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9 Q 

10 A 

11 Q 

12 A 

...... ,,,..., ....... 
PlEASE STATE YOUR MAE Ale IUSIIESS MDI£55. 

Jeffry Pollock, 12312 Oltve Boulevard, St. Louts, Missouri. 

tNT IS YOCit OCCUPATIOII Ale IY llal ME YGU EMPLOYED? 

I ~ a consultant tn the fttld of public utility regulation and a 

13 principal in the fira of Orazen·Brubaker l Associates, Inc., utility 

14 

15 Q 

16 A 

17 Q 

18 A 

19 

20 

21 

rate and econ011ic consultants. 

WOULD YGU PLEASE DESCRIBE YGIIt EDUCATIOII All) EXPEIIEJICEt 

This is set forth in Appendix A to the testt.ony. 

ON WHOSE BEHALF ARE YOU T£STJFYI• 1• THIS DOCKET? 

I ~testifying on behalf of the Florida Industrial Power Users Group 

(FIPUG). The FIPUG participants in thts Docket are custo.ers of 

Florida Power & Ltght eo.pany (FPll) and are substantial consu.ers 

of electricity, priurtly for lllftufacturtng. During the year 1987, 

OOClJ£HT NUMBER-DATE 

06902 JUL13 fJJ9 
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Jeffry Pollock 

t hese custo.ers purchased over 430,000,000 kilowatthours fro. FP&l 

under various rate schedules. 

WHAT IS THE SUBJECT OF YM TE5TIDY? 

I shall testify in support of Fl~'s Petition to Discontinue FP&l's 

011 Backout Cost Recovery Factor. Spectftcally, I shall present 

evidence that: 

(1) FP&l's Tnnsatsstoa Project has failed to 
econa.ically dtspltce on Witch led the 
Ca.1sston to •ltfy tt under Rule 
25-17.01t,F.A.C., lid the ProJect ts needed 
to enable FPil to .. t proJected load 
growth; 

(2) In light of actul _,.,.tace, the prospec­
tive appltcatton of tlae .. rv·based 011 
Backout charve for l'ICOftr.Y of costs associ­
ated with tM 500 kl tnn•tsston ltnes and 
the UPS capacity cllarges wuld be unJust, 
unreasonable and Ulduly dtscrt•tnatory; 

(3) All on Backout revenues based on alleged 
benefits associated wtth the deferral of the 
Martin coal ~a~tts hive beeD fiiProperly col­
l ected fn. cun-n; and 

( 4) The separation of Otl 'Backout tnvestMnt and 
revenues has the effect of understat1~ 
FP&l's earned retunl • cc•m equtty (AOE) 
and resulted tn a $1.7 •tllton understate· 
• nt in the refund under the C..ission's 
lnca.e Tax Savings lule. 

ON THE BASIS OF YOUR MALYSIS, tiiAT IRIEF IS FIM R£QUESTifl& IN 

THIS DOCKEn 

FIPUG ts requesting t hat the CO..t sston: 

(1) Direct FPlL to refund to custo.ers all 
•accelerated depreciation• revenues 
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Page 3 
Jeffry Pollock 

associated with the inclusion of alleged 
Martin deferral benefits in the calculation 
of net savings; 

(Z) Order FPll to te 1ftate the 011 Backout 
charge; 

{3) Direct FPll to refle ·t the tnvestaent, reve­
nues and expenses as ociated with the on 
Backout Project tn its Surveillance Report; 
and 

( 4) Instruct FPll that recovery of costs associ­
ated with the Ot 1 Baclcout Project •st 
henceforth be ICCCIIIP11shed through the oper­
ation of the uttltty's base rate. 

WERE YOU P.ESPONSJilE FOR TIE AFfiiAYIT llllal VAS FILED VITH FIPU&'S 

PETITICII IN ATTAaiiEIIT 3! 

Yes, I was. The Affidavit was based on an analysis and review of 

various docu.ents which were readily available at tne ti.e. This 

included FPll' s Fuel and Purdtased Power and Oil Backout f11 tng~: 

the Ten-Year Power Plant Site Plans; testt.ony presented by FPll in 

the Nonfil"'l load Methodology proceedtftgs (Docket No. 870198-EI); 

FPll' s APH fn ing (Docket No. 880004-EU); and various FPll surveil­

lance and financial reports. I have also reviewed FPll's testt~ny 

23 and various Co..isston Orders tn Docket No. 820155-EU, the Petition 

24 

25 

26 

27 

of Florida Power l light Collpany for Approval to Recover the Cost of 

its 500 kV TranSIItsston Project Through an On Backout Recovery 

Factor. The analysts and conclusions contained in the Affidavit, 

thus, were developed without benefit of discovery fro~~ FPll. 

DMZtH· lt.UIAUa I AssociATU. INC. 
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1 Q HAS FIPUG NOV HAD THE OPPOmiiJTY TO SUIIIIT DISCOVERY REQUESTS TO 

2 FPll? 

3 A 

4 

5 

6 

7 

8 

9 

10 Q 

11 

12 A 

13 

14 

15 Q 

16 A 

17 

Yes. To date, FIPUG has sua.. ttecl four rounds of discovery re­

quests, including four reques~s for production of docu.ents and 

three interrogatories. Thus far, w have received responses to only 

the first set of production of docUIIftts requests and the first and 

second sets of interrogatories. It uy, therefore, be necessary t9 

further supple.ent this testt~ pending the receipt and analysis 

of additional discovery responses fro. FPil. 

WOULD AlfY OF YOUI RECGJIIEDTI- CIMI&E lASED 011 FPlL' S RESPOIISES 

TO FIPUG'S DISCOVERY REQUESTS? 

No. Although so.e of the nu.bers and calculations presented in the 

Affidavit have been updated, the revised analysis continues to sup­

port the relief sought by FJPUG, as stated above. 

DO YOU HAYE MY EXHIIITS TO Slallt VITH \U DIRECT TESTIIIONY? 

Yes. 1 ~ sponsoring Exhibit JP-1 ( 

schedules. 

), consisting of thirteen 

18 SUMMARY 

19 Q PLEASE SUIIWUZE YOUI TESTIIIOIIY. 

20 A 

21 

22 

Since October 1982, the Otl Backout Cost Recovery Factor (OBCRF) has 

been used by FP&l to recover the cost of constructing and operating 

two 500 kY transaisston lines (the Transatssion Project) and all of 

OMZE.H · IIWIAU& a AssoclATU. IHC. 
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the capacity charges incurred under the Unit Power Sa 1 es (UPS) 

Agree~~ents w1th the Southern COIIPany . The Trans•hs ion Project 

strengthened the then existing h.terties with Georg11 Power Ca~~pany. 

This i~roved syste. reliabili t Y (by reducing FP&l's vulnerability 

to syste. separations and to stngte contingency line and generator 

trips); enabled FP&l to avotd potentially serious probl .. s su~~ as 

thermal overloads and low volt191 conditions; and it rt80ved exist­

ing trans•ission constraints to econo~ic dispatch within the FP&l 

syste. enabling FP&l to fully uttl ize generating capacity louted in 

Northeast Florida. 

The Project also enabled FPll to contract for and .ake hrger 

quantities of coal-by-wire purchases fro. the Southern Co.panies 

than would have otherwise been possible. This capacity and energy 

was thought to have a lt•ited availability, a phena.enon which was 

characterized as a tetipOrary •coal bubble. • It was expected, how­

ever, that these coal-by-wire purchases would provide power cheaper 

than FP&l could produce in its oil-fired units, because coal was 

cheaper than oil. Further, the gap was expected to widen in the 

future. Projections .ade by FPll in 1982 suggested that the Tnns­

•ission Project would generate nearly S3.5 billion in net fuel cost 

savings during the first ten years of ca..ercial operation. 

OUr analysis reveals that the ctrc.astances which .ay have 

once justified treating the trans.1ss1on lines IS an Oil Backout 

Project no longer prevail. Instead of an increasing gap between oil 

and coal prices, the gap has been substantially reduced due to the 

0MUN·81WIAAU. t AssoctATE.S. INC. 
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dramatic decrease in oil costs. As a consequence, $2.2 billion of 

pr011ised fuel cost savings have f~iled to aaterialize. In fact, 

circumstances prevailing today suggest that the function being 

served by the Tr~ns.ission Pro~ftct is not oil dtsplace.ent but to 

enable FP&L to .eat the growing de-ands of its service territory. 

