation
rates. Al we're asking for is that, at |east the
anorti zation be equal to the depreciation that were
i n place.

And | would also point out that when utilities
enter into these settlenents, just |like parties
| i ke Public Counsel or other intervenors, we just
don't take into account the one year that's --
that's there present.

You' re | ooking out at the termof the
settlenment. Conpanies are always | ooking to what

they're going to be putting in as far as rate base.
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There's al ways rate-base growh. W all know FPL
has continual rate-base growh every year. That's
all contenplated in these settlenents. 1've been
i nvolved in several of these that it's -- it's

al ways cont enpl at ed.

So, that's not a problem where they're not
getting recovery of a new plant comng in. You
have to consider that that's al ready been
contenplated in their settlenent talks.

Thank you.

MR COX: May | -- may | respond briefly,

M. Pol mann?

COW SSI ONER PCLMANN:  Sur e.

MR. COX: Thank you.

In ternms of neutral, | nean, we would not be
maki ng these investnents if it weren't for these
retirements. And you know, this -- the Dania unit,
for exanple, is a 2022 unit. |It's outside of the
settl enment period, when it would actually go into
servi ce.

So, you know, we -- again, we think the proper
nmessage for incenting us to take on these types of
I nnovative proposals is to allow us to defer
recovery so that, ultimtely, when we neke these

types of investnents, we can earn a reasonable
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return related to them That -- that's all we're
asking for.

And Keith -- M. Ferguson, did you want to
el aborate any further?

MR, FERGUSON: You know, | -- | think, in
terns of neutrality, we -- we denonstrated pretty
clearly with discovery filed with the staff that,
as we've said before, the revenue requirenents on
the new i nvestnents are actually higher than the
savings that -- or the cost of -- of the old
i nvestnments. And so, you know, in terns of
neutrality, FPL is actually going to incur nore
revenue requirenments than -- than what is being
deferred.

So, you know, it's actually a negative, but --
but these are investnents that we think are
appropriate to deliver the savings that -- that we
can get for custoners. And we think it's an

appropriate incentive as well.

You -- you'd hate for utilities to, then,
start to consider, well, maybe |I shouldn't do this
today; | should do this, you know, four years from
now when | go to get a -- a new rate case set

because | don't want to have to eat the costs of --

of those new investnents during the tinme of the
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settl enent rather than, you know, doing it today
and -- and providing that value today to our
custoners. W think that's a -- you know, that's
an appropriate incentive for us to consider.

COMM SSI ONER POLMANN: | -- | think my concern
is, if you're operating at the top of the range of
earnings and there is sone potential for the
treatnment of this anortization and the retired
asset, the non-producing asset, to not bal ance,

t hen what happens if you're over-earning?

| mean, it appears to ne that there is at
| east a potential for over-earnings, albeit, in the
short term But | don't understand the objection
to handling this in -- in the standard way t hat
staff is suggesting and OPC i s supporting.

MR, COX: So, again, | think our -- our basic
poi nt, again, Comm ssioner Polnmann, is we' re making
an investnent and we're maki ng a significant
i nvestnment here that will result in imrediate
savings. And we think that the -- the reasonable
opportunity to recover it through referral is
consistent wth the prior decision in Plant Smth.

| know you didn't want to tal k about
precedence, but I'msaying it is consistent with

that. And we think that's a re- -- reasonabl e
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approach to incent us to continue to nake these
types of custoner-saving transactions avail abl e.
COW SSI ONER PCLMANN:  Thank you,
M. Chairman.
CHAl RMVAN GRAHAM  All right. Conmm ssi oner
d ark.
COMM SSI ONER CLARK:  Ms. Christensen, does OPC
acknowl edge there is a net savings, even if you --

even if you allowed the deferral ?

M5. CHRISTENSEN. | think, with regard to the
depreciation rates, no, there would not be, | don't
believe, a net savings, but I'll let M. WIlis

speak to that.

| did want to briefly address the incentives
argunent that keeps being raised about how FPL
needs to be incented to put in cost-efficient
plants. | don't think that -- that deviating from

the normal accounting treatnment of an early

retirenent iIs -- is an incentive that -- that needs
to be sent.
You know, we do this -- these settlenents with

the idea that FPL is going to be bringing in new,
efficient -- nore-efficient plants and retiring the
ol der, nore-inefficient plants. That's good

operati on and mai nt enance, and good for FPL's

Premier Reporting

(850)894-0828 Reported by: Andrea Komaridis

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



33

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

underlying business to bring in nore rate base and
retire less-efficient rate base. And therefore, we
think that that's all contenpl ated when they enter
talks with us and we di scuss settl enents.

