BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Review of Rates and Charges of ) DOCKET NO. 900038-EI
Florida Power & Light Company )

) ORDER NO. 23996

)

The following Commissioners participated in the disposition of
this matter:

MICHAEL McK. WILSON, Chairman
THOMAS M. BEARD
BETTY EASLEY
GERALD L. GUNTER
FRANK S. MESSERSMITH

NOTICE OF PROPOSED AGENCY ACTION
ORDER REVIEWING EARNINGS
BY THE COMMISSION:

NOTICE is hereby given by the Florida Public Service
Commission that the action discussed herein is preliminary in
nature and will become final unless a person whose interests are
adversely affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

BACKGROUND

During the 1989 Legislative Session, the Florida Legislature
enacted Section 366.06(3) (a), Florida Statutes, which requires that
public utilities file "...a report consisting of, at a minimum, the
modified minimum filing requirements then required by the
commission, by rule ...." Pursuant to this statute, Florida Power
& Light Company (FPL) was ordered to file a modified minimum filing
requirements report (Modified MFRs) in Docket No. 890922-EI, by
March 30, 1990. (See Order No. 21840)

Subsequently, in Docket No. 890319-EI, Petition of Florida
Power & Light Company for Approval of "Tax Savings" Refund for
1988, and in Docket No. 890922-EI, Minimum Filing Requirement
Report of Florida Power & Light Company in Compliance with Section
366.06(3), Florida Statutes, a hearing was held on January 9, 1990
to evaluate FPL's return on equity (ROE). At a January 10, 1990,
special agenda conference, we approved an ROE range of 12.3% -
12.8% - 13.3% to be used to evaluate FPL's earnings. (See Order No.
22490)
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Docket No. 900038-EI was opened on January 18, 1990 to review
FPL's earnings. 1In Order No. 22762 we ordered FPL to file a full
set of minimum filing requirements (MFRs) by August 1, 1990. 1In
addition, $26.5 million was held subject to refund pending a review
of the MFRs. The filing of Modified MFRs was held in abeyance
pending filing of the MFRs.

The MFRs filed by FPL on July 31, 1990 showed a projected
revenue shortfall of $69.4 million for 1990 and an additional
shortfall of $122.4 million for 1991, using a 13.€% ROE. Despite
the projected shortfall, the utility did not petition for a rate
increase. Because the utility filed complete MFRs, it was excused
from filing Modified MFRs, and Docket No. 890922-EI was closed.

Projected Data
We have reviewed the financial data projected by FPL for 1991
and find that the utility's rates and charges are not unfair,

unjust and unreasonable on a prospective basis. Therefore, no
prospective rate review is required.

Oon an adjusted basis, FPL reported an earned overall rate of
return of 7.95% for 1991, which equates to a 9.64% return on commen
equity. However, certain adjustments must be made in order to
properly evaluate FPL's projected 1991 earnings. Attachment 1
shows our adjustments to earnings, which increase the overall rate
of return to 8.30% and the return on equity to 10.61%. A brief
description of those adjustments is as follows:

Q&M _Benchmark

For 1991, the calculated total variance is $167,059,000 over
the utility's operations and maintenance (0O&M) benchmark. As shown
on Attachment 2, FPL is over the benchmark in Steam Production,
Nuclear Production, Other Power Supply and Sales Expense. Based on
the disallowances made in FPL's last rate case in Docket No.
830465-EI, O&M expenses have been reduced by $40,596,000.
Consistent with the last rate case, all Nuclear Production and
Other Power Supply variances have been allowed.

Plant Scherer

FPL petitioned the Commission in Docket No. 900796-EI to
include Scherer Unit No. 4 in rate base. The 1991 effect of this
purchase is a $144,382,000 increase in rate base and a $4,218,000
decrease in net operating income.
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CILC Curtajlment Credits
FPL currently books a portion of its Commercial/Industrial
Load Control (CILC) curtailment credit as non-recoverable, thereby
reducing revenues. After the utility's next rate case, however,
FPL will recover curtailment credits for CILC customers directly

through conservation cost recovery. Therefore, it is appropriate
to increase revenues by $2,529,000 to reflect this treatment.

