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Mr. Steve Tribble, Director
Division of Records and Reporting
Florida Public Service Commission
Fletcher Building

101 East Gaines Street
Tallahassee, Florida 32399

Re: Docket No. Q%Nﬂ-f.fpetition of the Florida Industrial
Power Users Group to Discontinue Florida Power & Light

Company's 011 Backout Cost Recovery Factor.
Dear Mr. Tribble:

I am enclosing, for filing and appropriate distribution, the
original and 12 copies of the above petition, on behalf of the
Florida Industrial Power Users Group.

The individual representing FIPUGE who should be served
copies of all orders, notices and other communications in this
matter is:

Joseph A. McGlothlin

Lawson, McWhirter, Grandoff & Reeves
522 East Park Avenue, Suite 200
Tallahassee, Florida 32301

Yours truly,
Joseph A, McGlothlin
JAM/jfg
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BEFORE THE FLORIDA PUBLIC SERVICE COHHISSM cgpv

In re: Petition of the Florida ) DOCKET NO. R49n/4&-CL
Industrial Power Users Group to

Discontinue Florida Power and Light Submitted for Filing:
Company's 011 Backout Cost Recovery January 27, 1989
Factor.

PRPTSE

FIPUG'S PETITION TO DISCOMTINUE
FPL'S OIL BACKOUT COST RECOVERY FACTOR

Pursuant to Sections 366.06(2), 366.07 and 366.076, Florida
Statutes, and Rule 25-22.036(4)(b), Florida Administrative Code,

E. I. Du Pont Co., Florida Steel Corporation, Rinker Materials
Corporation and Union Carbide Corporation, hereinafter referred
to as the Florida Industrial Power Users Group, through their
undersigned attorneys, petition the Florida Public Service
Commission to 1issue an order requiring Florida Power & Light
Company to discontinue use of the 0il1 Backout Cost Recovery
Factor ("OBCRF") for recovery of costs associated with certain
500 KV transmission lines (the "Transmission Project"), and to
refund to customers certain revenues which have been inappropri-
ately collected through the 011 Backout Cost Recovery Clause.
The Commission should take these actions for the reasons set

forth below.

Introduction

1. The name of the Petitioner is the Florida Industrial

Power Users Group ("FIPUGE"). The names and addresses of FIPUG's
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representatives who should receive copies of notices, orders, and
pleadings in this case are:

Joseph A. McGlothlin and

Vicki Gordon Kaufman

Lawson, McWhirter, Grandoff & Reeves

522 East Park Avenue, Suite 200

Tallahassee, Florida 32301

904/222-2525

2. Other entities affected by this Petition include Florida

Power & Light Company ("FPL"). The name and address of the FPL
representative who should receive copies of notices, orders, and
pleadings in this case is:

Matthew M. Childs

Steel, Hector and Davis

310 West College Avenue

Tallahassee, Florida 32301

904/222-4192

3. FIPUG is a voluntary organization of high load factor

industrial users of electricity served by FPL. Collectively,
FIPUG members wuse substantial quantities of electricity
annually. The cost of electricity constitutes a significant
portion of FIPUG members' costs of production and is closely
related to their ability to maintain viable, competitive

businesses.

4. In Docket No. 820155-EU, In Re: Petition of Florida

Power & Light Company for Approval to Recover the Cost of its 500

KV _Transmission Project Through an 0il-Backout Recovery Factor,

the Commission approved FPL's use of the OBCRF to recover the
costs of constructing <certain 500 KV transmission 1lines
connecting FPL's system to the Southern Company's system. Order

No. 11217, Attachment 1.



5. The costs recovered by FPL from customers through the
operation of the OBCRF are recovered on a cents-per-Kwh basis.
This treatment is extraordinary for transmission line investment
and was Jjustified solely by FPL's claim that the lines would
enable FPL to economically displa~e oil-fired generation. FIPUG
members use large quantities of electricity relative to the
demands they impose on FPL's systam. They bear a relatively
greater share of the OBCRF per unit of demand than other

customers having lower load factors.

Background

6. The 0il Backout Rule, Rule 25-17.016, Florida
Administrative Code, bDecame effective as originally enacted on
February 25, 1982. The rule was amended, effective August 31,
1982, to allow two-thirds of any net savings to be allowed as
additional, accelerated depreciation.

7. The 011 Backout Rule states that its primary purpose is
the “"economic displacement of o1l generated electricity in
Florida. . . ." Rule 25-17.016(2)(a).

8. To qualify a project for the OBCRF, a utility must
demonstrate to the Commission that:

a. the primary purpose of the project is the
economic displacement of oil-fired
generation;

b. there will be a positive cumulative
present value of expected net savings to
retail customers 1in Florida within the

first ten (10) years of commercial
operation of the project; and



c. the project 1is the most economical
alternative available.

Rule 25-17.016(3)(a) 1-3.

9. When a project 1is approved pursuant to the criteria
outlined above, the OBCRF 1is calculated and applied in
conjunction with the Fuel and Pur:hased Power Recovery Ciduse.
The OBCRF revenues which the util *y may collect for an approved
project include:

a. Straight 1line depreciation expense over
the useful l1ife of the project;

b. Capital costs associated with the project;

c. Actual tax expense of the project;

d. 0il/non-0il operating and maintenance
expense differential (which would normally
be included in base rates); and

e. Two-thirds of actual net savings (if
positive) to be applied as additional
depreciation.

10. In Docket No. 820155-EU, the Commission considered
FPL's application to qualify two parallel 500 KV transmission
lines extending down the Florida east coast from the Georgia-
Florida border to Martin and St. Lucie Ccunties as a> oil backout
project. In support of its application, FPL stated that
construction of the transmission 1lines would increase the
transfer capability between FPL and the Southern Company
("Southern"), from whom FPL would purchase excess coal-fired
powver. (FPL had planned to build the 1lines in any eveat to
secure the benefits of dncreased reliability which they would

provide). It proposed to accelerate the time frame for

construction to exploit the availability of coal-fired generation



on Southern's system, thereby economically displacing its own
oil-fired generation. On this basis, FPL applied for approval of
the lines as an o0il backout project. Application of FPL, Docket
No. 820155; Attachment 2.

11. The Commission approved the project, based on FPL's
projections that the Tines would ~conomically displace oil-fired
generation. However, the projectiucns on which the approval of
the project and the extraordinary energy-based recovery of costs
were based failed to materialize. The project has not
accomplished the purpose which led the Commission to qualify it
under the 0i1 Backout Rule.

12. The 011 Backout Cost Recovery mechanism which was
approved for FPL's 500 KV transmission lines in 1982 should be
discontinued, and certain revenues should be refunded to
customers, for the following reasons, all of which are documented
in an affidavit of FIPUG consultant Jeffry Pollock of the firm
Drazen-Brubaker & Associates (Attachment 3). The reasons
summarized here will be fully developed in subsequent paragraphs.

a. The energy-based recovery J)f the costs of
the 1lines has been in effect for
approximately seven years., In that time,
the Project has not achieved its primary
purpose., In fact, over time the Project
has accumulated substantial net losses,
because the projections of fuel cost
differentials upon which the original
approval was based never materialized.
Ratepayers are paying more with the
project, not less.

b. Absent the substantial economic o1l
displacement benefits on which the
quaiification of the 500 KY transmission
lines was based, the transmission lines'

functional value to FPL's ratepayers 1lies
in providing capacity and reliability



benefits. The appropriate manner in
which to allocate the costs of such
assets among customers 1is to provide
appropriate recognition to the demands of
the classes which give rise to the need
for the investment--not on the basis of
energy consumption alone. Consequently,
the O0BCRF has placed an wunfair and
unreasonable burden on high load factor
customers.

c. In 1its recent o0il o~ackout filings, FPL
has claimed that the net losses
experienced by the project recently have
been more than offset by "savings” in the
form of the deferral of two Martin coal-
fired units. In fact, the Commission has
authorized FPL to collect a portion of
such Martin unit "savings," to be applied
as accelerated depreciation. Such
recoveries are inappropriate and
unjustified, because the Martin units are
not part of FPL's expansion plan, and
have not bDeen since 1553. The claimed
“deferral benefits" are illusory because
they are based on fictional units. The
recovery of revenues associated with the
invalid Martin unit assumption is
unjustified and all such monies
previously collected and applied as
accelerated depreciation must be refunded
to customers.

d. FPL has wused the oil backout cost
recovery clause to thwart the
Commission's ability to monitor and
regulate the reasonablen:ss of the
utility's earned rate of return.

13. The Transmission Project has not achieved its

purpose. The major intent of the 0il1 Backout Rule was to reduce
the cost of power for FPL's customers by reducing the consumption
of expensive oil for generation. The rule was created at a time
when o0il prices were high and expected to get much higher.
However, the Transmission Project has not economically displaced
oil-fired generation. After the Commission relied on FPL's

projections of fuel prices to qualify the project, oil prices

6
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plummeted. 011 costs are roughly one-half of what they were when
the rule was passed some seven years ago. Present prices are an
even smaller percentage of what they were forecasted to become by
this time. The fuel cost savings that were expected to result
from the transmission lines and the coal-by-wire purchases have
not materialized. In fact, there h.ve been very large losses in
almost every year since FPL's use of the OBCRF began. The
cumulative losses through 1987 are $215,036,000 larger than FPL's

original projection. (Source: Jeffry Pollock's Schedules 1, 2

and 3).