Oil displace.ent ts possible only when the utility has surplus ca­

pacity. While in the past FPll's reserve aargtns were generally 

above the levels necessary to 8a1ntain reliable service, the future 

pra~~tses to be •ch different. for this reason, FP&l has signed new 

UPS Agree~~ents. These Ag.-...nts entitle FPll to purchase up to 900 

MW of fil"'l capactty through the year 2010. Rather than a tnporuy 

•co~l bubble,• the UPS Agrea•ants, instead, have beca.e ~long-ten. 

source of base load capacity. FPll considers these purchases to be 

~ vital cog in its generation expansion plan. 

These draaattc changes in circu.stances, coupled with the fact 

th~t the Oi l Backout Rule prohibits the inclusion of any projects 

whose priaary purpose ts to ... t load growth , justify discontinuing 

the OBCRF at thts ti... Vhtle tt is understandable that the expec­

tation and fear of continuing rtstng oil prices, whtch d011tnated 

everyone's thinking tn 1981·1982, swayed FPil and the Co.tssion to 

treat the recovery of the Trans.tsston Project under the OBCRF, the 

Project has not produced the expected results. Consequently, there 

is no longer any valid justification for continuing to r~cover otl 

backout costs through kVh charges. The TranSIItsston Project revenue 
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require~~ents and the UPS capacity charges should be collected 

through base rates. 

Besides the above-clescrl lld changes in circu.stances, there 

are two other reasons for dt, .onttnutng the OBCRF. First, FP&l is 

not 1n COIII)ltance with the Otl l&ckout Rule because (1) it is recov­

ering costs wtch are clearly related to load growth, and (2) by 

ass•tng a 15.61 return on equtty, the utn tty is recovering 110re 

than its actual costs associated wtth the on Bactout Project. The 

Rule clearly states tltat oaly the ctu1l costs associated with 1 

project are subject to recovery under the OBCRF. FP&l agreed to 

utilize a 13.61 & ht •tenlt•t-s. the ,..funds under the lnco.e Tax 

Savings Rule but tt did so uclading the 011 Backout Project. Ex­

cluding tlte rate base and net fBCOM associated with the OBCRF tn 

applytng the Rule resulted tn fPil understating the required refund 

by about $6.7 •illfon. 

SecoiMI, the COittfnued recovery of wat are essentially detUnd­

related costs through a ldftt charge ts unduly dhcri•tnatory. As 1 

result, Rate GSLD/CS cust.ers are paytng 221 110re tn revenues than 

their corresponding responsibility for the otl bactout costs. 

Besides dtscanttnutng U. OBCRF, FIPUG also reco.ends that 

the to..tsston order FPll to refUnd $215 •tllion of revenues col­

lected under the 08CRf tbat ,,.. associated wtth accelerated depreci­

ation. Under the Rule, FPll has inclllded two-thirds of any posithe 

net savtngs which tt alleges have occurred. {These savings are 

uttltzed as accelerated depredation to reduce the net invest.ent of 
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the Project . ) The only reason for collecting any net savings in the 

OBCRF i s the fact that, since June 1987, FP&l has included the costs 

associated with deferred coal -fired generation capacity in the net 

savings calculation . FP&l' ~ theory is that, but for the construc­

t ion of the TranSII1ssion Project , it would have built and phced 

into co.erchl operation three coal-fired untts--in June 1987 

(Mart in Unit I) ; Decelber 1188 (Martin Unit 2); and January 1990 

(Unstted Unit 1). Consequently, 700 MW of deferred capacity bene­

f i ts were included in the net savings calculation beginning in June 

1987 and an additional 700 Mil of savings were included beginning in 

Oecellber 1988. 

FIPUG contends that it ts t~Proper to include deferred capac­

i ty in the net savings calculation. Ftrst, FP&l concedes that the 

Trans•tsston Project would hive been built in any case, even in the 

absence of the Oi l Backout Rule. 

Further, the units in question have not been, and .ay never 

be, built. Consequently, the investMnt which FP&l 1s using to 

calculate the deferred capacity carrying charges is neither used nor 

useful . As a .atter of accepted regulatory practice, ut11 ities 

cannot incl ude in thei r rates the recovery of costs of facil i ties 

that are not used and useful , absent extraordinary circu.stances . 

There are no longer any extraordinary circu.stances to justi fy this 

practice. To requi re ratepayers to p~ higher rates because of the 

deferral of three, nonexistent, coal-fi red uni ts would be tantUIOunt 

to paying twice for the sa.e capacity. This ts because two-thirds 

OaAUN · IIlUIAI.£1 .• As.soc:IATU. INC. 
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of the net savings (which consist pri.arily of the deferred capacity 

carrying charges) is added to the UPS capacity charges in deter­

mi ning the revenues to be recovered through the OBCRF . 

FPll has also ir flated the net savings by using unrealisti­

cally high construct : n costs and by assu.tng a 15.6~ return on 

equity in calculating bot ,. th AFUOC rate and the return on invest­

.ent associated wtth the deferred capacity. At the very least, the 

Co.tssion should order FPll to refund these infhted costs. 

Finally, the Co.tsston should also deny any atteiiPt by FPll to 

include Unsitld Unit Mo. 1, .-tch FPll also alleges to have deferred 

in the calculation of net savings. FPll did not uke any co.tt.ent 

to construct any of the unstted untts. 

DMZEN · 8a.ua.u£a a As5oc1Aru. INC. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 
2 

3 

4 

5 

FP&L'S 500 KV 'I'RANSMISSION PROJBC1' BAS FAILED 
TO ECQNOMJC,Ail.Y DISPlACE ou,.pgm GINIRADON 

Page 10 
Jeffry Pollock 

Q WHY DID THE COMMISSION QUALIFY THE 500 KY TRANSIIISSION PROJECT FOR 

SPECIAL RATE-MAKIN& TREATM~T UNDER THE OIL BACKOUT COST RECOVERY 

MECHANISM? 

6 A 

7 

The Commission deten1ined that t he oroposed 500 kV Trans•ission line 

Project would likely econo.ically displace oil-fired generation. 

8 Q HAS THE PROJECT RESULTED Ill THE ECONOMIC DISPLACEMENT OF OIL? 

9 A No. When FPll applied to the Co.ission to qualify the SOO kV 

10 

11 

12 

13 

Trans•ission Project for recovery under the OBCRF, it projected net 

fuel savings of $3.5 billion (no.inal). These savings were predi ­

cated on the assu.ptton that on would becOIM! increasingly 110re 

expensive relative to the cost of i~rting coal-fired generation 

14 from The Southern Co.pany (i.e., the coal-by-wire purchases). 

15 

16 

17 

18 

The projections on which approval of the Project under the 

OBCRF have not 1Nterial1zed. Instead, oil prices have decreased 

dra.atically. Based on FP&l's actual experience and current fore ­

cast, the net fuel savings will be only about $1.3 btl lion (no.t -

19 nal), or only 37S, of FP&l's original projections. The total costs 

20 

21 

22 

23 

of the Project, including the UPS capacity charges, have exceeded 

fuel savings by $1.6 billion. The actual net savings, thus , ue 

$0.8 billion less than FP&l had originally projected, as shown in 

Exhibit JP-1 ( ), Schedule 1, and in the table on Page 11 . 

0lAZtN · 8UIMK£11. MSOCIATU. INC 
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~ olo.& fiiW Colta _. Adal Net Sabtp 
("lie•' 

Adaal/ 
OrfPaal Ounat 

Dmmtllla r ....... r ...... 
Savings: 

Avoided fuel s 9.627 s 4.045 
Spinning Reserve D.lZD g.gzu 

Total Fuel Savings s 9.797 s 4.123 

Costs: 
Trans. Project Rev. Req. 0.846 0.292 
Trans. Project OIM 0.005 0.005 
Capacity Cost •UPS• 3.482 2.577 
Capacity Cost •£• 0.096 0.072 
Energy Cost §.I§Z Z.Z55 

Total Costs lD.525 5.ZD1 
Net Savings (losses)--l3-l9 $( 0.798) $(1.578) 

Net fuel Savings (l3-l7-L8) s 3.534 s 1.296 

*Source: Exhibit JP-1 ( ), Schedule 1 

I have excluded the so-called capacity deferral benefi ts--which are 

assochted with the deferred construction of three 700 MW coal-fired 

units--because I believe that these benefits have been i~roperly 

collected, as explained tn .ore detail beginning on Page 19 of the 

test 1l1ony. 