Fuel Inventory

Based on our review of FPL's fuel inventory, the following
adjustments are appropriate:

Quantity Price
Heavy 0il $(10,366,000) $25,074,000
Light 0il (350,000) 2,418,000
Coal ~{ 3,678,000) o o
Total §{15,;21,QQQ] $27,492,000

The above quantity reductions reflect the Commission's generic fuel
policy, while the price increases are related to the unanticipatcd
increase in o0il prices resulting from the invasion of Kuwait by
Iraq.

Bad Debt Expense

This adjustment is made to flow through the effect of the
Commission's decision concerning the level of bad debt expense as
approved in the utility's 1988 tax savings proceeding, Docket No.
890319-EI.

Adjustment Clause Overrecoveries
It is Commission policy to include adjustment clause
overrecoveries in working capital. Therefore, working capital

should be reduced by $295,000 and $5,552,000 for conservation and
fuel overrecoveries, respectively.

Accrued Lijabilities - CWIP

In Docket No. B30465~EI, FPL's last rate proceeding, all
Construction Work In Progress Construction Work In Progress (CWIP)
was excluded from rate base, with no related adjustment associated
with removing the accrued liability amount from working capital.
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In this docket, the company made an adjustment to exclude the
amount associated with accrued liabilities from working capital to
the extent such amount is included in CWIP and is not receiving
rate base treatment on Allowance For Funds Used During Construction
(AFUDC) . Since the Commission did not make an adjustment to
accrued liabilities in FPL's last case, it would be appropriate to
reverse the company's adjustment in this docket. Therefore,
working capital should be reduced $9,062,000 and $10,684,000 for
the 1990 and 1991 periods, respectively.

Suacd fic O Addustasnt

The following adjustments from Docket No. 890319-EI should be
made herein:

Customer Service & Information $(2,488,000)
Dental Plan (2,839,000)
Industry Dues (218,000)
Total S(5,545,000)

Late Pay/Collection Fee

Projected revenues will be generated as the result of the
implementation of a late payment charge and a field collection
charge proposed in Docket No. 900836-EI. These charges have not
been approved as of this date.

Interest Reconciliation

This adjustment reflects the change in income taxes as a
result of the changes in interest expense related to the
reconciliation of rate base with the capital structure. (See
Attachment 5)

After considering these adjustments, and calculating an
adjusted achieved return on equity of 10.81%, it appears that
Florida Power & Light Company's rates and charges do not yield
revenues that are excessive on a prospective basis. Therefore, it
is not necessary to initiate a rate proceeding to change FPL's
rates and charges on a prospective basis. (See Attachment 7)

Current Data

Based on our analysis of FPL's actual data as of September 30,
1990, and the data projected for the rest of 1990, we find that
this wutility's current rates and charges could result in
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overearnings on an actual basis for 1990. On an adjusted basis,
FPL projected an achieved overall rate of return of 8.73% for 1990,
which equates to a 12.05% return on common equity. However,
certain adjustments must be made in order to properly evaluate
FPL's projected earnings for 1990. Attachment 3 shows adjustments
which increase the overall rate of return to 9.16% and the return
on common eguity to 13.27%. A brief description of those
adjustments is as follows:

O&M Benchmark

For 1990, the calculated total variance is $172,827,000 over
the benchmark. As shown on Attachment 4, FPL is over the benchmark
in Steam Production, Nuclear Production, Other Power Supply,
Transmission and Sales Expense. Based on the disallowances made in
Docket No. B30465-EI, FPL's last rate case, O&M expenses have been
reduced by $45,155,000. Also consistent with the last rate case,
all Nuclear Production and Other Power Supply variances have been
allowed.