14. The oprincipal source of savings projected for the
Transmission Project was the expected difference between the
energy cost of purchased power and the cost of oil-fired power.
These projections took into account FPL's forecast of oil prices,
purchased power prices, quantities of power to be purchased, and
load growth. The failure of the project to produce the expected
savings has not been due to any significant difference between
the actual and projected load growth (See Mr. Pollock's Schedule
4), nor to any significant difference between actual and
projected amounts of power purchased (Schedule 5); it has been
due to the dramatic difference between actual oil prices and

FPL's forecasts (Scledule 6).3/

= Mr. Pollock's Schedule 4 is a comparison of forecasted and actual load
growth. Actual and forecasted power purchases are compared in Schedule
5. The unexpectedly low actual oil prices are compared with the forecast
in Schedule 6.



15. FPL's o0il backout charge is unreasonable and

inequitable to high load factor customers. The Transmission

Project has accomplished valuable benefits which are unrelated to
fuel costs. The line has strengthened the reliability of FPL and
all of the interconnected peninsular utilities and has reduced

their spinning reserve costs., These reliability benefits--which

were needed independent of any fuel cost considerations, and
shich would ultimately have been realized without the incentive
of the 011 Backout Rule in any event--provide no Jjustification
for continuing to wuse the OBCRF to recover the costs of the
Transmission Project. Instead, they demonstrate that recovery of
the costs of the 1lines should be accomplished through the
traditional base rate mechanisms.

16. As early as the 1970's, FPL had planned to improve
system reliability by building transmission lines to strengthen
the interties between Florida and Georgia. Absent the claimed
fuel savings, the transmission l1ines would certainly have been
put into the rate base and treated in the same way as any other
similar investment. Under the appropriate ratemaking treatment
for such an investment, high load factor customers would have
been allocated a much smaller revenue responsibility than that
exacted by the unjustified energy charge of the o0il backout
mechanism.

17. Recently, FPL extended the Unit Power Sales ("UPS")
Agreements with the Southern Company through the year 2010. A1l
totaled, the UPS Agreements will have provided FPL with almost 30

years of reliable capacity--about the 1ife of a base 1load



generating unit. FPL's purchases of capacity from the Southern
Company are a vital cog in FPL's plan to meet the projected
demand on its system and {o provide the required system reserves
of capacity. The purchases from the Southern Company made
possible by the Transmission Project are a long-term source of
capacity for FPL's system. In 1ight of this development, and
given the lack of the promised economic displacement of o0il, the
costs of the Transmission Project can no longer be regarded as a
short-term fuel cost phenomenon, The wunrecovered investment
costs and the capacity charges associated with the Southern (UPS)
purchases should be recovered through Fr'.'s base rates.

18. Deferred capacity costs have been inappropriately

inciuded in FPL's calculations of net savings. In recent

filings, FPL has collected revenues over and beyond the revenue
requirements of the lines as accelerated depreciation because,
the utility claims, it has experienced significant “net
savings." FPL claims that the total cost of the project (e.g.,
Transmission Project revenue requirements, UPS demand, energy and
wheeling charges) have been more than offset by the alleged
benefits (e.g., fuel cost savings, spinning reserve savings and
net avoided cost of deferred generation capacity). These net
savings have been solely attributable to the inclusion in claimed
savings of the net avoided cost associatrd with “deferred
generation capacity.” The filing for October 1988-March 1989,
for example, calculated total net savings of $144 million.
However, the deferred capacity savings accounted for $260 million

of this amount; excluding the issue of deferred capacity, the net



losses (excess of revenue requirements of the lines over fuel
savings) were projected to be $115 million. Under the oil
backout rule, the utility may retain two-thirds of net savings
and apply it as accelerated depreciation. Consequently, two-
thirds of $144 million, or $96 mi'lion, was included in oil
backout revenues in the determinaticn of the o0il backout cost
recovery factor. Based on projected .nergy sales of 28,019,662
Mwh, the accelerated depreciation accounted for about 0.36¢ per
Kwh, or more than 40% of the authorized factor.

19. The “"deferred units® treated in FPL's original
application for approval of the project were to be two 700 MW
coal-fired base 1load generators at FPL's Martin site. FPL
originally planned to place these units in service in 1987 and
1988, respectively. Three other unsited 700 MW coal-fired units
were also part of FPL's 1982 base rate expansion plan. These
units are shown on Schedule 7 to Jeffry Pollock's affidavit. FPL
claimed that the construction of the 500 KV lines enabled it to
defer the in-service date of the Martin units until 1993 and
1994, respectively, and to defer an Unsitad Coal Unit until
1994, The impact of the deferral claimed by FPL is designated in
Schedule 7 as the "1982 01il-Backout Case."” Since the early
1980's, however, FPL's generation options have changed as
dramatically as fuel prices.

20. MWith the repeal of the Fuel Use Act, FPL can now build
new 0il and gas-fired units to satisfy its projected require-
ments. Also, improved technology is now available, enabling FPL

to consider such options as combined cycle units, the repowering

10



of old wunits (Lauderdale Unit Nos. 4 and 5), the return to
service of Riviera No. 2 (which formerly was on long-term reserve
shutdown status), and possibly, integrated coal gasification
combined cycle units. FPL's current generation plan (which is
illustrated at the bottom of Schedule 7 to Mr. Pollock's
affidavit) identifies all of these caracity alternatives, whereas
Martin Units 3 and 4 and the unsited units--the "deferral” of
which underlies the claim of net savings--are now conspicuously
absent. In fact, these units have not appeared in any of FPL's

annual "Ten-Year Power Plant Site Plans" since 1983. FPL's use

of Martin Units 3 and 4 to determine the value of deferred
capacity in its o0il Dbackout filing also contradicts its
submission in the recent nonfirm 1load wmethodology hearings
(Docket No. 870198-EI). There, FPL quantified the benefits of
adding interruptible load by comparing two optimal generation
expansion plans. In this recent analysis, as in Docket No.
880004-EU, FPL did not identify the Martin units as part of its
expansion plan.

21. FPL removed the Martin units frou its expansion plan
long ago. Since FPL has had no plans to build the units, they
have not been and are not now being “deferred.” The claimed
deferral benefits associated with these wunits should be
disallowed, and all past "savings" associated with the claim
which have been collected by FPL since October 1987 should be
—refunded to customers.

22. Alternatively, any recognition of deferral benefits

should be based on the less expensive alternatives presently
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being pursued, and not on some fictional units that have 1long
been discarded from FPL's generation expansion plan. Martin
Units Nos. 3 and 4 were projected to have an installed cost of
$2.88 billion and a direct construction cost of $1.88 billion.
This equates to an installed cost of $2,054 per KW and a direct
cost (i.e., excluding AFUDC) of almost $1,340 per KW. By
contrast, FPL's planned capacity ado’'tions through 1995 are
projected to be much less expensive, ranging in cost from $423
per KW to $533 per KW, excluding AFUDC (FPL's Generation
Expansion Planning Document, Docket No., 880004-EU, Page 25).

23. FPL has used the oil backout cost recovery mechanism t

evade the Commission's ability to monitor and regulate the

utility's earned rate of return. In FPL's 1last revenue

requirements case, the Commission authorized a range of return on
equity having a midpoint of 15.6%. FPL has used the 15.6% ROE in
calculating the revenue requirement associated with the
transmission Tline investment which is being collected via the
OBCRF.

24. Since the Commission authorized the 15.6% return on
equity, capital costs have fallen dramatically. However, FPL has
continued to earn a return of 15.6% on its investment in the oil
backout project. Further, it has used the oil backout mechanism
to disguise 1its actual system earned rate of return and to
arbitrarily dilute its offers to l1imit its earned return to a
'evel thet is more reasonable in 1ight of current capital market

conditions,

12



25. O0One of the principal tools which the Commission uses to
monitor the financial performance of utilities subject to its
jurisdiction 1s the monthly “surveillance report."” The
Commission requires the utility to report monthly its rate base,
revenues, expenses, and achieved rcte of return, adjusted to
reflect regulatory requirements. Ov-r time, FPL's surveil-lance
reports have consistently reflected a rate of return on equity
lower than the 15.6% authorized in its last rate case. However,
FPL has excluded the investment and revenues associated with the
0il backout transmission line project from the calculation of the
rate of return reflected on its surveillance reports. Because
FPL has earned 15.6% on that very substantial investment, the
exclusion of the project from the calculation serves to
significantly understate the system rate of return reported on
the surveillance forms.