Schedule 1 ts a su..ary of the analysts both in a graph (Page 

1) and as a table (Page 2). Referring to Page 1, the projected net 

DMZEH·bULUU. Assoc:IATU. IHC 
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savings are shown by the blue bars, while the actual net savings are 

shown 1n the green bars. The red bars are based on FP&l's latest 

projections . These were devel~ped tn response to FIPUG's First Set 

of Interrogatories , No. 17. 

VAS PROJECTIM8 TO ACCIIIUTE SUCH SUISTAIITIAL lET LOSSES? 

The Co.1sston, apparently, believed that the projected fuel savings 

were conservative and that adcltttonal savings would have utertalized 

in the forw of Alternate and Suppl..ntary energy purchases under the 

UPS Agree~~ent. Had these a 1 temat tves been reflected in FPll' s 

or iginal projections, the projected net fuel savings would have been 

• aterially higher. In other words, the Project would possibly have 

been projeeted to be econo.,ical even ignoring deferred capacity. 

(The fact that these alternatives are reflect ed in the actual/cur­

rently forecasted net savings analysts , but not in FPll's original 

proj ections, suggests that the differences tn net savings quantified 

i n Schedule 1 are understated.) 

The to.ission chose, however, to also include benefits asso­

ciated wi t h deferring the construct1on of Marttn Unit Nos . 3 and 4-­

which would have consisted of two 700 MW coal·ftred units- -fr'OII 1987 

and 1988, respectively, to 1992 and 1994, respectively. In addition, 

the Ca.isston deten~ined t hat a t hi rd 700 MW coal-ftred unit, 

referred to as Unsited Untt No. 1, would also have been deferred fro. 

1990 to 1993, because of the te.porary •coal bubble. • Taking these 

DlAZtN· Ia.UIAitU •• AssoclATU, INC. 
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deferral savings into account, the Ca..tsston deten1tned that the 

Project would have acc..uhted postttve net savings to the rAtepayers 

3 within the first ten years of ~,...rctal operation. 

4 Q 
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WHAT FACTORS HAVE CAUSED TIE ED!CTED NET FUEL SAVI- TO IE $2.2 

BILLIC»C LESS TIWI MAS OIIIIIIAU.Y PIO.JECTEDt 

The Ca..isston recognized, in 1982, that: 

•wttether this project wtll ultiutely prove 
to be cost-effective to FPL' s ratepayers 
d•nds on the price differential between 
ot 1 that wuld have been burned by FPll to 
generate electricity and coal that will be 
burned by Southern to provide the power 
purchased by FPL. • (Order No. 11217, Page 
5) 

The projections .ade by FP•L and utilized by the Ca..fsston. took 

into account the CCJIIPUy's forecast of otl prtces. the prtce of 

purchased power, the quantities of power to be purchased. Exhtbit 

JP-1 ( ), Schedule 2, delonstrates that the failure of the Pro-

ject to produce the expected savings has not been due to any sig­

nificant difference between actual and projected load growth. Si•i­

hrly, there has been no utertal discrepancy between actual and 

projected 1110unts of purchased power, as shown in Exhibit JP-1 

( ) , Schedule 3. The reason why the net fuel savings are ex­

pected to be $2.2 billion less than the orfgiftal projection lies in 

the substantial differeACes between projected and actual on prices, 

as shown in Exhibit JP-1 ( ) , Schedule 4. 

DMZfN· IJWIAitEa. a AssociATI.S. INC. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Page 14 
Jeffry Pollock 

For exa.ple, FP&l was originally projecting a co.pos;te oil 

price of $55.41 per barrel in 1189. FP&l is currently forecasting 

t he price of residual oil to be $21.26 per barrel, for 1.01 sulfur 

content and $21.91 per barre 1 fr r 0.71 sulfur content. The latter 

is $33 .50 per b~rrel, or 601 1 r, than the original projection. 

Because oil prices have dropp~ significantly relative to co~l 

prices, FP&L at ti.es can generate electrtctty fro. on cheaper th~n 

it can purchase coal-by-wtre fro. Southern. Exhibit JP-1 ( ), 

Schedule 5, 1s a CQ~Parison betMien the fuel cost associated with 

oil generAtion and the coal-by-wtre energy charges since the COII­

.ence.ent of the OBCRF, 1n October 1182. Initially, the difference 

between on and caal-by-wire ranged fro. 1.St to Z.ot per know~tt­

hour. The differential has since fallen draaatically. In s011e 

recovery periods, on was cheaper than coal-by-wire. (Had The 

Southern to.panies not -.de a concession by offering Schedule R to 

enable FP&L to •et its a1n1- annual purchase obligation under the 

Unit Power Sales Agreem1nts, with cheaper resources, coal-by-wire 

energy would have been •re expensive and, therefore, less econOIIi­

cal th~n oil.) 
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FPll, IN ITS MOTION TO DISMISS FIPU&'S PETITION, ALLEGES THAT FIPU6 

HAS MISCHARACTERIZED THE OIL UClOUT RULE Nl) HAS MISREPRESENTED THE 

•PRIMARY PURPOSE- TEST WIICH n E COIIIISSION PRESCRIBED IN ITS FINAL 

ORDER IN DOCKET NO. 820165-EU. HOW DO YOU RESPOII) TO FPlL'S ALLEGA­

TIONS? 

Contrary to the alleg~tions ~de in FPll's Motion to Disaiss, the 

analysts presented in ~ origtn~l Afftd~vtt and updated herein in 

Schedule 1 was not intended to par~llel the •prt~ry purpose• test 

which was utilized by the to.ltssion for a ltaited purpose in the 

1982 case. My sole purpose was, and continues to be, to de.onstrate 

that the pro.ised savings have not ~terialtzed. FIPUG is not now 

asserting that the Project .ust requalify prospectively using the 

sa.e •Pri.ary Purpose• test, or that the special rate--.king treat­

.aent is justified if the Project now passes th~t test. Our position 

is that the OBCRF should be discontinued because extraordinary rate­

•aking treatlent is no longer warranted due to the dra.attc ch~nges 

in ctrc•stances that have transpired since 1982. These ch~nged 

ctrcu.stances render that particular Test useless for evaluating the 

pri.ary purpose of the Project, at the present ti11e. 

WHAT WAS THE SO-CAUED •PRJIWlY PURPOSE TEST?• 

It was a test devised by the Co.ission during the qu~ltfirttion 

phase to deter.ine whether the intended prt~ry purpose of the pro­

posed oil backout project was o11 d1splace~~ent. The Pri~ry Purpose 

Test was liatted to coapartng the net fuel savings to the total cost 

DMZEN . a~ua.uu .• AssoclATU. INC. 
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of a project during the first ten years of ca.erctal operation. 

Net fuel nvtngs are the difference between (1) the sa. of the 

avoided fuel and sp1M1ng reserv~ benefits and (2) the sa. of the 

energy-rel ated costs and the f~~l displace.ent benefits foregone. 

Capacity-related costs (other than Schedule E) were not included in 

the deter.ination. If the net difference is greater than the Pro­

ject revenue requireMnts, then it wu assu.ed that the prilaary 

purpose of the Project was oil dtsplac ... nt. 

CAN YOU ILWSTRATE 11011 THE TEST IMS APPLIED IN DOCIC£T 10. 820166-Eit 

Referring to Order No. 11217, Attachlent 1 to FJPUG's Petition, Page 

5, the Prtury Purpose Test was applied as follows: 

DMZ!N·Ba.ua.u£a.a AuociAID. INC 
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Applkatioll of die "PrUUarJ Pal poW' Tat 
to FPAL's - tV Tn•-'giga Project 

Ia Docbt ~·o. ll015S-EI 
IIWI•• A•!"!PI• Ia Billlou> 

Am OM II 

Total Fuel Savings $9.797 

Energy Costs: 
Coal-by-Wire 6.263 
Fuel Dtsplaca.ent 

Benefits foregone Z.lJB 
Total Energy Costs &.401 
Net Fuel Savings $1.396 

Total Project Costs $0.851 

Passed Test Yes 

Source: late filed E.xhibit No. 6X, 
Page 3 of 12, Docket No. 
840001-EI 
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WHAT ARE THE RESULTS OF THE PRIMlY NtPOSE TEST AS APPLIED TO 

ACTUAl/CURREifT FOI£WT COIIUTIOMS? 