Plant Scherer

FPL's petition in Docket No. 900796-EI to include the
acquisition of Scherer Unit No. 4 in rate base has no impact for
1990.

CILC Curtajilment Credits

FPL currently books a portion of its CILC as non-recoverable,
thereby reducing revenues. After the utility's next rate case, FPL
will recover curtailment credits for CILC customers directly
through conservation cost recovery. Since this is a prospective
change, no adjustment is necessary for 1990.

Fuel Inventory

Based our review of FPL's fuel inventory, the following
adjustments are appropriate:

Quantity Price
Heavy 0il $(15,836,000) $13,035,000
Light 0il (1,118, 000) 1,891,000

Coal

_( 6,614,000)
Total $(23,565,000) $14,926,000
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The above quantity reductions reflect the Commission's generic fuel
policy, while the price increases are related to the unanticipated
increase in oil prices resulting from the invasion of Kuwait by
Iraq.

Bad Debt Expense

This adjustment is made to flow through the effect of the
Ccommission's decision concerning the level of bad debt expense in
Docket No. 890319-EI.

Adiust ) . .

It is Commission policy to include adjustment clause
overrecoveries in working capital. Therefore, working capital
should be reduced by $1,034,000 and $10,015,000 for conservation
and oil backout overrecoveries, respectively.

; ) Liabilities - CWIE

In Docket No. 830465-EI, FPL's last rate proceeding, all CWIP
was excluded from rate base, but there was no related adjustment
associated with removing the accrued liability amount from working
capital.

In this docket, the company made an adjustment to exclude the
amount associated with accrued liabilities from working capital to
the extent such amount is included in CWIP and is not receiving
rate base treatment on AFUDC. Since the Commission did not make an
adjustment to accrued liabilities in FPL's last case it would be
appropriate to reverse the company's adjustment in this docket.
Therefore, working capital should be reduced $9,062,000 and
$10,684,000 for the 1990 and 1991 periods, respectively.

ensaifie OF -

The following adjustments from the utility's 1988 tax savings
docket (890319-EI) should also be made herein:

Deming Award Expenses S (29,000)
QIP Consultants (21,000)
Customer Service & Information (2,119,000)
Dental Plan (2,580,000)
Industry Dues (201,000)

Total $(4,950,000)
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Late Pay/Collectjon Fee

Projected revenues will be generated as the result of the
implementation of a late payment charge and a field collection
charge propcsed in Docket No. 900836-EI. These charges have not
been approved as of this date. There is no impact on FPL's 1990
data.

Interest Reconciliation

This adjustment reflects the change in income taxes as a
result of the changes in interest expense related to the
reconciliation of rate base with the capital structure. (See
Attachment 5)

1990 Earnings

In addition to reviewing the projected 1990 data filed in the
utility's MFRs, we also evaluated FPL's actual earnings. For the
12 months ended September 30, 1990, FPL reported an FPSC Adjusted
Return on Common Equity of 13.77%. (See Attachment 6)

Order No. 22672 instructed FPL to hold $26,470,000 in annual
revenues subject to refund during this rate review proceeding.
Consistent with the terms of Order No. 22672, FPL should continue
to hold this amount subject to refund pending completion of the
recommended review of 1990 actual data. Section 366.06(4), Florida
Statutes requires this Commission to take final agency action in a
Commission-initiated rate proceeding within 12 months of the date
upon which the order initiating the proceeding is issued. However,
the Commission set an MFR filing date of August 1, 1990 conditioned
upon FPL's agreement to extend this deadline by 60 days.
Therefore, FPL shall continue to hold $26,470,000 subject to refund
pending the conclusion of this rate review proceeding, final agency
action in which must be taken by June 1, 1991.