26. FPL also excluded the o0il backout investment and
revenues from the calculation of the tax savings refund due
customers for calendar year 1987 and intends to exclude the
subject from the calculation of refunds for future periods. Rule
25-14.003, F.A.C., requires the utility to return to customers
part or all of the revenues associated with the decrease in
income tax rates. The portion to be returned to customers is
dependent upon and is a function of the utility's earned rate of
return. FPL's practice of omitting oil backout revenues from the
calculation of earned rate of return has amounted to much more
than a misleading indication of the utility's financial health;

it has materially reduced the refunds of excess earnings received

13



by customers wunder the rule, This wuse of the oil backout
mechanism constitutes an abuse of the policy considerations which
led the Commission to dimplement the oil backout rule and to
qualify FPL's transmission line investment under the rule. The
purpose of recovery of transmission line costs "outside base
rates”™ was to make possible the accelerated depreciation of
qualifying investments; the purpose vas not to insulate such
investments from regulatory scrutiny, or to distort financial
statements, or to safeguard a rate of return which is

unreasonably high for current conditions.

CONCLUSION

The Commission should not allow FPL to perpetuate a charge
that 1is wunjust, unreasonable and wunfair in the context of
circumstances vastly different from the assumptions on which its
approval was based. FIPUG requests the Commission to assert
jurisdiction over this petition, and upon hearing:

1. Determine that FPL's Transmission Project has failed to
achieve the "primary purpose” which led the Commission to qualify
it under Rule 25-17.016, F.A.C.;

2. Find that, in 1light of actual experience, prospective
zpplication of the energy-based oil backout charge for recovery
of costs associated with the 500 KV transmission lines would be
unjust, unreasonable and wunduly discriminatory, within the

meaning of Sections 366.06(2) and 366.07, Florida Statutes;

14



3. Determine that all oil backout revenues based on alleged
benefits associated with the deferral of Martin coal units have
been improperly collected from customers;

4. Direct FPL to refund to customers all "accelerated
depreciation” revenues associated with the inclusion of alleged
Martin deferral benefits in the calcu.ation of net savings;

5. Order FPL to terminate the o.1 backout charge;

6. Direct FPL to reflect the .investment and revenues
associated with the 500 KV 1ines in its surveillance reports; and

7. Instruct FPL that recovery of costs associated with the
transmission line must henceforth be accomplished through the

operation of the utility's base rates.

ose . Mcblo n
Vicki Gordon Kaufman
Lawson, McWhirter, Grandoff

& Reeves
522 E. Park Avenue, Suite 200
Tallahassee, Florida 32301
904/222-2525

John W. McWhirter, Jr.

Lawson, McWhirter, Grandoff
& Reeves

201 E. Kennedy Boulevard

Suite 800

Post Office Box 3350

Tampa, Florida 33601

Attorneys for the Florida
Industrial Power Users Group
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ATTACHMENTS TO PETITION

1. Order 11217 (approving Project)
2. Application of FPL, Docket No. 820155-EU
3. Affidavit of Pollock and schedules
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of FIPUG's

Petition to Discontinue FPL's 011 Backout Cost Recovery Factor

hend éc.i'ww_‘
has been furnished by U-S5.—Matt to the following parties of

record, this _ 27th  day of January, 1989.

Matthew M. Childs

Steel, Hector & Davis

3.0 West College Avenue
Tallahassee, Florida 32301

Suzanne Browniess

Florida Public Service Commission
Division of Legal Services

101 East Gaines Street
Tallahassee, Florida 32399
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Pecicion of Florida ) DOCXET NO. 820153-EU
Power & Lighc Company for ) ORDER NO. 11217
approval co recover the cosc of) ISSUED: 10-1-82
ics 500 KV cransmission project)

chrough an oil backouc recovery)

faccor. )

The following Commissjioners participaced in che dispos:ic:ion
of this maccer: I

JOSEPH P. TRESSE, Chairman
KATIE NICHOLS

APPEARANCES: Macchew M. Chilc: and John Bucler, of che
firm Steel, Hectc  and Davis, 1400 S.E. Firsc
Nacional Bank Bldg.. Miami, FL 33131, on behalf
of Plorida Power & Light Company.

Joseph A. McGlocthlin, of the firm Lawson,
McWhircer and Grandoff, P. 0. Box 3150,
Tampa, FL 33601, on behalf of Florida
Induscrial Power Users Group.

Stephen Fogel, Benjamin Dickens and Michael
Wilson, Office of Public Counsel, Rm. 4,
The Holland Bldg., Taliahassee, PL 32301,
on behalf of the Citizens of the Stace of
Plorida.

Bonnie E. Davis, Esqg., 101 B. Gaines Sct.,
Tallahassee, FL 32301, on behalf of the Commission

Staff. o
William S. Bilenky, General Counsel and Kachleen l_l
Villacorta, 101 E. Gaines Streec, Tallahassee,

FL 32301, as advisers co che Commissioners.

EINAL ORDER
BY TEE COMMISSION

By a pecition filed on March 30, 1982, Florida Power &
Light Company (hereinafter FPL) soughct approval of an Oil Backouct
Cost Recovery Factor to recover cthe cost of its proposed 500 KV
cransmission line projecc.

The 01l Backout Cost Recovery Factor Rule, Rule 25-17.16,
Fla. Admin. Code, (hereinafcer referred to as che Rule) was
adopted by che Commission on January 29, 1982. The Rule is
intended to allow the timely recovery of the cosct of implemencing
supply side conservacion projects whose primary purpose is che
economic displacemenc of oil generaced eleccricicy.

To qualify for recovery under che Rule, a project musc meec

three cestcs:
1) The primary purpose of che project musc be the econcnmic l_[
displacenenc of oil (Rule 25-17.16(3)(a)(l), Fla. Admin. Code];

Attachment 1
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2) There musc be a cumulacive presenc value of expected net
savings to ratepayers wichin the first ten years of commercial
operacion of the project [Rul* 25-17.16(3)(a)(2), Fla. Admin.
Code]; .

. 3) The project musc b+ the mosc economical alcernacive
available [Rule 25-17.16(3)(a.’3), Pla. Admin. Code].

The Rule also provides that unless waived by the
Comaission, a project must be qua.i’!«d under the Rule before
conscruccion begins [Rule 25-17.16(3)(c), Pla. Admin. Code]. As

FPL began conscruction before the Rule was adopted, the issue of
whether a waiver should be granced is present in this case.

Finally, the Rule allows the Commission to authorize
comnmencement of cost recov through an 0il Backout Recovery
Pactor before a project is placed in commercial service if
necessary to preserve the financial integrity of a ucility (Rule
25-17.16(4)(£), Pla. Admin. Code]. 1In its petition, FPL sought
this auchorizacion. However, in Order No. 10819, cthe Commission
limiced the scope of this docket to the issue of qualificacion of
the project under the Rule and transferred the issue of whecher to
allow FPL to commence cost recovery through the Clause before
commercial operation of the projectc, to the Company's pending race
case, Docket No. 820097-EU.

The parcies in chis docket include the Company, the
Commission Staff, Public Ccunsel and the Florida Induscrial Power
Users Group (FIPUG). Duly noticed hearings were held on June 17,
1: June 18, July 30, and August 3, 1982.

As proposed by the Company, the cransmission line project
consists of two 500 EV lines and associated substacion facilities,
excending down che Plorida east coast from the Georgia-Florida
scate line to Martin and St. Lucie Counties where they will tie in
with che exiscing 500 KV system. The project is necessary co
increase the transfer capability between the Southern Company
(hereinafter Southern) electric syscem and the FPL system, and
thus allow the purchase of up to 2000 MW of firm unic power by FPL
from Southern. Southern expects to huve power produced from coal
fired generaction available for sale on a firm basis in varying
amouncs through the mid 1990's. This is somecimes referred co as
cthe coal bubble. Because of the projected price differencial
becween coal and oil, FPL, who relies heavily on oil fired
generacion, has purchased up co 2,000 MW of Southern's coal by
wire. Thus, complecion of the proposed high voltage cransmission
lines will remove the major impediment to the imporcacion of che
2,000 MW of coal by wire that have been purchased by PPL. The
project will also improve the electric syscem reliabilicy for all
peninsular Florida ucilicies, )

The Company presented che tesctimony of three witnesses,
Mr. Michael Ccok presenced the Company's fuel forecasts, Mr. James
Scalf described cthe project in decail and presented che fuel
savings calculacions, while Mr. Joseph Howard presenced the
deferred capacicy calculacions and the qualificacion analysis.

Mr. James Dictmer cestified in opposition to the project's
qualificacion under the Rule on behalf of Public Counsel. While
FIPUG presenced no wicnesses, ic actively parcicipaced in cthe
hearings, also contending thact che projecc does noct quality under
che Rule.
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Incerprecacions of the e

In addicion to fuel savi. 78, the Company identified ocher
costs savings made possible by t:.e project. The Company presenced
evidence that completion of the project would allow the deferral
of the in service dates of the lompany's planned coal fired unics, '
Martin Units 3 and 4 and Unsitec Units 1 and 2 from 1987, 1988,
1990 and 1992, respectively, to 192 and beyond. The Ccmpany also %
presenced evidence that completion of the project would allow a
:ofuction in cthe spinning reserve requirements the Company musc
maincain.