So, | just wanted to briefly address that
those types of incentives of building plants,
especially when you already are a 30- or -- you
know, above 20-percent reserve margin, you know, |
think they're well-acconplished within the terns of

t he settl enent.

And | will let M. --

COW SSI ONER CLARK:  Let -- let me --

M5. CHRI STENSEN: -- WIIlis address that.

COMM SSI ONER CLARK:  -- follow up with you
before you -- before we --

M5. CHRI STENSEN:  Oh.

COM SSI ONER CLARK:  -- go to M. WIllis on
that [ine. Just --

M5. CHRI STENSEN: Certainly.

COMM SSI ONER CLARK:  Just a thought. So, how
often do we do revised settlenents? Do you go back
in and -- and take certain considerations in that
were not contenpl ated and consi der doing revised
settl ements?

M5. CHRI STENSEN: I f --
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COMWM SSI ONER CLARK: | haven't seen one since
|'ve been here. That's why |I'm asking.

M5. CHRI STENSEN: Yes. And theoretically,
that is possible. And | think we've done it with
sone of the smaller utilities. W've done
addenduns to settlenents; however, in this case,
as, | think, it's been stated several tines --
and -- and certainly, you can discuss the
settlenment terns if, at any tinme during the
settlenent, they are either are earning above the
aut hori zed range or bel ow t he range.

You can go in and -- and have further
di scussi ons and nmaybe present a new settlenment with
the additional conditions as it's warranted, but to
the extent that they're earning at the top of their
range, you know, this --

COMM SSI ONER CLARK:  Woul dn't that be an
I ncentive --

MS5. CHRI STENSEN. We had not contenplated --

COMM SSI ONER CLARK:  -- to look at a revised
settl enent because they're | ooking at -- they're at
the top of their range and --

M5. CHRI STENSEN. Well --

COMM SSI ONER CLARK:  -- and they're | ooking to

i ncrease a return on equity?
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M5. CHRI STENSEN: W have recently filed a
petition that addresses sone of those issues.

CHAI RMVAN GRAHAM  Funny you nention that.

(Laughter.)

M5. CHRI STENSEN:. But we're not going -- we
were not di scussing those today; however, under
the -- under -- so, yes, theoretically, it would be
possible if there was a condition that canme up that
woul d cause themto earn below their authorized
range. We could have entered into negotiations to
accommodat e t hat.

That is not the circunstances here. And this
certainly -- requiring themto do the nornal
accounting for the retirenents of the Martin and
the Fort Lauderdale units would not require them --
iIt's not going to cause themto earn outside the
aut hori zed range at this point.

And then I'Il Tet M. WIlis address --

COMWM SSI ONER CLARK:  Thank you.

MR WLLIS: As far as the net savings, |
wasn't involved in that actual docket when it was
brought to the Commi ssion. |'msure there probably
was, especially when it's fuel savings, when you're
taking an old plant |like that and replacing it with

a newone. |'msure there's -- there's net savings
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in fuel.

That still doesn't address the fact that
settl enents contenplate additions by year. And
FPL -- | just can't imagine that FPL woul dn't have
known they were putting this plant in when they
entered this settlenent and al ready had taken that
into account, which they're -- like | said,
we're -- they're earning at the top of the range at
this point in tinme, so...

COMM SSI ONER CLARK:  Can M. Cox respond to
t hat ?

MR, COX: Yeah, | nean --

COMM SSI ONER CLARK:  Or M. Ferguson, either
one.

MR COX: Actually, we both want to respond,
but first of all, | don't think they were
contenplated. W' re tal king about Martin unit
upgrades that were just proposed this year in our
ten-year site plan, | think, for the first tine.
And the -- the Dania project was after the 2016
settlenment period as well, in terns of devel opi ng
that. So, | don't think they were in that.

In ternms of -- you know, we are proud that
we're a well-run utility. And we -- we perform

wel | and, you know, we don't think we should be
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di s-i ncented because we performwell from making
these types of investnents. W think it should be
t he opposite.

And I'Il let M. Ferguson el aborate.

