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1:27-81.  Amended
Amended 3-27-86

25-17.016 Oil-Backowt Comt Recovery
Factor.

(1) Definmions. For the purpose of this rule, the
following words and phrases shall have the
following meaning

(a) “Non-Oil Fuel” means coal, naiural gas.
wood, combustible refuse, biomass, or any
derivaiives of wch non-oil fuels

(b) “Converion Com™ means costs &
deiermined by the Commission 1o be reasonable ane
necessary for the conversion of an existing oil-fire<,
sieam cycle, generating unit 10 2lso burn a non-. !
fuel, 2 combination of non-oil fuels, or & non-oil /oil
fuel mixture. Such costs shall include, but not be
limited 10, engineening, administrative and legal
costs, the com of environmental siudies and
pollution control or abaiement equipment; non-oil
fuel  transporiaiion  equipment, unloading,
processing. worage, preparation, or mixing
facilities: refuse removal or disposal equipment,
equipment and facilities nccessary 1o permit the
combustion of non-oil fuels, the cost of retro-fitting
or refurbishing boilers 10 permii the combustion of
non-oil fuels; and the cost of all other facilities
reasonable and necessary 10 allow the conversion of
an existing oil-fired. sieam cycle, generating unit 1o
also burn a non-oil fuel, & combination of non-oil
fuels, or 3 non-oil/oil fuel mixiure, whether such
costs are incurred before or afier the date of initial
conversion of such facility. Such costs shall alse
include the reasonable costs of capital. taxes, and
operaung and maintenance costs associated with
such conversion, until such costs are recovered as
provided in subsequeni setuions.

(¢) “Cumulative Present Value of Expecied Nex
Savings” means cumulative present value of the
tolal net savings assonaied with the proposed
oil-backout project. including but not limited 1o
annual oil/non-oil fuel expense differential less the
projecied annual siraight line depreciation expense
over the “used and useful” life of the proposed
proy, less the annual incremental cost of capital
expense assoriaied with the proposed project; less
the annual oil/non-oil tax expense differential
associated with the proposed progect; less the annual
oil/non-oil operating and mainienance expense
differential, exclusive of fuel expense, of the
proposed progect, less the differential cost associaied
with the early retirement of existing plant and the
derated capacity, if any, less any other costs incurred
specifically as a result of the proposed oil-backout
project, plus any other benefits specifically
conferred as a result of the proposed oil backows
project whether such costs or benefits are incurred
before or afier the commercial in-service date of the
proposed progect.

(2) Purpose.

(a) The Oil-Backout Cost Recovery Facior is 10
be wtilized for the recovery of costs of i
any of the flollowing supply-tide, oil conservation
measures the pnimary purpose of which is the
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economic displacement of vl generaied eleciriny in
Florida and whih are 10 be funded in the manner
w1 forth in wubsection (4) below

1. Comversion Cost Convervion of an enisiing
oil-fired. sieam e cle. generating uni 1o alw burn 4
non-ml fuel. 2 combination of non-oil fuels or o
non-oil/oil  fuel mixture To  the exien
technologically  pracucable and  cai-effecve
provisions for [uiure evonomic fuel swiching and
multi-fuel firing capabiliy shall be made in vrder
for such a comersion proect 10 quaiify for cos
recovery (hrough (he Oil-Backout Com Reronery
Facior

2 Transmimon  Line  Consirucuon  Cons
Construction of iransmission lines including any
reiated land and land rights, subsiaions. and
sunpon elecirical equipment. within Florida when
the primary purpose of the construction of the lines
i% 10 increase the imporiation or transfer of non-oil
derived elecirical energy on cither a firm or 4
non-firm basis.

3. At the discretion of the Commussion. other
major supply-side oil conservaiion measures w hose
primary purpose is the eronomic displacemen: of
oil-fired generation in the Siate of Florida

(b) The Oil-Backou: Cost Recovery Facior shall
not be used for ¢ her the recovery of the cosus of a
project the primary purpose of which is 10 serve
increased megawail demand or for the recovery of
the costs of 2 new generating unit.

(3) Qualification Procedures

(a) Upon receipt of a petiiion from a wulity. or
on the Commission's own motion. public hearings
shall be held 10 determine whether 10 authorize a
proposed project and whether the Oil-Backoui Cost
Recovery Facior may be used 10 recover the costs of
the progect. Such determination shall be based on »
finding by the Commission that

1. The primary purpose of the proposed progec:
is the economsc displacement of oal-fired generation
in the Siate of Florida,

2. It has been shown by a preponderance of the
evidence that there will be a posiuve Cumulative
Presemt Value of Expecied Net Savings 0 rewal
customers in Florida within the firs: ten (10) yeans
of commercial operation of the proposed proget,
and

3. It has been shown by a preponderance of ihe
evidence that 2 proposed proget 1 the man:

(b) The annual oil/non-oil fuel expense
differential used 0 calculaie Cumulative Presen:
Value of Expecied Net Savings should. of
practicable, be derived by computer umulations of
the wtility's dispaich with and withous the proposed
project. To the exient practicable, a banded forecas:
of oil and non-oil fuel prices and incremental cost of
capital shall be employed 10 calculate an expecied
case estumate and worst case estimate of Cumulative
Present Value of Expecied Net Savings The
present value discount rate shall be based on the
wility's projecied incremental afier-an com of
capital for the proposed oil-backout progect

(c) The determination of whether the
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Oul-Backowr Cost Recovery Factor is 10 be used 10
recover the costs of a proposed progeat shall
normally be made by the Commission prior 10 or in
conjunclion with licensing and prior 1o construction
ol the proposed projeci, unless waived by the
Commussion

(4) Costs 10 Be Recovered and Cost Recovery
Procedures.

(a) Upon a determinaiion by the Commissia

be granied the authority by the Commissio: ‘o
recover the cost of such qualifying ol-backou
progan through an Oil-Backout Cost Recovery
Facior calculased and applied in conpunciion with
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te) The On-Backour Cost Revmers  Facuor
applicable 10 4 qualified oil-hackiour progecs shall be
estimaied every sx monihs in conpunciion with the
Fuel and Purchased Power Cost Revovers Clause
commencing with the first sux-month penod in
which the qualified oil-backout progect s placed
into commercial service The esumaie shall be based
on the most current progecrions of ol and non-ol
fuel prices, other operation and mainienance

L expenses, anes, and kilow ati-hour sales and on the

aciual cost of capial for the qualified oil-backou
project. A true-up adjusiment, with inierest, shall
be made s the end of each six-monih perod
reconcile differences between esumated and aciual

(N Upon a showing by a preponderance of the
evidence, the Commussion, in order 1o presene the
financial inegrity of a uulity, may authorize the
commencement o recovery through  (he
Oul-Backout Cowt Recovery Facior prior 10 ihe
placement inio commeraial service of an approved
progeat.

(5) Accounting.

(3) Al revenues  derived  through  the

1 Oil-Backout Cost Recovery Facior shall be applied

solely 10 the cost of the gualified oil-backou! proea
Separate subaccounts shall be established 10
specifically idenuly amounts applicable 10 each

qualified oil-backoui projeat 1o record

(c) Upon full depreciation of the qualified
oil-backout project. cost recovery pursuant o
25-17.015(4)2)1. shall werminate and only the
acival oil/non-oil operating and maintenance
expense differential, exclusive of fuel expense, of the
qualified oil-backout project which would normally
be included 1n base raies shall be recovered through
the Onl-Backout Cost Recovery Facior uniil such
time as chese costs are included in the base rates of
the utilaty

(d) Once approved’by the Commission, the coms
of a qualified oul-backout progect shall continue to be
recovered through the Oil-Backouwt Cost Recovery
Facior uniil such ume as they are included in the
base rates of the utility. Normally, the remaining
unrecovered costs of the qualified oil-backout
project shall be rolled into the utility’s base rates
without aliering the the depreciation period at the
utility's next raie base filing and cost recovery for
the qualified oil-backout projgect through the
Oil-Backout Cont Recovery Factor shall erminase
a1 the time the new rates are placed into effe. To
the extent, however, that iwo-thirds of the actual net
savings amocisied with the qualified oil-backout
project in any six-month period exceeds those costs
rolled into base rates, these additional revenues
shall comtinue w be collecied through the
Oil-Backout Comt Recovery Facior and applied
toward the accelerated recovery of the invesimem
cost of the qualified oil-backout project until such
time as the investment is (ully repaid.

1. The com of consiruction,

2. The plant in-service cost,

3 Thedepreciauon of the plant when i1 13 placed
nlo service,

4. The capaal used 10 fund the consirucuon of

5. operanon and MaiNENante cxpenses
pertaining 1w each propa, and

6 The wax expense pertaiming to each propa

(b) Each qualified oil-backout progect shall be
separately wdentified 10 permu  applicavon o
appropnaie capilal recovery schedules Associaied
plant and reserve acuvity, balances, and the capual
recovery schedule expenses shall be mainained as
sde records The recovery schedule shall be
designed 10 recover the invesiment of each qualified
oil-backout progat by the date of retrement ol
existing plam

(c) In capualizing any cos of capual on a
projeci, the allowance for funds used during
construction raie shall be computed using the cost of
capital used 10 fund the progect

(6) Once the cosis of a qualified oil-backou
project have been recovered, the applicability of the
Oil-Backout Cost Recovery Facior shall ierminaie

(7) Exiraordinary Retirements. Ratemaking
wreatment of the costs of extraordinary reuremeni of
plant equipment associaied with the construcuion of
2 qualified oil-backout project shall be considered
by the Commussion on a case-by-case bass along
with the calculauon of the Oil-Backowt Com
Recovery Facior. Such extraordinary retuirements
shall be identified a1 the ume the utilsty petitions the
Commisson for approval of a qualilying
oil-backout project.
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Spreific Avthority 360.05(1) FS Law [Implemenied (%) “Comservation actices”  rel
360.42(3) FS Hisory —New 2.25.81. Amended )12, (ollowing energy conservation techmques
armerly 25-1 urnace  efficiency  mainiena nd
ANNOTATIONS adjustments.
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Oil-Backout Rule isell prowsdes speeific quaiifications ) Reduction of (hermostat set
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were begun before rule was sdopued or before Comm.. a st
i able 10 act on & pevition for approval, and the wiliy m 2 Gv-l.l.cl. energy use when residence i
begin the project 10 obiain is full benefits. Subsecron ....!:.ll
(INc) has adequaie gusdelines and sandards 1o saleg ard h) Plugging leaks in acics, basemenis
aguinsi arbitrary scvion by Commission. Commisss. s ?d!!l.
application of amended cont recovery locor rule was e (i) Sealing leaks in pipes and ducus,
retroactive rasomaking. Citisens of Swste v. Public Serviee (j) EMcien .I-&-.SE-.
Commission, 448 So. M 1024 (1984). (x) Use of clotheslines instend
ART Il RESIDENTIAL CONSERVATION (1) Cooling symem efficiency mainienance and
e v (10) “Conservation measures” ref the
25-17.051 Definitions. As used in this pan following energy conservation techmiques
The following acronyms apply: (a) Replacement of furnaces or boilers
PSC" or “Commission™ refers the b) Replacement of central air conditioning,
Florida Public Service Commission. (¢) Caulking of windows and/or doors,
DOE" refers 1o the U. §. Depaniment of 10 ilrn.!..q.llllft-i doors
Energy (e) Inmallation of duct or pipe insulation
CS™ refers 10 the Florida Department (N Use of water heater insulation
Agriculture and Consumer Services. (g) Use of heat-reflective, heat gain retarda
CS" refers 10 Residential Conservation and heat-absorbing window or door material
Service. (h) Installation of clock thermosiais
Eligible cusiomer™ means the owner or (i) Inmallation of wall insulation
occupant of a residence who receives a bill for (j) Insallation of ceiling insulation
service from a wility (k) Replacement of furnace burner
New cusiomer” means the owner or (1) Replacemen: of remsiance heat he
occupant of a residence who becomes an cligible  pump or natural gas furnace
cusiomer after the wtility servicing that residence (m) Installation of load managemen: dev
has distributed its initial Program Announcement.  where load managemen: raies are offered
Residence”™ means any mobile home, single (n) Inmallation of wasic heat recove
{amily detached struciure, or unit of 3 mulii-unit  heating sysiems;
siructure, which is occupied as a dwelling. (o) Inseriion of plasuic window panci
“Utility” shall have the same definiion as (p) Installation of siorm or thermal window
appears in section 366.82(1), F.S. (q) Insallation of Moor insulation
Energy conservation asudit” means an (r) Installaion of heat pump or na
energy analysis of a residence in which the wiility  water heaters,
performs a comprehensive onsite evaluation of the Use of
residence in accordance with Rule 25-17.055 and resource 1 tasures
v i i
i ) w0
17.061

).
an energy analysis of a residence in which the wtility (11) “Com-effective” means tha _.unz.l
supplies 10 the cligible cusiomer 2 data collertion q-rll.vnl!-.-e.i._;.rnl! 10y
form which is completed by the cusiomer and, upon by implementation of the conservation measure is
receipt of the completed form the utility analyzes the  greater than or equal 10 the presemt value of the cost

data and submits 10 the cusiomer the resuls of its  of implementing the measure
evaluation. (12) “Siase Plan” means the Florida Resden
Aliernative (walk-through) audit™ means Conservation Service Swie Plan, dated June 3,

energy analysis residence in which a 1981, prepared by the Governor's Energy Office
ualified auditor walks through the residence  and the Commission and submitied 10 the

making extensive observaiions as 10 the physical  Suates Depaniment of Energy.

siructure and components, performs simplified heat 13) “Five-Swar Rating System™ means

gain and heat loss computations, and advises the  simplified summary which expresses audin results

customer of what energy conservation praciices and  with zere 10 five stars denoting the energy efficiency

measures would be feasible 10 implement. of the residence relative 1o the potential 10 improve



FLORIDA PUBLIC SERVICE COMMISSION REPORTER

REPORE THE PLORIDA PUBLIC SERVICE COMMISSION

IN RE: Adopting of Rule 25-17.16,
P.A.C., Oil-Backout Cost Recovery

) DOCKET NO. 810241-EU
)

Pactor. ; ORDER NO. 10363
)

- -

ISSUED: 10-38-81

The following Commissioners partic vated in the disposition
of this matter:

Joseph P. Cresse, (h“airman
Gerald L. Gunter
John R, Marks, Il
Katie Wichols
Susan W, Leisner

ORDER_PROPOSING ROLE AROPTION

BY THE COMMISSION:

Pursuant to the provisions of Sections 120.54 and 366.05(1),
Plorida Statutes, and under the authority of Section 366.82(5)
Plorida Statutes, this Commission, on its own motion, proposes to
adopt Rule 25-17.16, as set forth in Appendix "A" attached
hereto. -~ - -

The attached rule, entitled 0il Back-out Cost Recoverv
Pactor, is proposed under the authority of Section 366.82(5),
Plorida Statutes, 1980 Supplement. That section provides that
reasonable and prudent unreimbursed costs for energy audits,
conservation programs or the implementation of a utility's plan
for meeting the energy conservation goals may be added to the
rates which would otherwise be charged by a utility. The:
attached rule provides for the adding of such costs to rates when
the conservation program employed is the conversion of an
oil-fired generating unit, construction of transmission lines to
import or transfer non-oil-derived electrical energy or other
major supply-side oil conservation measures.

It is therefore,

ORDERED by the Plorida Public Service Commission that Rule
25-17.16, as set forth in Appendix "A", is hereby proposed. It
is further

ORDERED that notice hereof by given in accordance with
Section 120.54, Plorida Statutes. It is further

ORDERED that, if requested by any affected cerson, within
fourteen (14) days after publication of notice hereof in the
Plorida Administrative Weeklv, a public hearing on oroposed Rule
25-17,16 will be held on Monday, Novesber 30, 1981, at 9:30 A M.
in ggg- 106, Pletcher Building, 101 EBast Gaines Street, .
Tallkhgesee, Plorida 32301, If no hearing is reauested, the
cropoddd.-rule will be adopted bv the Commission without further
not.mo,',,--;- ['

By order of the Plorida Public Service Commission, ¢his 30th

day of October, 1981,
4
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25-17.1§'0!L-IACKOUT COST RECOVERY PACTOR
(1) PURPOSE.
(a)‘ The Oil-Backout Cost Recovery Pactor is to be uttilﬁd
for the recovery of costs of implementing any of the !onowlnq. |
supply-side, oil conservation measurer the primary purpose of
which is the economic displacement ol oil generated electricity
and which are to be funded by the cost zavings resulting from the
displacement of oil-fired generation in the near future.
1. Conversion of an existing oil-fired, steam
cycle, genvrating unit to also burn a non-oil
fuel such as coal, coal-oil mixture, coal-water
mixture or any combination of such non-oil
fuels;
2, :ogill.guctlon of transmission lines within
rlo:tdl wvhen the primary purpose of the
cc-ﬁaumcuon of the lines is to increase the
importation or transfer of non-oil derived
'.llcttiell energy on either a H_!m or a
non-firm basis; and

3. At the discretion of the Commisrion, other

- -

major supply-side oil conservation measures
whose primary purpose is the econoamic
displacement of ocil-fired generation in the
State of Plorida.

(b) Under no circumstances shall the Oil-Backout Cost
Recovery Factor be utilized for the recovery of the costs of a
project the primary purpose of which is to serve increased
megawatt demand nor to recover the costs of a new generating unit.

(2) QUALIFICATION PROCEDURES. )

(a) Upon receipt of a petition from a utility, or on the

CODING: Words underlined are additions: words in
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DOCKeT NO. 810241-EU
ORDER NO.: 50333
PAGE: THREE

-

.COllifliON'l‘PUn !pglpn, public hearings shall be held to '
de:orn:n'uhotmr the Oil-Backout Cost Recovery Pactor can be used
to recover the costs of a proposed project. Such determination
shall be based on a llndinq'by the Commigs.on that:

1. The primary purpose of the ' roposed project is the
economic displacement of oil-.ired generation in
the State of FPlorida.

2. Unless waived by the Commission after a showing of
good cause, construction of the proposed project or
group of projects requires a capital expenditure in
excess of fifty (30) million dollars, excluding
allowance for funds used during construction;

3. There is competent and substantial i§i3.¢e- that
there will be a Cumulative Present Vii:o:ot Expected
Net Savings to retazil customers in Plorida within
the first ten (10) years of commercial operation of
the proposed project; and

4. There is competent and ‘substantial evidence_that the
proposed project is the most economical alternative
available.

(b) Por the purpose of subparagraph (2)(a)3., Cumulative
Present Value of Expected Net Savings means: The cumulative
present value of the annual oil/non-oil fuel expense differential

less the projected annual straight line depreciation expense over
the “"used and useful® life of the proposed project, less the

annual incremental cost of capital expense, less the anqnal
oll/noh;oli other operating and maintenance expense différéntial
of the proposed project, less the cost associated with the early
retirement 6! existing plant and the derated capacity. The annual
oil/non-0il fuel expense differential and other operating and

maintenance expense differential used to calculate Cumulative

181
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NOCKET HO. 810241-EU
ORDER NO: 10363
PAGE: FOUR ¢ ®

Present Value of Expected Net Savings shall be derived by computer
simulations o!_tht utility's dispatch with and without the
proposed projcc.t. To the extent practicable, a banded forecast of
oil and non-oil fuel prices and incremental cost of capital shall
be employed to calculate an expected . ase estimate and worst case
estimate of Cumulative Present Value of Expected Net Savings.

(c) The determination of whether “he Oil-Backout Cost
Recovery Factor can be used to recover the costs of a proposed
project shall normally be made by the Commission prior to the
commencement of licensing and construction of the proposed
project, unless waived by the Commission,

(3) COSTS TO BE RECOVERED AND COST RECOVER PROCEDURES.

(a) Upon a detetmination by the Commission that a proposed
oil-backout project has met the conditions of subsection (2), a
utility may be granted the authority by the Commission to recover
the cost of such qualifying oil-backout projoci through an Oil-
Backout Cost Recovery Pactor calculated and applied in conjunction
with the Puel and Purchased Power Cost Recovery Clause. The
revenues to be collected through the Oil-Backout Cost Recovery
Pactor for a qualified oil-backout project shall be the greater
of:

1. Two-thirds of the oil/non-oil fuel expense
differential allociaicd with the qualified oil~
backout project; or ‘

2. The sum of the straight line depreciation expense
over the "used and useful” life of the qualified
oil-backout project, plus the actual cost of capital
for the qualified oil-backout project plus the
oil/non-oil other ocerating and maintenance exvense
ditferuntial~o! the qualified oil-backout project

which would normally be included in base rates.
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(b) No costs of a qualified ou-b.ukoue project that are
reflected in the base rates of utility shall be recovered
through the Oil-Backout Cost Recovery Pactor.

(e) The Oil-Backout Cost Recovery Factor applicable to a
qualified oil-backout project shall be est.mated every six months
in conjunction with the Puel and Purchase’ Power Cost Recovery
Clause, commencing with the first six-month »eriod in which the
qualified oil-backout project is placed into comsercial service.
The estimate shall be based on the most current projections of oil
and non-oil fuel prices, other operation and maintenance ubonu-.
and kilowatt-hour sales and on the actual cost of capital for the
qualified oil-backout project. A truc;w l‘jﬂltﬂ'nt, with
interest, shall be made at the end of each six-month period to
reconcile differences between estimated and actual data.

(4) ACCOUNTING. ; 1

(a) All revenues derived through the Oil-Backout Cost
Recovery Factor shall be applied solely to the cost of the
qualified ocil-backout project. Separate lub.lccounn shall be
established for each qualified cil-backout project for:

1. Account number 107, construction work in progress;
Account number 108, reserve for depryciation;
Account number 101, electric plant in-service;

. Account number 201, common stock:

2

3

L}

S. Account number 204, preferred stock;

6. Account number 207, other paid in capital;

7 Account number 215, appropriated retained earnings;

8. Account number 216, unappropriated retained
earnings;

- 9. Account number 221, long-term debt;

10. Account number 231, notes pavable; and

11. Account number 232, accounts payable.

CODING: Words underlined are additions; words in
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(b) Each qualified oil-backout project shall be separately
idegwifisd to permit application of appropriate capital recovery
schedules. Associated plant and reserve activity, balanicl, and
the capital recovery schedule expenses shall be maintained as side
records. The recovery schedule shall de designed to recover the
investment of each qualified oll-bac)aut project by the date of
retirement of existing plant. Allowanc» for funds used during
construction for a qualified oll-backout project shall be computed
using the actual cost of capital incurred to construct the
project.

(5) Once the costs of a qualified oll-backout project have
been recovered, the lpplteabt}iti of the Oil-backout Cost Recovery
Factor shall terminate.

(6) ;I?RAORDIRARY RETIREMENTS .

Ratemaking treatment of the costs of extraordinary
retirement of plant equipment associated with the construction of
a gualified ocil-backout project other than those specified in
subsection (3) shall be considered by the Commission on a
case-by-case basis along with the calculation of the Oil-Rackout
Cost Recovery Pactor. Such extraordinary retirements shall be
identified at the time the utility petitions che Commission for
approval of a aqualifying ocil-backout project.

Specific Authority: §366.05(1)
Law Implemented: §366.82(5)

Aistory: New

CNDIMNG: wWords underlined are addi-ions: words in
struck-cresgh type are deletions from existing law.
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DOCEET PO #10241-80
ORDPER BO. 109354
l 188980 1-29-02

The fellowing Commisaieners participeted La the dispesition of
satter:

ia Re: Adopties of Rule 28-1).14, )
w.. otl-Sachout Cost Reveve.Yy !
1 4

m P. Cresee, Chairmea
Joha B. Merke, it
Batie Gishels
susan ¥, Leicae:

s t
pecouant te the of Sostien 120,54, Plocids Statmt and
Wader Uhe Sethority of Sostions 350.137(3) aad 366.83(3); Fletide
Satmses. 1a Oeder ”"’LE'-‘ Ostober 36, 1901, the Commiseies

the rule attached te this Appendiz *a°.

Rale 319-17.16 Lo istended te bs woed by iavestsr-ewaned
elestrie stilitics for the gecovery of cests of isplement
sertais fled m&nﬂ“ osasecvetios ssasures vhieh will

- 4 u& ou-:acl . !"h-m
weld funded savinge cecs ron
i1 oplievencat uhhuu.lla susaat to Sevties

366.02(3), Pioride SRotstes, Lo eeajencties vith the Peel sed
Pacobssed Poves Coet Rocevery Clases.
It ie theveifose

S SNES the Plocide Public Servies Commicoice thet Bule
38-17.16, Plec Mininistzstive Code as reflosted la sttashed
Appondiz *A°, L2 beceby adepted. Lt Lo fucther

ORSERED that Bule 15-17.16, ao thes adopted, be filed wvith the
wnm-nmilmtuumﬂm law end,
m“mowmul of oush filing, that this Gochet be ¢ . It is

“thﬂamm‘dcﬂnhﬁuﬂul-m
Plezida iduinistrative Weekly a8 ceguiced z section 130.34(12)(0),
Flezida . vy o0 of the ive chamges mads to
ths rule as propesed.

By Grder of the FPlerida Publiec Serviee Comwlseien, this I9ud
day of Jasmery, 1902.

, -




In Re: Adephies of lllo 18=17.16, ) DOCEET NO: 01014120
P.A.C., Oll-Basheut Coot Rewevery :

ORDER 5O. 10934

188U 1-29-02

The felleviag Commissienecrs participeted La the dispesition of
ssttet:

Josaph P. Ctesso, Chairmea

Jeha B. Merke, Iif
Satte Wishels
Susea ¥, Leisae:

By the Commissien:
Thie proceading vas initisted on the en-u-us'o ova astien

putonaat ke the rwlluu of Sestion 130.54, Plocida Statstes, ond
sades the smtberiny n ull 380.1237(0) ﬂ 306.81(9), Flecide
Sustutes. h.llu Qeteber 30 1, the Commissies
proposed the edeptica of hlo 17.16, llu‘ll Malatistrative Code.

& 1ie beer ulh rele vae coquested and Meid

'- 1981, i~ ssmbeg of the Gemetal Cosasel's

Oftive. uitul aad ofal m momq the rule were
iscerpecated iate the nonl §ie m haspeT -‘o te
the rule ae propoced a tnui and reflected ia
the rule sttached te uu wu ac.

m.u-u.uumuuwnummm
Mu-uluulnthmduusdl. l.:
-‘xu u-mm-mm-uu 11
'uu\douuuu . l'h--no
u:-d lo-.:thlup'. : uutuun:
goceapl e
m nm. Plerida uauu. ir ssajenetiec -.!"-- PFoel and
Petebessd Pover Cost Resovery ( amse.

It is thevefese

ClSERRD the Plecida Peblie Sciview Commicoien thet Rule
15-17.16, Ples AMdaisistzative Code as reoflosted La satashed
Agpendiz "A°, is Meceby adepted. [t 10 Sustbhers

CRBSRED that BRule 1‘-17.1&” thas adopted, be lllﬂ vith the

Departasat of State te beseme eetive as provided lav and

wpen conpletien of eush filing, that this doshet be ¢ o l; ie

turthet

rm-_m“ .“! a@ m' l.'l‘::‘lgl 4 mm
rule as

By Otéer of the Plorida Publie Servies Comwissiea, this I9e
day of Jesmary, 1981.
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BEPORE THER PLORIDA PUBLIC SERVICE COMNISSION

In Re: Amendment of Rule 25-17.16,

) DOCKET MO. 820257-80 (RP)
P.A.C., Oile-Backout Cost Recovery )

)

)

ORDER NO. 10932

I1SSUED: 6-24-82 06

The folloving Commissioners participated in the disposition of
this matter:

Pactor.

JOSEPE P. CRESSE, CEAIRMAN
GERALD L GONTER
JOEN R. M)1ES, IIX
EATIR H/CHOLS
SUSAN ¥ LEISNER

SROER PROPOSING 4 LE ANENDNENT

BY THE COMMISSION:

Pursuant to the provisions of Section 120,54, Plorida
Statutes, and under the authority of Sections 3%50.127(2), 366.05(1),
and 366.82(5), this Commission, on its own motion, proposes the
adoption of amendments to Rule 25-17.16, PF.A.C., as reflected in
attached Appendix °*A°.

Rule 25-17.16 was originally ordered adopted by the Commission
in Order Wo. 10554, Lssued January 29, 1981. As stated in that
order, the rule *is intended to be used by investor-owned electric
utilities for the recovery of costs of l’lmutu cectain specified
supply-side consecvation measures wvhich vwill economically displace
oil generated electricity.” Recovery is to be accomplished pursuant
to Section 366.82(5), Plorida Statutes, in coajunction with the Puwi
and Purchased Power Cost Recovery Clause.

The Commission proposes to amend paragraph (l)(c) of the rule
to more clearly state that once the Iztlary rpose of a project has
baen determined to be oil-backout, all benefits and all costs
associated with the project should be considered for qualification
for cost recovery pursuant to the rule. The proposed amendment to
paragraph (4)(a) implesents the Commission's desire %o allow
addicional depreciation to be calculated as two-chirds of the net
savings. While the revenue requirements to be recovered by the
utilities pursuant to this methodology is greater than is alloved
currently by the rule, the ultimate cost to the consumer should be
reduced because the project would be paid off faster. Paragraph
(4)(d) would be amended to confory¥ to the latter change.

It is cherefore

ORDERED by the Plorida Public Service Commission that the
amendments to Rule 25-17.16, P.A.C., as reflected in acttached
Appendix °A* are hereby proposed. It is further

ORDERED that notice hereof be given in accordance with Section
120.54, Plorida Statutes. It is further

ORDERED that, if requested by any affected pecrson, within 14
days after publication of notice hereof in the Plorida Administrative
Weekly, & public hearing on the proposed amendments of Rule 25-17.16
shall be held at $:30 A.M., on July 21, 1982, in Room 106, 10l Zast
Gaines Street, Tallahassee, FPlorida. If no hearing is requested, the
proposed anendments may be adopted by the Comaission without further
notice.

3y Order of the Florida Public Service Commission this 24en
cay of June, 1982. ; Y
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DOCKEIT NO. 820257-EU (RP)
OROER ¥O. 1091 ATTACHMENT A
PAGE THO

25-17.16 OIL~BACKOUT COST RECOVERY FACTOR.--

(1) DEPINITIONS.— For the purpose of this rule, the
folloving words and phrases shall bave the following meaning:

(a) “Mon=oil fuel® means coal, natural gas, wood,
combustible refuse, biomass, or any derivatives of such non-oil
fuels.

{(b) “Conversion énc' means costs as determined by the

Commission to be reasonable 2.4 necessary for the conversion of an

eXisting oil-fired, steam cy.'e, generating unit to also burn a
non=oil fuel, a combination of son-oil fuels, or & mon-oil/oil
fucl mixture. Such costs shall include, but not be limited to,
engineering, administrative and legal costs; the cost of
environmental studies and pollution contrel or abatement )
equipsent; non-oil fuel transpertation equipment, unlcading,
processing, ‘storage, preparation, or mizing facilities; refuse
removal or disposal equipment, equipment and facilities necessary
to permit the combustion of nom-oil fuels, the cost of
retro=fitting or refurbishing boilecs to permit the combustion of
non-oil fuels; and the cost of all other facilities reascnable and
necessary to allow the conversion of an existing oil-fired, stean
cycle, generating unit to also burn a non-oll fuel, a combination
of non-oil fuels, or a non-oil/eil fuel mixture, vhether such
costs are incurred before or after the date of initial conversion
of such facility. Such costs shall alse include the reasonable
costs of capital, taxes, and operating and maintenance costs
associated with such conversion, until such costs are recovered as
provided in subsequent sections. '

(e) “Cumulative Present Valus of Expected Net Savinga®
means cumulative present value of the total net savings
annsad-otiinen-eotx-fuei-enpense~-didferentdad associated with

the proposed oil-backout project nclud ut no mited to
1

05786
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THREE

PAGE

annual oil/non-oil fuel expense diffecential less the projacted
annual straight line depreciation expense over the "used and
useful® 1ife of the proposed project; less the annual incremental
cost of capital expense associated with the proposed project; less
the annual cil/mon-oil tax expenss associated vith the proposed
project; less the annual oil/non-0il operating and maintenance
expense diffecential, exclusive of fuel expense, of the proposed
project; less the differentis. cost associated vith the early
retirement of existing plani and the derated capacity, if any;
less any other costs incurred 'pecifically as a result of the
proposed oil-backout project, Plus say other benefits specifically
sonferced as a result of the proposed oi) backoyt prolect whether
such costs of benefits are incurred before or after the commercial
in-service date of the proposed project.

(2) PURPOSE.

(a) The - l-Backout Cost Mun Pactor is to be utilized
for the recovery of costs of implementing any of the following
supply-side, oil conservation measures the primary purpose of
vhich is the economic displacement of oil generated electricity in
Plorida and which are to be funded by the cost savings™ resulting
from the displacement of oil-fired generation in the near futurs.

1. CONVERSION COST.-— Conversion of an existing
oil=fired, steam cycle, generating unit to also
burn a non-oil fuel, & combination of non-oil
fuels, or a non-oil/oil fuel mixture. To the
extent technological’y practicable and coast-
effective, provisions for future economic fuel
witolﬁ.m and multi-fuel firing capability shall
be made in order for such a conversion project to
qualify for cost recovery through the Oil-Backout

Cost Recovery Factor.

0578¢G
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ORDER NO. 10932
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2. TRANSNISSION LINE CONSTROUCTION COST.--

Construction of transmission lines including any

- telated land and land crights, substations, and
support electrical equipment, vithin Plorida when
the primary purpose of the construction of the
lines is to increase the importation or transfer
of non-oil < ctived electrical enecgy on either a
firm or a non-firm basis.

3. At the discr.“ion of the Commission, other major
supply=-side oil conservation measures vhose
primacy purpose is the economic displacement of
eil=fired gensczation in the State of n..orun.

{b) The Oil-Backout Cost Recovery Pactor shall not be used
for either the recovery of the costs of & project the primary
purpose of which is to serve increased megavatt demand or for the
recovery of the costs of a nev generating aunit.

(3) QUALIPICATION PROCEDURES.

(a) Upon receipt of a petition from a utility, or on the
Commission's own motion, public hearing shall be held to determine
whether to authorize a proposed project and vhether the
Oil-Backout Cost Recovery Pactor may be used to recover the costs
of the project. 8Such determination shall be based con a finding by
the Commission that:

1. The prisary purpose of the proposed project is
the economic displacement of oll-fired generation
in the State of Plorida;

2. It has been shown hy a preponderance of the
evidence that there will be a Cumulative Present
Value of Expected Net Savings to retail customers
in rlorida within the first ten (10) years of

commercial operation of the proposed project; and

05786
6/21/82
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3. It has been shown by a prepondecance of the
evidence that a proposed project is the most
economical alternative available.

{(b) The annual oil/non-0il fuel ezpense differential used
te. caloulate Cumulative Present Value of Expected Net Savings
should, if practicable, be derived by computer simulations of the
utility's dispatch wun'm vithout the proposed project. To the
extent practicable, a banded forecast of oil and non-0il fuel
prices and incremental cos! of capital sball be employed to
calculate an expected case e imate and vorst case estimate of
Cumulative Present Value of BExpsuted Het Bavings. The present
value discount rate shall be based on the utility's p:oj,cna
incremental after-taz cost of capital for the proposed oil-
uciout prqsut.

{a) The determination of vhether the Oil-Backout Cost
Recovery Pactor is to be used to recover the costs of & proposed
project shall normally be made by the Commission prior to or in
conjunction with licensing and prior to construction of the pro-
posed project, unless waived by the Commission. "

(4) COSTS TO BE RECOVERED AND COST RECOVERY PROCEDURES.

(a) Opon a determination by the Commission that a proposed
oll-backout project has met the conditions of subsecticns (2) and
(3), a utility may be granted the authority by the Commission to
recover the cost of such qualifying eil-backout project through an
Oil-Backout Cost Recovery Pactor calculated and applied in
conjunction with the Puel and Purchasyd Power Cost Recovery
Clause. The revenues to be collected through the Oil-Backout Cost
Recovery Pactor for & qualified oil-backout project shall be the
TEsases—ofr

iv Wve—thidde-ed-the~otifnon-osii-fuei-enpense
défferontiai-assnsiated-—vitn-the-quatified-

05786
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PAGE SIX
ebi-boohous-pesieeny—o
v ®he sus of the straight line depreciation
- expense over the *used and useful® life of the

Gualified oil-backout project, plus the cost of
capital for the qualified oil-backout projoct,‘_
plus the actual tax expense of the qualified
eil-backout | "oject, plus the oil/non=-oil
operating and maintenance expense differential of
the qualifiec oil-backout project which would
normally be included in base rates plus
Svo=thirds of the sctual net savings sssociated
¥ish the project (if positive) to be appiied as
additional depreciation,

(b) Mo costs of a qualified ofl-backout project that are
reflected in the base rates of utility shsll be recovered through
the Oil-Backout Cost Recovery Pactor. '

(<) OUpon full depreciation of the qualified oil-backout
projsct, cost recovery pursuant to 25-17.15(4)(a)l. shall
terminate and only the actual oil/non-oil operating and
maintenance expense differential, exclusive of fuel expense, of
the qualified oil-backout project which would normally be included
in base rates shall be recovered through tte Oil-Backout Cost
Recovery Factor uatil such tiZe as these costa are included in the
base rates of the utility.

(d) Once approved by the Commission, the costs of a
qualified ocil~-backout project shal. continue to be recovered
through the Oil-Backout Cost loconér Pactor until such time as
they are included in the base rates of the utility. Normally, the
remaining unrecovered costs of the qualified oil-backout project
shall be rolled into the utility's base rates without altering the
depreciation periocd at the utility's next rate base filieg and

05786
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cost recovery for the qualified oil-backout project through the
Oil-Backout Cost Recovery Pactor shall terminate at the time the
nev rates are placed into effect. To the extent, bowever, that
two-thirds of the sctual net savings eéisnen—eti-fuei-enpense
ciu«mm associated with the qualified oil-backout project
in any sixz-month period exceeds those costs rolled imto base
rates, these additiomal .umul shall continue to be collected
through the Oil-Backout Cbs* Recovery Factor and applied toward
the accelerated recovery of .he investment cost of the qualified
oil-backout project until «'ah time as the iavestment is fully
repaid.

(e) The Oil-Backout Cost Recovery PFactor applicable to a
qualified oil-backout project shall be estimated every l'll months
in .coajmuon vith the Puel and Purchased Power Cost Recovery
Clause, commencing with the first siz-month period ia which the
Mutu ou-l_buult project is placed into commercial secvice.
The estimate shall be based on the most current projections of oil
and non-oil fuel prices, other operation and maintenance expaenses,
tazes, and- kilovatt-hour sales and on the actual cost of capital
for the qualified oil~backout project. A true-up adjustment, with
interest, shall be made at the end of each six-month period to
reconcile differences between estimated and actual data.

(£) CUpon a showing by a prepondezance of the evidence, the
Commission, in order to preserve the fipancial integrity of a
utility, may authorize the commencement of recovery through tbhe
Oil-Backout Cost Recovery Pactor prior to the placement inte
commercial service of -an approved roject.

(5) ACCOUNTING.

(a) All revenues derived through the Oil-Backout Cost
Recovery Pactor shall be applied solely to the cost of the
qualified oil-backout project. Separate subaccounts shall be

05786
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established to specifically identify amounts applicable to each
qualified oil-backout project to record:
P The cost of coastruction;

. The plant in-service cost;

' > The depreciation of the plant when it is placed into
sarvice) t

4. The capital ueed to fund the construction of the

. project; ‘

5. The eperation "nd maintenance expenses pecrtaining to

each project; anc

6. The tax expense pertaining to each project.

(b) Bach qualified oil-backout project shall be separately
identified to permit application of appropriate capital recovery
schedules. Associated plant and reserve activity, balances, and
the oapttui recovery schedule expenses shall be maintained as side
records. The recovery schedule shall be designed to recover the
investment of each qualified oil-backout project by the date o:f
retizement of existing plant.

(e) 1In capitalizing any cost of capital on a project, the
allowance for funds used during coastruction rate llufl. be
computed using the cost of capital used to fund the project.

(6) Onca the costs of a qualified oil-backout project have
been cecovered, the applicability of the Oil-Backout Cost Recovery
Pactor shall terminate.

(7) u'l‘nm:mr RETIREMENTS. Ratemaking treataent of
the costs of extraordinary retiremert of plant equipment
" associated with the constructien of’ a-'quuu-d oil-backout
project shall be considered by the Commission on a case-by-case
basis along with the calculation of the Oil-Backout Cost Recovery
Pactor. Such extraordinary retirements shall be identified at the

time the utility petitions the Commission for approval of a

0578G
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qualifying oil-backout project.
specific Authority: 266.05(1)
Lav Implemented: 366.82(3)
gistory: MNew 2-25-82; amended
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In re: ) DOCRE?
=17.16, .a.c.. od‘%‘-m ) "--
Recovery Pace®l ; . ORDER WO. 13188 /
- ) 1850 " yeaasog2

The following Commissioners participsted in the disposition of
this matter:

Jesaph P. T asse, Chairmen
Gerald L. Guater

This preocesding was initisted on the Commission's owvn motion
pursuant t9 the provisiens of Seetien 120. Flerida Statutes,
and under the sutbority of Sectiems 350.137(3), 366.08(1), asé
:I“.l:lll. nnua Statutes. I Order Me. 10932, issved Jine 24,

1983 séoption of amendments to Rule
zs-ﬁ.u. Plorids - o 0 i i Code.