The question arcse as to whether benefits, other than fuel
savings, conferred by an oil backout project could be inciuded in
the qualification analysis. FPFIPUG and Public Counsel took cthe
posicion that subsections l(c) and (3)(a)(2) of the Rule required
the Commission to consider only fuel savings in determining
whether the project qualified under the rule. The Staff took the
position that when the costs and benefits of a project cannot be
separated, as in this case, the present rule allows the Commission
to consider all of the costs and all of the benefits associaced
with the project. The Company contended that the presen: Rule
authorized the Commission to consider all of the costs and all of
the benefits associated with the project in determining
qualification.

Because the Commission was dissatisfied with that porcion
of the Rule dealing wicth the calculation of che amount of savings
allowed the Company as additional depreciation, we opened a
rulemaking docket to consider amendments to the Rule. One of the '
suggesced changes we adopted amends Subsecton (l)(c) to make clear
that the Commission may consider all of the costs and all of cthe
benefics associated wicth a project in determining whether ic
qualifies for cost recovery under the Rule. However, we did not
vote on the proposed amendments uncil August 3, 1982, and che
amendments to the Rule did not become effective until Augusc 31,

1982, while the vote in this case was taken on Augusct 3, 1982.
Therefore, if it qualifies at all, the project must qualify for
cost recovery under the Rule as it existad on August 3, 1982, and
therefore, we must interpret the language of the Rule as it then
exisced. The language in question is as follows:

*Cumulative Present Value of Expected Net Savings®
means the cumulacive present value of the annual
oil/non-oil fuel expense differencial associated
with the proposed oil backout project less che
projected annual straight line depreciacion
expense over the 'used and useful' life of the
proposed project; less the annual incremencal cosc
of capical expense associated with che proposed
project; less the annual oil/non-oil cax expense
associaced with the proposed projecc; less the
annual oil/non-oil operacting and maincenance
expense differencial, exclusive of fuel expense,
of the proposed project; less cthe differencial l-
cost associaced wich the early reciremenc of
exiscing plant and the detaced capacity, if any;
less any other coscs incurred specifically as a
result of the proposed oil-backout project,
whecher such costs are incurred before or afcer
the commercial in service date of the proposed
project. Rule 25-17.16(1)(c), Fla. Admin. Code
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We find cthis language sufficiently broad to allow us to
consider all of the costs and all of the benefits associacted with
a projecc in determining whet' ar a projecc qualifies for cosc
recovery under the Rule. Whil~ che presence and magnicude of
benefics ocher than fuel does nave significant bearing on the
issue of whecher che primary purpose of the project is oil
displacement, we do not belie." the Rule as it then existed
required us to blind ouselves t> some of the beneficial
consequences of implemencing the project while compelling
inclusion of all of the costs of .ie project in the qualificacion
analysis. Costs, as used in this section of the Rule, mean both
positive and negative consequences, or costs, of implementing a
proposed oil backout project. Thus, we hold that once the
primary purpose of a project is determined to be oil
displacement, both the original and amended language of
Subsection (1l)(c) permits us to consider all of the costs and all
of cthe benefits associaced with a project in determining whether
ic qualifies for cost recovery under the Rule.

& Prima se Test

One of che pivocal issues in this case is whecher the
primary purpose of the proposed project is the displacemenc of
oil. The Staff rtook the position, in which they were joined by
the Company, that if the gross fuel savings expected from the
project outweighed all other gross savings, as they did in chis
case, that fact alone conclusively established oil displacemenc
as the primary purpose of the project. On the other hand, Public
Counsel and FIPUG took the position that racher than oil
displacement, the primary purpose of this project was to meec
increased load and improve system reliabilicy.

Mr. Scalf cestified on this issue on behalf of the
Company. He staced that while portions of the project had been
included in the Company's long range ctransmission expansion plan
for reliability purposes, the decision to accelerate conscruction
of the project and complece it by 1986 was made solely on the
basis that completion of the project by that date was necessary
to cake full advancage of the coal by wire available for sale by
Soucthern. Mr. Scalf emphasized that tae gross fuel savings
expected from the projectc are $4.3 billion in 1982 dollars while
the capacity deferral benefits are $1.2 billion in 1982 dollars.

Mr. Dictmer tescified in support of Public Counsel's
posicion. He testified chat four factors led him tou conclude
chact cthe unit power purchases were made by FPL to facilitace load
growch racher cthan to displace oil. First, Mr. Ditcmer rtescified
chat FPL had planned to add four coal fired generating unics
becween 1987 and 1992. These units were planned to facilicace
load growch and since the coal by wire unit power purchases have
deferred construction of the units, the purchased capacity musc
also be necessary for load growcth. Second, PPL's projected
reserve margin ac the ctime of wincer peak with and without the
capacity purchases demonstrates thac chey are necessary co serve
to meet expected load growth. On cross examination, Mr. Diccmer
admicced chac che Company secs its reserve margin based on LOLP
studies, and the relevant comparison is the Company's reserve
margin with and wichout cthe capacity purchases ac cthe ctime of 1ics
summer peak. Third, a ctransmission line necwork of which che
proposed project is a part has been planned for over a decade for
reliabilicy purposes. Pourth, the amounc of oil projected to be
consumed by FPL increases from 1982-1992 and ctherefore, no o1l
will accually be displaced, buc racher load growch will exceed
the growch in non-oil fired generacion.
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Viewing the evidence as a whole, we find the pcsition of
no parcy entirely persuasive. We reject cthe Staff's position of
simply comparing gross savince as wholly determinacive. Whecher
the primary purpose of the prcject is oil displacement requires a
keener analysis. PEowever, we also reject the contentions of
Public Counsel. 1In our mind the issue is best resolved by
allocating the fuel costs of ~he project against the fuel savings
and the capacity costs of the ;roject against the capacity
savings. We think it proper toc allocate costs and benefits in
this case because the Company co.'d have purchased the coal by
wire power on a non-firm basis, thereby avoiding the capacity
costs due Southern but also foregoing the deferred capacity
beneficts. If the net fuel savings exceed the cost of the
project, the Company has met its burden of proof on this issue
and demonstrated that the primary purpose of the project is oil
displacement. The Company has done this in Exhibit 15(3).

Direcc fuel savings from the project are $3,785,430,000 and the
fuel savings attributable to reduced spinning reserve
requiremencs are $169,684,000. PFrom this is subtracted the
foregone benefit of lower system fuel costs if the Martin Units
had been built as originally planned of $2,138,125,000. Also
subtracted are cthe Schedule E purchased power charges. Thus, the
net fuel savings expected from the project are $1,396,455,000.
This well exceeds the projected cost of the project of
$850,584,000.

The Fuel Price Porecasts

Whether this project will ultimacely prove to be cost
effective to FPL's ratepayers depends on the price differencial
bectween cil cthat would have been burned by FPL to generate
electricity and coal that will be burned by Southern to produce
the power purchased by FPL. Mr. Michael Cook testified on behalf
of FPL concerning the projected oil/coal price differencial
through 1992. Mr. Cook presented a banded oil price forecast.
The high band forecast was published by the U.S. Department of
Energy in Pebruary 1982. Mr. Cook testified that he through the
DOE forecast was overly pessimistic and that he would not use ic
for planning purposes, but that it did portray the likely course
of oil prices in the event of a sustiined period of rescricted
oil supplies and continued growth in demand. The mid band
forecasct presented by Mr. Cook was the fuel price forecastc
prepared by the Florida Coordinating Group (FCG). This forecast
was assembled by the PCG and is the consensus forecast of all of
the FPlorida utilicies., Mr. Cook stated that the PCG forecast was
the mosc appropriacte for use in this proceeding as he considered
the results to be middle of the road estimaces of the fucture o1l
prices of PPL and ocher Plorida utilities. This forecast was
made by ctaking che accual fuel prices paid by the utilicies ac
the time the forecast was made and escalacing them by the races
of escalacion for oil forecasted by Data Resources Incorporated.
The low band forecast was prepared by PPL and Mr. Cook
characcerized ic as a conservacive forecast. It assumes strong
user conservation, no supply disrupcions and a continued need for
producing nacions to maincain relacively high production levels.

The relevant coal price forecast was provided by Southern
and is cheir escimace of the price of coal that will be burned 1in
the unics from which PPL will purchase power. Mr. Cook tescified
thact chis forecast begins with current conctract coal prices and
escalaces them over the next five years on the basis of specific
informacion developed by Southern and beyond that by DRI's coal
escalacors. To this is added a projected rail transportacion
race.
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Based on che evidence before us, we find thac che fuel
price forecascs are reasonable and are of sufficient reliabilicy
to warranc their use as the scarcing point for our determinacion
that the project qualifies "nder the rule.

Calculacion of the Fue VL

As required by cthe k. le, the Company calculacted the fuel
savings expected from the prc iect using a production cost
simulacion model, commonly referred to as PROMOD. The PROMOD run
indicaced the amounc of coal by w..e that could be economically
dispatched on FPL's system. The number of barrels of oil needed
to produce an equivalent amount of power were then decermined.
The resultanc difference between the cost of the barrels of oil
and the cost of coal by wire is the expected amount of nec fuel
savings due to the project, which, along with other benefits of
the project, can be compared to the cost of the project to
decermine if it is cost beneficial to the ratepayers.