MR. FERGUSON: The other thing, you know, |
think, to point out, which is a function of our
settl enent agreenent, is that we have the -- the
surpl us depreciation nmechanism which allows to
kind of governor us to stay within the authorized
range.

So -- in this case, though, the facts are
pretty clear. The -- the revenue requirenents are
hi gher on the replacenent generation than it is on
the generation that's being retired. So, it is, if
anyt hi ng, causing us downward pressure on -- on
earnings, if you were to just take the surplus
depreci ation kind of aside for a nonent.

It -- it actually causes, you know, decreased
pressure on our ROE versus -- versus, you know, an

ability to over-earn as a result of this.

CHAIl RVAN GRAHAM  Well, | think it's
interesting -- and naybe it's just one of those
things that catches ne -- |'ve heard two or three

peopl e now nention "at the top of your range" or

“the top of the range.”
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Just as long as you're not over-earning -- |
nean, | guess the question cones down to do you
penal i ze them because they're at the top of the
range because they're efficiently run? | nean, do
you incentivize themor give them nore because
they're at the bottomof the range? O just as
long as they're within the range, that should just
be pretty neutral, as far as we're concerned.

| mean, just as long as you're not over-
earning or under-earning, then, I -- | don't see --
| see -- Ms. Christensen said it and Comm ssi oner
Pol mann said it. And | just see that as being a
noot argunment because, just as long as you're in
the range, who cares if they're towards the top or
towards the bottom

Conmi ssi oner Brown.

COMW SSI ONER BROMN:  Thank you.

And you know, | just want to acknow edge t hat
we do have discretion in this regard, in the
treatnment of this. And | think sending a nessage
to the utilities around the state to not nodernize
t hese plants, which are producing fuel savings to
t hese custoners, providing lower rates -- that is
a -- is a dangerous path to go on as well. And I

don't think this Comm ssion wants to do that.
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| do think -- | have a question for
Ms. Christensen. There -- the | anguage is al nost
identical in the FPL settlenent to the Gulf -- and

the GQulf settlenent.

If -- is it your contention that, if FPL was
earning less than it currently is, you would not
have a problemw th the tr- -- the tr- -- the way

this Comm ssion treated the plant, the retired

plant, and -- for Qulf versus the plants in this
case? What -- is that your contention? If --
MS. CHRI STENSEN: No, Comm ssioner. | think,

under the terns and the plain reading of the

settl enent | anguage, absent sonething nore --

which, in the Qulf case, what you had, sonething
nore, was the parties comng in and sayi ng, we have
an under standi ng under the terns of the specific
Qul f settlenent that this was contenplated. You
don't have that here.

COMWM SSI ONER BROMWN:  Because it was
contenplated that -- that the plant would be
retired.

M5. CHRI STENSEN: Correct. That was -- that
was the parties' understanding. They both
represented that to the Conm ssion. And that is

not the understanding. And under the plain
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| anguage of the settlenent, those depreciation

rates need to stay the sanme during the termof the

agr eenent .
And if this -- if areqgulatory asset is
created and the deferral and -- and the recovery of

that is deferred, then, in effect, you' re not
keepi ng those rates -- the depreciation rates the
sanme and, thus, we contend you would be breaching
the agreenent. And that would be our position
her e.

And if that is created, then we will be taking
that forward because we do take seriously the terns
of the agreenent and enforcing the terns of the
agreenent. And it would not truly matter whet her
FPL is earning at the top of range or at the bottom
of the range, unless you --

COW SSI ONER BROMWN:  You just think it's
different than the Gulf case.

M5. CHRI STENSEN: Yes. It's distinctly
di fferent because we don't have the parties com ng
in and representing that there was an
understanding. That is not the case here.

The case is, there is a plain | anguage of the
settlenent, and the plain | anguage of the

settlenent would not be followed if It were
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deferred -- if the regul atory-asset recovery were
deferred.

COMM SSI ONER BROMN:  But to Conm ssi oner
Clark's earlier question -- and maybe for the
utility -- what -- was the nodernization of these
proj ects contenpl ated when the settl enent agreenent
was entered into?

MR, COX: Not that |I'm aware of.

COMM SSI ONER BROMWN:  Woul d FPL Iike to respond

anyt hing further?