As shown in the table below, FPll ca.putes net fuel savings of $607 

million. These savings, however, are nearly $789 •1111on less than 

the original projections. 
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Applkatioa of........, Pupose• Test 
to I'Pidla 511 kV Tn•-'ploe Project 

Ad-1/t::.A ........... 
(Dphr AWY•" Ia BlUm> 

-FP&Ual 

Tohl Savings $4.123 

Energy Costs: 
Coal-by-Wire 2.827 
Fuel Oisplace.ent 

Foregone 0.689 

Tohl Costs 3.516 

Net Fuel Savings $0.607 

Total Project Costs $0. 297 

Passed Test Yes 

Page 18 
Jeffry Po 11 ock 

(a) FPll Response to FIPUG's First Set of 
Interrogatories, No. 17. 

Because these are well in excess of the $297 •fllfon cost of the 

Project, FP&l claf•s that the pr1-.ry purpose of the Project con­

tinues to be the econa.ic displ ace.ent of oil-fired generation. 

0MZEH· BII.UMKU. a MSOCIATU. INC 
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ARE THE RESULTS OF THE PRIIIMY NtPOSE TEST IIEMI...._ IN TOOAY'S 

ENV IROIIIENT? 

No. In today' s envtro.-nt, the ability to purchase ftl"'l coal-by­

wire capacity and all of the .. ny reliability benefits associated 

with the Project .are than outweigh any prospective oil displac..ent 

benefits. The et11Phas1s, thus, ras ehangtd since 1982 froa oil 

disphceaent to enab11ng FPll to re11ably serve the growtng det~~nds 

of its custa.ers. 

Even tf the Project were not a vital cog in enabling FP&l to 

utntain syst• reltabtltty, the PrtMry Purpose Test ts seriously 

flawed for several reasons. The Test was not designed to specifi­

cally quantify the various reliability benefits associated wtth the 

Project. For exaple, what ts· the cost of not providing service 

because of frequent outages? Vhat are the costs of thenaal over­

loads, low voltage probla.s and systa. separations? These very real 

benefits cannot and should not be ignored especially when FP&l will 

no longer have considerable surplus generating capacity. Further, 

the Test assu.es that coal-by-wtre purchaJes alw~s displace otl. 

In reality, there -.y be other w~s to econoetcally displace otl. 

For ex..,le, fPll 1s rel,ytng •re on natural gas tn its overall 

generation •1x. Several planned unit addfttons are to be fueled 

priurtly by natural fiS. 

I also question FP&l's current esUMte that the total cost of 

the Trans.tsston Project would be $300 •1111on (including OIM ex­

pense) over the first ten years of ca.ercial operation. In an 

OMZ~N· kua.c.ua t Associ,I\TU. INC. 
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earlier forecast, by contrast, the cost of the Trans.ission Project 

was estiaated to be $578 •tllton. It ts not clear what would account 

fo r the nearly 501 reduction in the cost of the Project. Because 

FP&L has not yet responded to FIPUG's Second Request for Production 

of Oocu.ents, No. 18, requesttn:J detailed backup of the calculations 

supplied in response to lnterr~ atory Mo. 17, I have not yet had an 

opportunity to review FPll's calcu~ tluns and assu.ptions. 

Coal-by-wire lilY not alwqs be the •st econo.tcal energy 

available to FPll. Under the UPS Agree•ents, FP&L ts obligated to 

schedule .,re expensive base energy ..,.ver designated units are 

operating at .tnt .. levels. The cost of this energy aay, tn fact, 

be quite high because the UPS units tend to have high fuel costs 

relative to other Southern coal-fired resources . Because FP&L has 

no other alternative than to schedule thts energy, it is inappropri­

ate to categorize these •tnt .. purchases as displacing oil. 

HOV HAS FPU. TIEATED TiEs£ IIIIJU SCHEDULJ. OILJIATJOICS Ill ITS 

VAAIOUS OIL UCOU1' FJLJ.Sf 

FP&l has totally ignored these required •tnt .. purchases in its 

calcul at ions because tt has included all coal -by-wire energy tn 

deterwtntng net fuel savtngs (except for .100 fll of Schedule E capac­

tty and energy which pre-dat ed the on Backout Rule) . These •int­

purchues, tn fact, lilY actually be quite expensive tn relation to 

oil-fired generation because of the substantial drop in oil prices 

relative to coal-by-wtre energy, as shown in Schedule 5. 

OlAUH· Ia.ua.u:U. a Auoc:IATU. IHC. 
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WHAT WOUlD BE THE IMPACT OF ELIMINATING THE NUUIUI SCHEDULING 

REQUIREKOOS FROM THE AVOIDED FUEL SAYIIIIS CALCULATION? 

Assuaing that the •int.u. schc~uling require.ents would account for 

151 of the coal-by-wtre purcha~es stnce 1985 (when otl prices beca.e 

more c011petttive with, and, at tt.es, even less expensive than, 

coal), then this would elt•tnate .are than $400 •1llton of the 

clai.ed avoided fuel savings. Elt•tnating the $400 •ill ion fro. the 

net savings calculation--because these •tnt- purchases ne required 

under the UPS Agree.ents whether or not they econo.tcally displace 

oil--reduces the net fuel savings to $207 •1111on. This ts less than 

the $297 •1111on cost of the Trans.tsston Project now estt.ated by 

FP&l. 

ARE THERE AllY OTHER· PROBLEJlS VllH THE PRIMlY PtltPOSE TEST AS IT WAS 

APPLIED IN DOClET 110. 820155-Eln 

Yes, there are. Ctrcu.stances have changed such that oil backout is 

not now the prt.ary purpose of the coal-by-wire purchases. 

PLEASE EXPLAIN. 

For the pri.ary purpose of the project to be oil backout, the pur­

chases .. st provide capacity tn excess of FPll's reserve require­

~~ents. In other words, the coal-by-wire purchases .. st be displacing 

oil generation and not .erely supplying electricity to ~~eet load 

growth . This is the sa.e basis on which FP&l calculates the avoided 

DMUN· If.UIAJ.U. a A»>ciATf.S. INC. 
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energy fuel savings. As described by FP&l Witness, Mr. Willi~ H. 

Smith: 

•the avoided ener~ fuel savings were calcu­
lated using the 'A' erage of Displaced Fuels' 
~~ethod. This ts ~he Mthod used in previous 
Oil Backout Cost ~3Covery period filings. 

Under this .. thod, t~e c1lculatton of the 
avoided energy fuel savings 1s derived fro~~ 
two PIDIJO si•latton cases. The assu.p­
t ions used in these PRCII)O cases are the 
sa.e as those used tn the Fuel Adjust.ent 
PRCJI)O case for the April - Septlllber, 1989 
period. The first PIOIJO case includes tbe 
projected coal-by-wire energy purchases, as 
shown in Schedule 08-81. The second case 
excludes these coal-by-wire purchases. The 
avoided energy fuel savtngs are developed by 
calculating the difference tn fuel costs 
between the two PIOIJD cases. These savings 
represent the fue 1 cost of an aount of 
energy equivalent to the coal-by-wire en­
ergy, if such energy had been generated by 
FPL energy sources. • (Testt.,.y filed tn 
Docket Mo. 890001-EI, Page 8) 

To be valid, the re.oYil of the coal-by-wire purchases in the second 

case .ust assu.e that there is sufficient capacity and energy to 

•a1nta1n reliable service. If FPll dtd not have sufficient capacity 

28 to ~~eet the expected deunds and to provide adequate reserves 1 n the 

29 

30 

31 

32 Q 

33 A 

34 

absence of the coal-by-wire purchases, then the priury purpose 

would be to supply capacity for increasing loads, not energy to 

displace on. 

Yes, it has. In the past, FPll's reserve urgins were generally 

well above the levels necessary to ufntain reliable service. This 

DMUN· kuiAUila MsoetATU. INC. 
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is shown tn Exhibit JP-1 ( ), Schedule 6. Except for 1983, the 

su.er peak reserve urgtns (Page 1) have ranged fro. 251 to 381 

during the 1982 to 1188 tt• f r -. FPll's planning reserve urgtn, 

by contrast, is currently 15~. Page 2 shows that the winter peak 

reserve aargins were even higher--ranging fro. 261 to 461. This 

surplus of capacity provided an ideal opportunity to utilize coal­

by-wire energy to dtsplace less econo~~ical oil-fired generation. 