Calculation of Deferred Capacity Benefits

Mr. Scalf cesctified that during 1979 and 1980, before the
coal by wire rchases were consummated, Marcin Unics 3 and 4,
700 MW coal fired units, were scheduled for in service dates of
1987 and 1988 to maintain adequate reserve margins. Anocher 700
MW coal fired unic, referred to as Unsited Unit 1 was scheduled
for completion in 1990 alsoc to maintain adequate reserve
margins. The Company's commitment to purchase 1,000 MW of coal
by wire from Southern in Pebruary 1981, permitted FPL to defer
the Martin Units to 1989 and 1990. The purchase of an addicional
1,000 MW of firm power in Pebruary 1982 allowed furcher deferral
of the Martin and Unsited Units to 1992, 1993 and 199%4.

To decermine the benefic, if any, flowing to cthe
ratepayers from deferral of these unics, the Company calculaced
the annual carrying charges for the units for the y=~ars in which
they would have gone in service absent the coal by wire
purchases. To this was added the O&M and fuel coscs that would
have been incurred had the units not been deferred. Subtracced
from this tocal were the oil displacement beneficts that would
have been realized by the addicion of the Martin and Unsited
Unicts according to the original time table. The resulcing nec
avoided cost, as shown in line (Z) of Document 3 of Exhibic l1,
achieved in the years 1987 chrough 1992 cocals $3,394,891.

Testimony was presented boch on the mecthod of calculacing
these benefits, as ouclined above, and on the underlying
assumpcions concerning the cost of the avoided units. Based on
the record before us, we conclude chat the assumptions made by
the Company and the method of calculacing the benefits resulcing
from che deferral of the units is reasonable, and, as previously
indicaced, were properly included in the calcula:ion of the tocal
expected net savings of the projecec.

Reliabilicy Benefics

Completion of the transmission line project will
significancly improve PPL's system reliabilicy, principally bv
prevencing eleccrical separacion from the Southern electrical
system for single generaction concingencies. Improvemenc in
reliabilicy allowed FPL to reduce ics shaft spinning reserve
requiremenc from approximacely 320 MW to 120 MW, resulcing in
annual savings of $15,000,000 co $30,000,000 per year for FPL, as
shown on line (F) of Document Mo. 3, Exhibic ll. These savings
were properly included in che calculacion of the ctocal expecced
net savings of che project.



390

ORDER NO. 11217
DOCKET NO. 820155-EU
PAGE 7

The Cumulative Presenc Value Test

Having calculacted the expected savings, the Rule nexc
requires a decermination of the expected nec savings from the
project in che first ten yr~rs of commercial operacions, thact is,
a neccing of the coscs of th? project against the expected
savings. The relevant pericd of examination in this case is
1982-1992; to qualify under the Rule, the project must show a
cumulacive present value of =»xpected net savings within thac time.

Document No. 3 of Exhibit 11, joincly sponsored by Mr.
Howard and Mr. Scalf, shows tha. L.s project will produce net
savings within the requested time period. In calculating che net
savings shown on Document Mo. 3, Mr. Howard used the most
probable case oil and coal price forecasts and assumed a weighted
average incremental cost of capital of 13.00%, including a recurn
on equity of 19%. He alsc included both net fuel savings and
capacity deferral savings in his analysis. With these
assumptions the project is expected to yield a cumulative present
value of expected net savings of $851,194,000 through 1992.

We find that these exhibits demonstrate that there is a
cumulative present value of expected net savings within che firsc
ten years of commercial operation of the project. Two
observacions are in order concerning the qualificaction analysis
shown in this exhibit. Pirsc, the fuel savings are conservacive
since they ignore the possibility of addicional fuel savings chat
are likely cto be achieved through the alternate and supplemencal
energy provision of PPL's contract with Southern. In a nucshell,
the alternace energy provision entitles FPL to receive energy
from less expensive coal units in the Southern system whenever it
is available and more economical than the energy from the units
specified in the concract. The supplemental energy provision
encicles FPL to energy from other unics to maincain FPL's
capacity entitlements during periods when power from the unics
specified in the contract is unavailable. The savings from the
alternate and supplemental savings would increase the cumulacive
piI;:nt value of expected net savings from $85]1 million to $1.09
b on.

Second, we emphasize that while it is appropriate to
assume incremencal coscs of capital, the issue of the appropriate
cost of capital for the project is expressly reserved for
decision at such time as the Company seeks actual recovery under
the Rule. Nonecheless, since the effect of the Company's
assumpcions is to perhaps understate expected savings and perhaps
overstate expected costs, cthe analysis, for qualificacion
purposes, is valid, and we find thac the Company has mect its
burden of proof on chis issue.

The Most Economical Alternative Test

The next issue that must be considered is whether the
proposed 500 KV line project is the most economical alternacive
available. Two discinct questions were raised concerning chis
poinct. The firsc is whether, looking beyond the 10 year horizon
imposed by the Rule, deferral of che Martin and Unsited Unic: 1s
cost beneficial to the racepayers.

Mr. Scalf presenced an analysis of che long cerm cosc
consequences of deferring the unics in gquescion. As shown in
Exhibic 15, if the unics are deferred uncil 1992 and beyond, che

|
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breakeven point (the point at which cost increases due to
deferral exceed cost savings from deferral) is reached in the
year 2002. Mr. Scalf testified that he limited the analysis to
the ctwenty year period, 1987-2007, because of the increasing
uncercaincies associated ith forecasting much beyond 20 years.
From chis analysis, he con-luded thac deferral of the unics was a
prudenc decision since ratepayers are expected to receive savings
as a resulc of deferral fur at least 15 years and advances in
technology, or reductions 'n the cost or availability of capital
may occur in intervening ye. rs which would push the breakeven
point further toward the hor.zon.

We do not find Mr. Scalf's analysis persuasive because it
does not cover the entire economic life of the plant. However,
no witness disagreed with the truism that as long as the
increased cost of construction does not exceed the increased cost
of capital, deferral of the construction of a generation
facility, until the capacity is needed, is a prudent economic
decision, and in the best interest of the ratepayer.

The second question is whether it is more economical for
PPL and ctheir ratepayers, to purchase firm capacity from Southern
or build new coal fired capacity itself. If PPL is paying
Scuthern more than it would cost to build the Martin Units as
originally planned and generate the electricity itself, the 500
KV line project might not be the most economical oil backout
alternacive available. However, Document 3 of Exhibit 1l shows
that on a § per KW basis, the capacity charges paid by PPL to
Southern for coal by wire are less than the projected capacicy
carrying charges of the Martin and Unsited Units.

Finally, Mr. Scalf testified that there are no other oil
backout projects that could be implemented within the next ten
years thac would produce the same level of savings to the
racepayers as the 500 KV line project, and that this project does
not preclude other oil backout projects that prove technically
and economically feasible. Public Counsel contended thac FPL had
not presented sufficient evidence as to other oil backout
projects it may have considered in lieu of or in addition to the
500 KV line project. However, as stated by Mr. Scalf, the 500 KV
line project was initiacted to take advantage of what act this time
appears to be a unique and short lived coal bubble and no ocher
oil backout project during the same time period has asurfaced
which could be implemented during this time period and achieve an
equivalent amount of savings. Therefore, we find the Company has
shown by a preponderance of the evidence chac the 500 XV line
project is the most economical alternative available.

Waiver of Project Qualification Before Construction

Pinally, to qual.fy the project under the Rule, the
Commission must decermine whether to waive the requirement chac
the Company obrain approval of cost recovery under the Rule
before construction of the project begins. The evidence is clear
that the Company made conscruction expendicure commictments and
actually began conscruction well before the Rule was adopted.
Both Public Counsel and PIPUG contended that since construction
began before the Rule was adopted and since che Company has noc
absolucely condicioned continuaction of the project cn
qualificacion for cosc recovery under the Rule, chere is no
juscificacion for waiving the requirement of prior approval.

391
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Yet, we find persuasive justificacion for waiving this
requirement of the Rule. Had the Company deferred construction
of the lines uncil our Rule was adopted, it would not have
possessed the ability to import coal by wire during the years it
will be available for sale. Refusing to waive the prior approval
requiremenc would amount to penalizing the Company for exercising
diligence on behalf of 1 s ratepayers, and this we decline to
do. We find that waiver of the prior approval requiremenc, as
permicced by subsectior (3)(c) of the Rule is juscified and the
same is hereby granted.

Wholesale Rate Issues

Issues wvere raised ac .Le¢ prehearing conference as to
vhether FPL's wholesale customers will bear their proportionate
share of the project's cost, how wheeling charges will be treated
in cost recovery, and whether the cost of this project will be
incorporaced in FPL's wheelifg rate. While Mr. Scalf tescified
on all three of these issues we find the record sufficientc to
support a finding only that PPL's wholesale customers will bear
their proportionate share of the project's cost; we reserve
decision on the latter issues.