Rule 25-17.16 vas otigisally erdered adopted by the “ommission
in Opder Fo. 10554, issued Jansary 29, 1982. As stated in that
Crder, the rule "is intended to be used by investor-owmed electric
L.41ities for the recovery of costs of implementing certains
specified supply-side conservation measures which will
economically displace oil generated electricity.®' Recovery is to
be sccomplished pursuant to Sectiom )66.82(S5), Plorida Statutes,
gmmtudummmnMthm

[3-11 1%

Is Order Wo. 10932, the Commission proposed to amend paragrar-
(1)(e) of the rule te Bore clearly state that once the prisary
purpose of & project has been determined to be oil-backout, all
benefits and all coets associated with the project should be
considered for qualification for eest recovery pursuant to the
rule. The proposed smendment o Parser (4)(a) implements the
Commission's desire to allow sdditieoma) {iation to be
calculated as two~thirds of the met savings. While the revenue
requirensents to be recovered by the utilities pursuant to this
sethodology is grester than is allowed currently by the nlc.
uitimate cost to the consumer should be reduced because the
project would be paid off faster. Paragraph (4)(d) would be
asmended to conform to the latter change.

A public hearing was held on the proposed rule amendments on

{ 21, 1982, before the full Commission. Rule 25-17.16, as
reflected in Appendixz °“A°, contains minor changes resulting from
suggestions made at the public hearing.

It is therefore,

ORDERED by the FPlorida Public Service Commission that the
amendmants to Rule 25-17.16, Fleorida Administrative Code, os
reflected in Appendix °*A* uumd hereto, are hersby .dopud. {3
is further

ORDERED thet Rule 25=-17.16, ss thus amended, be filed with the
Departsent of State to become effective as provided by lav, anéd
upon completiom of such filing, that this docket be closed. It is
further



Docket Fo. 820257-E0

.Order No.
2 11108

ORDERED that a statement of changes be published ia the
Plorida Administrative Weekly as required Section
120.54(12)(b), Plorida Statutes, giving notice of the changes made
to the rule as propesed.

' aay 7] SEder of the Florida Puslie Servies Commission this 23zd

Seprember, 19012,
L4

Commission Clerk
(SBAL)
as

CONNISSIONER MARKS dissents.
DISSENT BY CONNISSIONER LEISNER:

}'ul rule n:‘zo:“u-ﬂ-:. Jl.utgu. -u“mu. amended or

4 tesul t qualification of an ou
‘: eet will ne leager be determined selely oa the basis
of onun fuel savinge (and thas cest savings) fer the
cetepayer. I believe that this substantial change u aanecessary
in terms of enbancing incentives to decrease Plorida's dependence
on oil fired generation, and unfair im its treatment of passing on
increased accelerated cost recevery to the ratepaysr.

Ducring the preagenda discussion of this nev direction, several
commissioners raised issues that appeared to u-qu for a rewvording
ef the Rule. Por the most part, the majority of the commissioners
all that the existing Rule 4id net say vhat they wvanted it to
say the first plaece. mt 444 these commissionetrs really mesn
to say? Appareantly, the actions of the msjority indicate that
vhat wvas unanimoualy approved at one time wvas not the essence of
vhat these commissioners wvamted to convey. The real source of
their confusion was that the majority of,the commissioners felt
that the previcus rule's cemplete reliance on unadjusted fuel
savings was simply met vhat the commissioners meant vhen they
decided on qualificastion and recovery criteria. Other stated
reasons for change wvere that the existiang Rule did mot provide
enough Lincentives to the electric utility compeny and that it is
inappropriste to qualify a project on ome basis and allov recovery
wt:c basis. Several of the approved changes support this

usion.

Before its sodification, the 011 Backout Cost Recovery Pactor
wvas structured so that estimated fuel savings would determine the
fate of an eil backout project. Since the purpose of such &
project is te save fusl and dollars and not to defer capacity.,
this reasoning vas appropriate and proper. In its nev 3ode, the
011 Backout Cost Recovery Factor is only loosaly tied to fuel
savings. 1Instead, the Rule has been medified so that the
commission will !". equal veight to defered capacity and fuel
savinga vhen dec h! whether or not a project is appropriately
termed "oil backout.® The practical result {s that supply side
consecrvation measures currently disallowed ia the Conservetion
Cost Recovery Pactor ®ay be allowed in the 011 Backout Cost
Recovery Factor. This reversal of policy is net in the public
interest. That eil backout becomes supply side conservation is
endeniable vhen deferred capacity (s part of the qualification
eriteria.
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To some extent, there is a legitimeste esoncern that Plerida's
stilities are too heavily mertyaged into the future. Bowever, the
ansver to this dilemma is met the accelersted recovery of
guestionable projects, rather it is the proper recovery of
legitimate projects through the rate making process. us, all
benefits (vhich ineclode deferred capacity savings) should not be
used to caleulate net savings for oil backout trestment, since
£his type of data obscures the primary purpose of the project and
the original rule.

However, the majority of the commissioners have agreed to do
precisely this == that {8, imel.d¢ all benefits inm the recovery
anéd the gqualifications stages. The resuit is that the ratepayers
of Plorida may pay for an il backout project vhose primary
purpose is not really the backcat of oil. 1n addition, the impact
of the construction savings ove:.onsideration allows the situation
te arise wvhere the utility is gra.ted an accelerated recovery om
one project because it did met enga®e ir another construction
projeet. Por ezample, & transimission lime will defer ecapacity as
vell as displace oil. Rov suppose for the moment that all of the
fuel savings were to disappear. OUnder the majority’'s plan as
emcbodied in the Rule changes, the affected utility weuld continue
to be eligible for acecelerated recovery.

At present it is met rnuh to determine vhether cha in
the oil/substitute fuel differential will occur ever the life of a
project. Bowever, one thing is certain. The price of oil does
npot always increase and the prices of substitutes do not remals
the same or decrease. Thus, accelerating the capital repayment at
the expense of the ratepayers places a dispropertionste burdea on
these ratepayers and forces ther to assume additional risks, a
tremendous price to pay for additicnal incentives that are clearly
not needed. These nev incentives are obviously luom.:ﬂ
because immediately after the o0ld rule was adopted two u icy
companies filed for capital recovery under that rule. Thus, it
appears that the utilities themselves considered the old rule
sufficiently generous to encourage oil backout efforts.

While it may be appropriate for the commission to allov some
sobjectiviey in their deliberations as to qualification and
recovery of oil backout projects, I believe that the majority of

.the commission has overstepped the reasonable precautions that are

necessary to protect the proper level of commission flexibility.
Thus, the injustice done to the ratepayers by enacting the nev
rule is twofold. Pirst, they may be forced into paying for the
accelerated cost of an oil backout project wvhen no fuel savings
benefits are actually realized. JAnd secondly, ratepayers will
most certainly be paying more i{ncentive do'lars to the ntilicy
companies than even they themselves asked for.
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25-17.16 OIL-BACEOUT COST RECOVERY FACTOR.--

(1) DEFINITIONS.-= PFor the purpose of this rule, the
folloving werds and phrases shall have the follovimg meaning:

(a) "Nem-eil fuel” mesns coal, natural gas, veed, cosbustible
refuse, biomass, or say derivatives of such sea-eil fuels.
~ (b) "Conversiem Cost” means costs as determined by the
Coanissicn to be reasonable and necessary for the cenversioca of aa
existing oil-fired, steas cycle, gemsratiag umit to alse burm »
nos-oil fuel, a cosbination of mem~ il fuels, eor a mem-oil/oil
fuel mixture. Such costs shall in lude, but met be limited te,
engineering, administrative and legs. costs; the cest of
nvtrﬁncnu: studies and pollutiea control er abateseat
equipuent; non~eil fuel tramspertation equipseant, ualocading,
prunuﬁ. n-ruc'. .rop'-nllu! or sizing facilities; refuse
resoval or dispesa , equipseat, equipsent and !ulﬁttu Recessary
to permit the cosbustion of nen-oil fuels, the cest of
retro-fitting or refurbishiag beilers to permit the cosbustion of
noa-oil fuels; sad the cost of all ether facilities reascaable and
recessary to allov the comversion of an existing oil-fired, steaa
cyele, hn;ntl.n unit te alse burm a nea-oil fuel, a combinatien
of mon-oil fuels, or & sca-eil/eil fuel mizture, vhetber such
costs are incurred before or after the date ol initial cemversiocn

of such facilicty. Such cests shall slse include the reasomable

cests of capital, taxes, and operating and maintenance costs

associated with such conversiom, umtil such costs are recovered as

provided in subsequent sectieas.
(e) "Cusulative Pr-uou: Value of Expected Net Savings” seans

cusulative preseat value of the total met savings

sanual-obllnou-oil-i-ol--ipcn;.-dillnrcltill associated vith the

proposed oil-backout project, including but not limited te annual
oil/non-oil fue! expense differential less the projected snnual
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straight line depreciation expense over the "used and useful™ life
of the proposed project; less the snaual imcresental cest of
capital exzpense associated with the prepesed project; less the
annual eil/mon~oil tax expense differential assecisted vith the
proposed project; less the amnsual oil/mea-eil eperatimg and
mgintenance expense differential, exclusive of fuel expense, of
the propesed project; less the differeatisl cost associated with
the early retireseat of exist!™g plant and the derated capacity,
if any; less any other cests iucurred specifically as s result of
the propesed oll-backout proje-t, plus amy other benefits
specifically conferre it 58 backou
project wvhether such costs or benefits are lamcurred before eor
after the commercial in-service dste of the proposed project.

(2) PumposE.

(a) The Oil-Backout Cost p.nnn Pacter is te be utilized
for the recovery of coests of implementiag anmy of the following
supply-side, oil comservation measures the prisary purpese of
which is the economic displacwsent ef -'n generated electricity in
Florida and which are to be funded i3 the sanser set forth in
subsectijon (4) below by-the-eest-savings-resuiting-fron-the
disphacencat-ef~obti-fired-gensration-ia-tho-necar-future.

‘ 1. CONVERSION COST.-- Coaversioa of an existing

eil-fired, steas cycle, gensrating umit to alse bura
a nom-oil fuel, a combination of non-eoil fuels, or a
nsos-eil/eil fuel mixturs. Te the esxteat
techoologically practicable and cost-
o!!tc:tv;. provisicns l;r future economic fusl
switching and multi-fuel firing capability shall be
made in order for such s conversion project to
qualify for cost recovery through the 0il-Backout
Cost Recovery Factor.

2. TIA!SHISSIOIlLIII CONSTRUCTION COST.-- Comstruction

2
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of cransmission limes including amy related laand and
land rights, substations, aad suppert electrical
equipsent, withia Plerida vhes the prisary purpese
of the comstruction of the lines i3 te imcrease the
importation or traasfer of mes-oil derived
electrical emergy om either a firm or a nen-firs
basis.
At the discretien <i the Commissien, other major
supply=side ell cu“servation msasures -l.o'n prisary
purpese is the scessaic displscement of eil-fired
gessration in the State of Flerida.

The Oll-Backout Cost Recevery Factor shall met be used
for esither the recovery of the cests of a project the prismary
purpese of which {3 te serve iacreased segavatt demand or for the
recovery of the costs of a Bew geseratiag -“:.

(3) QUALIFICATION PROCEDURES.

Upon receipt of a petitien from a utility, er ea the
Commission's own metion, public beariag shall be held to determine
vhether to sutheorisze a prepesed project aad vhetder the
Otl-luko'it Cost Recovery Facter aay be used te recover the costs

- of the project. Such “toﬂlut;l- shall be based on s finding by
the Commissien that: '

1.

3.

The prisary purpose of the propesed project is the
econoaic displacement of oil-fired gemsratioa in the
State of Flerids;

It has been showm by 2 prependerance of the evideacs
that thers wvill be a pesitive Cusulative Preseat
Value of Expected Net Savings to retail custosers ia
Florida within the £irst tes (10) years eof
coamercial eoperatieos of the proposed project; aad

It bas been showm by a preponderance of the evidence

3
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that » propesed preject is the sest
economical altermative available.

(b) The amnual oil/nen-eil fuel expemse differential used te
calculste Cumulative Preseat Value of Expected Net Savings should,
if practicable, be derived by computer sisulatioms of the
utilicty's dispateh vith and vithout the prepesed preject. To the
;nnt practicable, a banded forscast of oll and men-eil fuel
prices and incremental cost of capital shall be empleyed te
calculate an expected case c timate and werst case estimste of
Ctm}huu Present Value ei Uxzpected Net Savings. The presest
value discount rete shall be .ased on the wtility's projected
iscresental nltu:-_m cost ef capital fer the propesed oil-
backout preject.

(¢) The detetuination of wvhether the Oil-Backeut Cost
Recovery Factor is to be used to Tecover the costs of s proposed
project shall mormally be made by the Commission prier teo eor ia
conjunction with uu.uan and prier te comstruction of the pre-
posed preject, unless waived by the Comaissien.

(4) COSTS TO BE RECOVERED AND COST RECOVERY PROCEDURES.

(a) ‘U;ol a determinatiea by the Comsission that a proposed

. oil-backout project has met the 'eudsum of subsections (1) and

(3), a utility may be granted the suthority by the Commission te

. itcor-r the cost of such qualifying oil-backout project through an

0il-Dackout Cost Recovery Factor calculated and applied in
conjunction with the Fuel ln; Purchased Power Cost Recovery
cz-uQ.. The revenues to be ¢ollo¢tu’ through the 0Oil-Backout Cost
Recovery Factor for a qualified cil-backout preject zhall be the
greater-eof«
v Two-thirds-ef-the-eii/nen-eii-fuei-expense
differenttai-assecioted-wirth-the-qualtified

oti-bachout~preojecet-or

05786
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i The sum of the straight line deprecistien expense
over the "used and useful™ life of the qualified
oll-backeut preject, plus the cost of capital fer
the qualified eoll-backout project, plus the sctual
taz expense of the qualified eil-backout preject,
plus the eil/men-eil operating and saistenance
expense differential of the qualified eil-backout
project whic. would mermally be iacluded 13 base
rates plus "we-thirds of the sctusl met ssvisgs
assecisted wi'h the project (if pesitive) te be
applied as tforal tion.

(b) - No costs of s qualified oil-backout project that are
reflected in the base rates of utility shall be recoversed through
the Otl-Dackout Cost Recovery Pacter. ‘

() Upes full deprecistien of the quslifisd ofl-backeut
project, cost Tecovery pursuaat te 25-17.15(4)(a)l. shall
terainate and oaly the actual oll/mon-eil eperating and
saintenance expease differeatial, exclusive of fuel expense, of
the qualified oil-backeut preject which weuld normally be iacluded
in base ét:ns shall be recovered through the 0il1-Backeut Cost

- Recovery Factor until such tise as these costs are imcluded in the
base rates of the utilicy. | '

. ‘(d) Once approved by the Commission, the costs of a qualified
oil-backout project shall cemtimus te be recovered through the
Oil-Backout Cost Recovery P;nn until such time as they are
Lxll;d“ in the base rates of the uti{lity. " Normally, the
resaining usrecoversd costs of the qualified oil-backout project
shall be rolled imto the utilicty's base ractes without alteriag the
depreciation period at the utility's mext rate base filing aad
cost recovery for the qualified oil~-backoutr project through the

Oil-Backout Cost Recovery Factor shall tersinate at the time the

H
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sev rates are placed imto effect. To the extent, however, that
tvo-thirds of the sctusl net ssvings edi/nen-eii-tuei-expense
difforeontial associsted with the qualified eil-bachout project
in any siz-sonth period exceeds those costs rolled inte base
rates, these additionmal ‘reveaues shall ceatinue to be collected
through the Oil-Backout Coest Recovery Pacter and applied toward
the sccelerated recovery of the imvestment cost of the qualified
eil-backout project unstil .uch time as the imvestment is fully
repaid. .

(e) The Oil-Backout Ce.t Recovery Facter applicable to s
qualified oil-backout project *ha1l be estisated every sixz senths
ia conjunction with the Fuel and Purchased Power Cost l.ounn
Clause, commencing with the first siz-senth peried ia which the
qualified oil-backout preject is placed iate commercial service.
The estisate shall be based oo the sest curreat prejectisas of oil
and mom-oil fu' . prices, othn} operation and maintemance expenses,
taxes, &nd kilowatt-bour sales and ea the actual cest of capital
for the qualified oll-backout preject. A true-up adjustment, withk
interest, shall be sade st the end of each siz-senth peried te
t'toltll; differences betveen estisated and actual data

(£) Upon a showing by a prepoaderance of the evideace, the
Commission, in erder to preserve the financial integrity of a
;uuty. may authorize the coasencemsent of Tecovery ihreuh the
Oil-Backout Cost Recovery Facter prier to the placemeat inte
comsercial service of an approved preject.

(5) ACCOUNTING. ) .

(a) All revenues derived through the Oil-Backout Cost
Recovery Facter shall be applied solely to the cost of the
qualified oil-backout project. Separate subsccounts shall be
established to specifically identify amounts aspplicable to each
qualified oil-backoutl project to record:
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1. The cest of comstructien; e

1. The plant im-service cest;

3. The depreciation of the plant vhen It is placed iato
service;

4. The capital used to fund cthe coastruction of the
preject; ]

§. The eperation snd saintesance expenses pertaining te

) each project: and

6. The taz expenis pertaianing te sach pnj;n.

_(b) Bach qualified oi.-backout preject shall be separately
ideatified to permit application of appropriate capital recovery
schedules. Associated plant and reserve sctivity, balamces, and
the capital recovery schedule expenses shall be saintalned as side
records. The recovery schedule shall de designed to recever the
investmeat of ssch qualifisd eil-backeut project by the date of
retirvement of existing pun.' .

(e) Ia cspitaliziag any cost of capital ea a project, the
allowance for fuads used durimg cemstructiem rate shall be
computed !.lllll the cost of capital used to fund the preject.

¢6) Once the costs of a qualified oil-backout project bave

* beea recovered, the applicabilicy of the Oil-Backout Cost Recovery

Facter shall tersinsate.

. (7) EXTRAORDINARY RETIREMENTS. Ratesaking treatsent of
the costs of extraordisary retiresenc of plaat equipment
uu:uaud vith the comstruction of a qualified oil-dackout
project shall be considered by the Commission om a case-by-case
basis along with the calculation of ‘th Oil-Backout Cost Recovery
Factor. Such extraordinary retiresents shall be identified at the
time che utility petitions the Commission for approval of a
qualifying oil-backout project.

Specific Autherity: 366.05(1)
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History: MNew 3-25-81; smended
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BEPORE THE PLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Plorida Power &) DOCKET NO. B20155-EU(IN)
Light Company for approval of an ) ORDER MO, 1
0il Backout Recovery Pactor. ) 18sUED: €/17/82

}

ORDER_AUTHORIZING INTERVENTION
BY THE COMMISSION:

By Petition dated June 14, 1982, Florida Industrial Power
Users Group (FPIPUG) requested permission to intervene in this
proceeding. Having reviewed the potition, we f£ind that it should
be granted., Therefore, it is ;

ORDERED by the Florida Public Service Commission that the
Petition to Intervene filed by Florida Industrial Power Users
Group be and the same is hereby granted. It is further

ORDERED that all parties to this proceeding shall furnish
copies of all testimony, exhibits, pleadings und other documents
that are filed in this proceeding, to John W. McWhirter, Jr.,
Esg., P. O. Box 1350, Tampa, FL 31601.

By Order of the Plorida Public Service Commission, this
17th day of June, 1982,

({ SEAL)



BEFORE TEE PLORIDA PUBLIC SERVICE COMNISSION

ocTs
In re: Pecicion of Plorida ) DOCKET MO. §20155-80

Pover & Lighc Cospany for ) ORDER MO. 11217 RATE OLPT.

approval co recover the cost of) 1880%D: 10=1-82
ica 500 KV cransaissioa project)
chrough an oil backoue uunn)

facsog,

The folloving COmMiSE‘onecs mnnnu‘ in che disposicion
of cthis maccer:

JOSEPE I. CRESSE, Chairman
- EATIE NI.TOLS

APPEARANCES: Macchevw N. Childs and Johs Bucler, of che
fizrm Steel, Nedtor anc Davis, 1400 S.B. Picsc
Bational Bank ll.".. Niami, FL 33131, on behalf
of Plocida Pover & Light Company.

m A. MeGlochlin, of che firm Lavson,
zcer and Grandoff, P. 0. Dox 1350,
Tampa, FL 33601, on bebalf of rlorida
Induscrial Pover Usecrs Group.

“tephen P Dickens ui ltcanx
ou. 02 n e eolnuh .
Tallahassee, ML 33:01.
on b-uu of th. cuum of che Scace of
Plorida.

hﬂl. 'l "'u‘ . lﬂl '. Gllll.l 'go'
21%?10!“. PL 32301, on bebalf of cthe Commission
. -

William S. Bilenky, General Counsel and Kachleen
Villacorta, 101 B. Gaines Streec, Tallahasses,
PL 32301, as advisers co che Commissionecs.

LIZAL ORDER
BY TEE COMMISSION

8y & pecition filed on March 30, 1982, rlorida Pover &
Lighc Company (heceinafcer FPL) sought approval of an Oil Bacxouc
Cost Recovery Faccor to recover che cost of ics proposed 300 KV
cC&nsm1SSLON line project.

“he 0il Backouc Cost Recovery Pacctor Rule, Rule 25-i7.l6,
Fla. Admin. Code, (heceinafcer ceferred co as che Rule) wvas
adopted by che Commission on January 29. 1582. The Rule :s
incended co allow che tizely recovery of che cosc of implemenc:ng
supply side consecvacion projects whose pPriRAry purpose Ls the
sconomic displacement of o1l generaced electricity.

T0 qualify for cecovery under che Rule, a project zuasc =eec
chcee cescs:

1) The primacy purpose of the project musc be che economic
displacenmenc of o1l [(Rule 25-17.16(3)(a)(l), Frla. Admin. Cadel;
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1) Thece must be a cusulacive presenc value of expected ‘et
8aVings tO ratepayecs vichin che firsc cen years of commercial
gm?ucn of che projece (Rule 25-17.16(3)(a)(2), Pla. Admin.

!

1) The project 2usc be the most ecomomical alternacive
available [(Rule 2%-17.16(3)(a)(d) Pla. Admin. Code].

The Rule also provides chat unless waived by the
Commission, a project susc be ‘ified under che Rule before
consccuction begins (Rule 25-17.l¢’3)(e), ria. Admin, Code|. As
XL began conscruccion defore che Rule wvas adopted, che 1ssue of
vheches & vaiver should be granced is present in this case.

Pinally, the Rule allowvs the Commission to auchorige
commencenenc of cost umuI chrough an 01l Backouc Recovery
Pactos before & project is placed in commercial service if
necessary o presecve the financial incegrity of a ucilicy (Rule
28-17.16(4)(2), Pla. Admin. Code)., In ics pecition, PPL sought
chis auchorizacion. Howvever, in Order Mo. 10819, che Commission
limiced the scope of this dockec to the issue of qualificacion of
che project under che Rule and cransferred the issue of wvhecher co
allow FPL co commence COSt cecovery cthrough cthe Clause befoce
commercial operacion of che project, to the Company's pending zace
case, Dockec No. §20097-20.

The parcies in cthis dockec include che Company, che
Commission Staff, Public Counsel and che Plorida Induscrial Pover
Users Group (PIPUG). Duly nociced hearings were held oa June 17,
June 18, July 30, and Augusc J, 1982.

As propossd by che Company, cthe cransmission line projec:
consiscs of ctwo 3500 KV lines and associaced subscacion facilicties,
excending down che Plorida east coast from che Georgia-Plorida
scace line co Marein and St. Lucie Councties wvhere chey will ctie in
vich che exiscing 500 KV syscem. The project is necessacy to
increase che cransfer capabilicy becveen the Scuchern Company
(hereinafcer Souchern) electric syscem and che PPL system, and
cthus allow che purchase of up co 2000 MW of firm unic power by ??L
from Souchern. Southern expects to have powver produced from coal
fized generacion available for sale on a firm basis in varying
amouncs chrough che mid 199%0°s. This is somecizes referred co as
che coal bubble. Because of che projected price differencial
becween coal and oil, FPL, who relies heavily on oil fired
genecacion, has purchased up co 2,000 MW of Southern's coal by
vire. Thus, complecion of che proposed high volcage cransmiss:cn
lines will remove cthe major i1apedizenc c¢o the Laporcacion of ::e
2,000 MW of coal by wire thac have been purchased by FPL. The
project will also improve che eleccric system reliabilicy for all
peninsular Florida ucilicies,

The Company presenced ie cescigony of chree wicnesses.
Mr. Michael Cook presenced :=ze Company's fuel forecascs, Mr. Jazes
Scalf described che project in decail and presenced che fuel
savings calculacions, while ¥r. Joseph dovard presenced che
deferred capacity calculacions and the gualificacion analys:is.

Mr. James Diccmer zescified 17 opposition O the prolec:'s
-:alificacion under z=he Fule on Sehalf 2f Pudbl:c Counsel. While
P0G presenced no wicnesses, Lt accively parcicipaced 1n :ine
heacings, also concending chat =ae proiect does noc qualify uincer
che Rule.
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Interprecacions of cthe Rule
-

In addicion to fuel savings, che Company idencified cocher
costs savings Bade possible by the project. The Company presenced
evidence that complecion of the project would allov the deferral
of cthe Ln secvice daces of che Company's planned coal fired unics,
Maccin OUnics ) and 4 and Unsi.~d Onics L and 2 from 1987, 1968,
1990 and 1992, cespectively, tr 1991 and beyond. The Company also
presenced evidence chat complecion of che projoct would allov a

reduction Lin cthe epinaing res cve requiresents che Company muse
Baiacaia. g

The question &rose 48 to vhether benefits, ocher than fuel
savings, conferred by am oil backout project could be included (n
the qualificacion analysis. FIPUG and Public Counsel took the
position that subsections l(e¢) and (3)(a)(2) of the Rule cequiced
the Commission to consider only fuel savings in detersining
vhecher the project qualified under che rule. The Staff took che
posicion that vhem the coscs and benefits of & project cannoc be
separaced, as in this case, the present cule allowe cthe Commission
to consider all of the coscs and all of the benefits associaced
vwith the project. The Company concended chat the present Rule
authorized che Commission to consider all of cthe costs and all of
the benefica associaced vith che project in 4ecermining
qualificacion.

Because the Commission vas dissacisfied wich chac porcion
of the Rule dealing wvith the calculacion of che amount of savings
alloved cthe Company as additional depreciacion, we opened a
rulesaking docket to consider amendmencs to the Rule. One of cthe
suggested changes wa adopted amends Subsecton (l)(c) to make clear
that the Commission may consider all of the coscts and all of che
benefits associacted with a project in decermining wvhecher it
qualifies for cost cecovery under the Rule. However, ve did noc
voce on the proposed amendmencs uncil August J, 1982, and che
amendmentcs tO the Rule did not become effective uncil Auguast 31,
1982, wvhile che vote in this case wvas caken on August ), 1982.
Thecrefore, if it qualifies ac all, che project musc qualify for
cost recovery undec che Rule as it existed on Augusc J, 1982, and
cherefore, ve must interprec the lanquage of the Rule as ic cthen
exisced. The language ia question is as followvs:

‘Cumulacive Present Value of Exmecced Net Savings®
means the cumulative presenc value of cthe annual
oil/non-oil fuel expense differencial associaced
vich che proposed o1l backout project less che
projected annual scraighc line depreciacion
expense cver the 'used and useful' life of che
proposed project; less che annual incremencal cosc
of capical expense associaced vith the proposed
projecet; less che annual oi./non-oil cax expense
associaced wich the proposed projectc; less che
annual cil/non-oil operacing and maincenance
expense differencial, exclusive of fuel expense,
of che proposed project: less che differencial
cost associaced wich che early reciresenc of
exiscing planc and cthe deraced capacicy, if any:
less any ocher coscs i1ncurred specifically as a
cesult of che proposed oil-backout project,
whecher such coscs are iacurred defore or after
the commercial in service dace of che proposed
Project. Rule 25-17.18(1l)(c), Pla. Admin. Code
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We find this language sufficiencly broad co allow us =0
consider all of che coscs and all of whe benefics associaced vich
4 project in dater3ining vhecther a project qualifies for cosc
recovery under che Rule. While che presence and smagnicude of
benefics ocher thanm fuel does h.ve significant beacing on cthe
issue of wvhecher the primary purj0se of che project (s oil
displacemenc, ve do not believe che Rule as ic then exisced
required us te blind cuselves .2 some of the beneficial
consequences of implemencing che project wvhile compelling
inclusion of all of cthe costs of “he project Lo che qualificacion
analysis. Costs, as used in chis seenien of che Rule, mean bocth
posicive and negactive consequences, or coscs, of implemencing a
proposed oil backout pto;oct. Thus, ve hold that once the
prizary purpose of & project is determined to be oil
displacemenc, boch the original and amended language of
Subsection (l)(¢) permicts us to consider all of the coscs and all
of the benefits associaced vith a project in decermining whetdet
it qualifies for cost recovery under the Rule.

ihe Primary Purpoge Tess

One of che pivocal issues in chis case is vhecher cthe
primary purpose of the proposed project is the displacemenc of
oil. The Staff cook the posgition, :a vhich they were joined by
the Company, that Lif the gross fuel savings expected from che
project ocucweighed all other gross savings, as they did in chis
case, thac fact alone conclusively escablished oil displacemenc
as che praimacry purpose of cthe project. On the ocher hand, Public
Counsel and FIPUG cook the positioa cthac racher chan oil
displacement, che primary purpose of this project was to meec
increased load and isprove sysctem celiabilicy.

Mr. Scalf cestified on chis issue on behalf of the
Company. He scaced that wvhile portiona of the project had been
included i1n che Company's long range cransmission expansion plan
for reliabilicy purposes, che decision to accelerace sonscruction
of the project and complece it by 1986 vas made solely on che
basis that complecion of che project by that date was necessary
co take full advancage of che coal by vire available for sale by
Souchern. Mr. Scalf emphasized chac the gross fuel savings
expected from che project are $4.]1 billion ir 1982 dollars vnile
che capacicy deferral benefits are $..2 billion in 1982 dollars.

Hr. Dictaer cescified in support of Public Counsel's
position. He cescified chact four factors led him co conclude
chac the unit pover purchases wvere nade by FPL cto facilicace load
groweh racher chan co displace oi1l. Pirsc, Mr. Dicczer ctescifled
chac PPL had planned co add four coal fired generacing unics
becveen L987 and 1992. These unics vere planned zo facilictace
load growch and since che coal by vire unic powver purchases nave
deferred conscruccion of che unics, che purchased capacicty ausc
alsc be necessary for load groweh. Second, FPL's projeccted
reserve margin ac cthe cizme of wincer peak wich and wichout zhe
capacicy purchases demconstraces chac chey are necessacy cto serve
to 3eetc expected load groweh. On cross examinacion, Mr. DJiccoer
admicced chac che Company sets Lt3 reserve margin based on LOLP
scudies, and che relevanc comparison i1s the Company's reserve
margin wich and wichout cthe capacity purchases ac the tize of ics
summer peak. Third, a cransmission liae necwork of which :he
proposed project .5 a part has been planned for cver a decade £z
reliadbilicy purposes. FTourth, cthe amounc of o1l Projected 2 Ce
consumed by 2L increases from 1982-1992 and cherefore, nc cil
will acctually be displaced, buc racher lcocad groweh wi.l exceed
the groweh 1n non-oil fired generacion.

4
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Vieving the evidence as a vhole, ve find che position of
ne parcy encirely persuasive. We reject che Staff's posicion of
simply comoparing gross savings as vholly dececminacive. Whecler
the primary purpose of the project is oil displacement requires a
keener analysis. BSovever, ve also reject the contentions of
Public Counsel. 1In our mind, tL" issue is best resolved by
allocacing che fuel coscs of che project against the fuel savings
and the capacity costs of the pruject agaiansc he capacity
savings. We chink it proper tec allocate costs and benefits in
this case because the Company ec.ld have purchased the coal by
vire power on & non-firm basis, ct.iceby avoiding che capacicy
costs due Souchern but also foregoing the deferred capacicy
benefits. If the nec fuel savinge esceed the cost of the
ptoject, the Company has met its burdea of proof on this issue
and demonstraced that the primacgy purpose of the !ro ect is oil
displacement. The Company has donme this im EBxhibic 15(3).

Direct fuel savings from the project are §3,703,430,000 and the
fuel savings actribucable to reduced spinning resecve
cequiremencs are $169,684,000. FProm chis is subtracted che
focegone benefit of lover syscem fuel coscs Lf che Marcin Onics
had been builc as originally planned of $2,138,125,000. Also
subtracted are che Schedule E purchased pover Glllg.l. Thus, the
net fuel savings expected from the project are $1,396,455,000.
This vell exceeds cthe projected cost of che project of
$850,584,000.

The Puel Price Pocecascs

Whecher chis project will ultimacely prove to be cost
effective to PPL's cratepayers depends on the price differencial
betveen oil thact would have been burmed by PPL to genecate
electricicty and coal that will be burned by Souchern to produce
che power purchased by FPL. Mr. Michael Cook cescified on behalf
of PFPL concerning cthe projected oil/coal price differencial
cthrough 1992. MNr. Cook presenced a banded oil price forecasc.
The high band forecast was published by cthe U.S. Departmenc of
Enecgy in Pebruary 1962. Mr. Cook cescified thac he chrough che
DOE forecast was overly pessimistic and thac he would not use 1.t
for planning purposes, but that it d4id portray cthe likely course
of oil prices in che event of a sustained period of rescricted
oil supplies and concinued groweh in demand. The :id band
forecast presenced by Mr. Cook was che furl price forecasc
prepared by cthe Plorida Coordinacing Group (PCG). This forecasc
was asasembled by che PCC and is cthe consensus forecast of all of
che Plorida ucilicies. Mr. Cook scaced chat .a2e PCC forecastc vas
the most appropriace for use in this proceed.ng as he considered
cthe resulcs co be middle of the road escizsaces of che fucure oil
,fices of PPL and ocher Plorida utilicies. This forecast vas
sade by caking che accual fuel prices paid by che ucilit'es ac
the zime the forecast vas made and escalacing chem by che rcates
of escalacion for oil forecasted by Daca Resources Incorperaced.
The low band forecast wvas prepared by PPL and Wr. Cook
characcerized 1t as &4 conservacive forecasc. It assumes stIang
user consecrvacion, no supply discupcions and a concinued need for
producing nacions co maincain crelacively high production levels.

The relevanc coal price forecast vas provided by Southern
and 13 chelr estimace of che price of coal chac will be burned :in
the unies from which FPL will purchase power. Mr. Cook zestif:ied
thac chis forecasc beging with current concract coal prices and
escalaces chem over cthe next five years on che basis of specific
i1.formacion developed by Southern and bevond chac by DRI'S coal
escalacors. TO cthis .5 added a prolected fail cranspornacion
crace.
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Based on che «vidence befoce us, ve find that che fuel
price forecascs are ceasonable and ace of sufficienc reliabilicy
€0 varrant cheif use &8 cthe scarting poinsc for our decersinacion
that cthe project qualifies under the rule.

Salculacion of the Puel favings

As required by cthe Rule. che Company ealculaced the fuel
savings expected from the project using a production cost
sisulacion model, commonly refe.ced co as PRONOD. The PROMOD run
indicaced the amount of cosl b~ wire thac could be ecomomically
dispacched on FPL'S system. 7.~ number of bacrrels of oil needed
to produce as equivalent amount ~f pover vere them determined.
The resulcant diffezence betwaes che cost of cthe bascels of oil
and the cost of coal vize L8 the cipedned amouas of nec fuel
savings due to the project, vhieh, along with other benefites of
the preject, can be compared to the cost of the project to
decermine Lf Lt is cosc bemeficial co the tacepayers.

Salsulasion of Deferred Capagisy Densfiss

Nr. S0alf vescified that during 1979 and 1900, before the
coal by vize purchases vere consummaced, Nagtia Unics J and 4,
700 WW coal fir+4 umics, veie scheduled for im service dates of
1987 and 1988 :t* saincain adeguace resecve margins. Anocher 700
MW ccal fired unit, referred tO as Unsiced Unic 1 vas scheduled
for complecion in 1990 alse to maintaia adequace ceserve
sargins. The Company’'s CoOMMiCEeNt to purchase 1,000 MW of coal
by vire from Southerm in -.cnﬂn« 1981, permitced PPL to defer
the Harcin OUnicts co 1989 and . The purchase of an addicional
1,000 MW of firm power in Pebruacy 1982 allowed furcther deferral
of cthe Martin and Unsiced Onics co 1992, 1993 and 199%4.

To decersine the benefic, if any, flowing to che
racepayers from deferral of chese units, che Company calculaced
che annual carrying charges for che umics for the yeacs in vhich
chey would have gone in service asbseat che coal by vire
pucchases. To chis vas added che 04N and fuel coscs chac wvould
have been incurred had che unics not beea deferred. Subcracted
from cthis cotal vere che oil displacesenc bemefics chac would
have been realized by cthe addicion of che NMartin and Unsiced
Oaics aceording to che original cime cable. The resulcing net
avoided cosc, as shovn in line (Z) of Documeat ) of Exhibic 11,
achieved in the years 1987 chrough 1992 rocals $3,194,891.

Testimony vas presenced boch oa che mecthod of calculacing
chese benefics, as ouclined above, and om the underlying
assumpcions concerning che cost of che avoided unics. Based on
che record before us, ve conclude chac che assuspcions made by
che Company and che mechod of calculacing che benefics resulcing
from che deferral of che unics LS ceasonable, and, as previously
indicaced, vere properly included in cthe calculacion of the cocal
expected net savings of the projece.

Reliabilicy Denefics

Complecion of che ctransmission line project will
significancly izprove FPL's syscem reliabilicy, principally by
prevencing electrical separacion from che Souchern electrical
syseem for single generacion concingencies. Iaprovesenc in
reliabilicy allowed FPL cto reduce 1cs shaft spianing resecve
tequicenent from approximacely 120 MW co 120 MW, resulcing 1in
annual savings of $15,000,000 co $130,000,000 par year for FPL, as
shown on line (P) of Documenc No. 3, EZxhibic ll. These savings
wvere properly iacluded in che calculacicn of che cotal expected
net savings of che projecet.
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Ie Cumylacive Presenc Valye Tegs

Eaving calculated the expected savings, the Rule nexc,
requizes & determinacion of che expected aec savings from cae
project in che first cten years of commercial opecacions, cthat 1is,
& neccing of the coscs of the project against the expected
savings. The relevant period o. examinacios LA this case is
1982-1992; to qualify under the ule, the project Bust shov a
cusulactive present value of expected net savings withinm chat cime.

Docusent Ho. J of Exhibiv 11, joincly sponsered by Nr.
Bovard and Nr. Scalf, shows thac he project vwill produce net
savings wichin the requested time period. In calculating che nec
savings shown on Document Ne. ), Nr. Boward used the most
probable case oil and coal price forecascs and assumed a veighted
average incremental cosc of capital of 13.00%, iacluding a recurn
on equity of 19%. He alse uded both net fuel savings and
capacity deferral savings in bhis enalysis. With chese
assumptions che project is expected to yield a cumulacive present
value of expected net savings of $831,194,000 chrough 1992.

We find thac these exhibics demomstrace thac there is &
cumulative present value of expecced net saviags vithipn che firse
cten years of commercial opecracionm of che project. Two
obsecrvacions are in order coacerning che qualificacion analysis
shown in this exhibit. Pirzse, che fuel savings are conservacive
since they ignore che possibilicy of addicional fuel savings thac
are likely co be achieved through the alternacte and supplemencal
energy provision of FPL's concract with Souchern. In a nucshell,
the alcernace eaergy provision encitles FPL to receive enecgy
from less expensive <coal units in the Souchern system vhenever it
is available and more economical than the energy from cthe unics
specified in che concract. The supplemencal emergy provision
encicles PPL cto energy from ocher unics to mainctain PPL's
capacity entitlemencs duringy periods vhen power from cthe unics
specified in the concract 15 unavailable. The savings from the
alcernace and supplemencal savings would increase the cumulacive
present value of expected nec savings from $85] million co $1.09
billioa.

Second, ve emphasize that while it is appropriace to
assuse iacremencal coscs of capital, the issue of cthe appropriace
cost of capical for che project is expressly resecrved for
decision act such ctime as cthe Company seeks actual recovery under
che Rule. HNonecheless, since the effect of the Company's
assumpcions LS cto perhaps underscace expected savings and Jerhaps
overstace expected coscts, cthe analysis, for qualificaction
purposes, is valid, and ve find thac che Company has aec .cs
burden of proof on chis 1ssue.

The next i1ssue chac susc be considered .3 whether the
proposed 3500 KV line project i1s the most economical alternacive
available. Two discinct quescions were ralsed concerning chis
poine. The firsc is whecher, looking beyond the L0 year horizon
izposed by cthe Rule, deferral of che Martin and OUnsited Onics i3
cost beneficial to the racepayers.

Mr. Scalf presencted an analysis of che long cera cosc
consequences of deferring che units 1A quescion. As shown 1in
Exhibic 15, if che unics are deferred uncil 1992 and beyond, ctie
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breakeven poinc (the poinc ac vhich cost increases due to
deferral exceed cost savings from deferral) is reached in the
year 2002. Mr. Scalf cescified chac fle limiced the analysis to
the twenty year period, 1987-2007, because of the increasing
uncercalincies associacted with forecascting such beyond 20 yeazs.
Pros cthis analysis, he concluded chac deferral of che unics vas a
prudent decision SinCe racepayers are expected to receive savings
as 8 resulc of deferral for at least 15 years and advances in
technology, of reductions in the ~ost or availability of capital
Bay occur in incervening yeacs vb.ch would push the breakeven
poant furcher covard che horizer

We do not find Mr. Scalf's 'nalysis persuasive because it
does not cover the enctire economic life of che plant. However,
no vitness disagreed with the truiss :.-t as long as the
increased cost of conscruction does not exceed the increased cost
of capitrl, deferral of the construction of a generation
facilicy, uncil the capacity is needed, is a prudenc economic
decision, and in the best incerest of the cacepayer.