Because FPll ts currently experiencing rapid load growth , the 

future pro.tses to be .uch different. FPll ts projecting •ch lowe:­

reserve aargtns . Thts •an• that all resources, including coal-by­

wire capacity, will be needed by FPll to •tntain reltabtlity. 

voutD FPll'S PIOJECTED IESERY£ IIAISIIS IE ADEQUATE IN THE ABSENCE OF 

THE COAL-IY-VII£ ...atASESf 

No. This is s~ in Exhibit JP-1 ( ), Schedule 7. Page 1 of 

the analysts ts based on FPll's projected s.-r peak deunds, ad­

justed for load control and qualtfytng factltties. These are the 

projected deunds on which FPll assesses the adequacy of 1 ts capac­

ity resources. P191 Z of the analysts ts based on FPll's projected 

winter peak ~s. 

Referring to Schedule 7, Page 1, the projected s.-r peak re­

serve aargins, including the addittonal coal-by-wire capacity, would 

range fro. 261 in 1989 to 191 in 1998. Re.ovtng the coal -by-wire 

capacity would reduce t he projected SUIIer peak reserve aargins to 

between 7S and 181. 
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Schedule 7, Page 2 de110nstrates that the projected winter pe1k 

reserve uargins would generally be lower both with and without the 

coal-by-wire capacity. In f a-t, the projected winter peak reserve 

margin without the coal-by-wire resources would reuin below 151 

during the forecast period. 

The 1bove analysts and FP&l's CMt statiMnts concerning the 

i~ortance of the coal-by-wire capacity COIPil the conclusion that 

8 the priaary purpose of the tran•tssion lines--both now and in the 

9 

10 Q 

11 
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24 

future--is to enable FPil to .. t its growing syst• dtunds. 

DIDN'T TIE CCIIUSSI., Ill 1112, IELIEY£ T'HAT TIE COAL·IY-WIRE Nt­

CHASES WElt£ A TEJIIIUIY ,....._, 

Yes. Quoting fro11 the Final Order in Docket No. 820155-EU, the 

Ca..ission stated that: 

•Southern expects to have power produced 
fro. coal-fired generation avatlable for 
sale on a fhw basts tn varying 180Unts 
through the •id-19901. Tilts ts s.ett..s 
ref..,.. to u tM coal ••N•. Beaus• Qf 
the proJected price differential betwen 
coal and on, FP&l, • relies heavily on 
oil-fired generatt011, bas purchased up to 
2,000 Ill of SoutMrn's coal-by-wtre. • 
(Order No. 11217, Page 2, e.phasts added) 

Si•ilarly, on Page 8 of the s- Order, the ta.isston quoted FPil's 

25 Witness, Mr. Scalf, ~ testified that: 

26 
27 

• •.• the 500 k¥ line project appears to be 
1 unique and short-lived coal bubble . . • • 
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WHAT IS THE ctltRm STATUS OF TIE COAL·IY·VIRE NtCKASESf 

In June 1988, FP&l entered into new Agrea.ents wtth The Southern 

COfiPany under which Southern "ftll be obligated to provide up to 900 

HW of ftna capacity begtnnh g in 1993 and continuing through the 

year 2010. These new UPS Agr~nts are si•tlar to the original 

Agree~~ents which riiiP down blgtnntng tn 1993. 

WHAT IS THE SI&NIFICMC£ OF TE IIEII UPS ~S VITH SOUTHERN? 

According to FP&l, these purchases are, in fact, a vital cog in its 

current generation expansion plan (Source: FP&L's Ten-Year fmtn 

flJn1 ill.t filn: IW-1997). Extending the coal-by-wire purchases 

for an additional fifteen years .. ans that FP&l will be purchasing 

fina capacity for at least twenty-eight years . Rather than pro­

viding 1 t~~~PGrary source of capacity, the UPS Agreaents are nearly 

the equivalent of owning base load generation--both fro. a planning 

and an operating perspective. 

DOES THE OIL IM:UUI' IUL£ PmiJT TIE IIICWSIOII OF PRO.JECTS WHOSE 

PRIIIARY NtPOSE IS TO S£1¥£ naEASID LOM? 

No. Quoting the Rule: 

•The Ot 1-Backout Cost Recovery Factor shall 
not be used for etthlr the recovery of the 
costs of a project the prt•ry purpose of 
which ts to serve increased .egawatt deuftd 
or for the recovery of the costs of 1 new 
generating untt.• [Rule 25-17.016,F.A.C., 
Paragraph (2)(6)] 
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1 To the extent that the UPS Agree~ents are, in fact, a substitute 

2 for, rather than a deferral of, new generating capacity, the con-

3 t1nued recovery under the OBCRr would be contrary to the Rule. 

4 11fE PllOSPECI'IVE APPLICA110N OP T~m OIICitJI' WOULD lilt 
5 lJN.IUS'I. JJNRI.ASONAILI AND IJNDIJLY CICQIIMJNATORY 

6 Q IN WHAT RESPECTS MOULD TIE PIOSPECTIYE APPLICATI.. Of THE OICIF 

7 RESULT II IAJUST - ~LE UTES? 

8 A FP&L's rates would be unjust and unreasonable because, under the 

9 OBCRF, the utility ts all~ to earn a 15.61 ROE, and 1t 1s per-

10 

11 

12 

13 

•itted autouttc increases tn fixed operation and uintenance ex­

penses associated wtth the Project. The 15.61 ROE provides FPll 

with a windfall because for all other purposes, including the ap­

plication of the to.tsston's Inca. Tu Savings Rule, FPll has 

14 offered to set rates for its nonoil-backout rate base using a 13.61 

15 

16 Q 

17 A 

18 

19 

20 

21 

22 

23 

ROE. 

IS A 15.6S ROE R£ASOIIAILE, II YM OPIIIC*1 

No. Although I have not conducted a fol"'lll study of FP&l's cost of 

equity, there are several observations which support the unreason­

ablenll!ss of a 15.61 ROE. These observations are su.artzed 1n Ex-

hibit JP-1 ( ), Schedule 8. The 15.61 AOE was authorized in a 

1984 nte case (Docket No. 830465-EI). Since that Docket, interest 

rates have fallen drauttcally and uttltty stocks, tncludtng FPaL, 

are now selling at prices well above book value. In recognition of 

DMZEN·I~MUa. • A»oc::ATU. INC. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

2 

3 

4 

5 

6 

7 Q 

8 A 

9 

10 

11 

12 

13 

14 

IS 

16 

17 

18 Q 

19 

20 A 

21 

22 

23 

PAge 27 
Jeffry Po 11 ock 

these changed circ•stances, the utilities have offered, and the 

Commi ssion has accepted, lower ROEs than were authorized in eAch 

utility ' s last general base rate case in i.,l..enting the lnco.e Tax 

Savings Rule. The Ca..ission has also approved a settle~ent autho­

r izing a 12 .6' ROE to calculate t h base revenue require.ent in the 

recent Florida Power Corporation rate c•se (Docket No. 870220-EI) . 

HAVE OTHER REGULATORY CCIIIISSI- RECEII1l.Y AUTHORIZED A 15.61 ROE? 

No. I'• not aware of any regulatory ca..isston which has authorized 

a 15' or higher ROE since 1987. In fact, the Mdian authorized ROE 

has ranged fro~~ 12.81 to 13.01, as shcMt in Exhibit JP-1 ( ) , 

Schedule 8. Most of these awards have been in the 12.01 to 14.491 

range, as shown in Exhibit JP-1 ( ), Schedule 9. Si•ilarly, the 

current FERC benct.ark ROE is 12.441. 

On the basts of these observations, it is ~ contention that 

a 15.61 ROE does not represent the actual cost usociated with the 

Oil Backout Project. The continued use of a 15.61 ROE, therefore, 

would be contrary to the 011 Backout Rule quoted earlier. 

PARAMETERS TO REflECT ACTUAL C.ITICIISt 

Yes. In fact, FPll is using different esttutes of OM expenses 

associated with the deferred Martin coal -fired units than the pro­

jections that were originally .ada during the qualtf1cation Docket . 

Si•ilarly, all cost increases as well as changes in capital costs 

OaAZ!N· IWIAJ.U . • As50c:IATU. INC 
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and tax rates are being incorporated in the detef"'lination of Project 

revenue requira.ents and deferred capacity carrying charges. 