Panel Size

This docket was originally assigned to a panel of five
commissioners. Becveen the June and July hearings, the Chairman
reassigned the case from five commissioners to two. Public
Counsel questioned the legalicy of this. Bowever, Section
350.01(5), Plorida Stacutes (198l), empowers the chairman
to *. . . assign the various proceedings pending before the
commission requiring hearings to two or more commissioners® in
order to *discribuce the workload and expedite the commission's
calendar....® At the July hcnrlnr. the Chairman indicaced that
the case had been reassigned precisely to discrihute the workload
and to expedite the calendar, the other three commissioneras not
being available for the July hearing and all five not being
available for several months. Therefore, we find the reduction
of the size of the panel proper.

Conclusion

Baving found that the primary purpose of the proposed 500
KV line project is the displacement of oil fired generacion, thac
there 1s a cumulacive present value of expected net savings
within che first ten years of commercial operacion of the
projecc, and cthat the project is the most economical alternacive
available, we conclude, as a macter of law that the project
qualifies for cost recovery under the provisions of the 0il
Backoutr Cost Recovery Pactor Rule, Rule 25-17.16, Fla. Admin.
Code. .

As previously noced, we reserve the issue of the
appropriate cosc of capital for che project to use in calculating
cthe revenue requiremencs to be recovered chrough the Clause uncili
such cime as the Company seeks actual recovery cthrough the
Clause. And the issue of whether the Company should be
authorized to commence CoSt recovery before the project is placed
in commercial operacion will be decermined in cthe Company's
pending rate case, Docket No. B820007-EU.

WHEREFORE, it is

ORDERED by cthe FPlorida Public Service Commission that the
proposed 500 KV transmission line project qualifies for recovery
under che provisions of che 01l Backout Cost Recovery Pactor,

Rule 25-17.16, Plorida Adminiscracive Code. 1t is furcher
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ORDERED that Docket No. B20155-EU be and the same is
hereby closed.

By Order of the Tlorida Public Service Commission, this
(_ lst day of October 1982.

(SEAL)

BED STEVE TRIBBLE
COMMISSION CLERK
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In Re: Petition of Florida Power & Light )
Company for approval to recover the )
cost of its 500 kV Transmission Project )
through an Oil-Backout Recovery Factor ;
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Florida Power & Light Company ("FPL®) petitions the Florida Public Service
Cunmm;on (the "Commission”) pursuant to Rule 23-17.16, Florida Administrative Code,
and requests authority to recover the cost of Its proposec 500 kV Transmission Line
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2. In anticipation of the savings 10 be attained by Florida electricity consumers.
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Transmission Promhwnmmthnmhthw
transfer of non—oil derived clrctth energy and to accomplish the economic displacement
of oil-fired elecirical generation in the FPL system and in the State of Florica.

3. The Transmission Project will be implemented in three pl wses. Phase |,
imintly undertaken by FPL and Jacksonville Electric Authority, will be the Florida/Georgia
113t~ [ime - Duval 300 kV Lines and associated facilities and equipment. The [irst circut

ase | s planned to enter wervice by Aprid, 19821 and the second circut s planned o~
crer ervies v Tanaary, 980 hase Il will e the Duvai-Ri e, Duyvsl-Poinsett, Rice.

wert, and Martin-Painsett 390 kY Lines and associated facilities and equipment which
cm yrned o enter cervice By Tanuary, 983, Phase [T will be the Midway-Poinsett %00
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S rights, substations, and support eclectrical equipment, s currently est, .
approximately $300 million. As a result of the completion of the Transmiss.on e
: > " and the ﬁmuuon of economical coal-by-wire, there will be 8 Cumulative Present Vaiue
! of Expected Net Savings, as defined in Rule 23-17.16, Florida Administrative ¢uic. ‘o
% -+ retall electrical customers in Florida within the first ten (I0) years of commerr..l
‘. ' _ operation of the Transmission Project.
b g =
N?‘ “E‘j. b : 3. The Transmission Project is the ~10st economical alternative available to FPL
i for the displacement of oll-fired electrical gene -ation in Florida.
A e S
& During the period 1982-1986, FPL's construction expenditures for the purpose

mmmcmmmmnemmmm
" 'rm-numn m’fm.m expected uumuly $3.6 billion. The Transmission
rmnmummpmpmuumuuumwduwwmcm:ny
oll mnnd du:!rldty. w nmm au:w tmm burden to
.hcﬁwq_.mnl.'nmd‘:l‘nupmh lmda-mm
;Wwpmehﬂmmmmm
%, mmmmmnupunnwmmwmm
umrrmmm 3 ;

WHEREFORE, PPL respectfully requests that the Commission grant ts petition
for mltvlh.molnl the cost of the l’rmium Project through an OMl-Backout

Recovery Factor.
A
Dated thus JO da- of March, 1932.
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Before the
Florida Public Service Commission

In Re: Petition of the Florida Industrial

Power Users Group to Discontinue Florida

Power & Light Company’s 011 Backout Cost Docket No.
Recovery Factor

STATE OF MISSOURI )
) SS
COUNTY OF ST. LOUIS )

Jeffry Pollock, after first being duly sworn, deposes and states:

1. My name is Jeffry Pollock. I am a Principal in the firm of
Drazen-Brubaker & Associates, Inc., and ! am employed as a consultant in the
field of utility rates and service.

r I have been retained by the Florida Industrial Power Users Group
to analyze the performance and experience of certain of Florida Power and
Light Company’s 500 KV transmission lines (i.e., the Transmission Project)
in accomplishing fuel and/or net savings for FP&L’s ratepayers since the
lines were approved, pursuant to Commission Rule 25-17.16, F.A.C., as an oil
backout project in 1982. In the course of my analysis, | have reviewed
FP&L’s Fuel and Purchased Power 011 Backout Filings; the Ten-Year Power Plant
Site Plans; testimony presented by FP&L in the Nonfirm Load Methodology
proceedings (Docket No. 870198-EI); FP&L’s APH Filing (Docket No. 880004);
FP&L’s Surveillance Reports; and various FP&L Financial Reports.

3. When FP&L applied to the Commission for approval of the construc-
tion of the 500 KV transmission lines to Georgia as an 011 Backout project,
it projected that the $335 million investment in the 1ines would economically
displace oil-fired generation within the first ten years of commercial
operation. The projected fuel savings of $3.5 billion (nominal) were predi-
cated on the assumption that oil would become increasingly more expensive
relative to the cost of importing coal-fired generation from the Southern
Company (i.e., the coal-by-wire purchases). In addition, FP&L predicted that
the Transmission Project would enable the utility to defer construction of
three large coal-fired units by two years or more, and it claimed approxi-
mately $3.4 billion (nominal) of additional savings associated with the
deferral of those units. Coupled with the additional capacity costs of the
project (estimated to be $4.3 billion nominal), the total net savings, thus,
were projected to be $2.6 billion (nominal). Based on the then net present
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value of these projected savings, a substantial portion of which were related
to fuel, the Commission authorized FP&L to recover the revenue requirements
associated with the 1ines through a special energy charge (the 0il Backout
Cost Recovery Factor) and to collect and apply two-thirds of any "net sav-
ings" as accelerated depreciation.

4. The projections on which approval of the 1ines as an 0il Backout
project was based have not materialized. Instead, oil prices decreased
dramatically. I have prepared as an exhibit to this affidavit Schedule I,
which compares projected and actual net savings associated with the Transmis-
sion Project. Schedule ] demonstrates that even if the projected $3.5
billion of fuel savings had materializcd, it would have been more than offset
by the $4.3 billion capacity costs assoc'ated with the project (e.g., Trans-
mission Project revenue requirements anc Unit Power Sale demand charges).
But for the alleged "deferral®™ savings, the Project would have failed the
economic test because the ratepayers would have been charged $800 million in
higher rates. On the basis of actual experience and current forecasts, the
losses will be substantially higher than originally projected--$666 million
through 1987 and $1,668 million through 1992. (These amounts were based on
FP&L’s own projections of oil prices and firm purchased power expenses.) The
ratepayers, thus, have already absorbed $215 million, in higher rates than
was assumed in FP&L’s original 1982 projections, and can expect to absorb
$870 million in higher rates by 1992. (Supporting analysis is provided in
Schedules 2 and 3 of the exhibit to this affidavit.) These facts, along with
the discussion below, demonstrate that the Transmission Project has failed
to Tive up to the expectations which led the Commission to qualify it for
special cost recovery under the 0il Backout Rule.

5. The principal source of savings projected for the Transmission
Project was the expected difference between the energy cost of purchased
power and the cost of oil-fired power. These projections took into account
FP&L’s forecast of oil prices, the price of purchased power, the quantities
of power to be purchased, and load growth. Schedule 4 demonstrates that the
failure of the project to produce the projected savings has not been due to
any significant difference between actual and projected load growth. Simi-
larly, there has been no material discrepancy between actual and projected
amounts of purchased power (Schedule 5). As Schidule 6 depicts, the reason
why projected savings have been supplanted by enormous losses lies in the
radical difference between projected and actual oil prices.

6. In recent filings, FP&L has alleged that, since mid-1987, the
Project has produced positive net benefits. These benefits, however, are
associated with capacity costs related to the claimed deferral of three 700
MW coal units. These alleged "benefits,” which have enabled FP&L to recover
more than $90 million as accelerated depreciation, are illusory. My analysis
demonstrates that the capacity deferral "savings" are nonexistent and that
collection of the net savings, which is entirely attributable to the "de-
ferred" 700 MW coal-fired units is inappropriate and unjustified.