The second question is vhether it is more economical for
PPL and their racepayers, to purchase firm capacity fros Southern
or build new ccal fired capacicty icself. If PPL is paying
Southers more chan it would cost to build che Marcin Onits as
origanally planned and generace the electrieity itself, the 3500
EV line project might not be the Best economical oil backout
alternative available. BHovever, Documenct J of Exhibit ll shovs
cthat on a § per KW basis, the capacity charges paid by FPL co
Soucthern for coal by vire are less than the projected capacitcy
carrying charges of the Martin and Unsited Unics.

Pinally, Mr. Scalf ctescified that there are no other oil
backout projects that could be implemenced within the next ten
years cthat would produce che same level of savings to the
cacepayers as che 500 KV line project, and cthat this project does
not preclude other oil backout projects that prove techaically
and economically feasible. Public Counsel concended thac FPPL had
not presenced sufficienc evidence as "> other 0il backout
projects it may have considered inm 1.°. of or in addicion cto the
S0C EV line project. Bowever, as staced by Nr. Scalf, che 500 xv
line project vas initiaced to take advancage of what atc tiis cime
appears to be a unique and shert lived coal bubble and no other
oil backout project during the sase time period bas surfaced
which could be implemented during chis time period and achieve an
equivalent amount of savings. Therefore, we find cthe Company has
showvn by a preponderance of the evidence thac the %00 KV line
project is the most economical alternacive available.

Waiv ec € o

Pinally, to qualify che project under che Rule, cthe
Commission must decermine vhecher tO vaive the requiresent thac
che Company obtain approval of costc recovery under che Rule
before consctruction of the project begins. The evidence is clear
thac the Company made conscruccion expendicure commicmentcs and
actually began consctruction well before the Rule vas adopced.
Boch Publie Counsel and PIPUC concended chat since conscruction
began before che Rule vas adopted and since che Company has not
absolucely condicioned concinuaction of the project on
qualificacion for cost recovery under che Rule, there is no
Justificacion for waiving cthe requiremenc of prior approval.



Yot, ve f£ind persuasive juscificacion for wvaiving cthis
requirement of the Rule. Had the Company deferced eonutucﬁ.oa
of che lines ussil our Rule vas adopted, it vould noc have
possessed che abilicy to import coal by vire during che yeazs it
vill be available for sale. Refusing co vaive the prior approval
tequiresent wvould amount to penalizing the Company for ezeccising
diligence on behalf of its racepayers, and this ve decline co
do. We find thac wvaiver of cthe prior approval requiremenc, as
permicted by subsection (J)(c) of che Rule is juscified and the
sapeo- 1§ hereby granced.

Sholesels RaGe [ssyes

Issues vere raised ac the pret acing conference as to
vhecher FPL's vholesale cuscomers vill bear their proporcionace
ghare of the project's gost, hov vheeli:g chacges vill be trested
in cost recovery, and vhether the co8€ 0i i..s project will be
incorporaced in FPL's vheeling race. While Nr. Scalf cestified
on all chree of cthese issues va find the record sufficienc co
suppore & £inding only chac FPL’s vholesale cuscomers vill bear
their proportionacte sbace of the project's ¢osc; ve resecve
decision on the latter issues.

Ranel 3ize

This docket wvas originally assiguned to a panal of five
commissionecs. Betveen the June aand July hearings, cthe Chairman
reassigned the case from five commissioners to twvo. Public
Counsel questioned the legality of tiis. Rowever, Section
350.01(5), Plorida Stacuces (198l), empowers the chairman
to “. . . assicn the various proceedings pending before the
commission r£eg-.:ing hearings co tVo Or BOCe COmMBissioners® in
order to °diseriouce the wvorkload and expedite the commission's
calendar....® Ac cthe July heacing, che Chairman indicaced chat
the case had been reassigned precisely cto discribute che wvorkload
and to expedice che calendar, cthe ocher three commissioners noc
being available for cthe July hearing and all five noc being
available for several monchs. Therefore, ve find che reduction
of che size of the panel propet.

gone -]

Bavine found that the primary purpose of the proposed 500
EV line project is che displacement of o1l fired generacion, :hac
chere 13 & cusulacive present value of expected net savings
wichin the firsc cen years of commercial opecacion of che
project, and chac the project is che mOSt economical alcernacive
available, ve conclude, as a aacter of lav chac che project
qualifies for cosc recovery under the provisions of che 0Ll
Backout Cosc Recovery Pactor Rule, Rule 25-17.16, Pla. Admin.
Code.

As previously noted, wWe reserve cthe 1ssue of the
appropriace cosc of capical for che project to use in calcilacing
the revenue requiremencs co be recovered chrough che Clause uncil
such time 48 che Company seeks acctual recovery chirough che

lause. And che Lssue of whether the Company should be
auchorized to commence COSt recovery before che project 1S placed
in commercial operacion will Se decermined 1n che Company's
pending rate case, Dockec No. 820007-£U0.

WHEREFORE, 1z 13

ORDERED b5y the Florida 2ublic Service Coomission that :tle
proposed 500 XV ctransmission line project qualifies for cecovery
under che provisions of che Oi1l Backout Cosc Recovery Faccor,

Rule 25-17.16, rPlorida Adminiscracive Ccde. It 18 further




gg:'r”-é. o3dfiloeo
PAGE 1

ORDERED chac Docket No. §20155-EU be and the same is
hereby cleosed. L

By Order of cthe Florida Public Service Commission, cthis
ist day of October 1983.

(SEAL)

STEV™ TMIBMLE
COMIISSION CLERK
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In re: Petition of Florida Pover and DOCKET NO. 820155-EU
Light Company for approval te recover

the costs of its 500 kv transmissiom ORDER NO. 11537
roject through an oil backout recovery
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The follewing Commissioners participated in the disposition
of this matter:

JOSEPH P. CRESSE
K/ T1E NICHOLS

ORDER_DENYING PETI]1 ONS FOR RECONSIDERATICN
BY THE COMMISSION:

On October 15, 1982, Public Counsel and the Florida
Industrial Power Users aroup filed petitions for reconsideration
of Order No. 11217, the final order issued in Docket No.
820155-EU. In that order, we found that Florida Power and Light
Company's (FPL) 500 KV line project qualifies for cost recovery
under the oil bsckout cost recovery rule. In its Petition for
Reconsideration, Public Counsel urges us to reverse our decision
for either of two reasons. First, Public Counsel asserts that
the Commission's decision to waive the prior approval requiresent
is contradicted by the record, since the record shows that the
oil backout rule played no part in FPL's decision to undertake
the project. While lic sel's citation of the record is
correct, it does not negate the reasons given in Order No. 11217
for granting the waiver. These reasons are, one, had FPL
deferred construction of the line until the oil backout rule was
adopted, it would not have possessed the ability to lsport cosl
by wire during the years it will be available for sale; and two,
refusing to waive the prior approval requiresent would asount to
penalizing FPL for exercising diligence on behalf of its
ratepayers.

Second, Public Counsel questions whether the Commission
overlooked Exhibit 14-B, which shows FPL's reserve margin at the
tiue of supmer peak wjthout coal by wire and without Martin Unirts
3 and 4 to be unacceptably low. Public Counsel points out that
this exhibit supports Mr. Dittmer's conclusion that the
transmission line project is mecessary to satisfy expected load
growth, and, by implication, does not meet the primary purpose
test. Given the correctness of Public Counsel's exhibit, it does
not negate the conclusion reached by the Comaission that the
primary purpose of the project is oil displacesent. Displacing
oil and providing capacity to meet load growth are not mutually
exclusive purposes. The oil backout rule merely requires a
determination that the prisary purpose of a project is oil
displacement to qualify a pro‘oct under it; the rule does not
require a determsination that a g;cjcct will not also provide
capacity to meet load growth. erefore, a second review of all
Mr. Ditimer's Exhibits, including Exhibit 14-B, does not alter
our original conclusion that the primary purpose of this project
is the economic displacesent of oil.

FIPUG urges us to reconsider our decision on the ground that
the Company did not properly quantify for inclusion in its
analysis the savings associated with the deferral of generating
units from 1987 co 1992. FIPUG believes that the Company failed
to produce persuasive evidence that deferral of the Martin Units
will result in savings beyond the ten-year analysis period
required by the rule. However, FIPUG's petition does not dispute
the Commission's finding that as long as the increased cost of
construction does not exceed the increased cost of capital,

DOCUMENT MO,

&30-53
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deferral of the construction of a generation facility, unti] the
capacity is needed, is s prudent economic decision, and in the
best interest of the ratepayer. Rather, FIPUG contends that th:
savings associated with deferral were not properly quantified.
We continue to believe that for unll!lcntfnn urposes the
capacity deferral savings weTe properly quantified. e Company
used the proper measure of capacity deferral savings in the
positive benefit within ten-year test, the asvoilded annual revenue
requirements for the defer.»d units for the years 1987-19912.
While, in Order No. 11217, s found comparison of two time
differentiated streams of revenue requirements for the deferred
units unpersuasive as evicence of vhether the 500 KV project was
the most economical alterns ive available, this does not mean
that avoided revenue require.ents for the ten-year analysis
period required by the rule sbould not be included as savings in
the positive benefit within ten-year test.

As we indicated in Order No. 11210, issued in the fuel
adjustment docket (Docket No. 820001-EU), the proper measure of
savings associated with deferrcd capacity, 2/3 of which may be
recovered through an 0il Backout Cost Recovery Factor, and
applied as accelerated depreciation to project costs, will be
determined st such tisc as the deferred units would have come on
line, absent the oil backout project, i.e., 1987. Therefore, the
concern expressed by FIPUG im its petition for reconsideration
that an improper amount of savings sssociated with capacity
deferral will be collected through an 0i] Backout Cost Recovery
Factor is presature at best.

In addition to raising substantive matters in its Petition
for Reconsideration, Public Counsel moved that FPL's Response to
Public Counsel's Motion for Reconsideration be stricken on the
ground that it was not timely filed. Public Counsel filed its
Motion for Reconsideratiom om October 15, 1982. The certificate
of service attached to Public Counsel's Motion indicates that it
was hand delivered to FPL and to Staff, but that it was mailed to
FIPUG. FPL's response to the motion was filed on Monday, October
25, 1982. Florida Administrative Code Rule 25-22.60, requires a
response to a motion for reconmsideration to be served wiiiln
seven days of service of the motion for reconsideration. On this
authority, Public Counsel seeks to strike FPL's response as
untimely.

However, Florida Administrative Code Rule 25-22.28(5),
provides that whenever a party is required to respond within so
many days after service of a document and the document is served
by mail, five days is added to the allowed tise to respond.

Since two of the parties were served by hand and one by mail, it
is not clear uhetﬁtr the five day rule applies; if it does, FPL's
response was tisely filed. As Public Counsel has neither alleged
nor shown any prejudice by the Monday morning as opposed to
Friday afternoon filing, we will give FPL the benefit of tie
doubt on this occasion and allow its response to remain in the
record. Therefore, Public Counsel's motion to strike is denied.

It {s, therefore,

ORDERED by the Florida Public Service Commission that, for
the reasons set forth above, the Petitions for Reconsideration
filed in this docket, by Public Counsel and the Florida
Industrial Power Users Group be and the same are hereby denied.

By Order of the Florida Public Service Commission, this 24th
day of January, 1983.

nég%c { /'(-

“COMMISSION CLERK

(SEAL)

BELD
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BY THE COMMISSION:

In accordance with the procedure established by earlier
orders in this docket, a pug!lc hearing was held for the purpose
of considering Ptﬂtﬂl.‘ charg«s for the projection period
beginning October 1, 1982 and continuing through March 31, 1983,
The following subjects were -oticed for the bhearing:

1. Determination of the p-ojected fuel adjustment factors
for all investor-owned electric utilities for the period October
1, 1982 chrough March 31, 1983.

2. Determination of the estimated fuel adjustment true-up
factors for all investor-owned electric utilities for the period
April 1, 1982 through September 30, 1982, vhich are to be based
upon actual data for the period April 1, 1982 through June 30,
1982, and revised estimates for tho peciod July 1, 1982 through
September 30, 1982.

3. Determination of the Generating Performance Incentive
Pactor (GPIP) targets and ranges for the period October 1, 1982
through March 31, 1983, for all investor-owned electric utilities.

An amended notice was published on July 27, 1982 to provide
further that a determination of any projected oil backout cost
recovery factors for the period October 1, 1982 through March 31,
1983 of the cost of approved oil backout projects subject to
recovery under the provisions of Rule 25-17.16, P.A.C., would
also be considered, concurrently, with the fuel adjustment
presentation.

PROJECTED FUEL ADJUSTMENT FACTORS

Estimated True-up

We have adopted the mechanism of estizating the true-up for a
period during the projection hearing. This proposal involves a
tevision of the projected charges for the current period by
taking into account the true-up that will be established in the
May, 1982 heacring. By reviewving Pistoric costs for the current
period and revising the projection for the remainder of the
period, an estimate of the true-up can be made and incorporated
in the projected period, thereby minimizing fluctuations in the
fuel adjustment charge.

Plorida Power and Light Company

Mr. Homer P. Williams, Jr. testified concerning PPL's
derivation and calculation of {ts proposed fuel adjustment
estimacted/actual true-up for the period April, 1982 through
September, 1982 vhich will be applied to jurisdictional of sales
for the pericd October, 1982 through March, 1983, He stated that
the cotal estimated/actual true-up for the period April, 1982 -
through September, 1982 {s an overrecovery of $53,530,835. This
overrecovery includes $14,323,015 of true-up carried over from
the period October, 1981 through March, 1982, and $239,207,820 of
estimated true-up (with interest) for the current period April,
1982 cthrough September, 1982. The true-up amount was calculated
following the procedures established by this Commission in its
earlier proceedings.
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FPL's systeam average unit cost of nuclear generation will
increase during this fuel adjustment period due to the Turkey
Point OUnit No. 4's shutdown for steam generator repairs.

Lucie Unit No. 1 currently has a higher unit cost of generacion
than the Turkey Point Unit Nos. J and 4. Due to this shutdown,
the St. Lucie Onit No. 1 generation will account for a larger
portion of total nuclear generation, thus causing the avecage
nuclear unit cost to increase.

Mr. Llovd Williams testified concerning the development of
the pro?osod levelized fuel adj.itment factor of .270¢ per KWH
for FPL's rate schedules, incluéd.ng the time-of-use rate
schedules, and the projected purchases from small power producers
and cogenerators.

FPL has entered into an agreenant vith the Plorida Gas
Transmission cOnpanf (PGT) to const..c. & 12-inch diameter
laceral pipeline which will connect the Putnam Plant with FGT's
main gas transmission line 19 miles northwest of the plant. The
pipeline is scheduled for completion in September, 1982 and {s
estimated to cost PPL $7.0 million. The use of natural gas at
Putnam will allow PPL to displace 0.7V sulfur oil at Putnam, the
most expensive No. 6 fuel oil in its systea.

PPL proposes that the Commission allov recovery of the cost
of the FGT pipeline through amortization of the project over a
sixty month period. Using this method, a total of $700,000 will
be amortized during this fuel adjustment pericd. PPL chose to
seek cost cecovery through the fuel adjustment procedure, since
the projec: vas undertaken to reduce fuel costs. Alternatively,
FPL requested recovery through base rates in its currently filed
rate casz in Docket No. 820097-EU.

The pi; eline was not considered as an oil backout project
because it does not materially reduce the quantity of oil
burned. The pipeline places PPL in a position to subscitute a
cheaper grade of fuel (gas) which permits the Putnam plant to be
dispatched higher in the dispatch order and run a greater number
of hours, thus enabling another plant to be run on oil. We do
not believe that the costs assoclated with the pipeline should be
recovered through the fuel adjustment mechanism, but instead they
should be considered in the Company's rate case. We have
eliminated the $700,000 amortization of the Putnam Pipeline from
the approved PPL fuel adjustment factors.

We have also removed from consideration in determining the
Puel Adjustment Pactor, FPL's wheeling and capacity charges froam
Southern Company for unit power purchases. They will be
considered in the 0il Backout Cost Recovery Pactor, instead,

Plorida Power Corporation

Mr. Benry I. Southwick, III, Manager of the Economic Research
Department, described the calculation of PPC's levelized fuel
adjustment factor for the Octcber, 1982 through March, 1983
period, including the optional time-of-use fuel adjuscment
factors, and the facrors by rate groupings. The Company's
regular levelized factor was shown to be 0.870¢ per KWH. Mr.
Southwick explained that PPC's projected total fuel and net power
transactions of $299,473,000 and total system sales of
9,447 ,144,000 KWH result in a cost of 31.1700¢ per KWE sold or
0.6922¢ per KWH after adjustment for jurisdictional losses and
base rate recovery. This cost wvas further adjusted to reflect a
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GPIP penalty of $467,204; an estimated true-up undecrrecovery of
$4,315,357; and, a transition adjult==nt recovery of $8,785,751.

PPC calculated that {t would {ncur costs of $3,466,630 {n
disposing of spent nuclear fuel consumed during the October, 1982
through March, 1983 projection period. The total amount sought
for r-cov-ti vas $6,969,530 after .'sposal costs {n the amount of
$3,502,900 for nuclear fuel consume  from March, 1977 chrough
March, 1982, subject to five-year :mortization, wvere taken into
account.

Tampa Electric Company

Mr. Roy Smith presented testimony in support of TECO's
proposed fuel adjustment factor of .J37¢ per KWH before
application of the appropriate line loss factors. The factor vas .
adjusted to take into account the previously approved GPIF amount
of $136,190; a trye-up amount of $20,601,000 overrecovecry due to
a lover KWE usage, mostly in the phosphate {ndustcial eector; and
the transition amount of $6,062,000.

TECO's proposed true-up factor of .337¢ per EKWH is 0.544¢
lower than its currently approved 0.881¢ per KWH factor. The
major cause of this decline rests upon the fact that coal
generation vas estimated at 75.7% for the April through
September, 1982 period. However, the revised estimated figure (s
82.9%, wvhich resulted from the previously discussed reduction (n
K~E usage. The resulting overrecovery amounts to .190¢ per KWE
in the October, 1982 through March, 1!!3{;0:166.

Gulf Power Company

Mr. Jack Haskins presented the basis for Gulf's proposed
levelized projected fuel factors of .351¢ per KWH for the period
October, 1982 through March, 1983. The factor includes projected
fuel and purchased powver expenses for the period, as well as
projected KWH sales. Gulf's levelized factor was based upon
projected fuel and net interchange costs for the October, 1982
through March, 1983 period, an actual overrecovery for April
through September, 1982, a revised estimated overrecovery for
July through September, 1982, a GPIPF penalty for October, 1981
through March, 1983, and a transition adjuttment.

Reedy Creek Utilities Company

Mr. John Jahries, Pinancial Manager, testified that Reedy
Creek's true-up for this period should be a credit of .025¢ per
kilowatt hour, including a refund from Plorida Power Corporation
for the period October, 1981 through March, 1982 of $11,394, and
the projected unrefunded portion of the transition adjustment for
the pericd April through September, 1982 of $6,773.

Reedy Creek's proposed levelized projected fuel factor for
the period October, 1982 through March, 1983 (s 1.444¢ per EKWH.
The l.444¢ factor represents an {ncrease of ,{4¢ per KWH which
resulted from a 9.2% increase in fuel costs due to cooler weather.

Plorida Public Utilities Company

Mr. Edwvard T. Heun, Vice-President, described the basis for
the computations in support of PPUC's October, 1982 through
March, 1983 projected fuel cost recovery adjustmencs for {ts
Marianna and Pernandina 8Seach Divisions. He also testified
concerning the differences between the revenues collected under
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L]
the levelized fuel adjustment and the purchased power costs
alloved in developing the adjustment for the April, 1982 through
September,. 198% period and established the true-up amount to be
collected or refunded during October, 1982 through March, 1963
pericd. He stated that FPUC had determined that at the end of
September, 1982, based on three months actual and three months
estipated, the Company had overrecovered $979 in purchased powver
costs in its Marianna Division. Based on its estimated
jurisdiction of sales for the per od October, 1982 through March,
1983, it will be necessary for th Company to refund .0012¢ per
EWE in order to return this over-ecovery., In Pernandina Beach,
FPOC has overrecovered an estima od $23,956. . This amount will be
tefunded at .0380¢ per KWH during “he October, 1982 through
March, 1983 period.

The Company also made a change {n the transition adjustment
being used to refund the over-collection of pucrchase power costs
{ncurred {n the initial transition :-tlod, vhich was applicable
to its Marianna Division. During the April, 1982 through
September, 1982 period, FPUC estimated that it will have refunded
$14,524 of the total transition adjustment amount of $31,107
previously approved by the Commission. Tha balance of the
transition adjustment, or $16,583, will be refunded during the
October, 1982 through March, -1983 period at a rate of ,0198¢ per
KIWH based on estimaced sales for that period. .

Mr. Neun testified that the total fuel adjustment factor,
{ncluding true-up, transition adjustment (where applicable) and
revenue tax (where applicable) for both the Marianna and
Pernandina Beach Divisions for the period October, 1982 through
March, 1983, would be 1.899¢ par EWE for Marianna and 5.501¢ per
EWH in Pernandina Beach.

PUNDING OF SPENT NUCLEAR PCEL DISPOSAL COSTS RESERVE

FPPC and PPL have not begun funding a reserve for spent
nuclear fuel disposal costs because of uncertainty concerning
whether or not they should use net or gross of tax methodology to
fund the reserve account. The best procedure would be to have
the original panel wvhich addressed the funding issue clarify
their decision as to whether it should be net or gross of tax.
Because we believe that it is of the utmost {mportance that
funding begin immediately, ve have decided to impose the net of
tax nethodology om an interim basis. Tht prior panel will decide
vhether to retain the net of tax or utilize the gross of tax
zethodology, and whether to prospectively impose the methodology
from the date of the panel's decisioa. .

GENERATING PERFORMANCE INCENTIVE PACTOR

The Generating Performance Incentive FPactor has been
incorporated into the fuel cost recovery format as a means of
providing an incentive to utilities to utilize their generacting
units more efficiencly. Targets for heat rate and availability
are set for selected units of the four large generating
vcilities, and the companies are avarded or penalized monetarily
following the projection period, when their performance is
compared to the prescribed parameters.

florida Power and Light Company

Mr. R. L. Meador testified as to the development of FPL's
proposed generating performance incencive factors for the period
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October, 1982 through Macrch, 1983. Mr. Meador described the
development of the target unit average net operating heat rates
and the target unit ivalent availabilities for the period.
The improvement/degradation range for each performance indicator
vas also presented. FPL projected a weighted system equivalent
availability of 83.5% and a velghted system average net operating
heat rate of 10,327 BTU/KWH.

FPL used 19 of {ts generi*ing units to develop its heat rate
and availability tltgltl. The:® units repcesent 85.98% of PPL
forecast generation for the per.od. FPL proposed to exclude
Turkey Point OUnit No..4 from the _r [ because it will be shut
down the entire period.

We find that all of FPL's tfopono‘ tacgets and ranges are
reasonable, except the availability target and range for St.
Lucie Unit No. 1. The unplanned outage factor proposed by PPL
should be lovered in light of its recent perforcance and in light
of its gorforlnncc over the past thrcee years. The equivalent
availability target and the maximum and minisum range for the
unit should be raised by one-half of one pecrcent (.5%).

Gul wer CO

Mr. Thomas P. Talty presented Gulf's proposed heat rate and
availability cargets for its proposed GPIF units. Gulf proposed
inclusion of Crist OUnics 6 and 7, Smith Onits 1 and 2 and Daniel
Units 1 and 2 in the GPIF. Gulf proposed heat rate targecs of
11,131 BTU/KWH for Crist 6; 10,638 BTU/KWH for Crist 7; 10,413
BTU/XKWE for Smith 1; 10,480 BTU/EKWH for Smith 2; 10,612 BTU/KWE
for Daniel 1; and 10,609 BTU/KWE for Daniel 2. Proposed ranges
were proposed as set forth on Schedule 2, Page 5, of Exhibit 11.
GulZ proposed equivalent availability targets of 81.7% for Crist
67 39.2% for Crise 73 71.1% for Smith 1l; 92.4% for Smith 2; 63.1%
for Daniel 1; and 75.8% for Daniel 2. Ranges for availability
u;ro also proposed as set forth on Schedule 2, Page 5 of Exhibit
) & 2

The proposed target for Smith Unit 2 differs from historical
data due to an adjustment made to reflect the i(nteraittent
operation of two feedwater heaters in the unit. Onavailability
of these feedwater heaters caused a degradation of heat cate froa
that historically experienced for the unit. Gulf has taken the
tvo feedwater heaters out of service to avoid da=age to the
turbine due to ruptured feedwater tubes and reguested the
adjustment to bring the targets inm line with operations. We find
the proposed adjustment to be reasonable. Gulf proposed to rely
upon national average availability data to develop the
availability target and range for Daniel OUnit No. 2, due to a
lack of historic data. Daniel Unit Nos. 1 and 2 are quite
similar and we find it more reasonable to utilize the Daniel Unic
1 availability target and range for Unit No. 2. This establishes
an availability target for Daniel OUnit No. 2 at 76.4% and a range
of 68.0% to 82.0%. We find that all other proposed heat rate and
availabilicy targets and ranges are reasonable.

Plorida Power Corporation

Mr. Gary L. Petersen presented PPC's proposed heat rate and
availability tacgets and ranges. PPC included ics six largestc
generating units in its projections. These are: Anclote 1,
Anclote 2, Bartow 3, Crystal River 2, and Crystal River 3. PPC
projected equivalent availabilicy targets of 74.23% for Anclote
Onit No. 1, 92.03% for Anclote Unit No. 2, 88.19% for Bartow Onit
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No. 3, 66.31% for Crystal River Unit No. 1, 64.69% for Crysctal
River Unit Ko. 2 and 74.29% for Crystal River No. 3, Projected
target heat rates were 9; 610.3 BTU/KWE for Anclote Unit No. 1,
9,535.6 BTU/XWE for Anclote Unit No. 2, 9,861.7 BTU/XWE for
Bartov Unit No. 3, 10,143 BTU/KWE for Crystal River Onit No. 1,
10,082.4 for Crystal River OUnit MNo. 2; and 10,576.5 for Crystal
River Unit No. 1.

Adjustments vere made .~ the final heat rate equations for
Anclote 1, Crystal River 2 :nd Crystal River J to reflect recent
changes vhich result in a heat rate expectation different from
histeric information. Anc ote 1 is expected to have a better
thersal efficiency, as is C.ystal River 2. Crystal River J is
expected to bhave a degradatich of heat rate due to tube leaks in
tvo moisture sepacator-heator bundles, vhich will necessitate
their removal from secrvice. Cooling tover operations for the
Anclote plant vere not included in either the heat rate or
availabi 1t{ calculations because of limited expected use during
the projection period. We find that the proposed targets and
ranges for availability and heat rate are.creasonable.

Tampa Electric Company

Mr. Robert P. Tomczak presented TECO's proposed GPIF targets
and ranges, and its proposed !onlrnting performance incentive
factors. All of TECO's coal fired units wvere included. There
are: Gannon Station Units S and 6, and Big Bend Station OUnits 1,
2 and 3. These units are projected to provide 81.48% of TECO's
generation output for the period. TECO projected target
equivalent availabilities of 80.0% for Gannon Unit No. S, 80.0%
for Gannon United Wo. 6, 80.0% for Big Bend Unit No. 1, 55.9% for
Big Bend Unit No. 2, and 64.4% for Big Bend Unit No. 3. TECO
projected target heat rates of 10,035 3TU/KWE for Gannon Statienm
and 10,017 BTU/KWE for Big Bend Station.

TECO proposed an adjustzent to the heat rate target for
Gannon Station due to the failure of the first point feedwater
heater on Unit No. §. The failure has caused a one percent
increase in heat rate. The heater failed {n August, 1981 and
investigation indicated that replacement vas required. A
creplacenent bheater should be installed prior to the projection
period. Since this change in operating conditions bas caused a
deviation from historic heat rate and is not expected to recur in
che future, TECO proposed to adjust the heat rate for Gannon
Station to reflect the operation of the replacement feedvater
heater. We find that the proposed adjustments should be
approved. We conclude that the availability and heat rate
targets proposed by .TECO are reasonable and should be approved.

OIL BACKXOUT COST RECOVERY PACTOR

—

Rule 25-17.26, Plorida Administrative Code, was adopted to
allow the timely recovery of the cost of implemencing supply-side
conservation projects whose primary purpose is the economic
displacement of oil. Once a project is qualified under the Rule,
the ucility may recover an appropriate revenue requirement for
the project through an 0il Backout Cost Recovery Pactor.

The Pactor is to include the revenue requirecments of the
project that would normally be recovered through base rates, plus
two-chirds of the net savings associaced wvith the project. The
two-thirds savings is applied to the project in the form of
acceleraced depreciation, thereby accelerating payment for the
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project. One-third of the net savings is retained by the
ratepayers, through operation of the fuel adjustmenc clause,
thereby reducing the overall cost of electricity. -

Plorida Power and Light Company has recently obtained
Commission approval of its S00 kv transmission line project under
Rule 25-17.26. ¢PL~hasicrequ.Bted thatiit de allowved to recover,
through=-an. 0il~Backout=Cost>! §COVETY Factorthe .annual revenue
cequiresentyofi-theiproject, two=thirde~ofrthe.net savings
projected:-forxthe project."dTthi¢ capacity:and wheeling-charges
PPL-will pay:to. Southern. for: rhe_cosl-by vire. Tott!lonr vas
presented by FPL in support of i{ts request. In calculating the
projected net savings associated v! i thotgtogoct. PPL included
both the fuel savings and savings due to the deferral of Martin
Units ) and 4 made possible by the project. Deferred capacity
savings vould only be realized in the period October, 1982
through Macch, 1983 if it is assumed that CWIP a.noaintcd with
those Martin OUnits was included {n rate base. Absent inclusion
of a return on CWIP, deferred capacity would have no effect on
any current O{1 Backout Cost Recovery Factor.

The Plorida Industrial Power Usars Group opposed approval of
the Pactor on the basis that the Commission Inlpp:orrll:olr
approved the project and that FPL had i{nappropriately calculated
the net savings associated with the project. The-Comaisgion/s
decisfonTon approvaliof=the:project:-does _appear-ambiguous ‘and‘any
decision made-herein~istsubject-to-clacification and/op
ceconsidaration by-the>Commission:of-jts decision_tozappcavesthe
project. Therefore, ve consider it appropriate to approve the
011 Backout Cost Recovery Factor with part of the revenues
associated with it subject to refund, secured by a Corporate
undertaking on the part of FPL., <&épecifitally,. the. rgvenues
actributableto-the~"twodthirds net savings and the annual revenue
requirements of the project are subject to refund. 6hould.the
Commission's. decision"to_qualify the. project™for Oil Backout~Cost
Recovery. Pactor-treatment -be~reversed;"the .two-thirds net: savings
cevenues-most be.refunded and-the "issue of ‘whether torinclude:the
cormal revenue. requirements of ;the profect—In"dasd racea-vill be
dealt. with_in:.the Company'!s . pending-rate case,. Docket=-No.
€20097-E0. The refund provision does not, hcwever, extend to the
capacity and wheeling charges approved for recovery through the
clause, since those have been included in the Pactor as a patter
of convenience.

We do not agree with PIPUG that PPL's calculation of net
benefits is improper. PPL's methodology and assumptions are
reasonable, except for inclusion of benefits related to deferred
capacity with 100% CWIP treatment (discussed later herein). eirh
¢hat eXception;.we approve-FrPL s:calculaciom of the (¥vegue
cequitements. for Yhe Pactdr.

We must deal wvith several issues that have been raised during
this hearing in order to establish the appropriate Oil Backout
Cost Recovery Factor for FPL.

PPL has requested that it be allowed to recover through the
0i1 Backout Cost Recovery Factor the capacicy and wheeling
charges paid to Southern Company for the purchase of coal by
wire. We find tha:t such recovery is appropriate.

The primary purpose of the 500 kv transmission project, as
determined in the qualification hearings, is economic oil
backout. Savings associated with the izmportation of coal by wire
over the 500 kv ctransmission project could not be obrained



ORDER NO. 11210
DOCKET NO. 820001-EU
PAGE 9

vithout paying capacity and wheeling charges to Southern

Company. BHence, capacity and vheeling chacges should be
collected through either the Puel Adjustment Pactor or the Ot
Backout Cost Recovery Factor. Regardless of vhether capacity and
wheeling charges are collected through the Puel Adjustment Pactor
or the 041 Backout Cost Recovery Pactor, total revenues collected
by the Company will be the same. We find that the capacity and
vheeling charges should be collected through the 041 Backout Cost
Recovery Factor to reduce con.:'sion and to facilitate the review
of costs being recovered by th Company.

PPL proposed cthe {nclusic of 100% of Construction Work In
Progress (CWIP) associated wit. deferred capacity in the
calculation of the net savings .7 be recovered through the
clause. This is based on an assur~t'cn that had the deferred
units been built on schedule, 100% of CWIP on the deferred units
vould have been allowed in rate base during a rate case. We find
that inclusion of any CWIP related to deferred cltlcltr is
inappropriate. Whether there {s a deferred capacity benefit
properly included in the calculation of net savings will be
determined in the year in vhich the deferred unit would have conme
on line absent corpletion of the 500 kv project.

@ased onTrHE-aBove £1n Hﬂgl’u-woﬁ"‘r the XestTHGAYID
presented;ve~ unam-uwmuunuau ass od ult.h
PPL'87500:kv.trynsaission-line ‘projectT Lot =the-period.Oc
1982 cthrough: Magch,—1983-ace $1,080,§113 as-shd\f on™ txhibl:.l(l).

FPL has requested that the assumptions associated with the
calculation of deferred capacity benefits be fixed at this time.
We do not agree with that proposal. . None of the assumptions are
such that we cannot fix them more accurately through
retrospection than through projection. We do not consider it
appropriate to lock ourselves into assumptions prior to the tinme
we will be applying thenm.

sepacate 11nt‘§tc=-onvonch cugptomer?s-bill,:but: should be- ttantod
msimilarly to.conservation—cost recoVery.

PPL has proposed that the Oil Backout Cost Recovery Factor be
allocated among cuscomer classes as a function of KWH sales. The
Florida Industrial Power Users Group contends that the factor
should be allocated on the basis of demind.

The purpose of the 0il Backout Cost Recovery Rule is to
. encourage ipplementation of supply-side oil consecrvation
"projects. We have determined that the primary purpose of the
transmission project is the displacement of oil fired
generation. We have previously determined that conservation
neasures benefit all customers, and therefore should be collected
in like manner from all customers. We find, likewise, that the
0il Backout Cost Recovery revenue be allocated among the customer
classes on the basis of KWE sales and should be collected on a ¢
per KWH basis.

We find the testimony of Mr. Pollock, vho testified on behalf
of PIPUG, unpersuasive. Mr. Pollock contended that 0il Backout
Cost Recovery revenue responsibility should be allocated on the
basis of demand because the primary purposes of the project are
to fulfill a demand function and to izprove reliability. Mr.
Pollock's assertion that the project is primarily demand relaced
directly conflicts with our findings. Additionally,
inplementation of Mr. Pollock's proposal would create a heavy
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adainistrative burden as separace Oil Backout Cost Recovery
Pactors would have to be calculated and trued-up evecry six months
for each cate schedule. @

ADDITIONAL PINDINGS OP PACT
The projected fuel adjustment factors foc the October 1, 1982
through Macch J1, 1983 perio” proposed by the affected utilities,

except as hereinbefore noted, are based upon reasonable
projections and adjustments.

The estimated fuel adjust. »nt true-up factors for the April,
1982 through September, 1982 pc~iod, except as adjusted
hereinbefore, are reasonable and properly computed.

We find that the levelized fuel adjustment factors shown on
Sechedule A are based upon reasonable projections and
assumptions. The levelized fuel adjustment factors shown on
Schedule A acre bhereby authorized for the period October 1, 1982
through March 31, 1981,

Plorida Pover and Light, TECO, Gulf and PPC provided time of
use rates based u the proposed levelized fuel adjustment
factors. When adjusted for the decisions made hetein, the time
of use rates are shown on Schedule A.

We £ind that the GPIP targets and ranges shown on Schedule B
are reascnable and that they should be approved for the projected
pericd.

Based on the foregoing, it is

ORDERED by the Plorida Public Service Commission that the
findings of fact recited herein are approved. It {s further

ORDERED that the investor-owned electric utilities subject to
our jurisdiction are hereby authorized to apply the fuel cosc
recovery charges set focrth herein on Schedule A during the period
October 1, 1982 through March 31, 1983, and until such charges
are modified by subsequent Order. It is further

ORDERED that the estimated true-ups contained {n the above
fuel cost recovery charges are hereby authorized subject to final
true-up, and further subject to analysis as to the reasonableness
and prudency of such expenditures. It i{s further

CRDERED that the targets and ranges for the Generating
Performance Incentive Pactor set forth herein on Schedule B are
hereby adopted for the period October 1, 1982 through Macrch 31,
1983. It is further

ORDERED that Florida Power and Light Company and Florida
Pover Corporation begin funding nuclear fuel disposal costs, as
previously required by the Commission, utilizing the net of tax
approach on an interim basis until otherwise directed by the
Cormission. It {s further

ORDERED that Plorida Power and Light Company i{s authorized to
apply an 0il Backout Cost Recovery Pactor of .143¢ per KWH,
pursuant to Rule 25-17.26, Plorida Administrative Code. It {s
further .

ORDERED that all revenues collected by Plorida Powver and
Light Company through the 0il Backout Cost Recovery Factor,
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except those related to vheeling and capacity charges, shall be
collected subject to refund pursuant to a corporate undertaking
pending disposbtion by the Commission of any reconsideration Lor
clarification of the qualification of Plorida Pover and Light
Company's 500 kv transmission line project.

By ORDER of the Plorida Public Service Canl!illou, this
29th day of September 1982.

(s2AL)

ARS/PS
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ORCER NO.

SCHEDLE A

FUEL ADJUSTMENT ¢ PFR KW BASED ON LINE LOSSES BY RATE GGOUP
FOR THE PERIOD APRIL~SEPTEMBER 1982

UNE» UNE> UADR NEF> UONE» -cn-I-E

RS-1,R57-1,G5~1,687-1,
NS-1,M5T-1,7185-1

GSD-1 1

GSLD-

18-1,187-1,18-2,C8-1,
GSLD-2,GSLoT-"

RS,C8,G5D,8.-4,2,3
=.a-1,"

Sl

15-1,18-2

Fs,G8,GSD, 08111
Lp

L3

0s1,0811(1)

RST,RS,0L
GS,650
GSLD
SL,8

RST,RS, 0L
GS,GsD
GSLD

8L

ALL SCREDULES

1.009
1.0031
«9%01

1.02150
97720
«96630

1.01429
97945

«96528
1.01429

1.02210
1.01087

«96920
1.01088

1,0153
1.0050

L9514
1.0684

I
<326

356
344
339
.350

5.623
5.561
5.332
5.561

1.928
1,509
1.807
2.029
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SCHEDULE B
GPIZ TARGETS AND RANGE]
FLORIDA POWER CORPORATION
BAP  EAP Range  ANCER ANCER Range
Target Max. . Tacget Min, Max.
{8) (%)  _BTU/RWE BIU/KWE  BTU/XWE
Anclote 1 74.23 75.68 72.06 9,610.) 9,483.0 9,737.6
Anclote 2 92.03 94.43 69.47 9,535.6 9,392.3 9,670.9
Bactow 3 88.19 ’:0‘1 84.80 ’0'.1-1 "“1.’ 10;0‘1-’

Crystal River 1 66.31 69.31 62.41 10,143.4 9,942.2 10,344.6
Crystal River 2 64.69 ¢69.08 6€0.50 1lo0,082.4 9,850.) 10,314.5
Crystal River 3 74.29 78.58 70.13 10,57¢.5 10,456.6 10,696.4

FLORIDA POWER AND LIGHT COMPANY

Canaveral 1 91.0 93.0 88.0 "‘., ’,54! ’.I!S
Canaveral 2 65.1 68.1 ¢€1.1 9,608 9,488 9,728
Fort Hy.t. 2 .201 ',ol 7.1 'n’:: ’.213 ,"3:
Manatee 1 52.0 -56.0 48.° 9,937 9,027 10,047
Manatee 2 89.0 92.0 85.5 9.794 9,704 9,884
Martin 1 84.8 87.8 8l1.3 9,916 9,726 10,106
Martin 2 82.5 5.5 79.0 10,077 9,907 10,247

Port Everglades 1 92.0 94.9 09.0 -9,706 9,146 10,266
Port Everglades 2 92,5 94.5 90.5 9,862 9,562 10,162
Port Everglades 3 88.0 90.0 05.5 - 9,616 9,408 9,746
Port Everglades 4 $2.0 56.0 47.0 9,417 9,207 9,627

Riviers 3 68.4 71.4 64.9 10,174 9,074 10,474
Riviera 4 90.5 92.8 68.5 10,334 10,144 10,324
Sanford 4 61.2 64.2 58.2 9,827 9,677 9,977
Sanford S 93.0 95.0 %0.5 9,633 9,503 9,86]
‘l‘u:kcy Point 1 77.1 80.1 73.6 "". ,;’1. 9,818
Turkey Point 2 91.0 931.5 88.5 9,700 9,500 9,%00
Turkey Point 3 92.0 94.0 90.0 11,223 11,023 11,423

St. Lucie 1 79.2 82.2 7%.2 10,952 10,842 11,062

GUL? PCWER CCMPANY )
crist 6 81.7  85.5 75.9 11,131 10,797 11,465

Crist 7 39.2 42.1 34.8 10,638 10,319 10,957
Smith 1 71.1 71.8 69.9 10,413 10,101 10,728
Smith 2 92.4 93.2 91.2 10,480 10,166 10,794
Daniel 1 63.1 67. 56.2 10,612 10,294 10,932
Daniel 2 76.4 82.0 68.0 10,609 10,291 10,927

TAMPA ELECTRIC CCMPANY

Gannon % 80.0 84.0 72.0
Gannon 6 80.0 84.0 72.0
Big Bend 1 80.0 84.0 72.0
Big Bend 2 55.9 59.5 48.7
Big Bend 3 64.4 68.3 56.4

Gannon Station 10,035 9,788 10,285
Big Bend Station 10,017 9,802 10,232
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Ia re: Petition of PLORIDA POWER ) DOCRET NO. 030465-EI
AND LIGET COMPANY for an increase ) ORDER NO. 13837

in ite rates and charges. ) . ~ 188020 7-24-04
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The following Commissioners -participated in the disposition
of this matter:

GERALD L. GUNTER, Chalrman
JOSEPN P. CRESSE

JOHN R. MARKS, III

REATIE NICHOLS

SU-AN W. LEISNER

Pursuant to dul s given Notice, the Florida Public Service
Comaission held pub.'c hearings in this docket on January 30,
1984, in Miami, PFlori4a; Februacry 3, 1984 in Fort Laudecrdale,
Plorida; February 13, 1984, in Sarasota, Florida; Pebruary 16,
1984, in Daytona Beach, [lorida; Tebruary 20, 1984, {in Port
Mysrs, Florida; March 30, 1984, in Palm Beach Gardens, Florida,
and in Tallahassee, Florida, on April 9-13, 16, and 18-20, 1984,
Baving considered the record harein, the Coulu’on now enters
its final order.