It would be unreasonable to peratt FPll to auta..tically re­

cover increases in fixed costs wi whout s1a11arly taking into account 

all circuastances which would lea to lower costs, such as a change 

in the cost of coaaon equity. Such • oaatic recovery should, if 

anything, reduce FPll's risk and, therefore, lower its cost of 

equity. FPll 1s not afforded a st•ilar luxury for all of its other 

regulated investMnt and expenses. In fact, as previously aen­

tioned, FPll has agreed to use 1 lower ROE in detet"'lining the 1ncOIM! 

tax savings refunds. 

The OBCRF wu illlpl .. nted in response to extraordinary circUli­

stances--the expected high cost of oil. Now that these extraor­

dinary circu.stances are no longer applicable, there ts no reason to 

treat the purchases froa the Southern Coapany and the revenue re­

quira.ents associated with the 500 kV TranSittssion Project any 

differently froa FPll's other regulated rate base and operating ex-

penses. 

*AT ELSE IS ... IIITH 11E OICIFt 

The OBCRF is applied to kilowatthour sales at the aeter. The oil 

backout costs, however, serve the saM functton u FPll's other non­

nuclear power supply costs and, therefore, are .ore closely da.and­

related. 

0MLEH·Ia.ua.uu. I AUOc:tATU. IHC. 
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HOW IIJCH OF THE OIL IACUUT COSTS WOULD 1£ ALLOCATED TO ISLD/CS 

CUSTOMERS IF THEY VERE TREATED LIKE ALL OTIEI NON-IIJCLEAR PRODUCTION 

All) TUNSIIISSIOII CAPITAL COSTS! 

In FPll's last rate case, about 1 .31 of the non-nuclear production 

and trans•hsion capital costs •~ allocated to the GSLO and CS 

rate classes. 

HOW DOES THIS CGIIPAR£ TO THE PEICDITME OF COSTS 1EC0YEJtED FROII Tit£ 

&SlD/CS lATE CUSSES IIID TIE .af! 

The corresponding percentage of on backout costs recovered fro~~ the 

GSLO/CS rate classes ts 18.31. As shown in Exhibit JP-1 ( ) , 

Schedule 10, the GSLD/CS revenue responstbtl tty 1s four percentage 

points, or 221, higher than the corresponding cost responsibtl tty 

ass•tng that the on backout costs wre treated the sa.e as all 

other non-nuclear production and trans.tssion capital costs. Given 

that $2.2 billion of pro.ised fuel savtnvs have failed to .atert­

altze and the fact that the coal-by-wire purchases .ade possible by 

the Project are a vttal cog in FPll's plans to .. t future load 

growth, 1t would be unduly dhc1"t•tnatory to conttnue the extraordi­

nary rate-uktng pr-acttce of dtarg1ng the GSLD/CS classes rates 

which are 221 higher than thetr corresponding cost responsibility, 

as ts presently the case under the OBCRF tn which costs that are 

essentially ~nd-related costs are recovered solely on 1 kilowatt­

hour basts. 
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HAS THE COMIUSSIOII EYER ADOPTED A COST ALLOCATION IET1tOO Ill WHI~ 

AU FOSSIL STEM PRODUCTION _, TIMSIIISSIOII-RELATED COSTS VER£ 

CLASS I FlED All) ALLOCATED 011 EIDEY! 

No . To ~ knowledge, the Ca..t ~ ton has never approved a cost-of­

service .athod in which Jll producti~~ "d trans•ission fixed costs 

are allocated to custa.r cluses based solely on k11owatthour sales 

at the .ater. I recognize, of course, that the Co.tssion has e~~­

ployed various energy-based allocation Mthods in certain base rate 

cues, including FP&L. In thou cases, however, only 71 of the 

costs were classified to energy, and they were, unlike the OBCRF, 

allocated relltive to energy at the generation level rather than 

sales at the .. ter. The Ca..tsston has alw_,s recognized, both in 

class cost-of-service studies and 1n the Fuel and Purchased Power 

Cost Adjustllent Chuse, that tt 1s appropriate to adjust energy­

related costs to recognize differences tn losses. 

ARE THE OIL IMXOUT COSTS ~I£1.ATEDJ 

The UPS capacity charges are the .ajor ca.ponent of the costs which 

FPll is passing through the OBCRF. These costs are ~nd-related 

because the cap1city being purchased is needed by FPll to ~int11n 

syst\W reliabil tty; that ts, to liNt the projected pe1k lolds and to 

provide adequate reserves. The continued coal-by-wire purchases are 

a vital cog in FPll's plans to ~intain syste. reliability in light 

of current project tons of s.-r and winter peak deunds. Further, 

these costs .re functionally equivalent to the capital costs 
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associated with FP&l's non-nuclear generating resources. The Com­

llission has previously classtftld these costs priurily to daand . 

Si•tlarly, the Trans•issi~, Project also provides substantial 

reliability benefits to FP&L ~ -~, therefore, these costs are also 

de.and-related. As previously no~, the Project has enabled FP&L 

to 1~ort f1r. coal-by-wire capacity and to defer the construction 

of the Martin Unit Nos. 3 and 4. Because of the Project, FP&L's 

syste• is less vulnerable to the type of incidents which for.erly 

would have caused severe outages. These benefits are described in 

a Nove.ber 1980 study by Stone & Webster ~issioned by FP&l en­

titled •Review of Planning and Operation of Bulk Power Trans•ission 

Syst•. • On Page 5-2, the Report states: 

• FP&l' s syst• operators are today 1 oad 1 ng 
the transaission syst• to the point where 
single contingencies such as line or gener­
ator trips cause d.-ge to equis-ent tf 
operator action is not taken in a reasonable 
t1•. While tt ts acceptable to operate the 
syst• tn this 111nner, 1t ts not good prac­
t ice to plan the systa so that 1t •st be 
stretched to the 1 t•tt of oper.-tor ingenuity 
even when the generation plans reutn on 
schedule and the load growth rates .eet 
predictions. • 

Another section of this Report states the following: 

•currently, to prevent systa separation 
upon loss of the largest unit, power trans­
ferred to Florida frGII Southern Collpany 
would have to be H•tted to essentially 
zero. This li•tt is caused by voltage dips 
near Kingsland, Georgia that occur during 
the stabil ity swing followt~ the loss of a 
unit tn Florida.• (Page 4-1) 
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WOULD THE TRANSMISSJM PRO.JECT HAYE IEEII CCII511UCTED EYEJt IN THE AB­

SENCE OF THE OIL IMXOUT ltULE1 

FPll has adllttted thts to be the t:•se. Not only was the utility ad­

vised by Stone l Webster of the ~tenttally serious proble.s associ­

ated with the then phnned transaisston systtll, FPll ttsel f hu 

recognized the need to construct the Project. For UIIIPlt, in tts 

April 1981 Petttton to the nortda Public Service C..tsston to 

C~nce Deter.tnatton of Need for the Duval-Poinsett 500 kY Pro­

ject, FPll states: 

•o. Comet ThlrwJ O!trJOid JDd 1.mf volt•e 
ConcU ttans: 

There are sevenl tranatsston factltttes 
.e.tch wtll be subject to U..l overloads 
tn the 1910s if the Duval-Poinsett 500 kV 
Project ts not •n t. They are: (11 
Brevard-Malabar 230 kf II and 12; (2 
Putn .. -Volusia 230 tV 11 and 12; (3 · 
Gtllette-Big Bend 230 tV (tte with TECO); 
(4) Midway-Ranch 230 tV; (5) Putn .. -Rtce 230 
tV II and 12; (6) S...ford-llorth Longwood 230 
kV (tie with florida PGMer Corporation).• 

On Page 8 of the s- Report, FP&l states: 

•paragraph E. I1Qrpytd Srstll Reltabtlttv: 

Sudden loss of a la,.. gaerator in penin­
sular Flortda has occastonally resulted tn 
a syst• separation ac:c.,uted by underfre­
quency load shedding. Callpletton of the 
Ouval-Potnsett 500 t¥ Project wtll substan­
tially increase the abtltty of the syst• to 
withstand aajor syst. dtsturbances such 
that the need for dropping custa.r load 
will be virtually eli•tnated.• 
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And finally, Page 9 of the Report contains the foll~ng language: 