T The three coal-fired units in question--Martin 3 and 4 and
1-Unsited unit--are the same units that FP&L alleged that it would defer when
it sought formal certification of its 011 Backout project. At the time of
that application, these large, expensive coal units were part of FP&L’s
generation expansion plan. Since then, FP&L has significantly altered its
generation expansion plan. I have compared FP&L’s current generation expan-
sion plan to the plan in effect at the time of its oil backout appiication
in Schedule 7. The current plan includes the repowering of old units (Lau-
derdale Nos. 4 and 5), the return to service of Riviera No. 2 (which was un
long-term reserve shutdown status), and pussibly integrated coal gasification
combined cycle units. The current plan uoes not include the two Martin coal
units and the one Unsited unit on whic FP&L has based the calculation and
collection of net savings. In fact, FP&L has not included these 700 MW coal

units in any of its Jen-Year Power Plant >ite Plans since 1983.

8. As the Martin units are not now and have not been part of FP&L’s
generation expansion plan for some time, the "net savings" attributed to the
deferral of those units is a spurious claim. Further, the Martin capacity
is not needed because FP&L has extended its UPS Agreement with the Southern
Company to at least the year, 2010. These purchases, in fact, are a vital
cog in FP&L’s current generation expansion plan (Source: FP&L’'s Ten-Year
Power Plant Site Plan: 1988-1997). Extending the coal-by-wire purchases
for an additional fifteen years means the UPS Agreements will be in effect
for nearly twenty-eight years. Rather than a temporary source of capacity,
the UPS Agreements are nearly the equivalent of owning base load genera-
tion--both from a planning and operating perspective. Because the coal-by-
wire purchases can no longer be regarded as a temporary source of firm
capacity (i.e., the Coal Bubble), the deferral argument, which may have
seemed plausible when FP&L sought the certification of the lines as an 0il
Backout project, has no factual basis. This alone should warrant the com-
plete elimination of any capacity deferral savings from the OBCRF computa-
tion.

9. Significantly, the generation options which have supplanted the
"deferred” units are far less expensive than the now fictitious Martin coal
units. Whereas Martin 3 and 4 were projected to have an installed cost of
$2.88 billion and a direct construction cost of $1.88 billion (equivalent to
an installed cost of $2,054 per kW and a direct cost of $1,340 per kW), the
components of the current pian would range in cost from $423 per kW to $533
per kW (Source: FP&L’s Generation Expansion Planning Document, Docket No.
B880004-EU, p. 25). Thus, even if the Commission determines that the Trans-
mission Project defers capacity, the value is substantially below the "de-
ferral savings" assumed in recent OBCRF filings.

10.  The "deferral savings" claimed for the three 700 MW coal plants
is a fiction and must be disallowed. Any 0i1 Backout revenues which have
been predicated on such savings were collected without justification and
should be refunded to customers. If the Commission determines to entertain
any presentation of "deferral savings," the proper application of the 0il
Backout Rule would be to require FP&L to base its analysis upon the options

3



in its present generation plan instead of a plan that became defunct long
ago. The assumptions which were current at the time the project was guali-
fied have no place in the calculation of actual savings if they are no longer
valid. That is true of the oil prices used to determine actual fuel savings;
it is equally true of the alternative generation costs used to determine any
actual capacity savings.

11. Clearly, the Transmission Project has not economically displaced
oil-fired generation--the objective which led it to be qualified as an 0il
Backout project. The lines have accomp’ ished very real benefits in the area
of increased reliability. Because cf the lines, FP&L’s system is less
vulnerable to the type of incidents wh'~h formerly would have caused severe
outages. In addition, FP&L's spinning reserve requirement has decreased.
These are the functions typically served hy an investment in transmission
capacity. The reliability benefits exemplify the reasons why the costs
associated with a transmission 1ine should--in the absence of some extraordi-
nary circumstance--be allocated among customer classes and collected through
base rates on a basis that appropriately reflects the demands which give rise
to the need for the investment. Despite the significantly lower fuel savings
which purportedly justified recovering the cost of transmission lines through
an energy charge, FP&L continues to collect those costs from customers solely
on the basis of the customers’ energy consumption. Currently, high load
factor customers are being required to pay--through a special energy
charge--a disproportionate share of the cost of a major asset that has failed
to provide the promised fuel savings but that does provide significant
reliability benefits to all customers. For this reason, FP&L’s 0il Backout
charge is particularly unjust and unreasonable to high load factor customers.
No justification exists for treating the investment in the "0il Backour"
transmission lines any differently than the treatment afforded any other
transmission line costs being recovered through FP&L’s base rates.

12.  FP&L includes a return on equity of 15.6% in the calculation of
the revenue requirements associated with the 500 KV transmission lines which
comprise the Transmission Project. However, FP&L excludes the Transmission
Project investment and revenues from the calculation of the system rate of
return reflected in its monthly Surveillance reports. This exclusion has had
the effect of understating the return resulting from actual overall opera-
tions.

FP&L has also refused to apply the "voluntarily reduced" return
on equity of 13.6% to the 0i1 Backout investment for purposes of calculating
the tax savings refund due customers under Rule 25-14.003, F.A.C. For 1987,
FP&L’s exclusion of the Oi1 Backout revenues from these calculations had the
effect of lowering the indicated rate of return under the new tax rate from
about 9.78% to 9.65% and of reducing the tax savings refund by approxinctely
$18.8 million (from $72.0 million to $53.2 million). FP&L has stated that
it intends to continue to exclude the 0il Backout investment and revenues
from the application of the stipulated rate of return of 13.6% for purposes
of the tax savings refund for future periods.



Further, Affiant sayeth naught.

(Allorh_

T 1Mock

Subscribed and sworn to before me this 17th day of January, 1989.

Public

My Commission expires March 4, 1992.
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Schedule 1°

Page 2 of <2
FLORIDA POWER & LIGHT COMPANY
Comparison of Actual and Estimated 0il1-Backout Savings (Losses)
With FP&L’s Original 1982 Forecast
Excluding Generation Deferral Benefits
(Dollar Amounts in Thousands)
FP&L's Original Forecast Actual/Current Estimate
------------------------------------------------------- Difference
Annual Accumulated Annual Accumulated in Accumulated
Net Savings Net Savings Net Savings Net Savings Savings or (Loss)
Line Year or (Loss) or (Loss) or (Loss) or (Loss) (4)-(2)
(1) (2) (3) (4) (5)

1 1982 $14,520 a $14,520 $16,541 b $16,541 $2,021
2 1983 (8,265)a 6,255 (11,460)b 5,081 (1,174)
3 1984 (27,030)a (20,775) (13,806)b (8,725) 12,050
4 1985 (153,386)a (174,161) (146,221)b (154,946) 19,215
5 1986 (116,868)a (291,029) (308,115)b (463,0581) ("72,032)
6 1987 (159,868)a (450,897) (202,872)b (665,933 (215,036)
7 1988 (85,366)a (536,263) (189,955)c (855,88:) (319,625)
8 1989 (111,007)a (647,270) (224,335)c (1,080,223) (432,953)
9 1990 (58,740)a (706,010) (219,445)c (1,299,668) (593,658)
10 1991 (65,867)a (771,877) (199,471)c (1,499,138) (727,261)
11 1992 (26,017)a (797,894) (169,247)c (1,668,385) (870,491)

Notes: (a) Forecast - J. L. Howard Testimony, Docket No. 820155-EU,

Document No.9, page 1, column L (Uses FCG oil price forecast), minus
E. L. Hoffman/J. E. Scalf, Late Filed Exhibit No. 6X, Docket No. 840001-El,
line M.

(b) Actual: E. L. Hoffman & J. E. Scalf Testimony,
Per Doclet Nos. 830001-EU, 84000]1-EU, 840001-EI, 850001-EU,
860001-E1, 870001-E1, 880001-EI, Schedule 0B-Cl

(c) Estimated by FIPUG. Refer to Schedule 2, column (8),.
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Schedule 2

FLORIDA POWER & LIGHT COMPANY

Estimated Future 0il-Backout Savings (Losses)

(1988 - 1992)
Estimated
Estimated Estimated Estimated 0il-Fired 0i1-Fired Estimated Estimated
Annual Purch Pwr Purch Pwr Forecast HeatRate Gen Price 0i1-Fired Savings

Purchases Price Cost 0il Price (BTU/«Wh) (¢/kWh) Gen Cost or (Loss)

Line Year (GWh) (¢/kwh) (000) ($/MMBTU) (e) (f) (000) (000)

(1) (2) (3) (4) (5) (6) (7) (8)
1 1988 12,872 a 4.499 b $579,111 $3.12d 10,200 352 $389,157 $(189,955
2 1989 15,657 a 4.679 b 732,585 3.35d 10,200 3.25 508,250 (224,335
3 1990 15,599 a 4.866 b 759,066 3.57d 10,200 3.46 539,621 (219,445
4 1991 15,682 a 5.061 b 793,629 3.91d 10,200 3.79 594,158 (199,471
5 1992 15,713 a 5263 b 827,006 4.32d 10,200 4.19 657,759 (169,247

Notes: (a) From FP&L’s 1988 Generation Expansion Planning Document, page 169, column (8).