MR COX: | would say just a couple of things,
just to nention, | nean, in terns of violating the
settl enent agreenent -- we are not changi ng any

rates by asking you to approve this deferral of
reg- -- the regulatory asset. W -- we acknow edge
that the depreciation rates cannot be changed
during the termof the settlenent. W' re not

di sputing that at that point.

MR FERGUSON: And -- and | think, along those
lines, regulatory assets -- so, when -- when you' ve
retired it -- and I don't think M. WIlis wll
di spute this, is that when you retire it, you are
required to cease depreciation. The setting up of
a regul atory asset and then asking for an

anortization period associated with that is kind of
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1 a different thing.

2 | -- I knowit's kind -- well, it's the sane

3 asset, why not just keep depreciating it. Those

4 are handled differently. W' ve handled themin

5 rate cases nultiple tines. 1In fact, we've never

6 handl ed them outside of rate cases, until -- unti

7 this --

8 COMM SSI ONER BROMWN:  Ri ght .

9 MR, FERGUSON: -- existing docket right here.
10 And so, in those tines, we've always asked for
11 or negotiated with other parties what the
12 appropriate, then, time is to anortize those --

13 those reqgqul atory assets. Those are handl ed ki nd of
14 in the -- we have always done it in the context of
15 a rate proceedi ng.

16 And so, | |look at those as two very distinct
17 things. One is, you have to stop depreciating when
18 you retire it. You have to. And then the

19 establ i shnent of a regulatory asset and the

20 anortization period is kind of a second -- second
21 Item

22 COW SSI ONER BROMWN:  And just one |ast -- |

23 know you' re junping over here.

24 One -- one last question, M. Cox, you were

25 tal king about -- that you were trying to negate
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OPC s argunent of the extra recovery, and | -- in
your opening comrents. Could you just el aborate a
little bit how you believe that this is not a --
your request, at least, is not an additional, extra
recovery.

MR, COX: Absolutely. Thank you.

So, ny response to that was -- is we
understand our settlenent that we entered into with
the other parties was approved by the Comm ssion.
It was a bl ack-box settlenment. There weren't
specific line itens for recovery, such as
depreciation, that you could point to and say,
that's what's being recovered.

So, when we stop recovering for the expense
and when we retire, or when we stop recording --
I"'msorry -- the expense when we -- when we retire
the unit, there's no one-to-one in terns of what's
in the settl enent.

You know, the settlenent says, you can't reset
the rates, right. And so, our proposal, again, is
to defer recovery of these assets when rates would
be reset in a future proceeding, to address that.

COMW SSI ONER BROMN:  Thank you.

CHAI RMAN GRAHAM  Conmi ssi oner Pol mann.

COW SSI ONER PCLMANN:  Thank you,
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M. Chairman.

Refl ecting on the comments here a nonent ago
fromM. Ferguson, | -- | do want to acknow edge,
as in many ot her cases -- cases, the Comm ssion
does have that discretion here to first approve the
regul atory asset to -- to approve the creation of
the regul atory asset.

And we al so have broad discretion as to the
guestion of timng on the anortization follow ng
that. So, really are two separate questions. So,
| -- 1 do acknowl edge that and | appreciate that
coment .

And with regard to the 2016 settl enent
agreenent that, yes, it was a bl ack-box, and
recognize it was structured in a way to give the
conpany a lot of flexibility. W're not here
trying to direct how you nanage any aspect of that.
I think we want to retain all of the flexibility
that that did provide with regard to your expenses,
the capital projects, and so forth.

To the Chairman's point, and -- and reflecting
on your point, operating at the top of your -- your
ROE -- congratulations. Don't want to di scourage
t he devel opnent of -- of the new and efficient

projects. And as you said, there's no change in
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rates here. So, there's no question on any of
t hat .

The issue is, you know, essentially on the
timng and noving forward and -- it's our -- it's

our job, staff's job, to be careful with nonitoring

and -- and surveillance and sinply make sure
that -- that the ratepayers are protected. |I'm
just trying to understand all -- as we've already
tal ked -- the pluses and the m nuses, and neke sure
that | --
MR, COX: | understand, thank you.
COMM SSI ONER POLMANN:  I'm fully infornmed and
I know what |I'mvoting on, so -- so, thank you for

your under st andi ng.

And t hank you, M. Chairman.

CHAl RVAN GRAHAM  Comm ssi oner Fay.

COMWM SSI ONER FAY:  Thank you, M. Chair man.