•Paragraph G. AcC0 pdate LQld Growth: 

This 500 kY trans.tsston will insure a.ple 
transatsston capacity for future load growth 
tn the FPll Service Territory through which 
the Duval-Poinsett 500 kY lines will pass.• 

There are several locations i r the Duval-Poinsett Pet1t1on which 

support FPll's need for thts trar.~1 sion to properly dispatch 1ts 

generation and transport available coal-fired generation fro. North­

ern Florida. On Page 1, the Petition states: 

•rn order for FPIL to fully uttl tze the 
Southern purchase, FPlVJEA .1o.iD1 ~ 
Jlll.UJ., S.tnole DlJD1 transfers, and uxt­
•tze the econo8tcs of otl dtsplaca.ent in 
Southeast Flortda, thts project, alo-19 with 
other related 500-kV projects tn various 
stages of planning or construction, ts re­
quired. • ( Ellphas ts added) 

On Page 3 of this Petition, the following is listed as a principal 

benefit of thts Project: 

•3. Belove [Xtsttnq Trans.1sston ~ 
stratnts 11 Econcwtc Dtsoatch V1thin 1bf 
UIL Svstw.• 

And finally, on Page 21 of the "titton, an adverse consequence of 

not building the Duval-Poinsett 500 kV Project ts list~d as : 

•3. Ibl .Lw. 2f Adtqutte IDd Re11tble 
Trtn$11sston Capacity letween DKvll Jnd 
rotnset t.• 

This final point refers to the part of the State where the coal ­

fired S,.inole Plant and joint FPll/JEA St. Johns River Project 

Plants are tn operation. 
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DO THE RELIABILITY IEHEFITS DESCRIBED ABOVE MD THE DISPROPORTIONATE 

2 SHARE OF OICRF COSTS BORNE BY ISlD/CS CUSTOIIERS EXEIIPLIFY YOCit CLAIM 

3 THAT THE OBCRF IS UNDULY DISCRIMINATORY? 

4 A Yes. In the absence of SOlie ext: aordinary circuastances, the reli-

5 ability benefits not only of ta • .:' Trans•tssion Project but of the 

6 firm coal-fired capacity which FP&1. i ~ counting on to supply its 

7 future load growth needs exa.pltfy the reasons why the costs being 

8 recovered through the OBCRF should be allocated a.ong cust011er 

9 classes and collected through base rates on 1 basts that appropri-

10 ately reflects the deunds which give rise to the need for these 

11 costs. 

12 OIL BACKOUI' REVENUES MSED ON Allw;KD 
13 BENEFITS ASSOCIATED Whil TilE DUQIAL 01' 
14 COAL-nltED GI:NDA'l1NG UNmiiiA'ft DDf 
15 IMPROPERLY miiJrCI'IQ ROM rnm!M!BS 

16 Q EARLIER, YOU TESTIFIED THAT FP&L IS IIICUIUIIi THE COSTS ASSOCIATED 

17 

18 

19 A 

20 Q 

21 A 

22 

23 

24 

WITH DEf'UED GEIEitATIOII CAPACITY AS PAIJ OF THE CAI..ClUTitll Of MET 

SAY I HGS Ill DET£1111111118 THE OICif. 

Yes. 

HOW MUCH OF THE DEFERRED CAPACITY COSTS HAVE IEEII COLLECTED IY FPll? 

Through Septellber 1989, FPU has recovered about S285 •t111on 

(0.190t per kWh) of costs (excluding add-on revenue taxes) that .ay 

be attributable to deferred capacity benefits. These are quantified 

in Exhibit JP-1 ( ), Schedule 11. In other words, 1f FP&L had 

01lAUN · 8~ULUU. I MSOCIATU. INC. 
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not included the deferred capacity benefits in its Oil Backout fil­

ings, it would not have recovered S285 •111ton of accelerated depre­

ciation associated with the Tranl81 . sion Project. 

WHAT UNITS ARE IEIN& UICUI)ED II Fr. ''S MALYSIS OF THE DEFERRED 

CAPACITY SAYJNISt 

Presently, the deferred capacity savings are based on Martin Unit 

Nos . 3 and 4. Presuaably, FPll will include at least one unstted 

unit in the analysis beginning tn Declllber 1990, the dlte on which 

the latter was assUied to have begun c081ercial operation. 

ARE THE MART II .. ITS PART Of FPIL' S ..UTI. EIPMSICII PlM1 

11 A No. Hone of the units are under construction at the present tt.e, 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 
24 

contrary to the assu.pt1ons ude tn 1982~83, when the Project was 

qualified under the OBCRF. They have been supplanted by other op­

t ions. Given the avathb11 tty of alternatives, it would appear 

highly unlikely that any of these units wtll De built in the fore­

seeable future. According to FPIL's Tn-Ynr lmrlr: fl.J.n1 iUI filn: 

1989-1998, the utility ts not planning to construct 700 MW (net) 

pulverized coal-fired units of the type si•11ar to Martin Unit Nos. 

3 and 4 during the forecast period. According to FPll for. 6, Page 

2, the Martin site 1s listed as a preferred stte for planned and 

prospective generating capacity additions. Specifically, Footnote 

3 states: 

•These sites will be considered along with 
FPll's existing plant and substation sites 

OMUH· Ba.ua.uu. a MSOCIATU, INC. 
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in deter.ining an appropriate location for 
the designated cOIIbined-cycle and IGCC units 
or future, unspecified, generating units 
whose in-service dates are beyond the re­
porting period. • (Page al) 

To assert that the sa.e Martin coal fi red units will be constructed 

is to engage in sheer speculation. As ~ ~ t ter of regulatory prac­

tice, rates should never be set based on speculation nor should they 

include any costs associated with capacity that hu not yet been 

10 built and is not used and useful in providing service to FP&L's 

11 

12 Q 

13 

14 A 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

custa.ers. 

PLEASE EXPAII) 011 TIE POIIIT THAT UTES SHOULD IIOT IE SET lASED 011 

CAPACITY WHICH IS II)T USED Aim USUUl. II PR0¥1011& smJCE. 

The Martin units have not been, and -.y never be, built. Therefore, 

they cannot be used and useful in providing service to FP&l's cus­

toaers . As a .atter of accepted regulated practice, utilities can­

not include in their rates recovery of costs of factl tties that ue 

not used and useful, absent extraordinary circu.stances. 

Even though the Martin units -.y have once been part of FP&l's 

generation expansion plan, FPll has recognized long ago that these 

units are no longer consistent with least-cost planning. That ts, 

FP&l chose other options besides constructing the Hartin units be­

cause they were expected to be .ore cost-effective. Now that FP&l 

has opted for the least-cost plan, it ts entitled to recover the 

prudently incurred costs of facilities included in that plan that 

provide used and useful capacity. As a utter of regulatory 

OMZtN·It.uiAitu. • AssoctAns. INc. 
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practice, utilities are not allowed to recover the cost of plans re­

jected. Yet, this ts exactly what is happening tn the OBCRF by 

allowing FPll to include deferred capAcity costs associated with the 

Martin and unsited coal-fired un•ts. To now require ratepayers to 

pay higher rates to reflect deferred capacity carrying charges would 

be tanta.ount to charging twtce for the , ... capacity. 

PLWE EXPLAIN. 

The OBCRF 1s c011prised of three el-ts: (1) all costs of the 

TranSIIission Project; (2) the costs associated with the fhw UPS 

capacity; and (3) two-thirds of an, postttve net savings. Because 

the present coal-otl energy cost dtfferenttal is not sufficient to 

offset the very high UPS capactty dtarves, the only reason that FPll 

is able to cla1• positive net savtngs is due to the inclusion of 

deferred capacity costs of the Martin and Unsited coal units tn the 

net savings calculation. Recall, however, that the availability of 

fir. UPS capacity allowed FPll to defer the Martin units. There­

fore, recovering bQth the UPS capacity costs JDSl the Martin deferred 

capacity carrying charges, st•ltaneously, ts would effectively 

result in a double recovery of the Slle capacity. 

DMUN·kutAUA • AssociATe. INC. 
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DIDN'T THE COIIUSSIOII, Ill ITS ORDEl DEIYIJii PETITICIIS FOR RECOII­

SIDERATIOII Ill DOCKET 10. 820115-EU, PEIIIIT FPll TO INCLUDE THE SAV­

INGS ASSOCIATED VITH DEFEIIED CAP ·c1nt 

Yes. However, it deferred the issue of quantifying the proper 

amount of savings associated with capacity deferral. 