APPEARANCES: MATTHEW M. CHILDS, Esquire, JOR T. BUTLER,
Esquire, and CHNARLES GUYTON, Esqiire, Steel,
Bector and Davis, Suite 1320, tnett Bank
Building, 315 South Calhoun Street,:8Tallahassee,
Florida 32301, and MORRIS SHELKOFSSY, Esquire,
9250 dest Flagler Street, Miami, Focida 133152,
for FPlorida Power and Light Company

JACKE SHREVE, Esquire, Public Counizl, STEVE
BURGESS, Esquire, CAROLYN OLIVE, Esquire, and
STEPBEN POGEL, Esquire, Office of Pullic Counsel,
Room 4, Holland Building, Tallahassee, Florida
32301, for the Citizens of the State Qf Florida

THOMAS F. WOODS, Esquice, Woods & tlson, 10130
East Lafayette Street, Suite 112, TTallatassee,
Florids 132301, for Florida HRotfl & Motel
Association

GTORGE B. STALLINCS, JR., Esquire, P. O. Box 11,

Ortega Station, S411 Ortega Boulevard,
Jacksonville, Florida 32210, for Florida PFetail
Federation

MILDRED E. V. PITTS, Esquire, Office of Ceneral
Counsel - LK, Room 4002, 18th & P Streets, N.W.,
Washington, D.C. 20405, for General Services
Adminisctration ’

MARE E. RICHRARD, Esquire, Law Offices of Neil
Chonin, P.A., 304 Palermo Avenue, Coral Gables,
- Plorida 33134, for Frloridians Onited for Safe
Enecgy, Inc.

IRA DANIEL TOKAYER, Esquire, 1626 DCade County
Courthouse, 73 West Flagler Street, Miami,
Plorida 33130, for Metropolitan Dade County

JOHN W. MCWHIRTER, JR., Esquire, and JOSEPE A.
MCGLOTHLIN, Esquire, Lawson, McwWhirter, Grandoff
& Reeves, 201 East EKennedy Boulevard, Suite 821,
P. ©. Box 33%0, Tampa, Plorids 33601, for FPlorida

Industrial Power Users Group
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tecognize the Inconsistency in fafling te treat all of the
Company's nuclear generating plants in the same fashion as St.
Lucie 2., Additionally, we note that- ia the future wve shall
consider the relationship of off-peak to peak cates and shall’
attempt to treat the inconsistency between the 12 CP methods and
peak/off peak allocation. .

FIPUG proposed that fuel costs should be allocated among
customer classes with all costs and that fuel revenues received
through the fuel adjustaunt clause should be subtracted to
determine the revelues to ke received through base rates. Fuel
costs and revenues vere exclucded from the cost of servicea studies
b{ the Company. Staff agreed with the Company's treatment of
these dollars, We fi°d that fue)l costs and revenues are properly
handled in the fuel adjustment docket, which provides for a
true-up every six months, and that they should continue to be
excluded from base r tes (with the exception of fuel in working
capital), FIPUG's ai,ument that it should receive lower than
average fuel costs ha- already been partially considered by
imputing different 1line !n=-eg by rate class and by wmaking
available rates with different energy charges for vn-peak and
off-peak use,

[ ]

The question of the treatment of purchased pover cgpacity
costs vas also ralsed by FIPUG. Specifically at issue §¥s the
treatment of PPL's capacity costs under (ts Unit Powver] Sales
Agreement (UPS) with the Southecn Company. FPIPUG contendd that
purchased power costs should be allocated among customer gFlasses
with all other costs and that revenues ([eceived shofld be
subtracted with fuel revenues to determine the revenuesifto be
received through base rates. Where the price paid for puyfchased
pover includes a capacity charge and is higher than wvhat would
cost the utility to generate the power, PIPUG argues tMat tbhe
costs should be allocated partially to demand. Howvever, where
purchased power costs are being rolled into base rates, FIPUC
contends that any capacity charges should be allocated on tbhe
basis of demand. FIPUG did not present any evidence delimeating
the impact or amount of UPS costs that are capacity related. Our
decision on this issue is based on Order MNo. 11217, bholdi that
the primary purpose of the project wvas fuel savings and apgroviog
FPL's transmission line as an O:il-Backout Project pursgant to
Rule 25-17.16, Florida Administ:ra*ive Code. In that Orger, ve

deterrined that all of tne ccits of the proje:t ate to be
reccvered in the O:il-Backout Cla.se. We find trat these cos:s
rave rct teen included and grould not be Included :rn the cost of
rervide s 2, “eca.se they will te treated an the e~ acate clacse

A sup2rate issue raised in this case is whether Lhe cost c!
the 500kv transmission line Oil-Backout project ard the relatec
capacity charges shiuld be rolled into base rates for all
customer classes. The Cocpany proposed to include ,302¢ per KwE
in base rates. Public Counsel objected to this treatmant. Staff
recomezended that the cost of the project, less related capacity
charges, should be included' in base rates, The Comamission has
removed from base rates items such as fuel and conservation,
Rule 25-17.16(4)(d), Plorida Administrative Code, provides for
oil-backout project costs to be included im base rates at the
Company's next rate case filing, but does not mandate such
treatment in all cases, Consequently, wve favor keeping baze
rates as “pure® as possibla, wvithin the constraints of tbhe
Commission's rules and decline to accept PPL's proposal to roll
the oil-backout project costs into base rates at this tise.
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Iz re: Petition of Florids Power DOCKET NO. 820097-EU (7R)
and Light Company to increase its ORDER NO. 11437
rates and charges. 1SSUED: 12-22-82

The following Commissioners participated in the disposition
of this matter:

JOSEPH P. CRESSE, Chairman
JOHN R. MARKS, IfI
TATIE NICHOLS

Pursuant to duly 7iven Notice, the Florida Public Service
Cosmission held public he'rings in Miami, Florida, on July 7,
1982; West Pasle Beach, Juiy 8, 1982; FPt. Lauderdale, Florida, July
9, 1982; Sarasota, Florids, Ju;{ 15, 1982; Fort Myers, Florida,
Jul{ 16, 1’.1; Daytons Beach, Florida, July 19, 1982, and in
Tallahassee, Florida, on September 13-17 and 21-24, 1982. Havin
co:aldcrc‘ the rlccri herein, the Commission now enters its fins
order. N

APPEARANCES: Matthew M. Childs, Esq., and John T. Butler, Esq.,
Steel, Hector & Davis, 1400 SE Pirst National Bank
B1dg., Mismi, Fla. 33131, and Curtis McIntyre,
Bsq., P. O. Box 529100, Mismi, Fla. 33152, for
Florida Power & Light Company.

Nell Chonin, Esq., and Mark Richard, Esq.,
304 Palermo Avenue, Coral Gables, Fla. 33134, for
Floridians United for Safe Energy.

- Joseph A. McGlothlin, Esq., and John W. McWhirter,
Jr., Esq., Lawson, McWhirter § Grandoff, P. O. Box
3350, Tampa, Fla. 33601, for Florida Industrial Power
Users Group. &

Jack Shreve, Esq., Kenneth Hoffman, Esq., Suzanne

Brownless, Esq., Michael Wilson, Esq., and Steve

Burgess, Esq., Office of Public Counsel, Rm. 4,

Holland Bldg., Tallahassee, Fla. 32301, for the

Citizens of the State of Florida.

George B. Stallings, Jr., Esq., P. O. Box 13,
Ortega Station, Jacksonville, Fla. 32210, for
Florida Retail Federation, Inc.

Rod Tennyson, 9217 Belvedere Road, West Pala Beach,
Fla. 33405, for Florida Consuser Federation, Inc.

Michael B. Twomey, Esq., Bonnie Davis, Esq., and
Paul Sexton, Esq., 101 E. Gaines St., Tallahassee,
Fla. 32301, for the Commission staff.

Prentice P. Pruitt, Esq., Bruce Renard, Esq., Charles
Shelfer, Esq., and Greg Krasovsky, Esq., 101 E.
Gaines St., Talliahassee, Fla. 32301, Counsel to the
Commission.

ORDER AUTHORIZING CERTAIN INCREASES

BY THE COMMISSION:
I. SUMMARY OF CECISION

In this Order, we have determined that Florida Power and
Light Company (FPL, the utility or the Company) should be
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During special oral arguments on the litigation iteams,
FPL's representative cautioned that the Comsission's action in
this case of not placing im rate base certain costs assoclated
with pending litigation could send utility managements the wrong
message. Specifically, the utility said that ssnagements might be
sore cautious sbout suin vendors if they thought the Commission's
response would be to exclude associated costs from rate base.

We reject this not.ca. We believe that our decisions in
this case, and in the Coryany's previous rate case, have protected
the ratepayers by not placing in rate base costs that have not
been detersined prudent, vwhile, at the same time, protecting the
Company and its stockhoidu-. by allowing the accrual of AFUDC on
the excluded costs. We do not bellieve that our asctions here will
deter conscientious managemeut [iom putsuins legitimate legal
claiss in the interest its ratepayers snd stockholders.

2. Excessive Buffer Zones

In revieving the property surrounding esch of FPL's
generating plant sites, the Company agreed that a certain parcel
of 3,070 scres adjacent to its Manatee plant site vas no longer
necessary for the operation of the plant. A:cordinzly. FPL
suggested that the sppropriate adjustsent was to deduct from its
plant in service account the $1,254,291 jurisdictional book cost
of the land. We agree and reduce plant in service by $1,254,291
for the Manatee buffer zone.

Also durint the course of this proceeding, ve became avare
that FPL was growing, for ssle, citrus fruit om portions of its
Manatee and Martin plant sites. FPL has lost -on:g on its citrus
operations since their inception in 1979 and has charged the
losses and operating expenses to utility operations on the theory
that the eventual profits from the operation would accrue to the
benefit of the ratepayers. As explained in greater detall in the
Net Operating Income (NOI) section of this order, FPL has agreed
to treat all revenues and expenses associated with operating the
groves on a below-the-line basis. Consistent with this
adjustsent, we have reduced plant in service by an additional
$144,922; wade & corresponding reduction to accusulated
depreciation of $12,117; and reduced CWIP by $221,857. VYhile the
Manatee Groves which have now been removed from rate base are thus
operated on non-utility property, the Martin groves are located on
property still r-cognlzts 83 necessary buffer zones. If FPL
rented this land to a grove operator, it would recelve rents to
offset some of the revenues necessary to support the investment.
Based upon a cslculation recognizing the value of the land
concerned and FPL's requested overall rate of return, we shall
impute rental income of $100,000 per year for these groves.

3. Unrecovered 500 KV Line 0i1 Backout Costs

In Order No. 11210, FPL was authorized to recover, through
the oil backout clause, the costs associated with that portion of
fts S00 KV line project that is in commercia] service. In this
case, the Company proposes, pursuant to Florida Administrative
Code Rule 35-17.16{1]?4). to include in its base rates the
resaining unrecovered costs of the project. We believe the
request is consistent with the rule and approve the inclusion in
base rates of the remaining unrecovered costs of $706,000.

B. Accumulated Depreciation and Amortization

The asount of sccumulated depreciation and asortization
originally proposed by the Company is $1,332,851,000. The net
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vhich the nevly established rate of return is used to gauge
vhether any portion of the amount cellected on sn interim basis
should be refunded. Appl ia' the test to the interim avard in

this case, ve find that the Interim increzse of $45,344 000 on an
annual basis did not result im a return greater than that
suthorized here, and that, therefore, no refund of the amounts
collected pursuant to the suthority of Order No. 10931 is required.

XI1I. RATE STRUCTURE AND RATE DESIGN

Hl'ini ascertal .ed the Company's revenue requirement and
the amount of revenue i.crease necessary, we now turn our
attention to rate design. We must determine the rate of return
currently earned by each rate class, the incresse in revenue
requirement allocated to each class, and how each class' revenue
responsibility will be spread between the customer, energy and
demand charges. In this rate proceeding, ve have also revieved
the continued appropristeness of several aspects of the Company's
present rate structure. We begin first with the cost of service
studies presented in this case.

Cost of Service Methodology

In this rate case, three cost of service studies based on
five different demand sliocation methodologies were presented to
us for consideration: the 12 coincident peak method (12 CP), the
12 coincident peak and one-thirteenth weighted average method (12
CP and Avg-). the summer/winter peak method, and a new method
whereby the 12 CP and Avg. demand allocators were weighted to
reflect the utilization of facilitles by time period (WTCPAV). A
fifth method, the 12 CP and average, weighting the average demand
at 50%, vas also presented. However, thts sethod was not
supported by anyone.

¥We continue to believe that the 12 CP and one-thirteenth
weighted average method is the best demand allocation methodology
to use in Florida. This is so because each monthly peak is
important in FPL's system planning perspective when periods of
peak demands and the necessary periods of planned outages are
considered. Thus, the majority of production costs should be
allocated on the basis of each class' contribution to all of the
monthly peaks. Additlonnll;, one-thirteenth of production costs
should be allocated on the basis of each class' average demand so
that each class will pay for some portion of the production plant
it uses, even if the usage is not coincident with the system
peak. This i{s consistent with our view that some of the
preduction plant costs, such as coal handling tqulglent. while
sllocated on the basis of demand, vary more with the amount of KWH
produced than with the demand placed on the systes.

wWhile the 12 CP and one-thirteenth weighted average cost
study submitted by the Company at Staff's request conforms to the
sllocation policies we approved in TECO's receat rate case, Docket
No. 820007-EU, some adjustments to the class rates of return are
necessary. First, im resoving fuel-related revenues from the base
revenues of each class the effect of line losses and associated
taxes was not considered. Second, $232,648 was inadvertently
omitted from the calculation of the revenues at present rates of
the OL-1 class. These two adjustments did not spark any
COntroversy.

The third adjustment to class rates of return arose fros
the Cospany's treatment of the discount given to curtailable
customers. In the cost of service study the cost of the discount
was allocated entirely to the curtailable classes. However, the
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curtailable customer class was allocated all other costs as though
they were firm customers. Thus, the rates of return of the
curtailable classes are understated, if, in fact there is a
benefit in having curtailable load. Staff proposed an adjustment
that has the effect of allocating the cost of the curtailment
discount to all customer classes. The curtsilmsent discounts
should, as Staff rososod. be allocated on the basis of demand
because the benefit derived b{ all customers from the presence of
curtailable load is deu'nd related.

FIPUG contended that the concept of the minisuas
distribution system sk uld be recognized in a cost of service
study. However, im reccat rate cases we have not approved use of
the minisum distribution systea in clllsllylu! costs and no
evidence was presented in "“!* :ase to persuade us to depart from
this policy. .

FIPUG slso contended that if the unrecovered investment in
Plant in Service of the 500 KV line oil backout project is
included in rate base, it should be allocated among the custoser
classes on the basis of demand. This investaent was allocated
partly on the basis of demand and partly on the basis of energy in
the cost of service study used in this proceeding. We have
included the unrecovered portion of the line investment {n rate
base but we reject FIPUG's proposed sllocation method. Because
the primary purpose of the project is the economic displacement of
oil, its costs should have been allocated solely on the basis of
energy, and the Company should maske this correction in the cost of
service study submitted in its next rate case.

Mr. Tammy, testifying for FPL, advocated use of the
weighted 12 CP and Avg. cost study he developed. He testified
that the WTCPAV method considers as a part of its demand
allocation process the type of facility and hov the facility is
used to provide service to the customers. The result of
incorporating this consideration into the cost of service study is
that the costs related to supzlylng energy are allocated on the
basis of average demand and the costs related to suppl;iul peak
loads are allocated on the basis of peak demand. Mr. Taamy argued
that this sllows a much more equitable sharing of costs among the
rate classes. The Company's attempt to recognize differences in
plant costs is a laudable goal. However, sufficient questions
were ralsed concerning Mr. Tamay's cost of service study that
further review is necessary before a cost of service study of this
type can be used to design rates. The Company did not
satisfactorily show why the allocation of fuel costs should not
track the allocation of plant costs in this kind of study. Also,
the Company failed to show why, if plant necossar{ to serve the
continuous demand of a class is allocated on the basis of KWH
consumption, plant necessary to service noncontinuous demand
should not be allocated on the extent to which the coincident peak
of s class exceeded its noncoincident peak, rather than the entire
coincident peak of the class.

Allocation of the Revenue Increase

The results of the Staff Requested 12 CP and one-thirteenth
weighted average demand cost of service :tudz show the following
rates of return, with the adjustments described above, carned by
the various customer classes:
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[Tlhe corruption of the system he origi-
nally swore to uphold and defend looms
too large to allow him to remain on the
rolls of a profession whose hallmark is
supposed to be integrity. The stark
truth is that even in the hearing before
the referee, one brief step iway from
Supreme Court review, he li'd in an at-
tempt to save his license.. .

(Tlhe principles eloquently « ‘pressed in
Dodd v. The Florida Bar, 11¢ So.2d 17
(F1a.1960), should and do have a !'mrless
ring. That ringing can still be heard
today through The Florida Bar v. Agar,
394 S0.2d 405 (F1a.1980). It rings a clear
message: “if you subvert the judicial
system by intentionally tampering with
the pursuit of truth, you will likely for-
feit your license to practice law."

1 would adopt the referee’s recommenda-
tion that Lancaster be disbarred.

OVERTON, J.. concurs.

EHRLICH, Judge, concurring in part
and dissenting in part.

I am disturbed by the majority's
inexplicable leniency toward one who has
been found guilty of undermining the very
foundation of our profession and of the
system of the administration of justice.

Lancaster, an officer of the court, lied to
a constitutional officer performing his legal
duty to investigate criminal activity. Lan-
caster knowingly and willfully violated the
oath he had taken before giving testimony
to the state attorney; moreover, he violat-
ed the oath he took to become a member of
The Florida Bar.

It is axiomatic that an spplicant for ad-
mission to The Florida Bar who lies or
omits the truth on the bar application is
presumed unfit for admission to the legal
profession in this state. See, e.g., Fla.Sup.
Ct.Bar Admiss.Rule, art. VI, § 2; Fla.Bar,
Exam.Rule I, § 6, Florida Board of Bar
Examiners v. Lerner, 250 So0.2d 852 (Fla.
1971). This is justified because our profes-
sion can operate properly only if its individ-
ual members conform to the highest stan-
dard of integrity in all dealings within the
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legal system. How much more is this true
of one already reaping the benefits of the
profession, with firsthand knowledge of the
inner workings of the system. An attorney
who endeavors to secure the absence of a
material witness from a cnminal proceed:
ing and who lies under ocath to the state
sttorney during the course of an investiga-
tion of criminal activity, has made a mock-
ery of all that The Florida Bar represents
to both the public at large and to all of its
members. He should no longer be a part
of it
I would disbar the respondent

OVERTON, J., concurs

CITIZENS OF the STATE of
Florida, Appellants,

v

PUBLIC SERVICE COMMISSION,
et al.. Appellees.

Nos. 63306, 63401.
Supreme Court of Florida
April 12, 1984

Electric company filed peution with
Public Service Commission seeking qualifi-
cation of transmission line project under
oil-backout cost recovery factor rule. Fol
lowing suspension of hearing, during which
portion of rule dealing with calculation of
amount of additional depreciation allowed
utilities was amended, the Public Service
Commission waived prior approval require-
ment and qualified electric company’s
project for recovery under initial rule. Af-
ter project was completed, the Commission
approved electric company’s computation
of its recovery factor under amended rule.
On appeal, the Supreme Court, Overton, J
held that: (1) provision of oil-backout rule
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which allows for approval of projects be-
gun before the rule was adopted or before
the Commission is able to act on petition
for approval has adequate guidelines and
standards to safeguard against arbitrary
action by the Commission; (2) decision to
waive prior approval requirement was sup-
ported by competent, substantial evidence;
and (3) Commission's application of amend-
ed cost recovery [actor rule was not retro-
active ratemaking.

Affirmed.

1. Public Utilities &=194, 185

Standard of review as to decision by
Public Service Commission is whether com-
petent, substantial evidence supports a
Commission order; orders of the Commis-
sion cume before the Supreme Court
clothed with the presumption of validity.

2. Public Utilities &=127

Section of oil-backout rule which al-
lows for waiver of prior approval for cer-

projects if projects were begun before

was adopted or before the Public Ser-
vice Commission is able to act on petition
for approval and if the utility must begin
the project to obtain its full benefits, has
a‘equate guidelines and standards to safe-
guard against arbitrary action by the Com-
mission. West's F.S.A. §§ 366.8B2, 366.-
82(2)

3. Electricity €11.3(3)

Public Service Commission’'s decision
o walve prior approval requirement in ap-
proving project of electric company under
the oil-backout cost recovery factor rule
was supported by competent, substantial
evidence, including evidence that it was
necessary for company to begin its project
prior w approval to take advantage of the
availability of coal-fired electricity from an-
other electnc company. West's F.S.A.
§5 3u6.82, 366.82(2)

4. Electricity &11.3(3)

Public Service Commission, which ap-
proved electric company's project under the
oil-backout cost recovery factor rule when
initial cost recovery factor was in effect,

and then determined cost recovery under
amended cost recovery factor rule, did not
engage in “retroactive ratemaking,” since
retroactive ratemaking only occurs when
new rates are applied to pricr consumption.
West’s F.S.A. §§ 366.82, 3¢382(2).

See ication Words and Phrases

for judicial construcions and
definitions.

Jack Shreve, Public Counsel, and Ste-
phen Fogel, Associate Public Counsel, Tal
lahassee, for appellants.

William S. Bilenky, Gen. Counsel, and
Carrie J. Hightman, Associate Gen. Coun-
sel, Tallahassee, for Fla. Public Service
Com'n.

Matthew M. Childs of Steel, Hector &
Davis, Tallahassee, for Fla. Power & Light
Co.

OVERTON, Justice.

This is a direct appeal by the Citizens of
the State of Florida (Citizens) from two
orders of the Florida Public Service Com-
mission. The first order approved a project
of the Florida Power & Light Company
(FPL) under the Commission's Oil-Backout
Cost Recovery Factor Rule (Oil-Backout
Rule). The second order approved FPL's
initial oil-backout cost recovery factor pur-
suant to an amended version of the rule.
We have jurisdiction, article V, section
3(bX2), Florida Constitution, and we affirm
the orders of the Public Service Commis-
sion.

This case involves the Commission's im-
plementation of section 366.82, Florida
Statutes (1981), which was enacted o re-
duce the dependency of Florida utilities on
oil. Subsection (2) directs the Commission
to “adopt appropriate goals for increasing
the efficiency of energy consumption ...
including goals designed to increase the
conservation of expensive resources, such
as petroleum fuels.” To carry out this
legislative mandate, the Commission
adopted the Oil-Backout Rule, Florida Ad-
ministrative Code Rule 25-17.16. The pur-
pose of the rule, which became effective on
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February 25, 1982, is to encourage utilities
to undertake oil-backout projects. The Oil-
Backout Rule encourages utilities to use
fuels other than petroleum fuels by allow-
ing utilities (1) recovery of the revenue
requirements of the proje.* through a cost
recovery factor, and (2) acc lerated depreci-
ation in the amount of twr-thirds of the net
fuel savings associated .“th the project.

Under the rule as adoptec, the Commis-
sion must first determine if a p. jc-! quali-
fies for cost recovery. Although the rule
requires a utility to obtain Commission ap-
proval before the construction of a pro-
posed project, under section (3)Xc) of Rule
25-17.16 the Commission may waive this
prior-approval requirement. Once a project
has been approved and it goes into opera-
tion, the utility may begin to recover its
costs. Recovery is based on projected fuel
adjustment charges for all investor-owned
electric utilities on a six-month basis.
Projected fuel adjustment charges are set
at a hearing held two months prior to the
six-month recovery period. After the six-
month period, the actual costs are deter-
mined and any over-recovery is refunded to
ratepayers with interest.

In 1981, before the effective date of the
Oil-Backout Rule, FPL began an oil-back-
out project consisting of the construction of
two transmission lines starting at the Floni-
da-Georgia border and running down the
east coast of Florida. The purpose of the
project was to allow FPL to receive cual-
fired power from the Southern Company.
On March 30, 1982, FPL filed a petition
with the Commission seeking qualification
of this transmission line project under the
Qil-Backout Rule. Both Citizens and the
Florida Industrial Power Users Group (FI-
PUG) intervened. Hearings on the qualifi-
cation of the project, which began on June
17, 1982, were suspended after two days
pending the disposition of a rule-making
hearing in which amendments to the Oil-
Backout Rule were being considered. On
August 3, 1982, the Commission completed
the rulemaking hearings and voted to
amend that portion of the rule dealing with
the calculation of the amount of additional
depreciation allowed utilities. The qualifi-
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cation proceedings for FPL's project recon-
vened on July 30, 1982, and on August 3,
1982, the Commission voted to waive the
prior-approval requirement and to qualify
FPL's project for recovery under the initial
Qil-Backout Rule. Citizens and FIPUG op-
posed this action, contending that the waiv
er of the prior-approval requirement was
not supported by the evidence in the
record. The order granting the waiver of
the prior-approval requirement for FPL's
project is the subject of the first issue on
appeal.

The second issue on appeal concerns the
computation of FPL's cost-recovery factor
After its project was qualified under the
Qil-Backout Rule, FPL filed a petition for
approval of its computation of its oil-back-
out factor. The Commission approved
FPL's computation of its oil-backout cost
recovery factor, finding that it was in ac
cordance with the Oil-Backout Rule as
amended on August 3, 1982. Ciuzens ap-
pealed the Commission’s order on this is:
sue, contending that it was error for the
Commission to have used the amended ver
sion of the Oil-Backout Rule in calculating
FPL's oil-backout cost recovery factor

[1-3] With regard to the first issue
Citizens contend that Rule 25-17 16, and
particularly section (3Xc) of the rule 1»
devoid of any guidelines and standards w
direct the Commission's action and that the
decision to waive the prior-ajproval re
quirement in this case was arlutrary and
capricious because the Commission failed
to develop guidelines and standards in the
record. We disagree. As we have stated
before, “[t]he standard on review is wheth
er competent, substanual evidence sup
ports a Commission order.” Citizens r
Public Service Commssion, 425 So 2d
534, 538 (F1a.1982) (citing Citizens v. Hau-
kins, 356 So.2d 254. 259 (Fla 1978), De
Groot v. Sheffield, 95 So0.2d 912 (Fla. 1957))
Further, “[o)rders of the Commission come
before this Court clothed with the presump-
tion of validity.” Citizens, 425 So.2d at
538 (citing General Telephone Co. v. Car-
ter, 115 So0.2d 554, 556-57 (Fla.1959)). We
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find that the Oil-Backout Rule itself pro-
vides specific qualifications requirements
pursuant to which the Commission deter-
mines whether a project qualifies under the
rule. The waiver provision of section (3Kc)
merely allows for the approval of projects
under the rule where such projects were
begun before the rule was adopted or be-
fore the Commission is able to act on a
petition for approval, and the utility must
begin the project to obtain its full benefits.
Section (3Xc) has adequate guidelines and
standards to safeguard against arbitrary
action by the Commission. We also find
that in this case the Commission’s decision
to waive the prior-approval requirement
was supported by competent, substantial
evidence. The Commission expressly
found that it was necessary for FPL to
begin its project prior to approval under
the rule to take advantage of the availabili-
ty of coal-fired electricity from the South-

ern Company.

(4] Citizens’ second contention, that the
Commission departed from the essential re-
quirements of the law when it allegedly
retroactively applied the amended version
of Rule 25-17 16{4)a) to calculate the costs
to be recovered by FPL from its ratepay-
ers, is also not supported by the record.
FPL's project was qualified under the Oil-
Backout Rule when the initial cost recovery
formula set out in section (4Xa) of Rule
2517-16 was in effect. Between the time
that FPL's project was qualified and FPL's
initial six-month cost recovery factor was
determined, the Commission amended sec-
uon (4Xa) Citizens contend that the Com-
mission's use of amended section (4)a) in
determiming FPL's cost recovery factor
was, in effect. retroactive ratemaking. Ac-
cording to Citizens, the O1l-Backout Rule is

self-contained and because the initial cost
recovery factor was in effect at the time
that FPL's project q. ~lified under the rule
it had to be applied in this case. The
Commission rejected this interpretation of
its rule. It determin.+ that under the Oil-
Backout Rule two disti t processes occur.
First. a project qualifies under the rule
and, second, the cost recovery factor is
determined. Substantial time may elapse
between these first and second steps, and
the cost recovery factor is subject to
change. The Commission also rejected Citi-
zens' contention that its application of the
rule in this case constituted retroactive
ratemaking, concluding that retroactive
ratemaking only occurs when new rates
are applied to prior consumption. See Gulf
Power Co. v. Cresse, 410 So0.2d 492 (Fla.
1982). We agree with the Commission that
its application of the cost recovery factor
rule in this case was not retroactive rate-
making.

The Commission's construction and appli-
cation of the Oil-Backout Rule in this case
was reasonable and the Commission did not
depart from the essential requirements of
the law in its action. Accordingly, we af-
firm the orders of the Public Service Com-
mission.

It is s0 ordered.

ALDERMAN, CJ., and ADKINS,

BOYD, McDONALD, EHRLICH and
SHAW, lJ., concur.
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(1) Definitions. For the purpuse of this Rule, the
foliowing definitions shall apply:

{a) “Tax Savings.” The dillerei.¢ between the
ax expenses for 2 wiility alculaied under the
previously effective corporaie income Lax rates and
those calculaied under newly effcive. redeced
COrpOraie INCOME L3R FRICS.

{(b) "Tax Deficiency.” The diflerence beiween
the wx expenses for a wiility calculaied under newly
thase calculsied under the previonly effecuwe
COFpOraie INODME LBX raies.

(c) “Asmocisted Revenuer” Thoe revenves
resuling {rom the application of 2 utilny’s revenur
expansion (2000r 10 8 ax savings or s deflioency

(d) “Previously Effeciive™ Refers 10 ihe
nrporaie income (ax rate used in a wility s lam race
case or thow cause proceeding, o used in the las ax
capense adpmment by the Commussson, whichever
mvurred mos recently

(c) "Tax Raic " The staivuwry tan raes tenn
lederal and maie, applicable o uulny income,
includang any surcharges, munimum taxes, and
mher adjusiments o the basic percentage wa raes

(N “Midpuint.” The midpoint of the range of
return approved by the Commussion in the wiliy's
las raie case, adjusied (or the st of any debt issued
subseguent o thai raie cawe snd pred o the
mmmencement of a e savings reflund o Lax
deficiency collectnn.
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25-14.003 Corporstie Income Taz Expense
Adjustments.

(1) Definitions. For the purpose of this Rule, the
following definitions shall apply:

{a) “Tax Saving” * The differei¢ beiween the
tan expenses for a wiility aalculaied under the
previously elfecuve o poraie income Lax raies and
those calculaied ur ier newly eflective, redoced
crparale IRCDME i) "Ries.

(b) “Tax Deficienc; " The diflerence beiween
the Lax expenses for a wiiiy calculaied under newly
efiecrive, higher enrporaic < ~: Wax raes and
thase calculated under the previously eflecuve
COrpOraic INCOME AR FBics.

(c) “Asncisied Reverwes”™ Thuse revenue
resulting (rom the application af » wility"s.revenue
expansion (aciar 10 3 Lax savings or ws defiaency

(d) “Previously Effecive”™ Refers w0 ihe
mrporaie income Lax raie used in 3 wility's last rae
cane or show cause proceeding. or used in the last Lax
eapense adjusiment by the Commussion, whichever
xvurred mos recenily

tc) "Tax Rawe 7 The staiusnry wan raes. boh
federal and sate, applicable 1w wility income,
including any surcharges, mumimum Laxes, and
mther adjusiments 1o the basic perceniage ax raies.

(N “Midpoint.” The midpoim of the range of
return approved by the Commussion in tse utility's
last rase case, adjusied for the st of any debt msued
subsequent 10 thai raie caase and pror 1o the
mmmencement of 3 2 avings refund or Lax
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(2) Tax Savings Refunds In aciwrdance with
subseviion (5) of 1his rule and usng a calendar year
as the basis of 1he wiculaiwn

(a) When_during ihe repuring penod desribed
in paragraph 3(a) bekow . 2 wtiluy i carmng a rae of
return which 15 ai or aluwe the madjusnr ol 1
authorized range computed without cmuderaion
of a tan rate reduction the vuliny shall refund all
associated revenucs as describied in paragraph Sc)

(b) When, during the reporung pernod descrised
in paragraph 5(a) bebow , a uniliny i carning 2 rae of
resurn which o8 below the mudpoan of 1 auithoriaed
range cumpuied withou! curmderaton of 4 s rase
reduciion, the uuliny shal! refund only those
asuxiaied revenues which cause the wiihiny 1o garn
in excess of that midpount . as decribsed in paragraph
Mc)

(3) Tax Defireny Callevimms In acvordaner
with subsection (3) of this rule and using a calendar
year as the hasis of ihe aabeulaton

(a) When, during the repuruing perwd dessribed
in 5(a) below, a uilny 18 carmng o rae of rewwm
which 15 21 or below the madjuan of n3 authonsed
range compuied withou (unssderaton of 2 1as fae
increase. the wiihing shall oollery all aswwuned
revenues, as describied in parsgraph %)

(b) When during the repmnung perd descniled
0 5(a) below o wnliny 1 carming 4 rave of revarn
which 15 atwwe the mudpont ol 1s suthorized range
@mmpuied withou! wonsderaton of 4 lan rae
increase. the wihity shall adlec anly these reveness
which cause (he utiliny 1o carn ek thai mudjunni,
a1 described in paragraph S(c)

(4) Reporung Requiremenu  Om o before
March | s of every year lollowing a 1z rase change,
cach uithity shall furnish a final repon, 1n the form
prescribed by the Commussion The repor shall
mwer anly the pror calendar year during which the
1ax raic change was eflecuve

(5) Procedure

(a) Refunds or mileciions shall he calculated
from the effecuve dawe of anv tax raie change
through the end of the calendar year Il the wax rawe
change s in effea for only pan of 2 wax year, the
refund o oollecion  shall be calculaied
actordance with the wuliny's cusiomary accnunting
ireaiment a3 authonzed by ihe lederal ar suae
waning authoniy for ax rate changes which eovur
dunng a ax year

(b) A funher change in the Lax raic shall end une
pervd of ecnmpliance and intate a new perd b
shali nen affet any refund or cullevtion already in
prugress pursuani o this rule

(c) Tugeiher with the final repesn deseribied in
subsection (40 of thes rule cach wadhiny shall file
Peisian conlaining o calculsion of and the methed
for refunding or oolleciing any 1az savingy o
defivency for ihe 1ax year of the repon The
Commumon will review the peivon and esther
Approve 1L, approne 11 with madificainsm, or deny 1,
an opporiunay lor 3 hearing on the (ommisuon’s
geavon will then Le prowded. o requesied
Therealier. the wuiiny shall exther make the refund
e of codleer the defiaency from us exising

VICE COMMISSION
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custamers in accordance with paragraphs (¢) and ()
of this subseviion.

(d) Upon its own or other motion, the
Cammission may deterw. * that 2 refund or
wllervion for a panicular year i impraciical
because ns amouni will new warrand the expense ol
making the reflund or il aing the deficiency. In
surh an event, no refund or o 'lection will be made
for 1hay year.

(e) Ihe wiiliy may make »my ~und or
oullertn either as a lump sum payment or billing
or in monihly insialiments not 10 exceed twelve (12)
months. Such reflunds or collections shall be made 10
or [rom current cusiomers of the utiliny a1 the time
thai such reflunds or colleciions are 10 be effecied. In
euher eveni, the uiilny shall refund or colleat the
amounl wilh inierest accruing on sny outsanding
balame from the dowe of overcollecion or
underpayment. Inierest shall be st by (he
Cammisseon.

(N An clearnc wility shall deermine each
rusomer’s share of refund or collecion on »
bilowat hour basis. A ielephone company shall
doermine each cusiomer's share of reflund or
mlievvion based on exisling general residence and
business kacal rate relationships. Other wilives
shall davermine cach cusiomer's share of relund or
cullecion based on consumplion or any other
reasonable bams specified in the wiiliy's peuvon
snd approved by (he Commission

(6) Eflecy of Raw Came or Show Couse
Prceeding A 1ax savings reflund or ax deflioency
aslleciian shall be consisient with this rule excep
that

() The ssuc of 3 s savings refund or Las
defioency enliectiun shall be decided in the course of
raie cases and show cause proceedings that are
pending when a 1ax rawe change becnmes law, or
ibat commence prior 1o the close of the wax year in
which a 1ax raie change bevomes eflecuve

(b) Nothing in this subsection shall be construed
a3 limiing the operation of the tax expense
adjusiment process ender this Rule either in
compleung 3 ax savings refund or wx deliaency
colleciion lor any 1as years prior w the year in
which a rax case or show csusc preceeding il
tnitiated |t shall sl nat prohibit a wax savings
refund or wx defioency collection for any Wax year
or porten theren! ending prior (o the linal order in a
raic case wr show Quse proceeding.

Speerlee Awvibearuy ¥Wod 01, 366.05, 347 121 F3 Low
implemensed Wt 0. 366 05. 367 121 FS. Hasrory —New
6-22-82 Fewrmeriy 25-14 01

25-14.004 Efiect of Parest Debt on Federnl
Corporaie  Income Tax In  Commssson
pnavedings v csiablish revenue requirementis or
address overcarmings. ather than those eniered imo
under Rule 25-14.003, F. A. C., the income was
expense of 2 regulaied company shall be adjusied 1o
reflecy ihe income a3 exprnee of the paremt detn
thai may be invesied in the equity of Lhe subsidiary
where a pareni-subsidiary relavionship exims and
the parises 1o the relsuonship gen in the filing of o
onsobdated inome Lax return,

TR



State of Florida

OMMIssioNers:
ATIE MICHOLS, CHAIRMAN ;
THOMAS M. BEARD 24 TIMOTHY J. DEVUN. Oireeter
QERALD L. (JERRY) GUNTER g & Paansial Anatysig Division
JOMN T. HERNOON s (904) 4008147
MICHAEL MoK. WILBON _ Ly
Public Serbice Commission
MEMQRANQUN
JANUARY 27, 1988
™ : ALL UTILITIES UNDER THE JURISDL TION OF THE FLORIDA PUBLIC SERVICE

COMMISSION AND SUBJECT TO THL PROVISIONS OF SECTION 25-14.003,
FLORIDA ADMINISTRATIVE CODE

FROM: TIM DEVLIN, DIRECTOR OF AUDITING & FINANCIAL ANALYSIS 41ﬂr
RE : REPORT REQUIRED BY SECTION 25-14.C03, F.A.C.

Enclosed are the forms to be used to report the effect of the changes
in the federal income tax rates on your operations for 1987. Thay are to be
complated and returned by March 1, 1988, to the:

Florida Public Service Commission
Auditing & Financial Analysis Division
¢/o Ann Caussosux

101 €. Gaines Street

Tallahassee, Florida 32399-0865

If you receive a form and are not subject to section 25-14.003,
F.A.C., for 1987 because of a stipulation or other action, please complete the
forms and nots on them why section 25-14.003 does not apply to you. These
completed forms will be used as a check of the reasonableness of estimates for
1988 and years “thereafter. Also, provide a statement from the appropriate
company official that attests to the accuracy of the information contained in
the forms.

If you have any questions, please call Jane Brand, Beth Salak, Ann

Causseaux or Susan Howard at (904) 488-8147.

TJD/ss

cc: Cheryl Bulecza-Banks
Bi1l Lowe
Dale Matihot

John Slemkewicz
Marshall Willls

(6571F/}e)
M ETCMER BULDING ¢ acilAleun!lllwIllT .
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RULE 25-14.003 CORPORATE INCOME
TAX EXPENSE ADJUSTMENTS
12 MONTHS ENDED DECEMSER 31, 19____

TAX SAVING (DEFICIENCY)

. Taxable Income, Operations
. Tax Rate (Federa! &k State)

Taxes Accrued

Book-Tax Timing Differences,
Operations
Tax Rate (Federal & State)

. Deferred Taxes,

Operations, Net

Deferred & Current ‘l‘u 5o,
Operations (1.3, 1

Investment Tax Cred tl. lot of
46(1)(2) & 3% Amortization

. Total Tax Expense, Operations

( !o’- - l-'- ,

. Jurisdictional Tax Expense,

Operations

NET OPERATING INCOME

Booked Operating Revenues
1. Servics Revenuss

2.
3.