Return on Equity

After an evidentiary hearing in Docket Nos. 890319-EI and
890922-EI, we found that Florida Power & Light's (FPL) authorized
return on equity (ROE) should be 12.8% plus or minus 50 basis
points. Order No. 22490, issued February 5, 1990, reflects that
the 12.8% ROE is to be used for all regulatory purposes. The
hearing was held pursuant to Sections 366.05, 366.06, 366.07, and
366.076, Florida Statutes. Under these statutes, the established
ROE will be permanent if no further Commission action is taken.
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We find that the ROE midpoint of 12.8% can still be construed
to be appropriate for this utility. Market conditions have not
changed dramatically enough since the Commission's decision to
warrant authorization of a new ROE. However, we find that the
range around the midpoint should be extended to plus or minus 100
basis points. When we voted on FPL's ROE on January 10, 1990, the
plus or minus 50 basis point range was established for "interim"
purposes in order to allow staff the opportunity to review FPL's
earnings to determine if a rate reduction was necessary. We have
decided herein that no prospective rate reduction is necessary.
Therefore, it is no longer necessary to maintain a range for
"jnterim" purposes, and the range should be extended to the usual
range of plus or minus 100 basis points.

It is therefore

ORDERED by the Florida Public Service Commission that Florida
Power & Light Company shall continue to hold $26,470,000 subject to
refund pending the conclusion of this rate review proceeding. It
is further .

ORDERED that the range of the return on equity set in Order
No. 22490 is hereby increased from plus or minus 50 basis points to
plus or minus 100 basis points.

By ORDER of the Florida Public Service Commission, this _]lé6th
day of JANUARY — » 1991 .

STEVE TRIBBLE, Director
Division of Records and Reporting

(S EAL)
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission 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, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief
sought.

The action proposed herein is preliminary in nature and will
not become effective or final, except as provided by Rule 25-
22.029, Florida Administrative Code. Any person whose substantial
interests are affected by the action proposed by this order may
file a petition for a formal proceeding, as provided by Rule 25-
22.029(4), Florida Administrative Code, in the form provided by
Rule 25-22.036(7)(a) and (f), Florida Administrative Code. This
petition must be received by the Director, Division of Records and
Reporting at his office at 101 East Gaines Street, Tallahassee,
Florida 32399-0870, by the close of business on

February 6, 1991 .

In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided by
Rule 25-22.029(6), Florida Administrative Code.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.

If this order becomes final and effective on the date
described above, any party adversely affected may request judicial
review by the Florida Supreme Court in the case of an electric, gas
or telephone utility or by the First District Court of Appeal in
the case of a water or sewer utility by filing a 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 of the effective date of this order, pursuant to Rule
9.110, Florida Rules of Appellate Procedure. The notice of appeal
must be in the form specified in Rule 9.900(a), Florida Rules of
Appellate Procedure.
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TAITIMALD $70CK DIVIEIND ACCROED (1,300, sss)
TOTAL ADUDSTXENTS TO LIAMILITIIS PER 30ORS $ (112,229,020)
¥IT ADNTSTXINTE TC VORKING CAPITAL PI3 BOOKS 3 (12,088,802
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FINANCIAL INTIORITY INDICATORS
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JURISOC TIONAL ACJUSTED RATE BASE

AEOUIRED RATE OF RETUAN

AEQUIAED NET CPERATING INCOME

JUMSO TIONAL ATJUSTED NO1

NOI DEFICIENCTAEXCESS)

NOIMULTIPLIER

AEVENUVE DENCIENCYREXCESS)

AFOUIRED AETUAN ON ESUITY

ACHIEVED RETUAN OX ECUITY

FLORIDA POWER & LIGMT COMPANY
DOCKET NO. 90003461
el
DECEMBER 1088 - ©1 i SEEU
m @ (2]
PER STAFF STAFE
COMPANY ASJUSTED ADJUSTED
AS FLED

780000 ST 138 348 11838 340
. $31Tw ] L] ] 017
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eTEETTETTEY
13 834 12 45% 13 38
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13 05% 13.37% 1337

.. DECEMBER 1991
o [
PR STAFF
COMPANY ADJUSTED
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" 8.3 | § L
T el s
- 881,843 - 200,148
1o X
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b (CEOE
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