(b) Uses FP&L’'s purchased power energy cost forecast (Refer to Schedule 3, column (5),)
and the 1987 capacity cost per kWh.

(c) Actual, from FP&L’'s 1987 Financial & Statistical Report, p. 33.

(d) From FP&L’s 1988 Generation Expansion Planning Document, page 107.

(e) From J. E. Scalf testimony, Docket No. 820155-EU, Document 5, footnote.

(f) Using 95% of the price of 1% sulfur oil as a proxy for
FP&L"s composite oil price.
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Schedule 3

FLORIDA POWER & LIGHT COMPANY

Resources Costs

($/M¥h)
Line Year Nuclear 01l Gas Coal Purchases
(1) (2) (3) (4) (5)

1 1983 $4.60 $42.55 $23.74 - $30.40 a
2 1984 6.63 45.09 35.95 - 31.02 a
3 1985 7.01 42.02 34.23 - 28.78 a
4 1986 8.13 22.97 20.95 $14.34 26.52 a
5 1987 7.36 29.20 28.47 16.52 21.00 a
6 1988 6.80 29.84 28.08 14.75 22.80 a
7 1989 6.48 32.04 30.;;; 15.18 21.31 a
8 1990 6.37  34.14 32.78 15.70 21.67 a
9 1991 6.15 '37.39 35.97 16.47 21.58 =
10 1992 6.37. 41.31 39.88 17.50 21.37 a
11 1993 . 6.37 45.71 44.34 18.44 21.77 a
12 1994 6.37 50.21 48.89 19.47 23.51 a
13 1995 6.48 54.99 §3.75 20.58 24.20 a
14 1996 6.37 60.16 58.83 21.70 25.03 a
15 1997 6.37 65.89 64.53 22.90 24.90 a

Notes: (a) Excludes capacity costs.

Source: For yea;s 1983 - 1987, FP&L's 1987 Financial & Statistical Report,
page 3
For years 1988 - 1997, FP&L's 1988 fieneration Expansion Planning Document,
pages 107, 110, and 111.
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L
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FLORIDA POWER & LIGHT COMPANY

Comparison of FP&L’s Actual Load Growth and Energy Consumption
With FP&L’s Forecast of 1982

1982 Actual 1988 Forecast
Forecast Experience Demand
1982 Actual Difference Net Including Difference  ------c-cvcnecee.
Forecast Experience --------------- Ene Losses --eesecccccncns Without Hifh Net Energy
Line Year (MW) (MW) Amount Percent (GWh (GWh)  Amount Pcrcont LH&QF LM&QF for Load
(1) (2) (3) (4) (5) (6) (7 (8) (9 (10) (11)
1 1982 10,123 9,803 (230) -2.3% 52,110 50,532 §78) -3.0%
2 1983 10,523 10,676 153 1.5% 54,246 52,500 (1,746 -3.2%
3 1984 10,923 10,270 (653 -6.0% 56,394 53;,_& 3,245) -5.8% 2 =
4 1985 11,321 10,654 (667 -5.9% 58,526 ,998 (2,528) -4.3%
5 1986 11, 695 11,022 (673 -5.8% 60,855 58,266 (2,589) -4.3% :
6 1987 12,045 12,394 349 2.9% 63,277 61,616 (1,661) -2.% :
7 1988 12,382 12,353 (29) -0.2% 65,810 12,139 12,058 63,688
8 1989 12,729 68,458 : 12,45] lg g: 66,181
9 1990 13 oss 71,210 12, 867 68,856
10 1991 13,445 74,082 13,273 13,069 71,379
11 1982 13,805 76,737 13,726 13.431 74,246
12 1993 14,117 13,706 76,687
13 1994 14,564 14,025 79,000
14 1995 14,877 14,211 81,171
15 1996 15,216 14,429 83,509
16 1997 15,605 14,682 85,753

Source: 1982 Forecast - J. E. Scalf Testimony, Docket No. 820155-EU, Document No. 10, Page 1
Actual - FP&L’s Financial and Statistical Report; Peak, p. 32; Energy, p. 30
1988 Forecast - FP&L's Generation Expansion Planning Document, Docket No. 8800G4-EU,
Page 103, Column 2 (Most Probable Case).
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1982
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1984
1985
1986
1987
1988
1989
1990
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1992
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Notes: (a)
(b)
(c)

FLORIDA POWER & LIGHT COMPANY

Comparison of FP&L’S Actual Capacity and Energy Purchases
and FP&L’'S Original 1982 Forecast
(Purchases from Jacksonville Electric Authority are excluded
from both Forecast and Actual values)

Schedule 3

Difference
Accum As % of
GWh Fcst Accum
(9) (10)
638) -31.1%
999) -11.6%
824 5.4%
3,095 10.9%
(529) -1.3%
912 1.6%
(4,322) -6.2%
(4,322) -5.2%
(4,322) -4.4%
(4,322) -3.8%
(4,322) -3.4%

Capacity Purchased, MW Energy Purchased, GWh
Difference
---------------- Forecast Actual

As % of = ------meememeeeeen emmeecccaceaaol

Forecast Actual MW Forecast Annual Accum Annual Accum

(1) (2) (3) (4) (5) (6) (7) (8)

650 650 0 0.0% 2,052 2,052 1,414 1,414
950 653 (297) -31.3% 6,595 8,647 6,234 7,648
950 963 13 1.4% 6,642 15,289 8,465 16,113
2,000 2,018 18 0.9% 13,177 28,466 15,448 31,561
2,000 2,025 25 1.3% 13,293 41,759 9,669 41,230
2,000 2,033 33 1.7% 13,951 55,710 15,392 56,622
2,000 2,050 50 2.5% 13,996 69,706 8,762 a 65,384
2,000 2,050 b 50 2.5% 14,169 83,875 14,169 ¢ 79,553
2,000 2,050 b 50 2.5% 14,303 98,178 14,303 ¢ 93,856
2,000 2,050 b 50 2.5% 14,314 112,492 14,314 ¢ 108,170
2,000 2,050 b 50 2.5% 13,984 126,476 13,984 ¢ 122,154

Estimated from three months usage.
Assumed to continue at 1988 levels.
Assumed equal to Forecast values for purpose of illustration.
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Schedule %

FLORIDA POWER & LIGHT COMPANY

Comparison of FP&L’'s Actual/Estimated Composite 0il Prices,
With FP&L's 1982 0i1 Price Forecast

Difference

Actual or  ------ceccmecencaan..
Forecast(a) ’88 Forecast Amount
Line Year ($/Bb1) ($/8b1) ($/Bb1) Percent

(1) (2) (3) (4)
1 1982 $26.41 $27.14b § 0.73 2.8%
2 1983 26.56 26.95 b 0.39 1.5%
3 1984 28.20 28.38 b 0.18 - 0.6%
‘ 1985 m.” 25-83 b '3.10 < 4 'l°|n
5 1986 32.12 14.67 b -17.45 -54.7
6 1987 41.62 18.42 b -23.20 -55.7%
7 1988 51.81 18.84 ¢ -32.97 -63.6%
8 1989 55.41 20.20 ¢ -35.21 -63.5%
9 1990 59.71 21.56 ¢ -38.15 -63.9%
10 1991 64.27 23.57 ¢ -40.70 - -63.3%
11 1992 68.87 26.06 ¢ -42.81 -62.2%

Notes: (a) From M.C. Cook Testimony, Docket No. 820155-EU, Document No.5, Page 1
(b) Actual, from E. L. Hoffman J. E. Scalf Testimony,
Docket Nos. 830001-tU, 840001-EI, 850001-EI,
860001-EI, 870001-EI, 880001-El.
(c) 95% of FP&L’'s March, 1988 forecast prices for 1.0% sulfur oil,
taken as a proxy for FP&L’s composite oil cost.
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FLORIDA POWER & LIGHT COMPANY

STATUS OF DEFERRED COAL-FIRED CAPACITY

Jge) J& 1& 1990 199 !&E Jﬁi qu‘llg\%ll% "9921

TOTAL CAPACITY ADDITIONS

MARTIN NS TED——— S
1982 - ] o e ] 1987-1991 NNNED 2,225 MW
BASE 3 4 1 e 3 4 1992-1997 NN 2,100 MW
CASE B JEA-2

MARTIN UNSITED
N
1982 3 4 1 3 1987-1991 8 125 MW
OIL BACKOUT B JEA-2 UNSITED 1992-1997 IS 4. 200 MW
CASE W ]
2 4
<— UNSITED—>
1988 R C.T. L C.C. C.C. ICBCC
PLAN 2 162 485 1 2 1 1992-1997 NN 2,087 MW
DEFERRED BASE LOAD COAL-FIRED UNITS _
B TNCLUDED IN GBERF I ACTUAL COAL-FIRED UNITS IN SERVICE o
=
OTHER PLANNED BASE LOAD a
] COAL—FIRED ONITS B OTHER PLANNED GENERATION 3
~J