Other Revenues (specify)
Total Operating Revenues

Operating Expenses
4. Operations & Maintenance

5.
6.

Depreciation & Amortization
Other (specify)

Oolrating Taxes

8.
9.
10.
.

12.

13,

Federal Income Taxes
State Income Taxes
Other Taxes

ITC

ITC Amortization (46(f)(2) & 3%) (

Tota! Operating Expense
and Taxes

Net Operating Incoms
(223 -1112 )

At 01d
Iax Ratal

()

({ )] Q)
Saving or
At New (Deficiency)
Iax Bate SA) - (R)

’ti__s__

$ $
X -
‘l-III--I-- ‘-I-l---III-I ‘------
. s
i p
Total Florida  Total Florida
Total Jufiuietiontbat Jurisdictional
A ({ }] (3]
$ $ $
$ $ $
$ $ $
4 & ( )
pd H -
s s | -
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I1I.

Iv.

=

<
- — —
- — (=]

VII.

VIII.

IX.

NOI ADJUSTMENTS (Note b)

Total of NOI Adjustments
ADJUSTED NOI ¢ 11.13 -« III.)

AVERAGE PATE BASE

Plant in Service
Leased to Others/Other Inv.
Holg for Future Use

(a7}
Acquisition Adjustments
. Accumulated Depreciation

Working Capital

CIAC (Hater and Sewer)
Accumulated Amortization of
CIAC (Hater and Sewer)

. Other (specify)
. Total Rate Base

RATE BASE ADJUSTMENTS (Note b)

Total of Rate Base Adjustments

ADJUSTED RATE BASE
( V.”. - “l )

USED & USEFUL ADJUSTED RATE BASE
(Hater and Sewer)

RULE 25-14.003 CORPORATE INCOME

ADJUSTED RATE OF RETURN ( IV / VIII for Hater
and Sewer or IV / VII for Others)

TAX EXPENSE ADJUSTMENTS
12 HONTNS ENDED DECEMBER 31, 19
Total Florida Total Florida
Total M“i:tlm!.’t Jurisdictiona!
) (C)

$ $ H

$ $ $

S $ $

S -




xIl

NOTES:
['1

. RULE 28-14.003 CORPORATE INCOME
TAX EXPENSE ADJUSTMENTS
12 NONTHS ENOED DECDMBER 3%, 19

" 4o gt IIOE”“‘
ot mge b Caba

COST OF CAPITAL (Note ¢)

Long Term Debt
Short Term Debt
Cost Free Capital
Customer Deposits
Unamortized ITC
Preferrad Stock
Common Equity

3% ITC

Other (specify)

. Total Capital

0.00%

REVENUE REQUIREMENT EFFECT OF TAX SAVING (OR DEFICIENCY)

(V.0 - IV.(B) )

. Difference betwean NOI at New Tax "f‘
and NOI at the authorized or mr [
rate of return ( IV.(C) - X,10.

The lesser of XI.1. and XI.2.
Revenue Requirement of XI.3. (Note d) | PSS

. Change in NOI due to rate change

tod

The tax rate embedded in currant tariffed rates.

b Include and describe adjustments necessary to reflect curreat Commission policy,
excluding going-forwvard and annualized adjustments. Govng-forward adjustments should be
excluded because the purpose of this form is to display sarnings for & specific past
perfod unlike a rate case which looks to futures earnings.

€ Cost rates and capital structure should be the aver for the period covered by this
report and reflect current Commission policy. Provide detail of adjustments used to

reconcile rate base to capita
authorized mid-point or stipu

lat

tructure. For return on common equity use last
ed rate per an agreement that addresses tais ruie.

4 Provide detail of expansion factor using New Federal Income Tax rate.

S675F
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In re: Petition of Plocida Power & )
)
; ISSURD: 1-25-89

Light Company for Approval of Tax
laStng- Refuna for m‘l.

SHD
TALLAHASSEE

The following Commissioners participated in the dispositign
of this matter:

EATIE NICHOLS, Chairman
THOMAS M. J1°®RD
GFRALD L. GUN"ER
JOHN T. HERNLON

MICHAEL McK. ' ILSON

APPEARANCES ! MATTHEW CHILDS, BEsouire, Stesl, Hector &
Davis, 310 W. College av.sue, Tallahassees, FL
32301-1406
On behalf of Plorida Power & Light Company.

ROBERT MORROW, Esquire, Sutherland, Asbill &
Brennan, 1275 Pennsylvania Avenue, N, W,,
Hllhlnqlﬂa D. C. ’

behalf o oalition of Local
over o

JOSEPH MOGLOTHLIN, Esquire, Lawson,
Mcwhirter, Grandoff, & Reeves, 522 E. Park
Avenue, Tallahasses, FL 32301

be of [ ida Industrial Power

STEVE BURGESS, Bsquire, Office of the Public
Counsel, e/o Plorida House of,
Representatives, The Capitol, Tallahassee,
FL  32399-1300

beh the State of

Florida.

MICHAEL B. TWOMBY, Bsquire, FPlorida Public
service Comaission, Division of Lagal
Services, 101 East Gaines Street,
Tallahassee, PFlorida 32399-086)

On behalf of the Commission Staff.

PRENTICE PRUITT, Esguire, Plorida Public
Bervice Commission, Division of Appeals, 101
Bast Gaines Street, Tallabhassee, Frlorida
323990862

ounsel to the C ssioners.

ORDER ON 1987 TAX SAVINGS REFUMD

BY THE COMMISSION:

The Pederal Tax Reform Act of 1986 reduced the maximum
federal cor ate income tax rate from 4. ., to 344, effective
July 1, 1987, resulti in an effective fedetal income tax rate
for 1987 of 39.95%. ile we determined that we would utilisze
our existing rule, Rule 25-14.003, Florida Administrative Code,

00939 wx2s gy

"PSC-RECOR)S/REPORTSNG



ORDER WO, 20639
DOCKET NO. 880355-E1

PAGE 3

PIPUG witness Lane Follen testified that interest should be
calculated boglnnlng Janur{ 1, 1987, with the assuaption that
one-twelfth of the tax savings dollars were earned each month,
and with interest earned at the wutility's weighted cost of
capital.

Public Counsel witness Hugh Larkin testified that the
accrued refund should be included as a reduction to working
capital for 1987, which would effeciively provide the ratepayers
with an interest rate equivalent ‘o the utility‘'s overall cost
of capital.

We agree with Staff witness An: Causseaux that interest
should begin being accrued on Januai, 1, 1987, assuming
one-twelfth of the 1987 tax savings was earned each month and
with interest paid at the 30-day commercisl paper rate as
provided by Rule 25-6.109(4) (a), Florida Administrative Code.

We find that interest should begin being accrued at January
1, 1987, because it is obvious that the tax savings of #$53
million were not sarned between December 31, 1987 and .’hnuty 1,
1988, and that the time value of this amount of money is
substantial. Absent evidence from the utility or another put
that the tax savings was earned in specific months, we find
it is reasonable to assume that one-twelfth of the mul totu
tax savings were earned in each month of 1987. Lastly, we
reaffirm our decision in Order No. 19185 that the -day
commercial paper rate as required by Rule 25-6.109(4)(a),
Florida Administrative Code, shall be used in calculating the
interest owed. The J0-day commercial paper rate (s commonly
used to calculate interest in fuel cost recovery proceedings,
refunds for interim rate awards and other proceedings. It
provides for an indisputable rate upon which to peg interest and
simplifies the tax savings refund process.

O&M Adjustments

The issue of the proper amount of operating and maintenance
(O&M) expenses to be included (n FPL's 1987 tax savings |is
primarily a function of whether any adjustment should be made
for a so-called "0O&M benchmark,” which would effectively hold
FPL's allowable O&M exzpenses to a growth rate approximating
increases in customers and inflation.

Public Counsel, FIPUG and CLG take the position that the O&M
benchmark calculation is, in effect, a cap or celling on FPL's
O&M expenses. They state that an O8N benchmsark adjustment was
made in FPL's last rate case and, therefore, argue that a
similar adjustment is asppropriate here., The Intervenors note
that in FPL's last rate case, the Commission dluumd some §$82
million in O4M expenses for the 1984 test { prlylng the
O&M benchmsark or approximately 64% of rn.'l boa mark variance
for that year. They say use of the benchmazrk was, thus, en
essential part of PPL's last rate case. Intervenors submit that
ignoring the benchmark and merely excluding O&M expenses
*specifically identified” im FPL's last rate case results in the
utility's taxzable income and the associated tax savings
resulting from the reduction in the federal income tax rate
being substantially understated. Furthermore, they say such an
approach effectively permits FPL to pass through cost increases
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It should be noted, however, that our present refusal to
apply the O0&M benchmark in this docket does not leave the
Intervenors, or any other substantially affected party, without
a remedy with which to address their perceived grievances. If
the Intervenors believe that a complete examination of FPL's
revenues and expenses would disclose that its rates are “unjust,
unreasorable, unjustly discriminatorvy. or iIn violation of law"
they may request a public hearing for "he purpose of determining
just and ressonable rates.

Pension Expense

Iin FPL's most recent general rate case, ve included for
ratemaking purposes all of the wutilit ' projected pension
expenses to be funced. In 1987, in recognition of the fact that
its employee pension fund was substantially overfunded, FPL did
not make any contributions., FPL had, however, implemented the
Financial Accounting Standards Board's (FASB) Statement of
Financial Accounting Standards No. 87 (SFAS 87) mlqu'l
Accounting for Pensions in 1986. This standard ucorn zes.
among other things, that the economic cost of a pension plan may
vary from the amount contributed to the pension trust fund for
any given period. That is the case here where SPFAS 87 yields a
negative $22.5 million pension cost when no contributions were
made to the fund. The result of utilizing this standard in 1987
without adjustment was a book pension cost of a negative $22.5
million, which would have increased FPL's "excess" tax savings
and, hence, its customer refund. Reasoning from its experience
in its own last rate case where its contributions and funded
amounts were equal!, FPL made a8 "regulatory” adjustment reversing
its negative $22.5 million pension cost, so that its pension
expense for ratemaking purposes was zero. FPL believes they made
this adjustment pursuant to Section 210 of SFAS which
recognizes pension cost differences "created by the actions of
the regulator.”

For the purposes of this case only, we will accept FPL's
adjustment zeroing out {ts negative pension expanse, With
respect to on-going pension issues, we will address all such
issves in Docket No. 881170, sion

[Tc
Y, ['I;
pension expenses should not be restated to reflect negative
pension expense.

Accelerated Amortization of Unprotected Excess Deferred Taxes

FIPUG took the position that of the total asount of excess
deferred taxes, some $96.3 million were “unprotected®, meaning
that we have the ability and the discretion to require that they
be disposed of without violating federal tax policies and thus
jeopardizing PPL's ability to utilize accelerated depreciation
for tax purposes. FIPUG stated that, as a matter of policy, we
should require FPL to return the unprotected excess deferred
taxes to customers as expeditiously as practicable. WNoting that
a shorter period would be appropriste, FIPUG recoamended that
the unprotected excess deferred taxes be amortized over five
years to comport with the Commission‘'s prior rule relating to
excess deferred tazes. FIPUG submitted that, taking into
account the rate base effect of accelerated amortization,
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Coamission is required by
Section 120.59(4), Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders
that is available under Sections 120.57 or 120.68, Frlorida
Statutes, as well as the procedures and time limits that
apply. This notice should not be :onstrued to mean all
requests for an administrative hearine or judicial review will
be granted or result in the relief sou.nt.

Any party adveisely affected by vie Commission's (final
action in this matter may request: 1) eronsideration of the
decision by (filing & motion for reconsideration with the
Director, Division of Records and Reporting within fifteen (1%)
days of the issuance of this order in the form prescribed b
Rule 2%-22.060, Florida Administrative Code; or 2) judlcln{
review by the Florida Supreme Court in the case of an electric,
gas or telephone utility or the First District Court of Appeal
in the case of a water or sewer utility by filing » notice of
appeal with the Director, Division of Records and Reporting and
filing a copy of the notice of appeal and the filing fee with
the appropriate court. This filing must be completed within
thirty (30) days after the issuance of this order, pursuant to
Rule 9.110, Plorida Rules of Appellate Procedure, The notice
of appeal must be in the form especified in Rule 9.900(a),
Florida Rules of Appellate Procedure.
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kind of lays it all out for us.

Now, why don't we take just a minute before we
start the testimony and see if we can reach some agree-
ment on just what schedules we ought to be looking at
here. There are four or five estimates of fuel oil pricels
and none of which comes to me from a reliable source.

We have been using Chase and DCF, all of those other
folks, in our prior decisions. I haven't seen any of
those in anybody's testimony and I want to inquire as

to why. Whether or not we have any agreement on whose
fuel oil forecast we ought to be using now, whether it
ought to be different from the fuel forecasts that we
have been using in the power plant siting approvals, and

just kind of get that issue honed in on first before we

start reviewing what everybody has filed.
Now, I consider that to be a critical issue as i
to which fuel oil forecast, or cost of coal,differential
between coal and oil, we ought to be looking at. Florid1
Power and Light has got one here, and I didn't know tha: |
they had become expert in forecasting that. FCG has
got one in here, and I didn't know that they had become
expert in doing that, either. We have been looking at
the national economists' forecasts to guide the Commissior
in their decision-making process. It seems to me what

we are going to have to do, if we use the forecasts that
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use. Our position is that because there is so much
uncertainty in this forecast, as is conceded by FP&L's j
own witness, and because we believe that the lssunptions!
underlying the company's most recent forecast, which is
the most conservative, are reasonable for the purpose of f
qualifying the projec~ in this case; that the 1982 FP&L
forecast should be t!e one that is used to measure fuel
savings.

CHAIRMAN CRESSE: All right. Then just for purposed
of maybe being able to get on with it, Schedule 4, Page
4 of 9, is residual fuel oil price projections and that
is the staff forecast, is that correct?

MS. DAVIS: That's correct.

CHAIRMAN CRESSE: And that is different than any
of the forecasts submitted by Mr. Cook, is that correct?

MS. DAVIS: Yes, sir, and what the staff concluded
was that the FCG forecast is the closest to and is
somewhat lower than the staff forecast. Therefore, it ig
the most, or it is reasonable to use that as the most
likely forecast in determining whether or not the project
qualifies. That would be the mid-band. Then the FP&L
1982 forecast, which is the forecast for the least
differential between coal and oil, should be the bottom
band and the DOE national projection would be the high

band.
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oil will approach equivalence with the price of crude oil as its
usefulness as a substitute for crude oll increases.

Crude oil price forecasts are based on possible outcomes of
recent events in the wor'd and the oil industry. The actions of
non-OPEC producers, arn ‘cipated demand, the world economy,
OPEC actions and interpretz*°n Dy industry experts of recent
events have been taken Into consideration in our estimates of
future crude oll prices.

How do you take into consideration the effect of inflation?

Our forecasts are produced in both real and nominal terms, so
that evaluations may be made on a constant dollar or dollar-
of-the-year basis. The inflation rates which are applied to our
forecasts are those which are predicted by our System
Planning Department. '

Whid\otﬂ'makrmnprumummaﬂmt
thinking? '

Because there are so many factors which can affect the price
of fuel oll, it is not reasonable to make a single guess as to
what fuel oil prices are likely to be in the future. [ have
prepared my Document No. 6, which is a graph showing various

«10-
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forecasts which we have been able to obtain. As you can see,
there is a substantial range between the highest and the lowest
of these forecasts.

Why are you showing us al! these foreczsts?

These forecasts illustrate how th= outcome of an evaluation of
this Project depends on which forecast one uses. The price of
oil at any future time is extremely uncertain. Any number of
events could occur which could affect future oil prices, coal

prices, and the economic results of any oil-backout project.
What are some of these events?

The economic situation of the United States or the world could
swing into or out of rccmlg. This would affect any
assumptions made with regard to demand levels. The rate of
inflation couid soar or M. depending on economic situations.
The prime source of crude supply, the Middle East, is
extremely unstable politically. War, civil strife, or change in
political 'persuuion or policy, of any magnitude, could reduce,
or even cut off, petroleum supplies coming from this area.

Any of these events, individually or in combination, could

significantly affect the economics of any project.

afle
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net savings to the customer in the f{irst ten years of
commercial operation of the Project. I[f the Commission
believes that the fuel oil price forecasts which are shown
above the break-even line are more reasonable, then it would
presumably conclude, as we do, that this Project would benefit
our customers by provic'ng savings in excess of the Project
costs. If, on the other hand, the Commission feels that the
forecasts shown below the "break-even" line are more
probable, then this Project would not qualify for cost recovery
- through the Factor.

Have you prepared a forecast of coal prices?
Yes. It is shown in my Document 7.
Please describe this Document.

Document 7 shows the Florida Electric Power Coordinating
Group ("FCG") coal forecast used in this Project evaluation.

How was the FCG forecast developed?

FCG's coal forecast represents the views of Florida's utilities.
The forecasts of delivered coal prices to Florida's utilities
were examined, and growth rates isolated. These growth rates

-1
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forecast for 1982 is below current price levels. Although we
must confess that we cannot, with any degree of certainty,
forecast fuel oil prices due to the myriad of pelitical and
economic events which could have an impact on petroleum
product markets, we bel eve that this Project will result in a
Cumulative Present '~lue of Expected Net Savings to
customers in the first ten yesrs of commercial operation. If
you agree with us that future prices will most likely be above
the "break-even” line shown on Document No. 6, then this
Project should qualify for cost recovery through the Oil-
Backout Cost Recovery Factor.

Does this conclude your testimony?

Yes, it does.
(End of prefiled direct testimony.)
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those shown in the various exhibits in the back. But for
purposes of completeness and because of the great uncertaincy |
in determining just what future oil prices are, we took a |
look at oil prices that had been considered by this Connd;sio#
in other dockets. These are displayed in my Document No. 6 |
graphically. And then we selected as the high band forecast
the Department of Energy forecast which we felt was the most
pessimistic with respect to future oil prices.

We felt the most appropriate mid-band forecast was
the one prepared by the FCG which is based on actual prices
being paid by the utilities today as a starting point. When
I say "'today," at the time the forecast was prepared. And
then picks up future escalations based on the consensus among
the utilities but also ties very closely to the forecasts
prepared by DRI, which was one of the national forecasting
services.

The low band forecast was one we developed ourselved
because we felt that the existing published forecasts, none
of them were perhaps as conservative as the scenario we could
envision ourselves, which is one of great stability in the
Middle East, and economic need for the producing countries to
produce and sell a lot of oil, significant reduction in
consumption by users with the result that on a real price
basis after taking out the effect of inflation, there could

actually be periods of price decline. And that's the basis
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there for us to look at.

Q And the '82 forecast then is premised on the
assumption that the current oil market situation, which you
perceive as a glut, will continue?

A In effect, ves. And as a practical matter, the
current price of oil “hat we are paying is a couple of dollars
a barrel above the forecast that was developed in 1982. 1In
other words, the glut has already eroded to a sufficient
degree that prices have started to move up. In fact, they're
slightly above the FCG forecast.

Q Well, you said a minute ago that you didn't think
that your '82 forecast was necessarily the most likely thing
that was going to happen; that it was, instead, an attempt to
forecast the lowest differential between o0il and coal, is
that correct?

A That's correct. May we infer from the statement
that FPL would not use this price forecast, the '82 forecast,
for planning purposes?

A It's hard to say what we would use for planning
purposes because we don't, in fact, we can't base our plans
on any one forecast because the one thing we do know about the
forecast is the future is going to be different than what we
forecast. What we would, what I would recommend to our top
management in making actual menagement decisions is that the

earliest projects, the first few projects we do be based on
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rely on any one forecast,

Q And this is one of them?

A That's correct.

Q And it would be your low band throughout this
planning process?

A That's corre:t,

Q Have you hac an opportunity to review the fuel
forecasts prepared by the Fublic Service Commission staff?

A Briefly, yes.

Q Do you find it to be a reasonable forecast?

A The coal prices ara slightly lower, as I recall,
than the FCG forecast. The oil prices are slightly higher.
But given our ability to forecast accurately, I would say
that they're certainly essentially the same. They're close
enough co not even worry about the difference.

Q Is it your position then that the Florida Coordi-
nating Group forecast and the staff forecast are essentially
the same?

A That's right.

MS. DAVIS: Thank you. We have no further
questions.
CIIAIRMAN CRESSE: Mr. MeGlothlin?
BY MR. McGLOTHLIN:
Q Mr. Cook, of the several forecasts that you have

described and used in your testimony, the DOE forecast is by
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it doesn't make any difference.

I have no further questions of Mr. Cook. f

COMMISSIONER MARKS: I have one, and I don't know ié
it has been asked or not, but it is more of a question
in the nature of understanding, Mr. Cook, more than I
anything else.

I am not even so sure how just mechanically, the
mechanics, or the cCatermination of the fuel forecasts
and how it is actually done. Does DRI do it a different
way? 1 understand, I have got an understanding of how
FCG did i{t. They just got a composite of information.
Did you all do it a different way? Exactly what are the
mechanics in determining or forecasting fuel oil prices
up until 19927

WITNESS COOK: I guess the best answer would be that
it is highly subjective and it depends upon the forecascdr
as how he does it. Most forecasts that I am aware of
are done on the basis of so-called real dollar terms.
In other words, the forecaster will by varying mechanisng
decide that if there were no inflation what the price
of o0il would be each year and that determination may be
based on his analysis of supply and demand, assumptions
as to what is going to happen in the refineries, what
is going to happen in the producing companies, and so

on. Then once that basic price forecast is developed,
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and again each forecaster might use different factors
in deciding what he thinks the future price will be in
real terms, then an inflation rate is added to that and
the inflation rate may be the same among several fore-
casts or it may be again different for each forecast

depending upon whn the forecaster is. i

CHAIRMAN MAFXS: Is any kind of sampling technique |
l

used, or anything ¢f that nature, to ask folks what they
think, or something?
WITNESS COOK: We do that. That is in effect what

we have done, and that's why we have so many forecasts
that we look at. We subscribe directly to a number of E
services and find out what other people are doing and f
saying and then try to go into the reasons behind that !
forecast and make our own value judgments as to how
valid their reasons are. That is in fact something cha:i
we do and then our judgment that I have expressed today !
that the FCG forecast is a good forecast to use for thisj
purpose is based on the fact that we have sampled all ofi
these others and looked at the reasons and rationales. :
1 feel that it is the most appropriate middle-of-the-
road forecast to use as the best estimate.

COMMISSIONER MARKS: All right.

CHAIRMAN CRESSE: Commissioner?

COMMISSIONER NICHOLS: Could I get you to look at
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very viable and legitimate assumption that should be i
incorporated in any projection used for the purpose of j
testing the qualifications of this project.
I think those lend support to our position that the
conservative 1982 approach is the one to use.
COMMISSIONEL. MARKS: I take it, Mr. McGlothlin, you
answered my ques ion, that it is possible if you use somJ
reasonable assunptions ro come up with a forecast.

MR. McGLOTHLIN: I didn't say it was possible to

do it with precision and ten years later find out that

you hit it right on the nall, but I think it is possible |
to adopt an appropriate approach and frame your
assumptions accordingly.

COMMISSIONER MARKS: Mr., Childs, I will give you an

opportunity to respond to that, too, if you want to.

[
(8}

I take it from what you have presented that you think
can be done to a certain extent.

MR. CHILDS: Well, I will ask the witness to go i
back on that point. I think this Commission certainly \
has familiarity with the forecasts that are made for ‘
much shorter periods of time on oil and the accuracy ;
of those forecasts. Although the forecasts here, I
started to say, are not only in dollars and cents per
barrel, I believe our evidence shows, and the reason we

presented four forecasts, is to show you the general
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trend of winat prices were going to be in the future. I
don't think that the purpose of the forecast is to show
you or to predict that in 1987 a barrel will cost you
$45.22. So with the understanding that the precision
that you are asking for is really related more to the
trend than the reasonableness of the projection, that
is the purpose of sur use of more than one forecast.

WITNESS COOK: If I might summarize.

COMMISSIONER MARKS: Sure.

WITNESS COOK: The purpose of these forecasts, as
1 see them, is to determine if it is likely that the
project will produce a net savings to the customers.
Our view, as evidenced by all of the things that we have
presented here, is that it is very likely that that will
happen, extremely likely. As I understand the rule,
it does provide that the actual costs in the future will,
determine the precise ratemaking treatment and so there
is a self-correcting factor, as there is in the fuel
adjustment, that compensates for the inaccuracies in
the forecast. So it is from that standpoint a self-
adjusting forecast and we just want to make sure that weE
are in the right ball park.

CHAIRMAN CRESSE: I think that latter statement
Mr. Cook made is very important; that the fact is

basically the forecasts that are used here are not
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Do you know whether it is possible to obtain
certainty or an extremely high degree of precision in making
0oil price forecasts over the long term?

A I know it is impossible tc obtain certainty or
precision.

Q Should that then in your view, based upon your
familiarity wich the ~lanning process, indicate to a utilicy
that it should not make “c~{sions or plan because it did not
have that precision or certainty?

A Well, one must make decisions based on the best
available information. What one then needs to do is make the
decisions hopefully in such a way that one can over time
accommodate changes in the facts as they arise irrespective
of the future founding accuracy of prior predictions. This
is the most difficult task of management, to do that.

MR. CHILDS: Mr. Chairman, that concludes my
redirect of Mr. Cook. I would suggest that we will
attempt to develop for you a comparable calculation of
the coal prices used in developing the energy costs of
the Southern purchases.

CHAIRMAN CRESSE: Thank you, sir. Mr. Cook is
temporarily excused.

(Witness Cook temporarily excused.)

MR. CHILDS: And I would move into evidence Exhibit

Ho. 1.
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What discount rate was used to caiculate the Cumulative Present
Yalue of the Expected Net Savings in each case?

As required by the Rule, the present value discount rate is based
on the Company's projectec incremental after-tax cost of capital
for this Project. A detaile' derivation of the discount rate used
is provided in Document No. 6.

What oil price forecasts did the Company use to perform its
economic analysis of the 500 kV Transmission Project?

We have used each of the four oil price forecasts presented by
Mr. Cook. The FPL 1981 oil price forecast was the "base”
forecast originally used by FPL td evaluate the second block of
Coal-By-Wire purchases. This forecast was presented by the
Company in Docket No. 810346-EU regarding the Commission
investigation into additional 500 kV interconnections with the
Southern Companies. The other forecasts are the FCG oil price
forecast (a mid-range forecast), the DOE oil price forecast (a
high-range forecast), and the FPL 1982 oil price forecast (a low-

range forecast).

As Mr. Cook explained in greater detail in his testimony, the
future of oil prices is highly uncertain. As the results of our

analyses will show, the economic benefits of the Transmission

-19-
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Project will vary significantly under differing oil price scenarios;
the greater the increase in oil prices, the greater the benefits of
the Project. However, under all oil price scenarios which were
analyzed, our customers were provided with a clear and
substantial economic beneiit.

What is the Cumulative Present Value of the Expected Net
Savings under each of the four oil price forecasts considering

total system savings?

The Cumulative Present Value of the Expected Net Savings in
the first ten years of commercial operation of the Project uncer

each oil price forecast are as follows (in $ millions):

FCG DOE FPL 1982 FPL 1981
Qil Price Qil Price Qil Price Qil Price
Forecast Forecast Forecast Forecast
$1,201 §2,155 § 82 $1,850

The calculations of savings assuming the FCG, DOE, 1982 FPL
and 1981 FPL oil price forecasts are detailed in Document No. 7
on pages |, 2, 3, and &, respectively.
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The table shows that the net savings are sensitive to oil price
assumptions. The net savings difference between the high-range
and low-range oll price scenarios is over $1.3 billion. That is
aimost three times greater than the total cost of the Project. In
spite of the sensitivity of t.e savings to changes in oll prices,
even when the low-range fc.ecast is used there are savings for
the system through 1992 of ove: $200 million due to construction
of the Transmission Project.

What are the principal present value net savings components of
the previous calculation?

The two components are: 1) the differential in fuel cost between
total system fuel cost in the Base Case and the Coal-By-Wire
Case, and 2) the differential in capital carrying costs between
the two Cases. These are detailed in Document No. 8 for each

oil price forecast.

This Document shows that the major portion of the net savings is
produced by the fuel savings which ranges from about 3660
million under the low-range forecast to about $2.0 billion under
the high-range forecast. The savings in capital carrying charges
are, of course, unaffected by changes in oil prices; therefore, the
present value of net savings in carrying charges is approximately
$180 million for all fuel price forecasts.

.21-
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cost recovery. S0 I think underlying in this whole
scenario is very strong incentive for off-balance sheet
financing, creative means of reducing the cost to the
consumer.

But the bottom line of all ¢f this is just a-
incentive for the ~ompany tc free up rescurces so tha:
they can better prrvide service to the consumers at the
lowest possible cost.

COMMISSIONER MARKS: 1Is it your understanding that
there is a difference between this terminology, that is,
the conservation of o0il and the economic displacement
of 0il? Can you define me the-difference in that
terminology? |

WITNESS TRAPP: Yes. I find a very distinct
difference between that. Conservation of oil implies
that it's done economically, but not necessarily so.
Conservation for the purpose of conservation, in my
opinion, from an engineerina standpoint, does not make
sense.

Conservation from an economic standpoint does make
sense. And to the extent that all the definable costs
and benefits show that it is economical to displace oil,
then oil should be displaced.

1 would also argrxe that any resource that is the

cheapest resource should be used. 1If coal is more
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expensive than oil, then we should have a coal-backou:
clause. But the realities of the situation are that
that doesn't appear to be the case in this decade and
probably a large part of the next decade unless e f.né
a 1ot ¢f dead dinosaurs scmewhere. And the realities
of tocay are that oi1. is what we need to back out,

COMMISSIONER Mi®KS: All right. With that in mind,
what is the intent of t..i. rule? Conservation or dis-
placement?

WITNESS TRAPP: Economic displacement of higher
cost resources.

COMMISSIONER MARKS: Okay. 1It's the economic
displacement co;cept that --

WITNESS TRAPP: That's correct.

COMMISSIONER MARKS: =~-- we're dealing with here
rather than the conservation of oil concept.

WITNESS TRAPP: Just conservation for conservation'g
sake, that's correct.

COMMISSIONER MARKS: I asked that gquestion because
in response to some other questions you tended to indi-
cate that what we were concerned about here is the
conservation of oil. But I think you probably clarified
it with that statement.

WITNESS TRAPP: Yes, sir. We're concerned with

economic conservation.
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WITNESS TRAPP: I think so.

CHAIRMAN CRESSE: All right, sir. Now, do you view
this oil-backout rule, which is the economic displacement
of oil, any different than you do the conservation goals
ané programs? Should they be economically based? Has
this Commissiis apprcvec any conservation programs fcr
the sake of conserva~ion alone?

WITNESS TRAPP: Evc.r thing that a utility does and
the Commission approves should be based on economics.

CHAIRMAN CRESSE: And has that been true as far as
you knowledge of our conservation programs, that they
have to be cost-effective? .

WITHESS TRAPP: That's correct.

CHAIRMAN CRESSE: So, essentially, do you see any
difference then between the economic displacement of oil
through this rule as opposed to the conservation prograng
that we have approved? If it's not cost-effective, it
wouldn't be approved; is that correct?

WITNESS TRAPP: That's correct.

CHAIRMAN CRESSE: All right, sir. Based upon your
-- how long have you worked for the Public Service
Commission?

WITNESS TRAPP: January 6, 1975.

CHAIRMAN CRESSE: 1975. Do you know of any ten-

year period, or have you had an opportunity to review
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any ten-year period of forecasts for the prices of coal
or the prices of o0il that those forecasts have ever ccme ;
out to be reasonably accurate? l

WITNESS TRAPP: Boy, that's a tough one. There
rave always been inaccuracies associated with fuel
forecasts, to my kno.lieige,

CHAIRMAN CRESSE As a matter of fact, if we had
been forecasting ten-year prices in 1982, and we had been
doing that in 1970 or 1972, we would not have had any
oil-fired plants built in the State of Florida, would we?

WITNESS TRAPP: Not in this decade of forecasting,
no. ‘o

CHAIRMAN CREéSE: If we had just forecast what the
price was going to be in 1982, we would have probably
built coal, wouldn't we?

WITNESS TRAPP: Most likely.

CHAIRMAN CRESSE: 1Is there anything essentially
wrong then with recovering an ecnomic di;placement of
oil project over its forecast useful life econtcmically?

WITNESS TRAPP: Not in my opinion.

CHAIRMAN CRESSE: Do you think that anybody can
reasonably forecast fuel prices for ten years or in
excess of ten years?

WITNESS TRAPP: I think you can reasonably dis-

tinguish trends in fuel prices, but I don't think that
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it's realistic to think that you can forecast exact fue.
prices.

CHAIRMAN CRESSE: All right, sir. What do you think
would have happened if in 1970 somebody had decided to
import ccal from Georgia and bu:1¢ a transriss:cr l.re
to doc 80? D: jyouu think that wz.ol2 hrave feen f-recas: .
be economic?

WITNESS TRAPP: PrclLully not, under those circum-
stances, not -~

CHAIRMAN CRESSE:® Is there any reason then -- we've
been talking about an incentive. Do you see any justi-
fication for frecovering the costs of these type projects
during a reasonable forecast period so that you don't
burden future ratepayers with our poor estimates that we
make in 19827

WITNESS TRAPP: I believe that decisions based on
forecasts are more accurately made when you're dealing
with shorter term forecasts tl.an longer term forecasts.

CHAIRMAN CRLSSE: Am I correct in understanding that
this rule provides that there has to be a net benefit
forecast over a ten-year period, or else the project will
not be approved?

WITNESS TRAPP: That's correct. And that ten-ycar
period, by the way, is within our nominal planning

horizon in the State. We currently do planning on a
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WITNESS HOVWARD: No, sir, it would not, not based
on the, what was called the FCG forecast that was used
in the qualitifcation hearings.

COMMISSIONER GUNTER: Huh!

MR. McGLOTHLIN: You have anticipated the petition
for reconsideration.

COMMISSIONER GUTER: Now thickens the plot. I
understand why the pudding was beginning to thicken. I
didn’t understand the heat was on the study.

WITNESS HOWARD: I would think we should point out
it may, that was just on one forecast. Once it's
qualified and you go to comparing actually, what actually
happened as opposed to what is forecast to happen it
very well may pay out in ten years. I think you can come
up and envision a scenario, even if the deferred capacity
benefits flowed through, as the rule says, you can come
up with scenarios where it would not pay off in ten years,

The best belief is that it will.

COMMISSIONER GUNTER: All right. Go ahead, counseloqn.

MS. DAVIS: Commissioner Gunter, if I could just
follow up on your comments.

As we understand the rule, the rule requires that
for qualification purposes that within the first ten
years of commercial operation, the project result in a

net cumulative present value benefit to the customers,
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are, many good reasons why the lines should be con-
structed but there is only one justification under the
rule which will permit its qualification for the rapid
recovery of capital costs through the oil backout |
recovery mechanisms.

In one sense orw of our positions stems from the
company, because it is in the testimony of Florida
Power and Light Company theot describes the vagaries and
uncertainties associated with projecting oil costs. We
believe that in an exceptional mechanism like this that
it is only reasonable to require that the more conserva-
tive of those projections be used in determining the
fuel savings associated with the project.

We have asked that the company be required to adhergq
to the very specific standards and criterion adopted by
the Commission in the oil backout rule which would
require, among other things, that it take into account
all of the costs associated with securing coal by wire
in its analysis of any net savings. We believe that
when you take into account only those benefits which
are permitted by the rule, and when you recognize all
of the costs associated with it, that when you look at
those numbers the project does not meet the test of the
rule, which is positive present net value within ten

years of constructiom,
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is that I think we have four forecasts, is that ri-ht,
Mr. Cook, that we have four forecasts that give differen
scenarios?

WITNESS COOK: Four that were quantatively analyzed
and others which were shown to be within the range.

CHAIRMAN CRESSE: I am just trying to, if we could,
and I don't know if “t is possible, reach some agreement
on what forecast ought to be used for this evaluation.
Then the question comes up that since forecasts change
from time to time, and it will be different next year
than it is now, how that plays a role in this, or does
it play a role?

For example, if we looked at the forecast for 1979
and 1980 when this project was started there would be a
much wider disparity between the price of oil and the
price of coal than is presently forecast. That seems to
me to put a question that, all right, you go ahead and
start something and then there are points in time when
projects can be terminated, deviated or continued based
upon the latest economic analysis. That doesn't make
the first decision wrong or right because the prices
have changed to be prudent when you started out.

MS. DAVIS: Mr. Chairman, I don't know if this
completely addresses your concerns, but the staff took

the position that the rule requires the analysis of

:
|
|
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projections, but it seems to me that with all the data

that we submit, and we have a tendency to overcomplicate '
|

these things. The point is that I am convinced, and ’
|

maybe we could get a stipulation to this effect, that

the economic benefits of this oil backout proposition !

is fairly dependent ipon the differences between the
price of coal and th~ price of oil, as forecast over the
ten-year period. 1Is th:or- any disagreement with that?

Mr. Cook, do you disagree with that?

WITNESS COOK: WNo, I don't disagree.

CHAIRMAN CRESSE: All right. So it seems to me
then that one of the things you do is you start with the
fuel prices, if you generate yourself, and fuel prices
of which that replacement power will in fact cost.

There has to be forecasts of those, in terms of dollars
per ton, which is then converted, you know, to kilowatt
hours and you can look at it in dollars per ton and then
you could convert it to kilowatt hours. |

Then you have got the other revenue requirements,
which is over time as this plant is constructed, and
you have al;eudy built some of it and some of it is
all ready producing power and bringing about great
savings. That is if I can believe what JEA is saying,
and I believe what they are saying. They are already

producing great savings and over time you are going to
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than the FCG forecast, which does not show that kind of

thing?

WITNESS COOK: Well, it is just reflective of an
explicit scenario which may or may not happen. |
Certainly the circumstances that are taking place right
now in the Hiddle East could cause a price run-up today
or tomorrow. We havr already seen a price run-up of
about 5% in the last f.ve weeks, which is not forecasted
in our scenario. Right today the FCG forecast is more
accurate than the FPL low band forecast and even the
FCG forecast is a licttle low. So it is a forecast,which
I don't think one should have very high reliance on
any one forecast. Whereas the FCG is more representative
of a trend line which over a period of time you would |

anticipate would average out.

COMMISSIONER NICHOLS: Thank you.

COMMISSIONER MARKS: Let me ask a question, and
just a general question not necessarily of Mr. Cook but
of counsel for FIPUG and Public Counsel.

I am looking at all of these scenarios and forecas:l

on prices of oil, and I asked Mr. Cook earlier how it !

was done and apparently there are various techniques |
on how to determine what oil is going to cost up into
the future, such as sampling, and they may do a lot of

things, as a matter of fact.
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Now, is there any agreement to the extent that a
reasonable forecast can be found as to the price of oil

to the future; whether you believe what we have here is

correct or incorrect? Do you believe that it can be
done?

Anyone, either one, don't everybody rush to
answer.

MR, FOGEL: My uncderstanding is that it can't be
done.

COMMISSIONER MARKS: That it what?

MR. FOGEL: That it can't be done.

COMMISSIONER MARKS: Can't be done?

MR. FOGEL: Correct, that vou can go to ten
different experts and you can get ten different pro-
jections because they use widely different assumptions.
Basically, I would base my understanding on what I have
read from Wall Street analysts and market analysts about
the future of fuel prices.

MR. McGLOTHLIN: Mr. Marks, I would say this:
Having in mind the uncertainties associated with the
supply factors, and also the time frame that is involved
in this kind of projection, ten years and more, of
course it cannot be done with precision by anybody.

COMMISSIONER MARKS: I understand,

MR. McGLOTHLIN: I think what you have to do is
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adopt an approach that is designed to be compatible Vith:
your purpose in the proceeding. Where the purpose of thJ
proceeding is to determine whether the project qualifies
for a novel and exceptional kind of rate treatment, and
where you are confronted with the uncertainties associated
with the projections, va2 take the position that your j
approach to ensure tha. it does qualify and that the ‘
ratepayers should be required to accept this diversion
of fuel savings to recover capital costs, you should :

take the conservative approach.

When you take any approach you begin with some

assumptions and we would like to point out that the 1982
Florida Power and Light forecast does more in the way ofi
making assumptions about supply and demand arrangements
than the others that have been presented in the case.
One of the assumptions underlying the 1982 FP&L forecast
is the assumption that there will be continued user
conservation of oil productr., We think that should be
incorporated in any projection that is used for that
purpose in this case.

Another assumption underlying the 1982 Florida
Power and Light forecast is the assumption that producinq
nations in the Mid East will be motivated to maintain

high production levels for the purpose of funding their

own economic expansion needs. Again, that seems like a
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very viable and legitimate assumption that should be 5
incorporated in any projection used for the purpose of
testing the qualifications of this project.
I think those lend support to our position that the
conservative 1982 approach is the one to use. ;
COMMISSIONER MARKE: I take it, Mr. McGlothlin, you

answered my question, tnat it is possible if you use some

reasonable assunptions to come up with a forecast.

MR. McGLOTHLIN: I didn't say it was possible to |
do it with precision and ten years later find out that i
you hit it right on the nail, but I thirk it is possiblef
to adopt an appropriate approach and frame your
assumptions accordingly. ;

COMMISSIONER MARKS: Mr. Childs, I will give you an!
opportunity to respond to that, too, if you want to. i
I take it from what you have presented that you think i:!
can be done to a certain extent.

MR. CHILDS: Well, I will ask the witness to go
back on that point. I think this Commission certainly
has familiarity with the forecasts that are made for
much shorter periods of time on oil and the accuracy
of those forecasts. Although the forecasts here, 1 }
started to say, are not only in dollars and cents per
barrel, I believe our evidence shows, and the reason we |

presented four forecasts, is to show you the general




foas tee

PIRGAD CO . BATOmREE & .4 L3l 1]

"

12

13

14

15

16

17

18

a

24

25

96

trend of what prices were going to be in the future. I
don't think that the purpose of the forecast is to show
you or to predict that in 1987 a barrel will cost you
$45.22. So with the understanding that the precision
that you are asking for is really related more to the
trend than the reasonrbleness of the projection, that
is the purpose of our use of more than one forecast.