These types of issues, for ne, are -- are the
reasons | awyer hires accountants and accountants
hire |lawers. Extrenely conplex, and |'ve spent a
ton of time with our staff here trying to get a
better understanding of all the -- the noving parts
on this.

One thing that | did sort of take in over and

over again, as | |ooked through the paraneters of
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the Commi ssion's decision, is that both decisions
that are being discussed here today are within the
Comm ssion's authority to nake those deci sions.
And for nme, that's -- that's always the key pillar
to look at with this type of decision.

|, personally, when I | ook at those things
that are within our |egal paraneter, and | hear
about the retirenents of these plants and the

potenti al devel opnents of new ones and argunent for

the betternent of -- of all -- 1 -- 1 am-- for ny
perspective, | want to do everything | can to
encourage that. | think that that makes a | ot of

sense to ne.

And | think that sonme of these factors that
are being discussed fall one way or another as it
relates to that. And -- and | don't -- | don't
want to, in any way, inpede that. | want to be

part of that, that advancenent and that betternent.

And so, | think as we continue to see conpl ex
i ssues like this, | think that question of our
| egal authority and what -- what falls in our |ane

is really key to those types of deci sions.
And so, with that, M. Chairman, I'm-- |I'm
prepared to vote if -- | don't know if anyone el se

has comments.
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CHAI RMVAN GRAHAM W' ve got one nore from
Comm ssi oner C arKk.

COMWM SSI ONER CLARK:  Thank you, M. Chairnman.

| gave everybody a chance to do a revised
settl enent, nobody wanted to do one. So, | --

(Laughter.)

COMM SSI ONER CLARK: | want to just meke a
brief comment in terns of -- and that's -- |I'm
still kind of out on this settlenent thing, not
understanding if | |ike the concept or not.

| appreciate the work that every one of the
parties puts into putting settlenents together, but
that is part of the problem It is a black box.
And we don't get to see what goes on inside of
that. And that does, at sone points in tineg,
concern me.

| think M. Cox's point is very valid. And
what went on in there in the depreciation schedul e,
| guess -- I'mgoing to dunb this down for ne. The
depreci ation schedule that's inside the black box
ki nd of doesn't exist. And what we're | ooking at
here is, this regulatory asset, if we were to all ow
the deferral -- normally you would take the
depreci ati on back out of the picture, as |

understand it. And that's what's not happeni ng.
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So, absent sone consensus that, yeah, we woul d
be -- FPL's part -- we would be willing -- wlling
to reduce our depreciation schedule for the receipt
of the deferral in the future, I -- | see this
as -- you know, you guys have conme to an agreenent.

Unl ess you can cone to sone sort of other

agreenent, it's a very -- very difficult case for
me. Very -- very difficult to really figure out
exactly where we -- where we are on this kind of

thing and what kind of future precedent we're
setting.

Probably didn't say a |lot and didn't say that
as adequately as | wanted to, M. Chairman.

CHAI RMAN GRAHAM  That's all right.
M. Fay --

COW SSI ONER CLARK: | ' m conf used.

CHAl RVAN GRAHAM M. Fay | ooked |i ke he was
ready to make a notion.

COMM SSI ONER FAY:  Thank you, M. Chair man.

| would nove staff's recommendation with the
nodi fication to allow deferred anortization on
[tem 2, M. Chair.

COW SSI ONER BROWN:  Second.

CHAI RVAN GRAHAM | ssue 2.

COMM SSI ONER FAY: |ssue 2, thank you.
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COW SSI ONER BROWN:  Second.

CHAl RVAN GRAHAM  Ckay. It was noved and
second -- we'll call it the Fay notion. Any
further discussion on that notion?

M. d ark.

COMM SSI ONER CLARK:  |'' m maki ng sure |
understand. We've got yes on one, and the change
on staff rec on two.

CHAI RVAN GRAHAM  That is correct.

COMWM SSI ONER CLARK: Ckay. And --

CHAI RMVAN GRAHAM  And we are closing this
docket .

COMM SSI ONER CLARK: 'l nove (i naudi bl e),
M. Chai r man.

CHAI RMAN GRAHAM  Ckay. If no further
di scussion, all in favor, say aye.

(Chorus of ayes.)

CHAI RMVAN GRAHAM  Any opposed?

By your action, the notion passes.

(Agenda item concl uded.)
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