WITNESS COOK: If I wlght summarize.

COMMISSIONER MARKS: Sure.

WITNESS COOK: The purpose of these forecasts, as

I see them, is to determine if it is likely that the

project will produce a net savings to the customers. i

Our view, as evidenced by all of the things that we have

presented here, is that it is very likely that that will
happen, extremely likely. As I understand the rule, f
it does provide that the actual costs in the future willf
determine the precise ratemaking treatment and so there

|
|
is a self-correcting factor, as there is in the fuel i
adjustment, that compensates for the inaccuracies in ‘
|
I

the forecast. So it is from that standpoint a self-
adjusting forecast and we just want to make sure that we |
are in the right ball park.

CHAIRMAN CRESSE: I think that latter statement
Mr. Cook made is very important; that the fact is

basically the forecasts that are used here are not
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determinate of the repetity with which this project may be
paid for because if in fact, as I understand the rule,
that you would look at it and make the forecast and say
yes, that qualifies. As the costs are incurred it is a
question of how much would go into regular rates and hew
much would be accele-ated back, that would be done a
six months forecast “asis in the true-up. So the real
benefits would be deteirilned on every six-month period,
if it actually cost the ratepayers more or if it cost

them less. The maximum amount it would cost, assuming

that something happened next week and coal got higher
than oil, would be then the regular treatment of those
KV lines over their estimated useful life for purposes
of strengthening the grid system and the network. ,

The ratepayers would still pay for it but there

would be no accelerated pay for it, and I think that's |

l
one of the cthings that we tend to forget. My frustratichd

is not with whether or not the project ought to go for-
ward and how it ought to be treated, but just be able to
get your hands on some information that is consistent |
from one page to the next.

We will make it, though. We have scheduled two
days for this hearing, and we could probably get through
in one if we hurry on. But, as I view it, if this

project was approved, and let me just be sure that I
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approved and in fact there was no difference in the
price of the contract and we are charging a cost that is|
as much as if they were generating it themselves, the i
added cost of the project would be incorporated into the
base rates and then the question of whether it was
prudent to have buil- it at all could become an issue in
rate case. But if no savings are demonstrated on a six-
month-by-six-month basis nothing would be passed through
in the oil conservation backout, is that right?

MS. DAVIS: I think there are two questions. The
second one is if every six months the fuel savings were
less than cthe revenue requirements you would recovery only
the revenue requirements through the clause. Now._if
you had no clause then the revenue requirements of plant
would either be dealt with in base rates through CWIP
or AFUDC, but there is some difference. The clause would
eliminate any regulatory lag, as far as the cost of the
project was concerned.

Now, if your other question was assuming that you
approved the use of the clause today and on a six-month
basis it was demonstrated that no savings were realized
and then whether you would later want to bring up in a
rate case whether it was prudent for them to have

entered into the project at all, I think the answer to




- roes 14

PERGAD CO.. BAVORNE, W.). eFesd

10

1"

12

13

14

17

19

21

24

that is probably no. I think a finding today that the

primary purpose of the project is to displace oil, that
it will be cost effective to do so in ten years, and

allowing the company to use the clause would preclude

l
|
'
|
i
i
i
i
|

you from in alater rate case determining that in fact it |
was not prudent at al’.

CHAIRMAN CRISSE: Well, I think it is prudent but
my problem is that I dou't know that that i{s an issue.

MS. DAVIS: I didn't think it was. As I understood
the question --

CHAIRMAN CRESSE: But I don't think it would pre-
clude anybody from bringing that up as an issue after-
the-fact.

MS. DAVIS: Bringing what up as an issue?

CHAIRMAN CRESSE: Whether they should have built
the line or not if coal suddenly gets twice the price of
oil. As best I have been able to tell anybody can bring
up an issue anytime they want to.

MS. DAVIS: Well, that would always be an issue but
I think the staff would take the position, and hope that
the Commission would, too, that you judge the prudency
at the time that the decision to enter the project was
made and at that time -~

CHAIRMAN CRESSE: Don't misunderstand me. I think

that once we have said that this would be incorporated
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into the oil backout clause that's that decision, just u“.
vhenever we say you ought to build a plant, but if we i
say it should not be incorporated in the backout clause
does not preclude somebody later on from raising it as
an issue as to whether it was prudent to build it at all
or not.

MS. DAVIS: That's true.
CHAIRMAN CRESSE: The only decision we are going

to make today is whe"her to include it in the oil backec:
clause.
MS. DAVIS: And if you concluded that it should nc:

be included in the oil backout clause I think it leaves

the issue open as to whether or not it was prudent to
have entered into the project at all. %
CHAIRMAN CRESSE: Okay. Are there any further !
questions of Mr. Cook? Any redirect?
MR. CHILDS: Yes, sir.
REDIRECT EXAMINATION
BY MR. CHILDS:

Q Mr. Cook, you were asked a question about the 1981

forecast of Floricda Power and Light Company and you said tha:
arbitrary adders were used to develop that. Would you tell =ze
what you meant by the term "arbitrary"?

A Maybe that was the wrong term. Judgmental and
subjective, like any other forecasts the numbers were made up
in somebody's head and applied. It was our judgment that that

was the appropriate adder at the time to reflect the premium




D L B YT tnse pevs

10

1n

12

13

14

15

17

18

19

20

21

22

23

24

25

Lo
(Ll
ANy

if you got rid of the oil, fuel adiustment clause ju:s* as
easy as adding another oil-backout project.
CHAIRMAN CRESSE: Is that your recommendatizsn?
WITNESS DITTMER: No, sir,
CHAIR!IAN CRESSE: “ut the math will wcrk out that
way, wouldn't it?
WITHNESS DITTHMER: The r~sults would be -~
BY MR. BUTLER:

Q Looking at Pages 7 and 8 of your testimony where
you first discussthe primary purpose test, is it your
position that the primary purpose of a project shoulé be
determined by looking at the utility's “Sustification for
the proiect at the time it determined to undertake the
project, as opposed to at the present time?

A At the time they are actually making the dec:sion
to go forward. As things change, vou know, whatever you're
at at that point in time, you're going to look at it.

Q So, you want to look at it at both points in time?
1t woulé be your testimony that it has to be their grimary
purpose, both at the time they undertook it and then at
the time that a cualification hearing would be held with
respect to this?

kN The company is always going to be evaluating the
economics of a project. You see utilities across the nation

enter into new generating units at one point in time and
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3ay they were justified, and then later say they will defer
them, and then sometimes start on them and cancel them.

You are always going to be looking at it and trying to

determine whether to go forward with it at that point in ti-e

You are saying at this point in time the project
can't be justified. Lookin¢ at the economics of displacing
oil, it has to be justified on cisplacing or deferring
capacity.

Q Well, at the time that FP&L initially made its
dacision to undertake the project, are you aware that the
oil price forecasts at the time indicated that the project
would be justified solely oh the basis of the oil displacc-
ment that it would generate?

A I heard that testimony, yes.

Q In your mind would that indicate that the primary
purcose of the project at the time that FP4L was deterrmining
to undertake it was oil displacement?

A That's a judgment, You know, it's hard to go
through and say what went through management's mind at that
time. Certainly that would appear to make the project look
more lucrative than say it does today. But, you know, they
could have applied the probability analysis and said that
even if the price of oil doesn't go up to this level, we
are not going to miss on a net present value savings when

we consider the capacity savings -- the capacity -- savings
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from deferring capacity.

0 Well, do you have any knowlecdge that the decision
was made on the basis of the time that the project was
undertaken, the decision was made on the basis of deferring
capacity rather than lookinc at the projected economics
of oil displacement for the wroject?

A The only thing 1've “eard is the testimony that
said the project was initially justified from an oil
displacement standpoint. I don't know if that was the only
thing that entered into their minds or not.

Q You have indicated that to really make this
analysis would reguire looking into their minds or making

a subjective analysis. 7Tsn't that essentially the test

that rublic Counsel has proposed for the primary purpose
analysis under this rule? That you look at the company's &
intent at the time it undertook the project?

A Would vou repeat that. I'm not sure 1 understand
that.

Q You are indicating that to determine whether
FPsL actuvally intended to undertake its project for oil
displacement or oil-backout would require looking at the
company's subjective intent. I'm asking you, if that isn't
in fact, the test for the primary purpose analysis?

A You said that. I don't know that I said that was

necessarily the test.
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Q I'm asking you whether that is the test, whether |
you understand the Office of Public Counsel to be taking
that position in this proccading as to the primary purpose
test. ;

A I would say at thi: point the determination of ?
whether to continve the project is going to be either based
on the contract obligations or the total economic feasibility
of continuing the project at this point in time.

Q Mr. Dittmer, are you familiar with Order No. 11033,
the prehearing order for this proceeding?

A I have read it.

Q Would you turn to Page 2 of that order. Under
Issue 1-A, is it correct that Public Counsel's position as

stated here is that: "As to the issue of if the gross fuel

savings are greater than other savings, cdoes that establish
conclusively that the primary purpose of the project 1is
oil displacement? Public Counsel's pecsition is no. The
rule calls for a different approach. Whether the primary
purpose of the project is oil displacement should be
determined from a review of the reasons for undertaking
the project.”
Do you agree with that pesition?

A I would say I agree, but I would modify it to say

unéertaking and continuing with the project.

Q But that's not the position that Public Counsel
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took at the time of the prehcaring conference and reflected
in this prchearing order; is it?

A No.

Q You have indicated that FPL probably considered,
in addition to oil displac ment, other benefits associated
with the project at the t'me it macde its dccision to

undertake it; is that correct?

A It very well may have, yes. I would say it should

have.
Q Would you agree that when a utility analyzes a
project, it would be imprudent if it did not look at all

the potential benefits which it might be able to gain as

a result of whatever project it was considering undertaking?

A It would certainly do a good job to look at all
the costs and all the benefits.

Q Would you agree that the fact that studies might
indicate that thers were reliability benefits to a project
or capacity deferral benefits to a project would not
necessarily indicate that those other benefits were primary
in the utility's mind, but instead simply indicated that
they had covered all the bases?

A I would agree with that. Who knows what all the
thoughts were at the time the decision was made.

Q Turning to Pages 10 and 11 of your testimony, I

want to ask you specifically about your analysis of the




tomm jewe

PEIRLED (O sbromni =

10

1

12

13

14

15

16

17

18

19

21

22

23

24

25

707

or of deferred capacity?

WITNESS DITTMER: The company isn't claiming any

capacity savings in those years. They weren't planning

any. 1'm saying all those costs would be allocated to

the oil savings.

CHAIRMAN CRESSE: Now, if you are going to allocate’

them all to the cil savings in those years, what would
you do in the year that they start saving capacity?
Where will you allocate them?

WITNESS DITTMER: Well, one methodology I've used
in this 14-A was to look at how much of those coal-by-
wire purchases were displacing 0il and how much was
being used in lieu of the 700 megawatts that was
planned for 1987. And I just got a factor to allocate
that. There may be other ways to do it. You might
want to do it on éemand. I haven't thought about 1it,
but the numbers come out overwhelmingly showing that
there is a loss from fuel oil displacement.

CHAIRMAN CRESSE: Well, let me ask you this. Do
you think this project as proposed is a better deal
for the ratepayers than going ahead and building those
units? If you were faced with this alternative, which
would you recommend that the company do?

WITNESS DITTMER: The numbers that I have szen so

far -- looks like the best economic alternative 1s to

|

<o M
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proceed with the project.

CHAIRMAN CRESSE: All right, sir. !

WITNESS DITTMER: The one adjustment, as we just
discussed, I don't think we got a real base case
scenario versus the coal-by-wire case because we
haven't done that di:play, displacing other oil savings.

CHAIRMAN CRESSE: Well, hased on this, don't you ;
think that it would be better for them to go ahead and
enter into that contract with Georgia than to go ahead
and start constructing those units? 1

WITNESS DITTMER: Everything that I have seen so
far indicates that, yes.

CHAIRMAN CRESSE: Now, that being a prudent r.hing,l
shouldn't we then somehow assure that the capacity
charges which they incur, which are beneficial to the
ratepayers, actually will be reflected in the rates
they are charging the customers?

WITNESS DITTMER: If we determined that the projec:t
is prudent, then I think they ought to collect their
costs. The question today is just when.

CHAIRMAN CRESSE: All right. So, if we took the
capacity thing and said yeah, this project will stand on
its own bottom for capacity, obviously they save about
2 billion, 3 just for going the capacity route, don't

they? Just by going to Georgia rather than building !
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the alternative that results in the least total cost
of the two projects over the life of the --

CHAIRMAN CRESSE: You would latch on to it;

wouldn't you?

WITNESS DITTMER: Yes.

CHAIRMAN CRESSE: As a matter of fact, if one
looks at your 14-B, an® said that their construction |
is based upon summer peak, and they need between 20
and 254, they really don't need any capacity prior to
19 -~ somewhere between '85 and '867?

WITNESS DITTMER: That's right.

CHAIRMAN CRESSE: You took 20 on the low end. But

they actually are going to get some capacity prior to
1986 from the Southern Company as a result of the
information on Document No, 1; is that correct? }

WITNESS DITT™IER: That's correct. |

CHAIRMAN CRESSE: MNow, do you think that's prudent
for them to go ahead and do that?

WITNESS DITTMER: It appears the project is
prudent to be entered into. It would appear that it
would be prudent not to buy the capacity until 1986,
if it could be purchased in that manner, because it's
nog: - )

CHAIRMAN CRESSC: Are you familiar with the terms

and conditions of the arrangement that Florida Power
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I would assume that you can't sell it but to one
|

utility and meet the rules of the road of the utilitics.|

WITNESS DITTHER: No, my question is can they get ;

it back at some point in time? 1In other words, can

they refuse it in 1924 and then it back? |
CHATRMAN CRESSE: And say, "Well, I don't want it

in 'B4; you can sell .t for a year; but you're going to

have to hold it for me in '85"? No, they can't do that.'

Assume for a moment that you get the right of firse
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refusal, on taking it, and once you exercise that
right, that's it. That's usually what the right of
first refusals are.

WITNESS DITTMER: Then you would have to look at
the big picture again, the total economics of buying
now, buying a little bit more than you nced to enjoy
some savings later on.

CHAIRMAMN CRESSE: Have you seen the company's
12-A7?

WITNESS DITTMER: T believe so. That's the one
where --

CHAIR/1AN CRESSE: Now, let's look at Line U on
12-A. Then look right below that to Line B, which is
the one I wanted you to look at all the time, but I
was on the wrong line.

The deferred capacity carrying charges are the

i
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anticipated construction. Now regardless of whether
they go to the ratepayers or they are capitalized,
would you agree that thosc are real costs that are
either capitalized or included in CWIP?

WITNESS DITTMER: They are costs that are going
to be incurred by sorzbody somewhere along the line.

CHAIRMAN CRESSE: Under the normal accounting
procedures of utilities, given the CWIP, the ratepayers
would pay for them in '84 or whatever year is listed
there. Or if it's capitalized, it then would cnly be
recoverecd when the unit would ccme on line in 1987;
is that correct?

WITNESS DITTMER: That's correct.

CHAIRMAN CRESSE: In an economic analysis on
deferred capacity, would you agree that in 1984 the
deferred capacity carrying charges exceed the capacity
costs and the wheeling costs on the Southern contract?

WITNESS DITTMER: The deferred capacity charges
would be -- looks like slightly less than the capacity
of wheeling charges, assuming a hundred percent CWIP
and rate base.

CHAIRMAN CRESSE: Well, now are we looking at
208,019? 1Is that the figure you have reference to?

WITHNESS DITTMER: Yes,

CHAIRMAN CRESSE: In 1384, what is the amount they
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would pay - Georgia for the 650 megawatts that's
coming down?

WITNESS DITTMER: To Georgia, it would be, I guess,
109,278,000 plus the 8,970,000.

CHAIRMAN CRESSE: So, we are looking at 117 cost
to the ratecpayers or 208 million cost; is that correct?

WITNESS DITTHMCR: T~ rounded it up to 217.

CHAIRMAN CRESSE: Yes. Would you say that that's
the deal they ought to take? That's a pretty good
figure for boarding capacity costs?

WITNESS DITTMER: Well, now we are getting into
whether a hundred percent of CWIP should be --

CHAIRMAN CRESSE: Mo, sir, I'm not even into that

1ssue because I think those costs are real, whether

|
I
|

they are capitalized to the project or whether they are

recovered currently. And I think you agree with that,
don't you?

WITNESS DITTMER: Yes.

CHAIRMAN CRESSE: You don't have to get into the
guestion of when you are going to recover thcse costs
to recognize that the carrying costs on a construction
project are real, and that the issue of CWIP 1is
primarily when are those costs and who is going to pay
those costs, when they are going to be recovered, and

who is going to pay them.




toe= Jees

[RL2T]

FemLbe e

"

12

13

17

8

19

20

21

22

23

24

25

e —— R S — — -

hear their recommendation and then --

COMMISSTONER NICHOLS: You are the Chairman, you
decide.

CHAJIZAN CRESSE: VWhatever you all would like to
do. If you want to diyest, give us the written
recommandations, that s fine. If vou want to cive
it to us here, that is fine.

hny objection to then ioceeding with oral
recomnendations at the present time? There's always
the option. Okay. Go ahcad.

1S. DAV1S: The staff recormends that you grant
Florida Power and Light's petition be2cause we feel
that the prepcnderance of the evidence iﬁ the proiect
has been shown to be qualified under the rule.

Turning first to the primary purpose test, we
feel that by a preponderance of the evidence the
company has shown the primary purpose of the project
is oil displaccment from both an exawmination of the
historical reasons for entering into the project and
on a current basis.

The staff relies on Exhibit 15-1 and J, and on
“4r. Scalf's Nocuments 1 and 2 as evidence of the fact
that on a current basis the primary purpose of the

nroject is displacement of oil.

As to the present net value of the expected savings

e rranes e T

!
!
f
|
|

|
|
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I think that the mathodology the Commission has
choscn essures that there will be no mistake made on
expected useful economie lives hecause whather or not
there are any benefits, unaceelericed denreciation
taken on the project will, in fact, dcepend upon the
results that are obtaincd, rather than forecasts,

And if there's one Lhing we have lecarned, it's
that the -- if there's any»ody that's ever testified
before the Commission, that's making his living on
forecast ng fuel prices, they sre in serious, serious
troudle. As an expert, they would not be able to make
much of a living anywhere éxcept they are in the
busincss of doing that, And their rocord is one of
being wrong, and in someé cascs, horribly wrong. That
rmay happen in the future.

The anticivated savings, which are caleculated in
this document, may not take place. Unfortunately,
1f they don't take place, this will be trcated as an
ordinary construction project with a life of 35 years.

ir. ieGlothlin addresses the quostion of how to
recever it. And I believe that obviously it ought to
be recovered on a cents per kilowatthour basis because
the primary purpose is reduction in energy costs. And
1f you are going to start spending money to reduce

energy c¢osts, then you are going to take those dollars




OIL BACKOUT RULE AMENDMENT PROCEEDING
DOCKET NO. 820257-EU
. AGENDA CONFERENCE TRANSCRIPT EXCERPTS



torw jJevas

orear

Ll

10

1"

12

13

14

15

16

17

18

20

21

22

23

24

25

- " F e & e B s e W 4 e . LI

L.
\
'
jeopardize the qualification of that project, that
may ultimately reduce the customer's bills would be
a serious error on the part of the Commission.

CHAIRMAN CRESSE: Well, let's not get tor
confuse.l about what the primary puarpose of this
thing was all about and so forth. It seems to me
that the primary purposc, as I recall when I suggested
that we adopt this rule, was to provide an incentive
to the electric power companies that we regulate to
provide more economic electricity to their ratepayers
than would business as usual provide their ratepayers.

And one outstanding way in which that can be done
in the state of Florida is to provide mechanisms where
within a reasonable projection of cost differential
between oil and coal that we have a mechanism whereby
we could replace some of our present oil-fired
electricity with coal-fired electricity.

Now, that was the broad objective that I think
everybody was talking about, at least 1 was talking
about when 1 proposed the rule.

We said, I think, first, that we want to provide
that incentive for the utilities to get involved in
it with today's type of financial difficulties and

problems. And second, since we're not very good at

projecting what the prices are of these differentials--

k 14
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because, you know, less than fifteen years ago if you
had projected what would be the cheapest today, every-
body would have come down on the side of oil.

We want a reasonable time frame wheneve:r these
projects will pay out,'very simply pay out. Ain: in
the event we are wrong, we won't be placing the
burden on the ratepaycrs in the future. And we chose
ten years. Why ten? Ten is better than 12? We have
a ten-year forecast. Twelve might not be a bad idea;
eight might not be a bad idea; but we chose ten, and
that was somewhat arbitrarily chosen to show that the
project would be cost beneficial to the ratepayers
over a ten-year period. Am I right?

MR. TRAPP: Yes.

CHAIRMAN CRESSE: Now, we said, so that we
won't’'be adding that burden to the -- if it will be
cost beneficial, and you can pay for that project
in ten years, what we do is split the savings, pay
for the project, use the decelerated depreciation,
get it off the books. Then if your forecast is wrong
on prices, and ten years from now it turns out to be a
bad deal, we will at least in the next four or five
years have recovered some of the costs of that
investment, and not be burdened on future ratepayers.

That was the concept. 7Tt was very simple. It's
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accelerated depreciation, I don't think that's a good

amendment.

COMMISSIONER LEISNER: No. What we are saying is
you coulc always recover you costs. And then the 1dea
of this rule was you recover your costs always, then 1¢
there is a fuel differential that benefits the rate-
payers, benefits ever,%ody, you split the savings.

CHAIRMAN CRESSE: I understand that. Commissionersd,
I think there -- don't .ave any misunderstanding. 1If
we approve one of these projects, the utility will
recover the costs anyway, prudently incurred.

COMMISSIONER LEISNER: Yes. That's always been.

CHAIRMAN CRESSE: Now, if those costs equal 75
proposed amendments, and the fuel savings is 100, then
what is the impact? How is that $25 split under the
proposed amendment?

COMMISSIONER LEISNER: Two-thirds to the utility,
one-third to the ratepayer.

CHAIRMAN CRESSE: Two-thirds of what?

COMMISSIONER LEISNER: $25,

MS. DAVIS: I think the problem would arise in
how you arrived at the $25. For example, in the FP&L
case, if you limited it to net fuel savings, then you
would have to decide whether or not you were going to

help capacity charges against net fuel savings; whether
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MR. McGEE: I plan to avcid much controversy on
that by passing on cross examination.

CHAIRMAN CRESSE: Don't worry about that.

Mr. Butler?

CROSES EXAMINATION

BY MK, BUTLEFR:

Q Mr. Trapp, just for clarification, you were talking
about your understanding of how the calculation of recovery
under the factor would wor® and whether customers would
receive any fuel benefits associated with it.

Is it your understanding that when the recovery
mechanism was in place and whatever estimate you might have
had as to generating capacity deferral cost and schedule has
been determined, that otherwise the actual fuel cost and
actual whatever other costs and benefits involved in the
project that would result would be used on the calculation
of the factor from one period to the next?

A Yes. Once recovery starts, actual numbers will be
used to the extent possible.

Q Could you explain briefly then what you meant in
responding to Ms. Davis's questions that a customer may or
may not receive the one-third fuel savings benefit under the
recovery on the clause?

A Well, basically, qualification is done prior to any

of those actual numbers being known, so qualification is done
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on the bazis ¢{ fcrecasts, forecasted fuel prices.

The forecasted differential may not materialize, and:
hence -~ let's take an extreme case and say that oil when i
recovery starts 1s cheaper than ccal. In that instance, there

woulé be no Juel savings asscoiation with an oil-backout

| $7CTelt €nT¢ 1t came on line. At that time, the rule cg=v: -

tially assures that prudent capital expenditures will be
recovered. But essentially, they may not result in any savin;L
to the customers if that <vtreme example were to hold true.

Q And also would not result in any accelerated
recovery by the utility,

A The accelerated recovery would not take place; only
the recovery of prudently incurred capital expenditures.

MR. BUTLER: That's all I have.

CHAIRMAN CRESSE: Mr. Willis?

CROSS EXAMINATION

BY MR. WILLIS:

Q Mr. Trapp, I take it that the purpose of your
testimony is to support the changes that are proposed by the
staff in Rule 25-17.16; is that correct?

A That's correct.

Q Is it also the purpose of your testimony to support
the basic concept upon which the oil-backout rule was adopted
in the first place?

A Yes, it is.
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Q Mr. Trapp, 1 want to ask you a couple of questions
about the qualification procedures and the basic philosphy of
those qualification procedures.

In créder for a protect tc e cualifjed, is it trus

- that the utility mist first show tha: the prirary f.urpose ¢

the proposed project is the economic displacement of oil-fired
generation in the State o' Florida?
A Yes.

Q And must the utilicy next show that there will be
a cumulative present value of expected net savings to retail
customers in Florida within the first ten years of commercial
ope;ation of the proposed project?

A Yes, that's correct.

Q And I take it your testimony is that that determi-
nation is based on the facts and circumstances that are
existing at the time the Commission makes the determination;
is that correct?

A Yes.

Q And then, finally, & ucility must show that the
proposed project is the most economical alternative available;
is that true?

A Yes, they must.

Q And so at the time cf the gqualification of a project

based on the best information available to the Commission and

-
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based on the record of the proceedings, the Commission would
determine that there is a substantial probability that there
will be a net benefit to the ratepayers within the first ten
years of commercial operation of the project; is that correct;

A Yes.

Q Ev defiration, in order to sualify for inclusion :ir
the Oil-Backout Cost Recovery Factor, there has to be a pro-
jected savings to be passad on to the customers, does there
not?

A There has to be a believable projected savings
passed on to the consumers; that's correct.

Q And in the cost recovery aspect of the rule, there
is a sharing concept of the net benefits of that project; is
that not true?

A During the period of capital cost recovery, there
is a sharing concept, yes. After costs have been recovered,
then the consumers would benefit for the remaining life of
the project on a 100 percent basis.

Q Mr. Trapp, if the oil-backout cost recovery pro-
cedures were not used, what would be the alternative procedurjs
for cost recovery?

A Well, absent any other form of incentive ratemaking,
the normal recovery procedures would be that fuel costs would
be recovered through the Fuel Adjustment Clause on an esti-

mated six-months basis, trued up at the end; and all other
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guestions, I believe you stated that the purpose of the oil- |
backout rule is the lowest cost to the consumers, or zomething
to that effect. But the primary purpose of the rule, never-
theless, remains the backout of oil-fired generation plants:
1s that correct?

A That is the zrimary purpose of the rule.

Q So if, hypothet.cally, a company tried to qualify
under this rule under a proposed scenario by which they would
be able to avoid constructic~ ~f a coal-fired plant, is it
your opinion that this rule would be inapplicable?

A Not necessarily. 1It's my opinion that the qualifi-
cation criteria are quite clear. First you must determine 5
that the primary purpose of the project is economic oil |
displacement. Once that has been determined, then you are
allowed to include and all benefits associated with the projeﬁt
in order to gualify the project for cost recovery under this
factor.

So as long as you prove that the primary purpose of
the project is economic oil displacement, then you are
afforded the opportunity to treat all other costs and benefits
in a true economic picture.

Q Okay. So if the primary purpose of a project
hypothetically were coal displacement or coal deferral, that
company wouldn't gualify under this rule if that were the

primary purpose.
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written off. 1'm not soO sure I share that view, because |
I think it's that very view that keeps people sometimes
from doing the most cost-effective thing -- that was one ‘
of the reasons behind this rule -- and writing themr of?
guring their grocected ecirnoras i:fe, that scrmebody -
yo2u would c.rme Lo and say, "L.ln, LLESL transmissicn
lines aren't hauling anything; therefore you ought to
take them out of the rate base. They've got $200 million
invested in them, and they're not hauling anything," you
know, 25 years from now.

WITNESS COOK: Well, I think you have to consider
that you may not look at all the ;Bsts if this is going
to happen.

CHAIRMAN CRESSE: Well, the trouble is that we're
looking at -- all decisions are based on projections,
are they not? Is there any law you know of that
requires estimators or projectors to be right?

WITNESS CCGOK: No.

CHAIRMAN CRESSE: There's no law that even requires
consultants to be right, is there, or lawyers or
Commissioners? We just use the best judgment we can.

And yet if that turns out to be wrong because of esti-
mates beyond really the foreseeable future, there's
always somebody saying, you know, that today it's not

used and useful. Now, no matter how prudent that decisiop
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BB LLEA

Take it out of the rate base.

Now, that doesn't seem to me to be abundantly fair. '

Dces that seer to you t: be abuncdantly fair?

WITHhESS DUl NS L. 48 sl S0t adyuee
£. LAt thers if &N casityy Bné dt woplz crges woge

return that we're paying, then we may build two plants |

and have them sit side by side.
CHAIRMAN CRESSE: All right, sir. That's what I'm
trying to get to. And if that's true, then what is wrong

in considering capacity payments in order to avoid the

o |
building. of a new plant, as an offset for the construct:oT
of a new plant, as long as the purpose of it is for the }

displacement of o0il, not the purpose to meet increased
demand?

You see, I think throughout this whole hearing there{
has been a thread running that said that somehow we'll
get projects involved that are designed to meet increasec .

demand and pass them through the oil-backout recovery

clause, when in fact I don't know of a project that was i
designed -- if its primary purpose was to meet increasec :
demand, it would not gualify, would it? l

WITNESS COOK: Well, I assume if the primary purpose

of a project is to increase demand, it would nct cualify

under tnis procedure, under this oil-backout rule.
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excess of over the "used and useful" time period if the fuel
savings were large enough to warrant that accelerated
depreciation.

Q 1£f, for instance, during a particular six-month
period for some reason the project was not expected to
generate positive fuel savings, that would mean that vou
would gn to the straight line depreciation over the useful
1ife of the project for *hat period; is that correct?

A (By Mr. Trapp) That's correct.

Q And since the project as a vhole was qualified

for recovery under the oil backout clause on the showing by

substantial and competent evidence that it would generate
positive fuel savings over a ten-year period, 1 was interested
in knowing why that period might not be used as a proxy for
the overall useful life, since that's a longer period of
time, which from a financing standpoint may cause problems?
A (By Mr. Trapp) We're not totally convinced that
utilities' projections are 100 percent accurate. 1In the
qualification process, what we want to do is be relatively
assured that there is a high probability that true net
savings will be accomplished within a relatively narrow time
frame, ten years. In the cost recovery aspect of the factor,
we do not want to rely on estimate at all. We want to use
actual data. And if in fact the company has been accurate

in the long term forecast when they come before the Commission

[
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44
some two, maybe six years in advance of a project coming on
line, then you will be able to recover two-thirds of the
actual fuel savings as an accelerated depreciation method
during the recovery of -- or for the recovery of the project
cost.

So there are two separate distinct concepts, one
based on projections over a very narrow time frame, and one
based on actual data. |

MR, MeGEE: . understand. Thank you. |

HEARING OFFICER. 1if there are no other utility

company questions, Mr. Shreve, I believe it's your turn.

If you would come up to a microphone, 1 would surely |

appreciace it.

0SS TION

BY MR. SHREVE: i
Q I believe you said that you wanted the cost
recovery to be based on actual data rather than estimated
data?
A (By Mr. Trapp) Yes, sir, |
Q After you get into the cost recovery, and initially
it appears that there will be the required savings to justify.
the cost recovery under the clause, and that goes on for
some period of time, fnd then there were to be a shift,
would you change back to the normal straight line deprecia-

tion, or what would be the situation there?
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the actual monthly utility bill? 1Is he saving, or is he
losing, or is it going to stay the same?

We're talking about saving on fuel, and we're

_ talking about reimbursing a certain amount of capital invest-

cent. How does this rule show that the saving is indeed a
saving to the consumer? Or is it a saving that doesn't get
passed on to the consumer?

A (By Mr. Traprn) First of all, by definition, in i

order for a project to cualify for inclusion in this recovery

factor, there has to be a savings that is passed on to the
consumer. In the cost recovery aspect of the rule, there is
a sharing of the fuel savings between the company and the '
customer on a one-third to the customer, two-thirds to the |
company to recover costs basis. Once the plant is paid for,
then 100 percent of fuel savings is passed on to the consumer.
So there are mechanisms through this, both through
our curreng fuel adjustment clause where fuel savings are
passed through, and through the cost recovery factor where
the costs are passed through, to make sure that there is a
net savings to the consumer.

Q But you do actually envision a situation where at
least in that initial phase until the plant is paid for that
the cost on the power bill to the consumer could be higher?

A (By Mr., Trapp) If in fact the projections of

oil and coal prices -- excuse me, the oil/non-oil prices that !
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lead to a decision to go into the pr%ject upon which the

Commission bases a decision to qualify a project for cost

recovery, if those materialize and the differences between

fuel costs are great enough, then we envision that happening.

Now, certainly circumstances could prove that in

spite of the best decision making made at the time, basec or

the best estimates of fuel costs, that this project would

produce rate savings to “he consumers once it came on line,

the oil prices may have drastically reduced or held their

own through some poltéicll {ntervention over which we have

no power, the bottom line of which is that maybe those fugl
savings don't materialize. The posture taken in this ruled
essentially to say that we made the decision to qualify

based on our best information at the time, so at minimum

[
]
|

we're going to allow those prudently incurred costs alaocinteJ
|

with the project that would normally be included in rates

under the policies of this Commission to be included in this

factor so that the company would recover the cost of the

project. 1f the fuel savings did not materialize, then

perhaps there would be no true. quote, unquote, net savings

to the customer should those circumstances occur,

But we have attempted in the qualification process

to very strictly confine those projects which would most

likely produce & savings to the customer before they even

get to the cost recovery part of the factor.

So we've tried

H
!
)
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our best to make sure that there will be a savings passed
on to the customer.

Because projections are necessarily involved in
the qualification process and in the decisions to convert or
build transmission lines, or some other oil backout project,
because of the lead time associated between when the cecisior
is made and when that facility actually comes into service,
that may result in us not achieving our goal.

Q I can well ap:reciate, of course, the projection
and the time involved.

However, is not this rule really driven as much
by conservation methods, conservation of fossil fuel, as it
is the economics to be gained by it? You made the statement
in your opening statement to the effect that you wanted to
realize a savings of 58-plus million barrels. Regardless of
the cost of the oil, are you not really driving for that as
well?

In other words, again by the process of conser-
vation, are we not getting to a point vhere maybe we can't
afford the conservation?

A (By Mr. Trapp) Well, I think all of the goals
that this Commission has established with regard to conser-
vation had the very key word in them, "cost effective" or
"economical," 'most e;ononicll." So surely this Commission,

I don't believe, would adopt programs, approve supply-side
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A (By Mr. Trapp) Yes.

Q So if you projected that s unit would not go into
operation, say, for four years due to lead time and what have
vou, you would have a projection in effect that really covers
2 li-yvear period; is that right?

A (By Mr. Trapp) That's right,

Q In your testimony today you referred to -- 1 thinki
it's on page 5 that you s:y, '"Once qualified, the prudently ;
incurred cost associated "ith the construction and operation
of the oil backout project wuy Le recovered through the
clause.”" Do you mean to say, or are you inferring that there
is a cost different than the cost which you use in the cost- !
benefit analysis? Would they not be one and the same? é

A (By Mr. Trapp) They would be to the extent that 1
one is a projection and one would be an actual number. The ‘
intent here is to provide the same type of procedure that &
the Commission currently uses in power plant certifications,
where before a power plant in power plant certifications is
built, the Commission must determine the need for that power
plant. Once that need is deterrined, then that power plant

is necessarily included in base rates once it comes into
service,

However, the Commission's determination of need
for a power plant does not necessarily guarantee to a company

that the total cost associated with construction of that power
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plant will be included in the base rates. It only more or
less assures them that your decision to build this power
plant was a correct decision. That's what we're saying here,
that your decision to build this cil backout project is a
proper decision,

Now, when it comes time for cost recovery, the
Commissicn then goes in and looks at the prudency of expen-
ditures. If, for instance an oil backout project incurred
a 50 percent cost overrun than that that was projected and
the Commission found that that cost overrun was due in total
or in part to negligence on the part of management, then
that cost would not be included for cost recovery, either
in the 0il Backout Cost Recovery Factor or in base rates.
It's the same type of decision making and fact finding that
the Commission currently goes through, the same type of
process that the Commission goes through in power plant
certification and evaluation of power plant costs once they
hit rate base.

Q Okay. If it was determined that a cost overrun,
using your example of 50 percent, was not due to negligence
or improper management on the part of the utility, would this
clause still operate on that additional expense, even though
applying the actual cost you would not have met the cost-
benefit criteria?

A (By Mr. Trapp) That's correct. It would operate

—— e —————
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1s the derating of capacity

the fact that you would simply lose some capacity by conversion’

A That's what we had in mind. That's kind of an
indirect form of retirement.

Q wouldn't the cost of the loss of that capacity be
cne of the factors that weighed in the decision as to whether
you're going to utilize the clause at all, or even make a
conversion?

A I think it shou.d be.

Q On page 9, (d), rou've got an addition to the rulel

here which would preclude the Commission from altering,
amending or terminating, or in any way modifying, 1 suppose,
the factor as applied to a particular project. What's the
intent behind this? 1s this so the lenders are assured of
that stream of revenues?

A Yes.

Q Can you envision -- well, I suppose if your
projections were wrong as to whether the project was going
to be cost beneficial or not, that would give the Commission
some cause to perhaps desire to change the clause, would it
not?

A I would hope not. I think your question strikes
at the heart of this rule. That rule is that if a project
is proposed and revie;ed by the Commission and approved as

being prudent at a point in time, it's done on projections,
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and no one will know until it's history as to whether or not
those projections were correct. The heart of this rule is

that if you embark on an oil backout project, even if it

doesn't result in savings, you're entitled to recover your

investment. That's basic ratemaking philosophy that's being
applied here,

So I don't see that that flow of dollars should |
change. It just wouldn't be an accelerated recovery of the
dollars if the savings didn't materialize.

Q Well, it basically seems to me that most of the
factors -- and this is a comment, but I'll put a question i
mark on it and let you respond. But it seems to me that manyi
of the provisions you added in here pretty much insulate the E
company from risk, or else pass those risks on to the rate- |
payers. Is it your philosophy that the ratepayers should
completely be burdened with the risk of shifting to non-oil
sources of generation?

A 1f the ratepayers want the benefit of project
financing, 100 percent debt financing, with no one else !
taking the risk in the form of equity, then they have to takeE
it. 1If they don't want to have the benefit of the lower
cost project financing, then they're going to have to pay a
fair return for someone to put some equity in there to absorb‘
the risk. You can't éave tF both ways.

What we're saying is, let's write the rule broad |

1
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I require greater financial incentive than others.

For example, an A utility may need a lot of

economic incentive, and therefore you would want to allow

_ accelerated depreciation, A AAA utility, however, would --

1'm not saying there are any AAA's in Florida, but as an
example, a AAA wouldn't really need an incentive, in my
estimation.

Q Did I understan® you correctly that the fixed
costs, depreciation, and cipital costs would be assigned on
the basis of peak responsibility? 1Is that what you --

A Well, that would be my preference, because in most
instances the utilities in Florida the proper production
demand allocator would be the coincident peak. However, 1
stated that to be consistent with ratemaking, it should be
the demand allocator used in the cost of service study that
the Commission has approved in the most recent rate case.

I think that would be very consistent. That number would be
known, and you would not have to attempt to try to calculate
demands by class or estimate those demands.

Q I also believe you stated that it is your reccom-
mendation that if the cost differential ceased, that the
factor would also cease,

A That the ogeration of the factor would cease, but
those costs, since they had been prudently incurred by the

utility, would be recovered through the normal mechanism of
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base rates. So any unrecovered remaining investment would
be included in the rate base and recoversd under the remaining

life principle. You simply would not get the advantage of

_ the cut-down in regulatory lag if the project is clearly not

cost-effective,

Q You would put it in suspense for a period of time’
Is that what your suggestion is?

A Well, I think you would essentially cease the .
collection of revenue in the oil backout factor. At that !
point you will know how much you have recovered through the
operation of the .".1 backout factor, and then whatever invest-
ment is left, you would immediately put that into the rate i

base and essentially determine a depreciation charge that

could be collected by the utility. E
Q Would you perceive any difficulty with that

recommendafion, say, for example, where it was projected

that the cost diffffential might -- based on projections of

fuel costs, that there would be a savings in years 1 and 2 '

and 3, and maybe a negative factor for two or three years,

and then a positive factor after that, but overall it was

positive, but there was a period of time where it was negati;e?
A 1 think T would be willing to modify my proposal

by saying it should be a determination by the Commission

that it's a good probability that the oil/non-o0il differential

has closed to the point that it's clear the project is not
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going to be viable and actually reduce total costs.
Q Then if your recommendation is accepted, it would

be based on not just a short-term view of whether there's a

cost differential, but based upon an estimate of what over

the life of the project would occur?

A Well, 1 think -- yes, that's correct. But I thiry

as the cost recovery factor operates, you would know what
the oil/non-o0il differential would be. And 1if you get into
a period where that gap is ~losed, and all proper estimates

are that that differential s going to remain there for an

extended period, then if the Commission thinks there's enough

evidence to determine that it's sure that that project is
not going to work out as originally projected, then I think
they should take the step to cease the operation and simply

put those unrecovered costs into the rate base.

Q Right at that time?

A At that time, once they feel they can make a
determination.

Q Well, would you be agreeable that there could be

-- if we accepted your recommendation, that it would be not
necessary to initiate another rate filing in order to pick
up that cost change, but that there simply could be under
your proposal some SO{t of an automatic change to reflect
that difference in the cost recovery methods?

A Well, I think if the Commission did make a

|
|

i
[



Teew

(8 Serpmsr w4 eteer
\

rimcan

14

15

16

17

18

19

21

22

2

24

25

199
determination that this was going to happen, it probably
would be at the point in time the backout recovery is being

reviewed every six months. So at that point {t could be

_relfected in an crder.

M., CR..D5: Trat's a.l ! have,
HEARING CFFICER: Mr., willis?

CROSS EXAMINATION
BY MR. WILLIS:

Q Mr. Cook, I take it from your testimony that you
don't oppose an oil backout 20st recovery procedure; is that
correct?

A No. If conversion to coal or coal-oil mixture is

a cost-effective method, then we do not oppose that.

Q So your concern, then, is that how the costs
involved in that conversion from oil to coal or some other
combination of fuels is borne by particular classes of
customers; is that correct?

A Yes, 1 think that's the primary concern. Also 1
feel a major concern is that the rule not contain this
arbitrary concept of allowing a portion of the savings,
because there's no use to disguise it., The rule is in effect
trying to be an accelerated depreciation mechanism, so 1
think the Commission should make a determination at the time
the project is approved as to what that acceleration level

should be for the utility, and then the cost would be known
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the recovery of the other demand and energy charges in that
rate schedule. ..

MR. BUTLER: That's all I have.
COMMISSIONER GUNTER: Mr. Fogel?
BY MR. FOGEL:

Q You explained that you thought this 500 KV line was
a proxy for Florida Power and Light building its own coal-
fired generation?

A Essentially the characteristics of the cost that
FPL is incurring as a result .f this project and the
assocliated coal-by-wire purclases is a proxy for FPL owning
temporarily up to 2000 megawatts of generating capactiy and
the associated transmission network to deliver that capacity
to the FPL system and the associated energy.

Q Are you aware that the Public Counsel raised that
argument in the qualification proceedings, and that
Commissioner Nichols said she didn't buy it, and that implicit
in the Commission decision was a rejection of that argument?

A I have no knowledge of that.

Q Are you aware that the rule says that once a, the
0il backout rule says that once a project has been qualified
by the Commission, that the oil backout recovery factor shall
be calculated and applied in conjunction with the fuel and
purchased power recovery clause?

A Yes, I am aware of that.
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all of the forecasts.

COMMISSIOWER MARKS: That is all the forecasts that !
were submitted with the testimony?

MS. DAVIS: Yes.

CHAIRMAN CRESSE: All right.

MR. McGLOTHLIN: Just so you're clear on the point,
FIPUG agrees with Public Counsel that there are two
scenarios under which the project would not qualify.

CHAIRMAN CRESSE: Ckay.

MR. CHILDS: Mr. Cha:rman, if it would help, on the
documents that show the analysis. Mr. Howard's Documents
7 and 9 are the present value calculations of the
company, and they are based upon Mr. Scalf's Documents
12 and 13 as to the fuel savings. And then what the
calculation does is to run it through under each of the
oil forecasts to show the present value calculation.

CHAIRMAN CRESSE: Let me get those figures down
again. Which of Mr. Howard's relates to which of Mr.
Scalf's and which of Mr. Scalf's relates to which of Mr.
Howard's?

MR. CHILDS: Document No. 7 of Mr. Howard is based
upon Mr. Scalf's Document 12, fuel savings. Document
No. 9 of Mr. Howard is based upon Mr. Scalf's Document 13.

CHAIRMAN CRESSE: Which of Mr. Scalf's documents

are based upon which of Mr. Cook's documents?
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There are other curves that one could develop that would also
result in a break-even.

Q Did the information which you used to plot the
break-even point come from Mr. Howard's analyses?

A The analysis was done by individuals in the Finance
Department. I'm not sure which individuals.

Q Specifically is it based on what has been described
as the base case coal-by-wire case in which Mr. Howard takes
into account not only fuel ssvings but also savings gained
from deferred construction?

A That's my understanding.

MR. McGLOTHLIM: Commissioners, at this point I
want to object to the admission of Document 6, and let
me simply summarize our position because this ties in
more directly with Mr. Howard's testimony and perhaps
you'll want to hold this in abeyance until we reach that
point. But it's our position that the standard to be
used in qualifying projects for the oil backout recovery
factor has been defined by the Commission in its rule-
making docket.

It's our position further that the rule clearly
contains precise and also an exclusive definition of the
cost or, rather, the savings that may be considered in
qualifying a project and that they are defined within

the definition of present value of net cumulative
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benefits to be limited to fuel savings. As Mr. Cook has

answered in response to my questions, Document 6 shows a .
break-even point which includes not only fuel savings !
but also benefits which may be a good reason to build a i
plant which are irrelevant under the exclusive criterior |
of the rule.

And that summarizes our position, and we'll address
that in greater detail if you wish during Mr. Koward's
testimony.

CHAIRMAN CRESSE: .11 right, sir.

MR. McGLOTHLIN: I have wmore questions.

CHAIRMAN CRESSE: Mr. Cook just went to get a
little help.

WITNESS COOK: I was just checking on the status
of the escalation rate calculations. Those have been
completed, and we're making copies now.

CHAIRMAN CRESSE: Mr. Cook, just as a matter of
curiosity, couldn't one take a chart like you have on
your Schedule No. 6 just referred to by Mr. McGlothlin,
and take each of the years and just as you have across
the bottom of the line, instead of putting 20, <0, 60,
80, 100, and so forth, change that line going up and
call it cents per kilowatt hour?

WITNESS COOK: I don't believe so. I don't believe

that could be done.
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fluctuates based on the price they have to pay for coal?
WITNESS COOK: Yes, it does, but I could not give
you the explicit manner in which it does that.
CHAIRMAN CRESSE: Okay.

Q (By Mr. McGlothlin.) Mr. Cook, a couple of
questions about the relationship of the project break-even
point shown on your Document No. 6 to the shown oil forecasts.
Holding all other things equal, if it were ascertained that
the information used to plb: the break-even point included
benefits not allowed by the nrovisions of the rule and the
information were corrected for Llac reason, the break-even
point would then be plotted higher on the scale, would it not?

A Yes.

Q And, similarly, holding all other things equal, if
it were ascertained that the information used to plot the
break-even point failed to recognize certain costs incurred
by the company to secure coal-by-wire and the information were
icorrected for that reason, the line also would be plotted higher
on the scale, would it not?

A Yes.

MR. McGLOTHLIN: No further questions.

CHAIRMAN CRESSE: Mr. Wilson, do you have any
questions?

MR. FOGEL: I have some.

CHAIRMAN CRESSE: All right, sir.
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A Yes. This is an approximation of those savings. '
Q Now, if it were determined by the Commission in the '
course of this application that savings associated wich the
deferral of units on your own system cannot be included in
the calculation of net benefits for purposes of qualifying
the project under the backout recovery mechanism, we could !
subtract the impact of the deferred units by taking the
value shown in B-Prime, your calculation of net benefits, i

and subtracting from that t'e value for Columm Z, i{s that

right, which constitutes th. savings associated with the ;
deferral of units? i

A Yes. If you were making that calculation that would
have the effect of removing the deferral of capacity. ;

Q And because no such savings occurred uncil 1987, '
it would be necessary only to do some subtractions of those }
|

values for the years 1987 through 1992 to get that resulr,

is that right? |
A Using this schedule, yes. As I said earlier, we

were very conservative in this and I think there is a good

probability had we built those units there would be some |

CWIP in the earlier years that would have been involved. Thej

are not shown here. ;
Q Do you have a calculator before you? I would like

for you to check my arithmetic and let's do that exercise.

COMMISSIONER MARKS: Mr. McGlothlin, where are you
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to do that, Mr. MecGlothlin?

MR. McGLOTHLIN: Yes, sir, and I will be pleased to
give those to you now.

CHAIRMAN CRESSE: All right, sir.

MR. McGLOTHLIN: With regard to Issue No. 1, is
the primary purpose of the project oil displacement, we
believe that it is clear that the primary purpose of
accelerating the construction schedule is displacement
of oil but from an cverall view FIPUG believes reliabil-
ity may be as impoi-ant as any other consideration. I
do point out that the c~ompany has described but has not
measured for purposes of comparison the benefits of
reliabilicy.

With regard to Issue 1 A, whether the gross savings
measurement proves that the primary purpose is cil dis-
placement, we believe that is not conclusive and gross
savings is only one measurement and may not be the most
relevant in this case. The only comparison presented
is between fuel and deferred capacity, again no
comparison with benefits of increased reliability.

Issue No. 2, whether the cumulative present value
of expected net savings has been demonstrated, our
position is that under the current rule under which we
believe you must exclude the deferred capacity from

consideration, that expected-net savings is not demon-
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(Hearing reconvened after
lunch recess at 1:10 p.ol)

CHAIRMAN CRESSE: 1 apologize to everybody for being
late, but the meeting I had at 12:00 was supposed to have
been over at 12:30. It was not, and I apologize very
deeply to you for being late. Please proceed.

MS. DAVIS: We had just completed our cross
examination of Mr, Scalf.

CHAIR:AN CRESSF: I!Mr. McGlothlin?

MR, McGLOTHLIN  Yes, sir.

BY MR, McGLOTHLIN:

Q Mr. Scalf, I understand there have probably been
some changes in your prefiled testimony from that originally
filed for our first hearing. Do you recall making the
statement in that testimony that the 500 KV line was considereq
by the company as early as 19737

A I probably made that statement. The 500 KV project
or future project had been contemplated in that time frame,
yes.

Q As a matter of fact, the Florida Power and Light
Company had a problem with the stability of its system in
that time frame, didn't 1it?

A The Florida Power and Light system at that time,
particularly the southeast portion of the system, was not
connected solidly with the rest of the state from a stability

standpoint.

]
!
|
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Q Was that because load growth, rapid load growth
had ocutstripped the company's ability to keep up in terms of
a stable transmission system?

A Rapid load growth was one factor. Another was the
cost effectiveness of spending the dollars that would be
required to solve that problem. In other words, to try to
solve the problems that you saw in the system at that time
would require a very, very significant 500 KV expansion, which
would have been of questionable justification in terms of
completion.

Q As a consequence, every time a nuclear unit went
out, you had stability problems on the system, is that right?

A By "'stability problems," I'm not sure what you mean.

Q Well, didn't you have a number of blackouts in that
time frame?

A Usually the blackouts were associated with multiple
contingencies, not just one contingency loss. But there were
a number of blackouts during that time period, yes.

Q And I believe the testimony has described the manner

in which it is now necessary for the State of Florida to sever

from Georgia during such a contingency. Has that also hap-
pened from time to cim&?

A The transmission system was not adequate to allow
Florida to remain interconnected with Georgia for the loss of

the largest unit, that's correct.

|
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Q So there have been such separations from Georgia?

A Yes.

Q You described how the building of the transzmission
line will enable your company and others to reduce spinning
reserve requirements. When were spinning reserve requirements
first established in Florida?

A I'm not sure I can give you an exact date. I think
it would have been during the time frame when the utilities
in Florida were forming 'he operating committee that was set
up in the state and adop.!ng cooperative measures to try to
share in that type of system. As I recall, that would have
probably been in the '60s.

Q And weren't spinning reserve requirements estab-
lished -- 1 started to say imposed, but let’'s say established
-- for the utilities because the transmission network was not
sufficient to provide stable transmission to handle the load
of the Florida consumers?

A Spinning reserve is required on any electrical
system to some degree. Even Southern and the utilities to the
north of us require some spinning reserve.

Q Aren't spinning reserv: requirements in lieu of,
to some extent, the ability of the system to provide a stable
transmission network to handle the load?

A Not necessarily. The spinning reserve allows the

utility from an operating standpoint to make up a deficit in

|
[
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generation load balance which results when a particular
generating unit trips off line.

Q I think you said in your answer ''not necessarily."”
Is it the case in Florida?

A Even with the 500 KV system as we are now building
it, there will still be a requirement for spinning reserve.
It will be a different form of a requirement and not as much
need for immediacy as far as the spinning reserve is required.

Q Spinning resezve rcquirancntl are higher now than
they would be with the ccastruction of the project because
that amount of spinning reserve is necessary to provide for
contingencies, correct?

A Yes.

Q And the more stable, reliable transmission network
will enable reduction of those spinning reserves, correct?

A let me see if I can clarify that point. Prior to
the 500 KV project, the state carried spinning reserves in an
amount equal to the largest generating unit in the state..
We're required to back up that largest generating unit either
with what we refer to as shaft spinning reserve or with some
amount of underfrequency load shedding, which we refer to as
Step Zero.

In other words, the objective is upon loss of a unit
you want to bring the generation and the load back into

balance. So we're now carrying either on Step Zero or

|
1
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spinning shaft spinning reserve the equivalent of the
largest unit.

After the 500 KV lines go into service, all of that
requirement will no longer be required. In fact, at last
week's meeting of the technical advisory group of the Florida
Electric Power Coordinating Group, we decided to change the
official spinning reserve requirement to 25% of the value it
had been otherwise.

Q And that resulrs from the increased reliability and
the strenghtening of the ctnnsniclioﬁ network with the
addition of the 560 KV line?

A Yes, it does.

Q Since you have testified that utilities will be
able to reduce spinning reserves as a consequence of the
construction of the project, why would it be necessary to
implement the reduction of spinning reserves with an increase
in Step Zero load shedding?

A I'm not sure what you mean by an increase in Sterp
Zero load shedding.

Q Don't you state in your prefiled testimony that the
amount of Step Zero load shedding will be increased at the
same time spinning reserves are decreased?

A Yes. My testimony was prepared prior to last week's
decision to officially change the spinning reserve requirement

And Florida Power and Light was able to make that decision
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based on the fact that with the 500 KV line installed, we do

not expect frequent separations, and we will elect to am

Step Zero load shedding because we do not expect to trip that
load on as frequent a basis as we had before.

So under the old agreement, you could carry a
percentage of your spinning reserve requirement on Step Zero.
The installation of the 500 KV line allowed us to do that,
reducing the amount of shaft spinning from 320 megawatts to
120 megzwatts. The requiement for the increased Step Zero
as of l:st week's decisim is no longer required. There
will be no more Step Zero inad shedding.

Q 70 make sure I understood your earlier response
correctly, the spinning reserve requirements are as high as
they are now in part because of the inability of the existing
system to handle the load on it?

A No, I would not make that statement.

Q What's wrong with the statementc?

A Well, it insinuates that spinning reserve is
directly associated with the reliability of the system. And
spinning reserve, as 1 pointed out earlier, in some amounts
are required in any electric system. Southern, for instance,
which, to my knowledge, has never been in an underfrequency
situation, still carries spinning reserve.

Q Yes, sir, and I attempted to modify my statement

to conform to your earlier testimony. And I said, they are
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as high as they are, granted they would be at some level under
any situation, but they are as high as they are in parc |
because of the inability of the existing transmission system E
to handle the lcad adequately? E
A They're as high as they are because of the inabilicyf
of the existing transmission system before the 500 KV to be
able to "~ - . handle the response that you see from the
rest of the interconnected southeastern utilities.

Q All right, sir. I don't know if you used it in
the testimony that's bee~ prefiled today, but in an earlier
statement, you described th. ;lienomenon of the availability
of coal-by-wire in significant quantities between '85 and '92
as the coal bubble, is that correct?

A Yes, that's correct.

Q The construction of this transmission line project
will increase the transfer capability between Southern and
Florida Power and Light Company, won't it?

A Yes, it will,

Q And it will do that for the life of the project?

A Yes, it will,

Q Some 30 to 35 years, would that be a fair guess
as to the estimated life of the project?

A Yes. The actual transfer interconnection, I mean,

the interchange capability may change in later years, but it

will represent an increase over the life of the project.
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Q And 1 believe you make the statement in your pre-
filed testimony that the project will substantially improve
electric system reliabilicy?

A Yes.

Q And it will do that for the life of the project,
30 to 35 years?

A Yes.

Q The project will also have the effect of serving

as a source of firm gen.rating capacity for Florida, won't it?

A Yes, it will.

Q And T believe yo state in your testimony that the
project will deliver, is expected to deliver the output of
new generating stations in the northeast part of your system?

A Yes.

Q At Page 15 of your prefiled testimony, you make
reference to $122 million in additional capital charges which
you discovered after you prefiled your testimony for the first
hearing. Does that amount operate to offset the additional
benefits which you associate with supplemental energy and
alternate energy for purposes of the analysis of the rule,
required by the rule?

A This represents the net savings being approximately
$122 million less. As I recall, the supplemental and alter-
nate represented approximately $240 million more. So it does

not totally offset, no.
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Q I didn't mean to imply it was a total offset, but
it counters the effect of the additional cenefits you
described?

A It would partially offset, yes.

Q Yes. One result of building this transmission
line would be as we have stated, to increase reliability rhat
will result in a lower loss of load probability for the
system, won't it?

A Yes, it will.

Q Is it fair to say that increased reliability and
lower LLOP have economic s!enficance to the ratepayers and to
the stace?

A I think you would havg to qualify that. The
significance would be in the probability of losing or in
interrupted service to the customer. The probability of
interruption would be less with the lower LLOP, so that is
some benefit, yes.

Q You have not attempted to quantify or measure the
benefits associated with increased reliability so that you
could compare those with the benefits of oil savings in chis
case, have you?

A Only the savings that I included which was the
spinning reserve. The others I have not tried to guantify.
It would be wery difficult to do that.

Q The only attempt at a comparison which you made was
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capacity?
A Yes.

Q If you would, look at your exhibit to your depo-

sition -- and may I ask what number has been assigned to thac,

please?
CHAIRMAN CRESSE: The exhibit to his deposition?
MR. McGLOTHLIN: Yes, sir.
CHAIRMAN CRE:3E: The last one we numbered was 15.
MS. DAVIS: “hat is the deposition exhibit.
CHAIRMAN CRESSE: 1%,

Q (By Mr. McGlothlin) Looking at Exhibit 15, Mr.
Scalf, as I understand it, and I'll have to go slowly because
I'm likely to get lost, as I understand it, in arriving at
the analysis of the impact of deferring the construction of
units, it is necessary to take into account the effect of
inflation and resulting higher construction costs resulting
from the delay in attempting to measure any benefits, is that
correct?

A Yes.

Q And you have attempted to do that in this exhibit?

A Yes.

Q And that's necessary because if units are built _.
five years later, inflation and higher construction costs

would mean that the plant balances are higher, that means chat
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going with or without it?

WITNESS SCALF: It is strictly a timing analysis
and what the economics would look like of the units on
early timing versus late timing, and then the fuel
savings that you would get by putting them in early off-
setting those costs so that you would come down with the
total revenue requirements with and without that project
on an annual basis, one schedule versus the other.

CHAIRMAN CRL3ISE: All right, sir, go ahead.

Mr. McGloth.in, did you have any further questions?

MR. McGLOTHLIN: Mz, sir.

CHAIRMAN CRESSE: Mr. Fogel?

BY MR. FOGEL:

Q Mr. Scalf, do you have a copy of the rule, the
backout rule, with you?

A No, I do not.

Q Let me get you one. Would you please refer to
Section 2B?

A All right.

Q And I believe it's on Page 3 of the attachment.

A Okay, I have it.

Q Okay. Would you say that a fair paraphrase of that
section would be that the recovery factor is not to be used
to recover the cost of a project that has a primary purpose

to serve increased megawatt demand, or that is a new generatin

2
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A That's about what it says. I would not try to

interpret it but that's what it says.

Q All right., If someone were to tell ycu that new

generating capacity can be an oil backout project, would

you agree that that person's statement conflicts with

on 2B of the rule?
MR. CHILDS: Mr. Chairman, with all due respect,

I object. I don't think it {s the function of this

witness to interpret the rule for Public Counsel. I i
think it states what it states but this really is not ‘
cross examination of his testimony.

CHAIRMAN CRESSE: Do you want to respond?

MR, FOGEL: Yes, sir. Mr. Scalf in his testimony
at various places offered the opinion that this project
is an oil backout project. I am just trying to determiné
his understanding of the rule to see whether it would go
towards his opinion.

CHAIRMAN CRESSE: Well, sir, without him trying to
interpret the rule, because I know that you would not
want to have to report him to the Florida Bar for
practicing law, why don't you go ahead and just ask him
the question based on his understanding of the rule?

I think that would be a perfectly proper question.

Do you agree with that, counsel? He does claim
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knowledge of understanding the rule. It just takes scml]
slightly different wording, Mr. Fogel, and it will all
work out. Go ahead and rephrase the question. If he }
understands it, fine. |
MR. FOGEL: I understand this on-the-job training
here.
CHAIRMAN CRESSE: All right, sir.

Q (By Mr. Fogel.) 1Is it your understanding hat new
coal generating capacity can be an oil backout project?

A Here again I would not interpret the rule but it is
my understanding that it would not be.

Q Would you turnm now to Page 22 of your testimony,
please? On Line 11 you are asked the question: '"Has FPL
considered any alternatives to the 500 KV project and the
coal-by-wire purchases?" You were asked that question?

A Yes.

Q Okay, and then in your answer don't you say, and I
am somewhat paraphrasing, that new coal generating capacity
would normally be considered viable oil backout alternacives?

A A new coal unit is certainly an oil backout
alternative, but whether or not --

Q Well, how would an oil backout altermative --

CHAIRMAN CRESSE: Just a minute, counsel, and let
him answer the question. Don't interrupt him in the

process of his answer.
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MR. FOGEL: Excuse me.

A Any new coal unit will displace oil on our system.

Whether or not that coal unit would be recognized as being an
oil backout project under the rule, that is not my inter-
pretation.

Q Now, I believe you just told me that Section 2B tells
you that new coal generating capacity cannot be recovered
through the recovery factor, yet in your testimony here you
say that new coal genec-ating capacity can be a viable oil
backout alternative.

A I see no confli~r in that.

Q If the rule says that new generating capacity
cannot be recovered through the clause and you say it can be
recovered through the clause, how is that not a conflict?

A Whether or not the Commission would recognize it for
cost recovery through the clause does not really say that it
does or does not displace oil. A new coal unit will displace
oil.

Q In order to displace o0il wouldn't it have to
displace generation that otherwise would have come from oil?

A Yes.

Q So you can't necessarily make that blanket state-
ment. You would have to know where you would have gotten the
energy from otherwise, isn't that true?

A A new coal plant would displace oil on our system.
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It may not displace all oil, it may displace some other fuels
which were more costly, but it certainly would displace a
significant amount of oil.

Q On your system?

A Yes.

Q Well, what do you make of the words "would normally
be considered"? What do you mean by that on Lines 14 and 15
on Page 227

A If I was doing an economic analysis to try to
determine what alterna.‘ves were available to me for oil
backout, a new coal plant l. certainly one of the alternatives
that is available. Conversion of an oil plant is another
alternative. Purchases are another alternative. I would not
bias my analysis of that based on whether or not any one would
or would not be considered by the Commission for cost recovery
under the clause.

CHAIRMAN CRESSE: Excuse me, let me just ask you,
and I am trying to find what you just asked him to
read. What page is that? I probably have a different
page here.

MR. FOGEL: The rule or his testimony?

CHAIRMAN CRESSE: The rule.

MR. FOGEL: -It's Page 3 of the attachment to the
amendments to the rule.

COMMISSIONER NICHOLS: Could you give us a section?
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MR. FOGEL: 1It's Section 2B.

CHAIRMAN CRESSE: All right, and in my own mind,
and I am trying to get square in my own mind, if one ?
built a coal plant for the purposes of meeting 1ncr¢asedg
megawatt demand that would not be a oil backout propo-
sition, right?

MR. FOGEL: Under the rule, right.

CHAIRMAN CRESSE: However, if one could show
economically that the construction of the plant was not
needed for capacity, an oil-fired plant was not needed
to meet capacity bu- on its own bottom was cheaper than
to continue to burn oil, would it not come within the
rule?

MR. FOGEL: I don't think so. I think that even
if it would be cheaper that the rule does say that if
the kilowatts are necessary, if generation output is
necessary to serve increased megawatt demand --

CHAIRMAN CRESSE: What I am saying is assume you
don't have any increased megawatt demand but you have got
a 500 megawatt unit that is burning oil and, rather than
continue to burn oil for the next 25 years in a brand
new unit, if you can say, "Look, that thing is going to
-- we can build a new plant to burm coal, pay for it in
10 years and let that sucker sit idle," wouldn't that

qualify? You are not constructing it for the purpose of
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meeting increased megawatt demand but you are con-

structing it for the purpose of just shutting down an

oil plant. Economics won't permit you to do that but

I am just trying to find out if I am misunderstanding

what that says.

MR. FOGEL: I think the difference there would be
that you have to account for the retirement of that
plant. But assuming that accounting for the retirement
of the plant would still make the project economical,
then I would say ye..

CHAIRMAN CRESS.: All right, sir, go ahead.

Q (By Mr. Fogel.) Mr. Scalf, in your testimony you
state that you had previously mistakenly understated the
Southern Company capacity changes and that this mistake would
be $122 million in present value terms, is that right?

A That's correct.

Q And this underestimate in cost resulted in an
overestimate in savings, is that true?

A Yes.

Q Would you consider this amount a fairly significant
error?

A I would not classify it as an error. I would
classify it as miscommunications between Southern and Flcrida
Power and Light on whether or not those transmission costs

were already included in the numbers they quoted us, or not
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testimony?

A What is your question on Document 1?7

Q In the years prior to 1987, '82 to '86, if we were
to allocate all the costs of the unit power purchases and the
transmission project against the fuel savings, that would
lower the avoided cost of displaced oil, is that true?

A I think that Document No. 3 addresses that, and it
does charge the capacity of the Southern and also transmissios
revenue requirements, and it's offset only by the benefits of
oil displacement during those years.

Q At the time Florida Power and Light committed itsel
to constructing those transmission projects, the company
expected it would be recovering its revenue requirement of
the project through the normal rate making process, is this
so?

A That's correct.

Q And the oil backout rule played no part in Florida
Power and Light's decision making process to approve the con-
struction of this transmission line project?

A That's correct.

Q And Florida Power and Light's decision to build
this project in no way is dependent on the outcome of this

proceeding; in other words, Florida Power and Light is com-
mitted to this project regardless of the decision in this

proceeding?

]

3
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A Yes.

Q Would you please turn to page 20 of your testi-
mony? On page 20, you list three types of reliability bene-
fits. The first is preventing electrical separations for
generation contingencies, for providing an additional source
of external power during conditions of short emergencies, and
by establishing additional independent transmission corri-
dors. Will not each of these above mentioned reliability
benefits exist beyond the year 1992 and 19957

A Yes.

Q Right. And as you, I believe, told Mr. McGlothlin,
they will exist over the life of the transmission project?

A Yes. -

Q And did you also tell Mr. McGlothlin that the spin-
ning reserve benefits cited on this page will accrue over the
lifetime of the asset?

A Yes.

Q I assume it's your opinion that the economic bene-
fits of oil displacement accrue to the ratepayers?

A I'm not sure I understand your question.

Q I would believe that your opinion would be that the
economic benefits from oil displacement are benefits to the
ratepayers?

A Yes.

Q You would also be of the opinion, I assume, that
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the oil savings are a direct result of Florida Power and

Light's involvement in the transmission line project?

A Yes.

Q Would you agree that under the recovery clause, the
fuel oil savings would be applied toward the revenue require-
ment?

A I don't understand that question.

Q Would you agree that under the revenue clause, the
fuel oil savings --

A Revenue clause’

Q -= would be ap;lied to accelerated cost recovery?

A I still didn't understand the question.

Q Okay. Let me see if I can get it right this time.
Would you agree that under the recovery clause, the fuel oil
savings would be applied towards the transmission line revenu%
requirements?

A I think Mr. Howard will testify to the recovery
aspects of the project.

Q Don't you know that under your own -- don't vyou
know through your own knowledge that the oil displacement
benefits would result in accelerated cost recovery through
the clause?

A The oil displacement benefits, as I understand it,
will only result in accelerated depreciation if, in fact,

they do materialize.
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A Okay.

MR. FOGEL: I would like to have this marked for
identification, please.

CHAIRMAN CRESSE: All right, sir, Exhibit 15-D.

(Exhibit No. 15-D marked for
identification.)

Q Isn't it true that in August 1977 Florida Power
and Light saw the need to complete the Lake Poinsett-Putnam
segment of the 500 KV line to coincide with the completion of
the JEA/FPL joint power lant?

A This letter fiom the Transmission Design Section
addresses only the timing of how the project must be con-
structed in order to meet an in-service date, and I believe
it's stated in here January 1987. Here again, this does not
constitute a commitment to build the facility and it also
contemplates the fact that the 500 KV would be needed to
bring those facilities on line. We have since made some
240 KV transmission improvements which would not require
the construction of the 500 KV line just to bring the JEA
units on line.

Q So your answer to my question is no?

A Would you please repeat your question?

Q Isn't true that in August of 1977 Florida Power and
Light saw the need to complete the Lake Poinsett-Putnam

segment of the 500 KV line to coincide with the completion
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of the JEA/FPL joint power plant?
A In 1977 -- the answer to your question is '"not !
necessarily" and I would like to qualify that. |
Q Fine. !
A In 1977 when we were developing the needs statement

for licensing on that line we were looking ten years out in
time on what the proposed need would be in that time frame.
At that time it was anticipated that it would be built in
1987 but we should not idse sight of the fact that our load
forecast has changed cc*siderably since 1977 and the pro-
jections that we saw for lce” growth in 1977 would not be
applicable today.

Q My question was that in 1977, though, Florida Power
and Light saw the need to complete the project.transmission l{
project,to coincide with the completion of the JEA/FPL joint
power plant?

A In 1977 FPL was projecting a need. It had not made
a commitment to those projects.

Q This document that I have just handed you, would
you lock at the third paragraph, the second sentence of that
paragraph, which reads, or would you agree that it reads:
"The first section, Lake Poinsett-Putnam, should be completed
by January 1987 to coincide with the completion of the joint
power plant in North Florida"? 1s that what it says there?

A That's what it says, yes.

ne




PEBSAS CO . BAYONEE. m.  SPe8d

10

"

12

13

14

15

18

17

18

19

21

22

24

MR. FOGEL: Could I get this identified as an
exhibit, please?

CHAIRMAN CRESSE: Yes, sir. Do you have only one?

MR. FOGEL: No, I have more.
CHAIRMAN CRESSE: All right, 15-E.

(Exhibit No. 15-E marked for
identification.)

Q Mr. Scalf, would you please identify Exhibit 15-E?

A This appears to be a transmission study of the
Brevard-Midway area comple-ed in August of 1977.

Q Would you take . minute and look at this for us,
please?

A Yes, okay.

Q Mr. Scalf, the first sentence on Page "i" says,
and correct me if I am wrong, "This study is to determine
the need and timing of additional transmission capacity in
the Brevard-Midway area in order to maintain adequate and
reliable transfer of power through the area."” 1Is that what
that sentence says?

A Yes, it is.

Q Now, turning to the conclusion on Page "iv," do

you have that?

A Yes.

Q Correct me if I am wrong but doesn't the conclusion

say: '"'The addition of a 500 KV line by 1983 between Midway

470
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and the Brevard area, Lake Poinsett,would practically
eliminate the serious exposure during heavy imports to South
Florida resulting from loss of a large unit. This exposure
will become more prevalent with the addition of more large
units in the South Florida area. Also, the addition of a
Midway-Lake Poinsett 500 KV line will facilitate the
following: (a) generation and transmission maintenance
programs; (b) scheduling of generation and spinning reserve;
(c) the purchase of steam power from neighboring systems for
both economy and emergency reasons; (d) retirement and/or
mothballing of older units in South Florida; (e) meeting
variations in the load forecast; (f) reacting to delays in

future generation/transmission projects; (g) reduce system

losses and (h) provide a long-term solution to power transfers

through the Brevard-Midway area consistent with the long-

range strategy of extending 500 KV to Georgia." Would you
agree that that is what this says in this document?

A Yes, that is the conclusions of the study.

Q Thank you, Mr. Scalf. ’

Now, Mr. Scalf, do you know Mr. E. A. Adomat?

A Yes.

Q Is he Florida Power and Light's Executive Vice-
President?

A Yes.

MR. FOGEL: Could we have this marked for

afl
|

|
|
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1970s for the construction of that segmenc?
No, it was not in the '70s.
Has it been budgeted?

Yes.

P >

When was that?

A In November of 1980 for the first line. March of

1981 for the second line.

Q And when was the construction of that segment under
that budget contemplated tc commence?

A When was the con truction contemplated to commence
or be in service?

Q Commence.

A As soon as the project could be liceAsed and the
right of way acquired. I think that would have been in the
'83 time frame.

Q Do you know whether the decision or consideration
of that line segment was associated with the intention to
purchase coal-by-wire from the Southern Company?

A Yes, it was.

Q Now as to the Poinsett-Midway segment, you were
asked a number of questions relating to the company's consid-
eration of that segment for reliability purposes. Did the
company, in fact, commence construction of that segment, Poin-
sett to Midway, for reliability purposes?

A No, it did not.
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Q Did it commence construction at all?

A No, it did not.

Q You were askad a question as to whether you recal.
making these statements that the 500 KV line was considered
as early as 1973. And your answer was, yes, you recalled |
making that statement. Would you clarify for me which line,
or did you mean the entire line?

A I was talking about the Midway to Poinsett segmer:

Q All right. You were asked a question about spinni-g
reserves and whether it was as high as it is due to inade-
quacies of the transmission system. Do you know what porticn
of the project which outlined on your page A-1 would be
required to correct that inadequacy if any?

A To correct only that inadequacy associated with

spinning reserve, only the Duval Hatch 500 KV line would be

required. !
Q To your knowledge, is there any standard method orl
accepted method of measuring benefits of reliability? |
A There are none to my knowledge. !

MR. CHILDS: Mr. Chairman, I'm not sure whether thi%

document that Public Counsel offered, which is enticledﬂ

"FPL Generation Expansion Plan'" was identified separ:telL.

CHAIRMAN CRESSE: The one with Mr. E. A. Adomat,

Document No. 67 That was identified as Exhibit 15-H.

Q (3y Mr. Childs) Mr, Scalf, do you have that in
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PLEASE EXPLAIN.

There is very little doubt that as the transmission proiect is
crompleted and FPAL begins to purchase coal-fired generation frcm the
Southern Cc-pany, such coal-fired generation will initially ¢::place
¢nergy that otherwise would have been previded from oil-fired
generation. However, under current price projections supplied by FPSL
and the Florida Electric Coordinating Group (FCG), the ccrpletion of
the trensmission project and the consummation cf the Southern Company
capacity purchase cannot be justified by looking at the ecconomics of
displacing oil-fired generat.on. If one were to compare the fuel
savings being derived from the purchase to all the costs incurred to
obtein suh fuel savings one wouil ':ve to ccnel e that it is cheajur
to simpiy burn oil. That is to ssy, if one uero- to look at the
transmission line project from an oil displacement standpoint only, it

should not be complezed.

WHAT COSTS MUST FPSL INCUR IN ORDER TO OETAIN THE SILTHLRN

COMNFANY OUTPUT?

In addition to the normal revenue requirements of the
transmission line project, FPSL must pay a capacity charge to the
Southern Company. This capacity charge compensates the Scuthern
Company for its investment in coal fired genereting wunits, plus the
normal operating expenses such as depriciation, property texes, and
non-fuel operation and maintenance experses. In effect, FP&L is
paying for a coal-fired generation unit off its own system. Instead
of seeing additional depreciation expense, O&M expenses, and property

taxes sppearing on FP&L's books, one will see one charge to the

11
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Purchased Power Account. FP&L must pay this capacity chirge cvery
month  in order to obtain the lower cost energy generatel! Ly coal.
Additionally, FP&L must pay & transmission wheeling charge =5 get the

power doan to its own transmission system,

EAVE  YOU PREPAKED AN EXHIBIT THAT COMPARES THE EXNZCTED FUEL

SAVINGS TO THE COST OF OBTAINING T.AT FUEL SAVINGS?

Yes. On Exhibit ____ (JD-3), page 1 of &, I have shcun the
estirated fuel savings using the FCG's fuel price projections. 1 have
compared the fuel savings tc all the costs of obtaining that fuel
sivings for the first ten year:s of the project. Those costs include
the revenue requirements of the rroject, the capacity charge for
venerzting the energy, and the charge for wheeling that e-:zrgy. As
can be seen in Column C, except for the year 1982, it is exj;acted that
there will be no net savings when locking at the eczroxics of
displacing o0il for the first ten years. Likewise, on page 2 of
Exhibit ___ (JD-3), it can be s-en that under FP&L's 1982 f.el price
projections, there are no savings past 1982 when looring at the
eccromics of displacing oil. On page 3 of Exhibit __ (JD-2), cne c:n
see that under FP&L's 1981 fuel price projections, the Project is
justified from an oil displacement standpoint. On page & cf Exhibit
___(JB-3), it is shown that the Project would economically displace
oil if one were to assume the much higher projected price of oil taken
from the 1982 Department of Energy study. It should be kept in mind,
however, that, at the June 17th hearing, FP&L's fuel forecast witness,
Mr. Michael C. Cook, stated that "I'm not aware of anyone who uses

their [DOE's] forecasts as a basis of corporate planning..." end "I'm

12
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MR. FOGEL: ot yet.
CHAIRIIAN CRESSE: Not yet.
BY MR. FOGEL:

Q And then also, Mr. Dittmer, have you caused to be
distributed at the beginning of this proceeding a four-page
document, the first page of which is the FPL oil-backout
qualification hearing, calculation of savings and deferring
capacity?

A Yes, a handwritten document,

MR, FOGEL: Mr. Cha.rman, I move that this be --

CHAIRMAN CRECSE: Tdentifind as 13-A?

MR. FOGFL: 1 4hink it would be 14.

CHAIR™AN CRESSE: Is this 14? 14-A. That's a
document handwritten that says FP&L oil-backout

cualification hearing, Page l.of 4.

An. FOGEL: Yes, sir.

By MR, FOGEL:

Q By way of summary, Yr. Jittmer, on what did you
bz2se your conclusion that the 500KV line is not gqualified
as an oil-backout project?

A I followed the criteria set forth in the current

rule, first relying on Section 3 (a)l of the rule. I

investigated whether the project would result in the

CHAIRMAN CRESSE: All right. All numbered. Good.

(Exhibit No. 14-A 1dentified]

|
R -
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cconcmic displacerment of oil-fired gyoncration. 1In that
regard, 1 was able to see that over the ten-year mezasurcmont
veriod, no displacement of oil was actually occurring.

This can he scen by referring to my Fxhibit 14-JD-2 in
parentheses, wherein is shown the anticipated oil consump-

tion for the ten-vear period.

As can be seen on the document, barrels of o1l
consumed goes from 35,530,000 in 1982 to 61,914,000 in
1992.

In my opinion, the “cason oil consumption :s
increasing over the period is be~>vze growth in mecgawatt
hcar sales is growing faster than FP4L is adding on oil-
fired generation.

Also, with regard to the first test of economic
displacement of oil, if onec were to assume that the project
1s displacing o1l, 1t would not be econoric displacerent
of oil. This can easily be scen by referring to my
txhibit 14-JD-3, i1n parentheses, Pages 1 through 4.

On those pages I have compared the oil savincs to
all the costs of obtaining such savings. On thuse pages
one can see that under the most current FCG in 1982, FPsL
orice projections, that except for the year 1982, the cost
cf obtaining such savings will exceed the fuel savings.
Thus, 1f there is displacement of oil in given years, it

15 not economic displacement of oil.
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In the event recovery is provided, we believe that

the myriad of advantages and benefits associated with
the project that wera described in full in the testimony
of the witnesses, suggest that the cents per kilowatt
hour basis advocated by the company is not the most
equitable way to allocate revenues to be recovered
through the recovery mechanism.

I might sum up this way: This is the first
appearance that I have made since I began working for
Mr. McWhirter's law firm and he has chosen for me a case
in wﬁich the merit: are heavily weighted in our favor.

CHAIRMAN CRESSE: I didn't hear much explanation
about the cents per kilowatt hour. Do you iniend to put
some witness on? I know the fellow that you work with
and the clients that he has previously represented have
been kind of negative on the deal of cents per kilowat:
hour because they don't pay much sense to this cents
per kilowatt hour and they are more interested in high
demand charges and zero energy charges. But are you
going to put a witness on as to why there are any
benefits that reduce energy costs that should be passed a
in cents per kilowatt hour?

MR. McGLOTHLIN: We have no witness on that subject
but I think we can demonstrate that.

CHAIRMAN CRESSE: You are going to handle that
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pvroof presented by the Florida Power and Light Company
éemonstrates in accordance with the requirements of
this Conmission's rule on oil-hackout that the trans-
mission line at projects propcsed by Florida Power and
Light Company will result in economic displacement of
oil, and that it shows a present value of eixpected

net savings within the the-year period established by
that rule to cualify as an oil-backout project, which
would mean that it is sut ject to guantification of an
oil-backout cost recover’® factor.

We further submit thacr the proof cstablished is
that although construction has cor-:nced on one scgment,
that a waiver should be granted from the rule to permit
this Commission to consider whether it meets the other
two tests, which we submit it has net.

CHAIRMAN CRESSE: !ir. McGlothlin?

1MR. McGLOTHLIN: Commissioners, with regard to the
issue of the primary purpose and aiso -- and I mention
this without knowing whether you intend to take action
on it now or later -- but I believe the prehearing
issue did mention the guestion of how any approved
recovery should be collected, whether it should be on
a cents per kilowatt hour basis or whether, as we
suggest, through the use of demand allocators from

the la2st case.

- s e
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I think that the methodology the Commission has
choscn assures that there will be no mistake made on
cxpected useful economic lives because whether or not
there are any benefits, unaceeleritod depreciation
taken on the project will, in fact, dcpend upon the
rosults that are obtained, rather than {orecasts,

And if there's one thing we have lcarned, it's
that the -~ if there's anybody that's cever testified
before the Commission, tiat's making his living on
forecasting fuel prices, they &re in serious, serious
trouble. As an expert, thoy would not be able to make
wuch of a living anywhsre é»cept they are in the
busincss of doing that. And their rocord is one of
seing wrong, and in some cases, horribly wrong. That
~ay happen in the future.

The anticivated savings, which are caiculat:d in
this document, may not take place. Unfortunately,
1f they 4don't take place, this will be trcated as an
midinary construction project with a life of 35 years.

ir. ieGlethlin addresses tae aquistion of how to

recover it. and I believe that obvicusly it cucht to

be recovercd on a cents per kilowatthour kasis kecause

the wrimary purpose is reduction in energy costs. /5nd
f you are going to start spending money to reduce

ENEYrgY

costs, then you are going to take those dollars

|
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and sorxhow allacate them on a d-rind basis., Tt 52 -3
to me that th: beonefits are misaspropriated,

And understanding, Mr. 'cGlothlin, that they ar:
~isarpropriated to the high-load factor custc '.rs,
and I just have never bought that rationale, and I
don't want tn start buying it now, yet I understand

ir. "icGlothlin's position on it.

I believe, Commissioner, I would move that in v:..w

of that, that the motion is I believe the waiver would
be grantecdaené we would fi-d the vroject qualifiz:d4. TIs
that Lhe prener potion, Coun-oler?

8. DiVIS: Ycs.

AP, McSIOTHLIN: 1 hLave a c:ostion of whethzr you

oW

re d:ciding as part of that the irmrlermentation that
vou iust touched on, iIr. Cresse.

CHAIRMAN CRIISSE: No, sir.

MR, HCcGLOTHLIN: Thank vou.

CHAIRMAN CRESSE: I'm not d=ciding that, [ may
not even sit on that panel. 3ut 7 th'nk it's alaays
fair to let everybody know that thay've got a very
large burden in the event I am sitting on that zanel.
You %¥now, vou and I have discussed it from time to
time back when you were lead counsel for electric
and gas, and we will discuss it from time to time in

the future.
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to the point that the project will not reduce overall costs,
then the operation of the 0il Backout Cost Recovery Factor

should cease, and the remaining unrecovered investment included

_ in the rate base and the costs recovered through base rates,

and specifically through the KW charges for the demand meter::
rates.
Q Under the proposed rule how would the revenues be

collected from the ratepayers?

A On a per kilowatt hour basis.
Q Is this appropriace?
A No. This is a majcr departure from the fixed cost/

variable cost distinction of cost based rates, and completely
contrary to the cost of service principles which dictate that
fixed capital costs should be recovered through demand chargei,
not kilowatt hour charges. ‘

Recovery of all conversion costs on & kilowatt hour
basis cannot be considered €ost based. Depreciation expenses
and capital carrying charges are fixed capital costs, and must
be recovered by the utility, irregardless of the number of
kilowatt hours sold. These costs should be recovered in
proportion to the peak demands customers place on the utility's
system. O&M costs are properly recovered through kilowatt
hour charges.

The reason an oil-fired plant is converted to burn

coal is that the conversion reflects the lowest total cost
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option to the utility. 1t does not make the fixed costs of
conversion variable.

Q I1s the recovery of the cost of conversion on a
kilowatt hour basis equitable?

A No. This method of recovery will shift the burie-
of costs to off-peak users and away from on-peak users, High
load factor customer who are energy intensive will pay a
disproporticnate higher share of the cost.

Q How will customers likely react to increased kilo-
watt hour charges designed to recover the fixed costs of
conversion? .

A When faced with increased KWH charges, econonic
rationality dictates that customers will search for ways to
reduce energy consumption at the expense of a deteriorating
load factor. 1In the short rum, production processes will
probably be reoptimized and production rescheduled. Over
the long run, industrial customers will probably adjust their
capital mix, employment, and technology in an effort to
reduce energy consumption, to the detriment of load factor.
Residential customers will modify their usage patterns in
response to higher rates, also to the detriment of load

factor.

Q What would be the likely effect on the utility

|

when the customers react to the higher kilowatt hour charges?.

A Over times, energy usage during on-peak periods
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determination that this was going to happen, it probably
would be at the point in time the backout recovery is being

reviewed every six months., So at that point it could be

_relfected in an order.

ME. CELLDE: That's all I have.
HEARING CFFICER: Mr. willis?
CROSS EXAMINATION
BY MR. WILLIS:

Q Mr. Cook, I take it from your testimony that you
don't oppose an oil backout cost recovery procedure; is that
correct?

A No. If conversion to coal or coal-oil mixture is

a cost-effective method, then we do not oppose that.

Q So your concern, then, is that how the costs
involved in that conversion from oil to coal or some other
combination of fuels is borne by particular classes of
customers; is that correct?

i Yes, I think that's the primary concern. Also 1
feel a major concern is that the rule not contain this
arbitrary concept of allowing a portion of the savings,
because there's no use to disguise it. The rule is in effect
trying to be an accelerated depreciation mechanism, so 1
think the Commission spould make a determination at the time
the project is approved as to what that accelerat?on level

should be for the utility, and then the cost would be known
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testicony of Jeff Pollock, who 1 believe will demonstrate

to the Commission that the proposal by the company to

allocate these revenues on the basis of consumption (s not

the simple and equitable remndy or sclution that {t
appears to be on the surface.

Thank you for your attention.

COMMISSIONER MARKS: Let me make sure I understand
your position and what we voted on at that agenda
conference as a part of this oil backout cost recovery
clause and what, how we ar: proceeding.

And as ! understand .- the Commission by a three to
two vote on that day voted to ‘nelude capacity charges,
capacitv payments, however you want to characterize it,
in determining whether a facility qualified.

Do you have some misunderatanding of thac?

MP. McGCLOTHLIN: No, mo. sir. I don't think there
is any misunderstanding on that. 1 believe the modified
rule enables the company to use the approach of total
savings, rather than fuel savings alonc for purpose of
qualification. Of course, I don't -- I resisted that,
but I don't disoute that took place.

1t rerainr for the company to demonstrate and to
carry its burden of proof in showing that these truly
are savings which will benefit cu~tomers. And our

contention here is not that it is not included by the

—— i
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Jeffry Pollock

Group (FIPUG) who are customers of Florida Power & Light Company
(FPsL). These companies are large, high load factor electrical
consumers and take service primsrily under Rate Schedules GSLD-2,
CS-2, GSLD-3 and CS-3.

What is the subject of your testimony?

My testimony addresses the allocation of the costs which FPsL is
proposing to recover through an 0l 1-Backout Cost Recovery Factor
to the various customer classes.

Have you prepared any exhibits fo~ submission?

Yes. | have prepared Exhibit JP=1 ( ) consisting of one sched-
ule.

What is the nature of the costs which FPsL Is proposing to recover
through the Levelized Ol 1-Backout Cost Recovery Factor?

FPeL is proposing to recover the cost of the Florida portion of
the Hatch=Duval 500 kV Transmission Lines which comprise Phase |
of FPEL's 500 kV Transmission Project. According to Mr. Scalf's
testimony in Docket 820155-EU, the first segment was completed and
energized last April, while the second segment is scheduled to be
completed in September.

How should the costs associated with the Project be recovered from
the various customer classes?

The costs of the Project should be treated in the same way as the
costs of FPEL's other transmission lines for rate-making purposes.
That is, the costs should be considered demand-related and thus,

allocated (and recovered) relative to the demand responsibility of

DRAZEN-BRUBAKER 8 ASSOCIATES, INC.
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Jeffry Pollock

each customer class. The amount allocated to the demand-metered
rates should be recovered through thelr respective demand charges.
How should the demand responsiblility of the customer classes be
determined?

In general, the demand responsibility should be based on the same
demand cost allocation method approved by the Commission in the
utility's most recently completed rate case proceeding. If at all
possible, the class allocation factors should be based on current
data to provide a more accurate recovery of these costs. (My rec-
ommendation Is not an endorsement o' the Commission-approved allo-
cation methods per se but Is Intended to provide consistency in
the cost-recovery process.)

Since FPSL is seeking recovery of transmission-related costs
through the 0! 1-Backout Cost Recovery Factor, then these costs
should be recovered relative to a tweive coincident peak and aver-
age demand allocation factor, as shown In Exhibit JP=1 ( ),
Schedule 1. This is the method which the Commission adopted in
FPsL's last rate case (Docket 810002-EG). The data In Schedule 1
Is based on current Information provided in FPEL's pending rate
case application, with which | am familiar given my involvement in
that Docket.

What is the justification for classifying and allocating the costs
of the 500 kV Transmission Project relative to demand?
The Project will better enable FPsL to stand ready to meet cus-

tomer demands when they occur over the life of the Project.

DRAZEN- BRUBAKER & ASSOCIATES, INC.
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Jeffry Pollock

According to Mr. Scalf, of FPsL:

"The prima urpose of the Project is to in-
crease the transfer capabllity é;tu..n the
Southern Electric system and the FPEL system
and thus enable the Importation and delivery
of up to 2,000 MW of coal~by-wire from the
Southern Company through the FPSL system.

The Project will also contribute In de-
Iivering the output of new generating stations
planned for Northeast Florids and will subse-
quently approve electric system rellabilicy
for all Peninsular Florida utilitles . .
by (1) preventing electrical separation from
the Southern Electric system for single gen-
eration contingencies, (2) providing an addi-
tional source of externa! power during condl-
tions of short-term emercancles, such as ex-
treme weather conditions, or long~term emer=-
gencles, such as disrupi'ons In the fuel sup-
ply system, and (3) estabi'shing an addi-
tional independent transmission corridor
throughout the FPSL East Coast network.'
(Docket 820155-EU, Emphasis added)

In many respects, FP&L's existing transmission system also
provides the same benefits. That is, It interconnects FPEL's gen-
erating plants and provides a source of delivering and importing
power between FPSL and other utilities--including the Southern
Company. Therefore, there is no basis for treating the 500 kV
Transmission Project costs differently from the rate-making treat-
ment of FPEL's other transmission costs.

Second, these costs are fixed In that the necessity of earn-
ing a return on the Investment, recovering the capital cost (de-
preciation) and operating the property are a function of the exis-
tence of the property and are not a function of the number of

ki lowatthours scld. As sales volumes change, these fixed costs
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are not affected, but continue to be incurred, making them flxed
or demand-related in nature. The Investment in all transmission
plant (including the Project) falls Into this fixed cost category
and should not be allocated as a function of energy consumption or
of average demand. The allocation of fixed costs relative to en-
ergy consumption could lead to rate Instability and reduce the In-
centive given to customers to operate during the off-peak hours
under the time-of-day rates.

With respect to stability, If fixed costs are being recovered
relative to energy and the level ¢” kilowatthour sales decreases,
as often happens during an economic dcwm*urn, a utlility's reve-
nues will drop more than its costs.

With respect to off-peak pricing, the recovery of flixed costs
relative to energy would reduce the relative cost advantage of In-
creasing consumption during the off-peak period and make It less
attractive to reduce consumption during the more costly on-peak
period.

Are you aware that FPSL Is proposing to recover the Project costs
on a kilowatthour basls because It will lcmbl. the Company to dis-
place oil and thereby provide fuel cost savings to FPSL's cus-
tomers?

Yes, | am. This argument focuses primarily on the period of time
when the so-called '"coal bubble' would exist and Ignores the other
demand-related enhancements that the Project would provide through-

out its useful 1ife.

DRAZEN- BRUBAKER 8 ASSOCIATES, INC.
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A kilowatthour recovery assumes that fuel cost savings are
the sole cause of building the Project which, as mentioned previ-
ously, is not the case. According to Mr. Scalf, the primary pur-
pose of the coal-by-wire purchases Is the economic displacement of
oll-fired generation. The Project will, of course, facl!litate
these transactions enabling FPSL to take full advantage of the sig-
nificant, but short-lived, coal bubble and will result In lower
fuel costs. Hou.n‘r. such fuel cost savings are made possible by
FPsL's strong dependence on oll fo - base load. The rapld rise In
oll costs has resulted In FPSL bei~9 In & temporary nonoptimum
situation with respect to its fuel mis. Oy displacing oll gener-
atlon with coal-by=wire purchases, FPSL will achieve a more opti-

mal fuel mix, the effect of which would be a lower cost to the

ratepayers. A utility would be remiss If it did not continually ‘

seek alternative Investments that would enable it to provide con-
tinuous and reliable service at the lowest overall cost to the
ratepayer.

Finally, a kilowatthour allocation of the Project costs would
not be equitable to high load factor customers without a commen-
surate redu.tion Iin thelr fuel cost responsibility. FPsL has pro-
posed a kilowatthour allocation on the theory that high load fac-
tor customer classes would recelve the most beneflit from the fuel
cost savings that would result from the coal-by-wire purchases.

As | previously testifled, the fuel savings are but one of the

benefits made possible by the Transmission Project. By this logic,
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it would also be consistent (and equitable) to allocate the lower
fuel costs assoclated with these purchases explicitly to the high
load factor customer classes In determining fuel cost responsiblii-
ity. However, to my knowledge, FPSL has not made such a proposal
either In the currently pending rate case or In Its proposed Fuel
Cost Recovery Clause Docket.

By the same token, the same customers who would presumably
benefit more from the lowsr fuel costs are the ones who are cur-
rently bearing a disproportionate :“are of today's higher fuel
costs.

The point Is that an equitable i covery of both capital costs
and fuel costs cannot be considered In Isolation. FPsL's pro-
posal, which focuses only on the recovery of the capital cost com
ponent, precludes an equitable recovery of these costs, particu-
larly from the high load factor customer classes.

Does this conclude your dlrect testimony?

Yes, It does.

(End of prefiled direct testimony.)
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If the company had built these plants and was
asking for a rate increase to recover the investment costs
and other capital costs and operating costs of these
plants, based upon the allocation methodology adopted by the
Commission, these costs would be allocated essentially on a
demand basis, not on a kilowatt hour basis.

Therefore, there are two inconsistencies essentially
between the way in which the costs have been treated in rate-
making in the past and the way in which FP&L is proposing to
recover these costs through tne oil backout clause.

Now, with respect '» the logical inconsistency,
the result of allocating capital costs on a kilowatt hour
basis essentially results in an assignment of above-average
investment per kilowatt of demand to high load factor
customers.

In part, the logic of this is that high load factor
customers use more energy on a consistent basis, and there-
fore should be allocated to capital costs of the more capital
intensive base load units. However, by that logic, it also
follows that if the high load factor customers are more
responsible, and therefore benefit from the higher capirtal
costs of the base load units, so, too, would they benefit
from the lower running costs of those units.

So consequently, if they are going to be assigned

a higher than average cost per KW of capacity, then
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consistency and equity, in my opinion, dictate that they also
be assigned a below average cost per kilowatt hour of fuel.

However, since FP&L is proposing to maintain its
equal cents per kilowatt hour recovery for line losses to all
customer classes, the high load factor customers are in
effect bearing the freight on the capital costs of the units,
but not getting the benefits of the lower running costs,
which they are supposedly more responsible for.

Finally, allocation of capital costs, as I said
before, in my opinion, is not good rate-making procedure.

It causes, it could cause inscability in the event that
kilowatt hour sales decline, and that revenues decline faster
than would the decline in costs.

What we are essentially recovering is the fixed
costs. And the recovery of that fixed cost, as well as the
recovery of the fixed cost of the unit power purchases, will
continue irrespective of the number of kilowatt hours
generated and sold.

Finally, if the kilowatt hour allocation is
approved, this would tend to lessen the incentive for
customers to use power during the off-peak period when it
costs less to generate, which I think would be a misleading
price signal.

Q Mr. Pollock, I want to ask you if you have any

comments on a couple of other items that have arisen today.
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BEFORE THE PUBLIC SERVICE COMMISSION

In re: Petition of the Florida
Industrial Power Users Group
to Discontinue Florida Power

)
) Docket No. B890148-EU
)

and Light Company's 0il Backout )
)
)

Filed: August 18, 1989

ORIGINAL

FLORIDA POWER & LIGHT COMPANY'S NOTION F“-E copv

Cost Recovery Factor

Florida Power & Light Company ("FPL"), pursuant to §
120.61, Florida Statutes (1987), moves the Florida Public
Service Commission ("Commission®) to *ake official recognition
in Docket No. 890148-EU of the documents submitted with this
Motion in a separate Notebook. In supp>rt of this Motion, FPL

states:

INTRODUCTION

1. Throughout the prefiled testimony on Docket No.
B90148-EU, there are direct as well as implicit references to
Commission rules, Commission orders, prior positions of parties,
prior staiements by witnesses and commissioners, and general
discussions of Commission intent. These references are to
numerous prior Commission proceedings that relate to the
Commission's adoption, amendment and implementation of the
Commission's 0il Backout Rule, Florida Administrative Code Rule
25-17.016. In addition, there is testimony which relates to,

and FIPUG's Petition refers to, other Commission rules, orders

DOCUMENT NUMBER-DATE
08390 AUC18 1588



and proceedings regarding tax savings due to changes in federal
corporate income tax rates and Commission surveillance reports.

2 Because there are references to these Commission
records throughout the record in this proceeding, FPL has
endeavored to pull together the documents referred to or
primarily relied wupon, particularly by Mr. Waters, FPL's
witness. FPL believes that this compilation of Commission
records will provide reasonably easy Commission access during
the hearing and facilitate the trial of this case. Because of
the mammoth size of the entire record for the other relevant
Commission proceedings, FPL has compiled excerpts of Commission
transcripts upon which FPL relies in this proceeding rather than
asking the Commission to take official notice of the entire
records of those proceedings.

3. FPL respectfully submits that taking official
notice of the materials requested by FPL will facilitate the
hearing scheduled for August 22, 1989. It will shorten cross
examination by avoiding FPL having to use Mr. Pollock to get
these documents into the record. It will also facilitate the
Commission hearing of the case by providing an easy reference to
documents that will be referred to during testimony.

4. No party can reasonably claim it is adversely
affected by this motion. First, it is an effort to focus
issues, reduce the volume of the record and facilitate the

conduct of the hearing. Second, as can be established if

w2



necessary, FIPUG's witness, Mr. Pollock, has reviewed all or
most of the documents being offered by FPL. Third, FPL provided
notice of its intent to file such a motion in its Prehearing
Statement filed on July 27, 1989, and no party objected or
inquired as to the documents to be identified. Fourth, all
parties, with the exception of Metropolitan Dade County which
has not actively participated to date, received a hand delivered
copy of the supporting Notebook on Thursday, August 17, 1989, 5
days prior to hearing. Fifth, providing advance notice of
documents to be officially noticed by the Commission is a
significant procedural advantage not 1ormally afforded parties
before the Commission.
To Be Officially Noticed

§. Enclosed with this Motion is a Notebook containing
the documents FPL is requesting the Commission to officially
notice. The Notebook is organized by subject matter. It has an
index, See Attachment A to this Motion, which demonstrates its
internal organization in detail; however, it is summarized below.

6. Tabs A through E of the Notebook contain the 0il
Backout Rule and Commission Orders relating to its adoption and
amendment .

1. Tabs F through H of the Notebook <contain
Commission orders regarding the qualification of FPL's 0il

Backout Project.



8. Tab I of the Notebook contains Commission orders
regarding o0il backout cost recovery for FPL's 0il Backout
Project.

9. Tab J contains the decision of the Supreme Court
of Florida affirming the Commission's orders approving FPL's 0Oil
Backout Project for qualification and cost recovery through the
0Oil Backout Cost Recovery Factor.

10. Tabs K and L of the Notebook contain excerpts from
two FPL base rate orders addressing whether costs associated
with the 0il Backout Project should be recovered through FPL's
base rates.

11. Tabs M and O of the Notebook contain the
Commission's Tax Savings Rule, the instruc.ions for FPL's 1987
Tax Savings Report and the final order in Docket No. 880355-EI
ordering FPL ordering FPL to make a 1987 tax savings refund.

12. Tab P of the Notebook contains transcript passages
from FPL's O0Oil Backout Qualification Proceeding, Docket No.
820155-EU ("Qualification Proceeding"), FPL's Initial 0il
Backout Cost Recovery Proceeding, Docket No. 820001-EU ("Initial
Cost Recovery Proceeding®), and the 0il Backout Rule Amendment
Proceeding, Docket No. 820257 ("Rule Amendment Proceeding”).
These transcript references reflect the extent to which FPL,
intervenors and the Commission acknowledged the uncertainty in

predicting oil prices well into the future.



13. Tab Q of the Notebook contains transcript passages
from the Qualification proceeding, the Rule Amendment
Proceeding, the Agenda Conference for the Rule Amendment
Proceeding, the proceeding adopting the 0il Backout Rule ("Rule
Adoption Proceeding™) and the Initial Cost Recovery Proceeding.
These passages reflect the extent to which the parties and the
Commission acknowledged that project qualification is based on
uncertain fuel forecasts, that the forecasts should be
conservative because of their import in project qualification,
and that once it is established thal the project's primary
purpose is economic o0il displacemer: and the project is
qualified, then it should not affect pidject qualification or
continued cost recovery of the Project through the 0il Backout
Cost Recovery Factor whether projections prove to be incorrect
based on actual experience.

14. Tab R of the Notebook is comprised of transcript
passages from FPL's Qualification Proceeding. It includes cross
examination of FPL witnesses by FIPUG and Public Counsel
attempting to show that FPL's Project does not meet the primary
purpose of economic o0il displacement and that FPL recognized
improper Project benefits in its economic analysis of the
Project. 1t also contains Public Counsel testimony as to why
coal by wire capacity costs should be included in determining
the Project's primary purpose. It also contains redirect

examination of an FPL witness establishing that the primary



purpose of the Project was not increased reliability. The
transcript references are offered to show that FIPUG's arquments
in this proceeding regarding the Project's primary purpose are
not new and have been heard by the Commission previously.

15. Tab 8 of the Notebook is comprised of transcript
passages from FPL's Qualification Proceeding, the Rule Adoption
Proceeding, and the 1Initial Cost Recovery Proceeding. The
passages reflect statements by FIPUG's witnesses or counsel that
the costs associated with an 0il backout project or coal by wire
purchases are demand related rather *“han energy related and
should not be recovered on an energy 0" cents per kilowatt hour
basis. These passages are offered to d'monstrate that FIPUG's
unfairness argument regarding the energy based o0il backout cost
recovery charges are not new.

BASIS FOR COMMISSION OFFICIALLY RECOGNIZING
_DOCUMENTS COMPRISING THE BOTEBOOK

16. The Commission's rules specifically provide that
"any relevant evidence shall be admitted if it is the sort of
evidence which is normally admissible in civil trials in Florida
or which reasonably prudent persons are accustomed to relying
upon in the conduct of their affairs." See Florida
Administrative Code Rule 25-22.048(3). As a result, evidence
that is admissible in Florida court proceedings is clearly
admissible in Commission proceedings. Moreover, the Florida

Administrative Procedure Act ("APA") provides that evidence may



be admissible in an administrative proceeding even though it
would be inadmissible in a Florida court proceeding. See §
120.58(1)(a), Florida Statutes (1987).

17. Florida's Evidence Code provides that a court may
take judicial notice of a number of matters or documents,
including but not limited to the records of any Florida court
including its own records. See § 90.202, Florida Statutes
(1987). In fact, a court must take judicial notice of the
record of a particular matter or proceeding if a party requests
it and (1) gives each opposing party timely written notice of
the request so that each opposing part; can prepare to meet the
request, and (2) furnishes the court w.th sufficient information
to enable it to take judicial noticec of the matter or
documents. See § 90.203, Florida Statutes (1987).

18. Since a court can take judicial notice of its own
records from prior matters and of administrative agency records,
the Commission can similarly take official notice of prior
proceedings before it. See Florida Administrative Code Rule
25-22.048(3); see also § 120.54(6), Florida Statutes (1987) (in
rulemaking proceeding, administrative agency may recognize any
material which may be judicially noticed); Florida
Administrative Code Rule 221-6.020 (DOAH rule that hearing
officer may take official recognition of any matters which may
be judicially noticed). In this regard, the Florida APA

specifically outlines the procedure a party is to follow in

= T =



requesting an administrative agency to officially recognize
certain documents: a party can request that an administrative
agency officially recognize certain documents, provided that the
other parties receive notice of the request and have an
opportunity to examine and contest the material. See § 120.61,
Florida Statutes (1987). Moreover, the APA expressly provides
that documents or materials officially recognized are part of
the record and can be the bases of findings of fact. §See §
120.57(1)(b)6, 8, Florida Statutes (1987).

19. Here, all the documents comprising the enclosed
Notebook are part of the record of a prior Commission
proceeding. As a result, the Com'ission can officially

recognize the documents comprising the enclosed Notebook.

WHEREFORE, FPL respectfully requests the Commission to
officially recognize the documents comprising the Notebook
enclosed with this Motion, and that documents in the Notebook,
an index of which is attached as Attachment A to this Motion, be

incorporated into the record in this matter.

Respectfully submitted,

STEEL HECTOR & DAVIS

215 South Monroe

Suite 601

Tallahassee, Florida 32301-1804

Attorneys for Florida Power
& Light Company

7 /
By:
Charles A. yton
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ATTACHMENT A

Document
0il Backout Rule Adoption and Amsendment
0i.1 Backout Rule: 25-17.016 F.A.C.

Order Proposing Oil Backout Rule: Order No. 10363, Docket
No. 810241, Issued November 30, 1981

Order Adopting O0il Backout Rule: Order No. 10554, Docket
No. 810241, Issued January 29, 1982

Order Proposing O0il Backout Rule Amendment: Order No.
10932, Docket No. 820257-EU(R.’), Issued June 24, 1982

Order Adopting Oil Backout Jule Amendment: Order No. 11188,
Docket No. 820257-EU, Issued eptember 23, 1982

FPL's 0il Backout Qualification

Order Granting FIPUG Intervention: Order No. 10901, Docket
No. B20155-EU(IN), Issued June 17, 1982

Order Granting Qualification: Order No. 11217, Docket No.
820155-EU, Issued October 1, 1982

Order Denying FIPUG and Public Counsel Reconsideration,
Order No. 11537, Docket No. 820155-EU, Issued January 24,
1983

FPL's Initial 0il Backout Cost Recovery

Order Authorizing Initial FPL O0il Backout Cost Recovery:
Order No. 11210 (pp.7-11), Docket No. 820001-EU, September
29, 1982

Florida Supreme Court Decision Affirming Commission Orders
Approving FPL O0il Backout Project Qualification And Cost
Recovery

Citizens v. Public Service Commission, 448 S50.24 1024 (Fla.
1984)



FPL Rate Case Orders Addressing Base Rate Recovery For 0il
Backout Project Costs

FPL's 1982 Rate Order: Order No. 11437 (pp. 1,10,42,43),
Docket No. 820097-EU(CR), Issued December 22, 1982

FPL's 1984 Rate Order: Order No. 13537 (pp. 1,60), Docket
No. 830465-EI, Issued July 24, 1984

Tax Savings Rule, Tax Savings Report Form And FPL's 1987
Tax Savings Refund Final Order

Commission's Tax Savings Rule: 25-14.003 F.A.C.
Commission's 1987 Tax Savings Report Form and Instructions

FPL's 1987 Tax Savings Refund Final Order: Order No. 20659,
Docket No. 880355-El1, Issues January 25, 1989

Commission Records Relatin; To Various FIPUG Allegations
and Arguments

Transcript passages from prior O0il Backout proceedings
reflecting the extent to which the parties and the
Commission acknowledged the uncertainty in predicting oil
prices.

Transcript passages reflecting the extent to which the
parties and the Commissioners indicated that o0il backout
project qualification is based on uncertain fuel forecasts
and, that forecasts should be conservative, but once it is
determined that the primary purpose of a project is
economic o0il displacement and the project is qualified,
project qualification is not to be revisited and recovery
of the project through an 0il Backout Cost Recovery Factor
is to continue even if projections prove to be incorrect.

Transcript passages from prior Commission proceedings
reflecting FIPUG's and Public Counsel's prior attempt to
establish that the primary purpose of FPl's 0il Backout
Project is economic o0il displacement and that FPL was
recognizing improper Project benefits in its economic
analysis of the Project.

Transcript passages from prior Commission proceedings
reflecting FIPUG's position that recovery of 0il Backout
Project Costs and Coal By Wire Costs on an energy basis
(¢/kWh basis) is unfair and inappropriate.
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BEFORE THE PUBLIC SERVICE COMMNISSION FILE COPY

In re: Petition of the Florida )
Industrial Power Users Group ) Docket No. 890148-EU
to Discontinue Florida Power ) Filed: August 18, 1989
and Light Company's 0il Backout )
Cost Recovery Factor )
)

FLORIDA POWER & LIGHT COMPANY'S
HOTION TO TAKE OFFICIAL NOTICE

ISSUE
Whether the Florida Public Service Commission

("Commission®) may officially recovnize the records, including
evidence, orders, proceeding tranc~ripts and agenda conference

transcripts, of prior Commission dockets.

SHORT ANSWER

The Commission may officially recognize the records of
prior Commission dockets. All the documents which FPL is
requesting the PSC to officially recognize are part of the
record of prior PSC dockets or are Commission rules, forms or
records. As a result, the PSC should officially recognize the
documents requested and these documents should be incorporated
into the record of this matter as evidence which can be the

bases of findings of fact.

DOCUMENT NUMBFR-DATE
08391 AUG18 B&S



LEGAL ANALYSIS

A. The Commission May Officially Recognize Documents
in Proceedings Under $120.57. Florida Statutes

Unlike rulemaking proceedings, the Florida
Administrative Procedure Act ("APA") does not explicitly state
what material an administrative agency can officially recognize
in proceedings which affect substantial interests. Comgare
§120.54(6), Florida Statutes (1987) with §120.57, Florida
Statutes (1987). Rather, the provisions of §120.57, Florida
Statutes simply provide that materials officially recognized are
part of the record, see §120.57(1)(b)6, Florida Statutes, and
that materials officially recognized can be the bases of
findings of fact, see §120.57(1)(b. 8.

B. At a Minimum, The Cu.mission May Officially

Recognize all Materia’ orvpntters

The APA explicitly states that, in a rulemaking
proceeding, an administrative agency can officially recognize
all matters that may be judicially noticed. §See §120.54(6).
Although §120.57, Florida Statutes has no such provision, in
light of §120.54(6) it should be recognized that an
administrative agency in a §120.57 proceeding should similarly
be able to officially recognize matters that may be judicially
noticed.

There is, however, more express authority for arguing
that an administrative agency in a §120.57 proceeding can

officially recognize all matters that a Florida Court can



judicially notice. The authority is a combination of the
Commission's rules of procedure and the Florida Evidence Code.

The Commission's rules specifically provide that "any
relevant evidence shall be admitted if it is the sort of
evidence which is normally admissible in civil trials in Florida
or which reasonably prudent persons are accustomed to relying
upon in the <conduct of their affairs." See Florida
Administrative Code Rule 25-22.048(3). In fact, the Florida
Administrative Procedure Act ("APA") provides that evidence may
be admissible in an administrative proceeding even though it
would be inadmissible in a Floi'da court proceeding. §See §
120.58(1)(a), Florida Statutes (1987). As a result, evidence
that is admissible in Florida court proceedings is clearly
admissible in Commission proceedings.

Florida's Evidence Code provides that a court may take
judicial notice of a number of matters or documents, including
but not limited to the records of any Florida court, including
its own records, and the official actions of any legislative
departments of any state. See § 90.202, Florida Statutes
(1987). In fact, a court must take judicial notice of the
record of a particular matter if a party requests it and (1)
gives each opposing party timely written notice of the request
so that each opposing party can prepare to meet the request, and

(2) furnishes the court with sufficient information to enable it



to take judicial notice of the matter or documents. See §
90.203, Florida Statutes (1987).

Since matters judicially noticed are admissible a-=
evidence in Florida courts, the same matters are therefore
admissible as evidence in Commission proceedings. §See Florida
Administrative Code Rule 25-22.048(3). "Official recognition®
is the procedural mechanism for getting these matters into
evidence. §See also Florida Administrative Code Rule 221-6.020
(DOAH rule that hearing officer may take official recognition of

any matters which may be judicially noticed).

C. The Commission May (°ficially Recognize
The Records of Prior “ommission Dockets

FPL has not found any Florida appellate cases decided
after December 20, 1981,4 in which an administrative agency
took official notice of records of administrative hearings
conducted by the same agency. However, it is clear that the
Commission can officially recognize matters which a Florida
court can judicially notice. S8ince a Florida court can
judicially notice its own records, records of other courts and

official actions of any legislative departments, the Commission

i The significance of this date is discussed in Section
"E", infra.



should similarly be able to officially recognize its own
records. Case law bears this out.

It is well settled in Florida that a court can
judicially notice the record of a prior, different court
proceeding. §See, e.g., Southern Califorpmia Funding Inc. v.
Hutto, 438 So0.2d 426, 430 (Fla. 1st DCA 1983) (court took
judicial notice of portions of a certified copy of a deposition
filed in another court proceeding). It is equally well settled
in Florida that a court can 3judicially notice legislative
records. §See, e.9., Ellsworth v. Ins., Co. of N, Amer., 508
So.2d 395, 398 (Fla. 1lst DCA 1987) (court recognized that trial
court can judicially notice 1le¢rislative staff summaries);
Department of Health & Rehab. Serv., .. Chatto, 487 So.2d4 1152,
1153 (Fla. 1st DCA 1986) (court stated that "Senate S5Staff
Analysis and Economic Impact Statement” prepared by Senate staff
members could be judicially noticed); Jacksonville Elec. Auth.

v. Department of Revenue, 487 So.2d 1350, 1353-54 (Fla. 1lst DCA)
(taking judicial notice of legislative records), review denied,
492 So.2d4 1331 (Fla. 1986).

In Jacksonville Elec. Auth., the First District was
concerned with learning the legislative intent of a particular
statute. To assist it, the First District actually listened to
the cassette tape of the proceedings before the Senate Committee
on Ways and Means and reviewed the testimony of a number of

legislators. Jacksonville Elec. Auth., 486 So.2d at 1354, 1354



n.7. As authority for its independent review of these matters,
the First District stated that it could take judicial notice of
the matters but cautioned that "such notice should be consistent
with the provisions of section 90.203" Id. at 1354.

In addition to taking judicial  notice of the
legislative documents and records described above, the Florida
courts have also judicially noticed the records maintained by,
and records of proceedings on file with, the 8Secretary of
State. See Schriver v. Tucker, 42 So.2d 707, 709 (Fla. 1949);
State v. Simpson, 166 So. 277, 231 (Fla. 1935). And finally,
the Florida Supreme Court has prev.ously taken judicial notice
of a Commission order. See Blair ontracting Co. v. Mason, 211
S0.24 15, 18 (Fla. 1968).

FPL's position also finds express support in both
federal and other state opinions. §See, e.g., Paramount Ca Mfg.

Co. v, National Labor Relations Bd., 260 F.2d4 109, 113 (8th Cir.
1958) (administrative agencies may take judicial notice of its

own records); Interstate Nat. Gas Co. v, Southern California Gas
Co,, 209 F.24 380, 385 {(9th Cir. 1953) ("We may take judicial
notice of records and reports of administrative bodies."); Unruh

v, Truck Ins. Exchange, 102 Cal. Rptr. 815, 827 n.13 (Cal. 1972)
(en banc) (court took judicial notice of the record of the

proceedings before administrative agency). Noticeably, in

Paramount Cap Mfg. Co., supra, the Eight Circuit Court of
Appeals found it significant that the parties to the proceeding

= G =



before it were the same parties to the proceeding of which the
court was requested to take judicial notice. In addition, the
court found significant the fact that the parties therefore had
the opportunity to present witnesses and cross-examine opposing
witnesses. Paramount Cap Mfg, Co., 2609 F.2d at 113. The
reliability of hearings or proceedings "where the testimony has
been made under oath and the parties have had the right of
cross-examination” was also significant in the First District's
opinion in General Development Corp. v, Florida Land and Water
Adjudicatory Comm'n, 368 So.2d 1323, 1325-26 (Fla. 1lst DCA 1973)
(cited with approval in Transgult Pipeline v. Bd. of County
Commissioner's, 438 So.2d 876, £78-79 (Fla. 1st DCA 1983)).
There, the First District stated that if those safeguards are
present, the "testimony and exhibits presented at the [locall]
hearing should be admitted into evidence at the 120.57 hearing
before the Commission."” General Development, 368 So.2d at
1326. Since mutuality of parties, mutuality of issues and
“sworn testimony subject to cross-examination™ existed in the
prior Commission hearings which FPL is requesting the Commission
to officially recognize, the above cases lend support to our
argument.

Based on the case law discussed above, an
administrative agency may officially recognize its own records
from prior hearings or proceedings before it. Applying the

principle to this case, the Commission may officially recognize



the records of prior Commission dockets provided FPL follows the

notice requirements of §120.61, Florida Statutes (1987).

D. The Documents FPL Wants The Commission To
Officially Recognize Are All Part of
The Records of Prior Commission Dockets

All the documents which FPL wants the Commission to
officially recognize are part of the formal record of prior
Commission dockets. Official transcripts of the various
proceedings are part of the record. BSee, e.g9., §120.57(1)(b)é6
(official transcript is part of record of §120.57 proceeding).
The various orders entered by the Commission, Commission rules
and agenda conference transcripts similarly constitute part of
the record of a particular Commission piuceeding or docket.

As a result, these documents are materials or matters
which the Commission may officially recognize, which should be
incorporated into the record in this matter as evidence, and

which can form the bases of findings of facts.

E. Contrary Case Law is Distinguishable
There is case law suggesting that the Commission can
take "judicial notice"™ of its own decisions but cannot take

judicial notice of the evidence upon which those decisions are

based. §See United Telephone Co., v. Mayo, 345 So.2d 648, 652-53

(Fla. 1977). However, the basis for the Supreme Court's

statements was Florida Administrative Code Rule 25-2.111, a



Commission rule which was repealed on December 20, 1981.
Consequently, all opinions issued prior to 1982 suggesting that
the Commission cannot officially recognize its own records -
other than orders - or evidence from prior dockets are
distinguishable.z

It is also important to note that despite the existence
of Florida Administrative Code Rule 25-2.111 the Florida Supreme
Court in Mayo actually affirmed the Commission's decision to
officially notice evidence from a prior Commission docket. Id.

at 653. Specifically, the Court stated:

It is true that i%“is action of the
Commission was irregular However, this
Court will not overturn +he Commission's
order merely because it failed to comply with
its own evidentiary rule. In American Farm
Lines v. Black Ball Freight, 397 U.S. 532,
539, 90 S.Ct. 1288, 1292, 25 L.E4.24 547
(1970), the United States Supreme Court
articulated the general rule that:

"[ilt is always within the discretion of
a court or an administrative agency to
relax or modify its procedural rules
adopted for the orderly transaction of
business before it when in a given case
the ends c¢f justice require it. The

“ Florida Administrative Code Rule 25-2.111, which was
repealed, actually conformed to Florida case law existing prior
to the establishment of the Florida Evidence Code. §See, e.9..

, 75 Bo. 24 191 (Fla. 1954). It makes sense,
therefore, that this local Commission rule was repealed and that
the new Commission procedural rules adopted conform to the more
liberal and expansive judicial notice provisions of §90.202,
Florida Statutes.



action of either in such a case is not
reviewable except upon a showing of
substantial prejudice to the complaining
party." NLRB v. Monsanto Chemical Co.,
205 F.24 763, 764.

United has not shown that it has been
substantially prejudiced by the Commission's
failure to observe its own evidentiary
rules. United was an intervenor in the
Southern Bell Telephone docket and therefore
had the opportunity to shape the record.
Furthermore, the Commission's own rules show
that it does not intend to be bound strictly
by procedural rules. To illustrate, Florida
Administrative Code Rule 25-113 states that
"exclusionary rules of evidence shall not be
used to prevent the receipt of evidence
having substantial probative effect.”

Because petitioner vas a participating
intervenor in the docke! where the evidence
relied upon was developed, we cannot say that
it was substantially p:ejudiced by the
Commission's action. Absent suchh a showing,
this Court cannot overturn the decision of an
administrative agency.

CONCLUSION

Based on

Florida case law,

a review of the applicable statutes and

the Commission may officially recognize the

documents which FPL has requested it to officially recognize

pursuant to §120.61, Florida Statutes (1987).

Respectfully submitted,

STEEL HECTOR & DAVIS
215 South Monroe Street
Suite 601
Tallahassee, Florida 32301-1804
Attorneys for Florida Power
& Light Cumpany

By:
Charles A. Guyton
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of the Florida )
Industrial Power Users Group )
to Discontinue Florida Power ) Docket No. 890148-EI
& Light Company's 0il Backout )
Cost Recovery Factor )
CERTIFICATE OF SERVICE

I HEREBY CERTIFY that on the 18th day of August, 1989,
a true and correct copy of Florida Power & Light Company's
Motion to Take Official Recognition and the Legal Memorandum in
Support of Florida Power & Light Company's Motion to Take
Official Notice were served by hand delivery* and by Federal
Express delivery** on the persons listed below. The Notebook
with the documents to be officially recognized was served on
August 17, 1989 by hand delivery* and by Federal Express

delivery** on the persons listed below.

Joseph A. McGlothlin, Esq. * Gail P. Fels, Esqg. **

Lawson, McWhirter, Grandoff Assistant County Attorney
& Reeves Metro-Dade County

522 East Park Avenue 111 N.W. First Street

Suite 200 Suite 2810

Tallahassee, FL 323Gl Miami, Florida 33128-1993

Marsha Rule, Esq. *

Division of Legal Services
Florida Public Service Commission
101 E. Gaines Street

Tallahassee, FL 32399

Jack Shreve, Esq. *

John Roger Howe, Esg. *
Office of the Public Counsel
624 Fuller Warren Building
202 Blount Street
Tallahassee, FL 32301