HAS THERE IE£11 MY CIWIG£ Ill CIIQIISTMC£5 TO VBJ.MT REVISITIIIi THE 

ISSUE OF HT1D THE DEFERRED CAPAC In SAYIJiiS ASSOCIATED VITH THE 

MARTIN All) IIISITED COAL-FIRED •ns SHIIULD IE IIICUI)ED Ill DETEIIIIII­

IHG THE NET SAYIJiiS ...,EI THE OICIFt 

Yes. When the Co.ission issued its Order Denying Petitions for 

Reconsideration, these units were still part of FP&l's generation 

expansion plan. In fact, it was thought that these units would 

eventually be built because of the short-lived availability of coal­

by-wire capacity. As noted above, the coal-by-wire capacity is no 

longer a short-lived phenOMnon. Further, none of the units in 

question are in FPll's current generation expansion plan. Not only 

is FP&l not actively involved tn constructing any of the 700 til 

pulverized coal-fired units, but it is unlikely that any of these 

units will be built in the foreseeable future. Because these cir­

cuastances are clearly different fro. the ones which prevailed when 

the Ca..tssion dented the Petitions for Reconsideration, I believe 

the issue of whether to include the Martin and Unsited coal -fired 

units in the deferred capacity savings analysis .ust be revisited. 

DMZlN·I~u~u. a MsoclATU. INC. 
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DOES THE RULE PERMIT A UTILITY TO JIICUI)£ DEF£IRED CAPACITY SAVIN&$ 

IN DETEIIIIIII. THE OICIF? 

No, not necesnrily. The Rule prov des that only two-thirds of the 

actual net savings associated witll an otl backout project ( 1f post­

t 1 ve) can be recovered through tile Ot.'CRF and app 1 i ed as acce 1 era ted 

depreciation. Therefore, if the deferred units are either actually 

being constructed or are likely to be built within the foreseeable 

future, it is conceivable that the costs associated wtth these units 

could be included tn the deteJWinatton of net savtngs in the OBCRF. 

In this case, ~ver, the units tn question do not exist, are not 

under construction and -.y not be built in the foreseeable future. 

Further, these units have not been in FPll's expansion plan stnce at 

least 1986. Given these different circu.stances, it is highly ques­

tionable whether FPll is in COIPliance ~ith the Rule when it uses 

the costs of the Martin and Unsited coal-fired units to deter.ine 

the deferred capacity savings. 

ARE THERE AllY OTHER PIOILEJIS VITH RESPECT TO FPll' 5 ESTIMATES OF 1ltE 

DEFERRED CAPACm IEJEFITS? 

Yes . Because FPll has choslft, in this instance, to use the origii:tl 

cost estiaates of constructing Martin Unit Nos. 3 and 4--adjusted 

only for the difference in escalation rates, tt has significantly 

inflated the deferred capacity benefits. For exa.ple, the direct 

construction cost of the Marttn units which ts being used to calcu­

late the deferred capacity benefits are as follows: 

0MUN·ku~U e ASSOOATU. INC. 
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6 
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10 

11 
12 
13 

14 
15 
16 

17 Q 

18 

19 A 

20 

21 

22 

23 

24 

...... 
Ctll 

lnyestlent (OOQ) 

Unit 1 $1,119,400 
Unit 2 Z55.1HHl 

Total $1,875,200 

~1t Cost CS/k10 

Unit 1 s 1,599 
Unit 2 1,080 

Averige $ 1,339 

AFUDC 

s 611,508 
~ga.os5 

$1,014,593 

s 874 
576 

s 725 
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Te&al 
....... Cast 

$1,730,908 
1.158.885 

$2,889,793 

s 2,473 
1,656 

s 2,064 

Source: Testi.ony of D. L. Babka, Docu.ent No . 2, filed 
in Docket No. 890001-EI (January 13, 1989) 

HOW DO THESE COSTS COIIPME WITH OTID COST ESi'IIIATES OF SIMILAR TYPES 

OF lltiTSf 

Exhibit JP-1 ( ), Schedule 12, is a ca.parison of the various 

cost estiutes to construct a two-untt 700 MW (net) pulverized 

coal-fired generating station. These estiutes were ca.piled fro. 

infonaation provided by FPll tn response to FIPUG's First Request for 

Production of Oocu.ents. Although the nu.bers are not totally co.­

parable because of the different in-service dates, it is instructive 

DlAZ£N · BilUIAKU . • AsSOCIATU. I NC 
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to note that the $1,339 per ldl direct cost being used by FP&l is 

substantially above the $1,009 to $1,128 per ldl direct cost esti•ates 

taken fro. .are conta.poraneous s•udtes. 

Rather than update its cost esti.ates--which would have re­

sulted in significantly lower capat•ty deferral benefits--FPll has 

once again chosen to •stick wtth the past.• 

WHAT ASSCIIPTIOICS DID FPU. WE VITH RESPECT TO THE TOTAL INSTALLED 

COSTS Of IIARTIII IIIIT lm. 3 - 4! 

The total installed costs of these units averages about $2,064 per 

kW. This assa.es no CVIP in rate base, a 15.61 return on equity and 

an average cost of senior securities based on actual long-ten. debt 

and preferred stock issues during the ass.ed construction period. 

All of these assu.ptions, and particularly the 15.61 ROE, would have 

the effect of .axt•izing the total installed cost. This would, in 

turn, .axi•ize the so-called deferred capactty benefits associated 

with the Project. 

SHOULD fPll IE AI.LOWED TO 1REFI.ECT 11E DEFERRED CAPACin IEIIEFITS 

ASSOCIATED VITH All IIISITED COAL-fliED •1n 

No. Even though I contend that tt ts inappropriate to reflect the 

costs of the deferred Marttn coal-fired Unit llos. 3 and 4 in the 

calculation of net savings, it is even less appropriate to include 

any costs associated with unstted coal-fired units . FPll has not 

11ade any ca.ttllent to purchase equi...,.t or to enter into a contract 

DMZEN· I k UIAUJ. a A.sJCXIATU. INC. 
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to build these unsited units. Other than the Martin site, FP&l has 

not certtfted any other sttes suitable for 700 MW coal-fired un its . 

Further, t he Martin site can only "'cco.odate up to two 700 til coal­

fired units. Finally, FPll has nrver applied for an application for 

si te certification for any coal-f1tld units other than Martin Unit 

Nos. 3 and 4. 

Rate-aating should not engage in such endless specuhtions 

about ""at the future -.y have turned out to be if a different dec 1-

sion had been aade. Allowing FPll to clai• capacity deferral bene­

fits of units that do not, and -.y never, provide used and useful 

capacity would be highly inappropriate absent so.e proof that FPll 

12 had aade foraal ca.itMnts to build specific units and that, in 

13 light of declining peat load forecasts and oil prices in the •id-

14 1980s, these untts would have been needed and would have been the 

15 .ost econo.ical alternatives. 

16 IMPACf OF ua.uDING OIL IIACKOO'I' (X)8T8 
17 FROM 11IE C'AI.aJIA110N OP a:nJNDI1JNDDl 
18 DIE INroMITAX MYJNGS llJJq 

19 Q 

20 

21 

22 A 

HOW V£RE OIL IACKOUT RATE lASE _, IIET OPEIATIMi IMCOII£ TWTED IY 

FPlL II DETEIIIIII. THE MOUNT OF I£RII) IEC£iSMY liiD THE COIIIIS­

SJON'S IMCOIIE TAX SAYIIISS RULE? 

FP&l has ca.pletely re.oved all Otl Bactout costs fro. the adjusted 

23 jurisdictional rate base, rate of ret urn and net operating tnca.e tn 

24 

25 

deter.intng the required refunds. It did so under the guise that 

re.ovtng these costs is required by t he t a..tssion. 

OMZ!N· III.UaAJtU. a AsSOCIATU. INC. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 Q 

2 

3 A 

4 Q 

5 

6 A 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Page 43 
Jeffry Po 11 ock 

IS THEI£ NIYTHI. 1• TIE III:CIIE TAX SAYlE IIJLE IIIICH IEQUIIES FPll 

TO REIIOVE OIL IM:UUT COSTS,_ TIE MALYSIS! 

No. 

vout.D FPll'S REQUIRED I£Rim HAVE rml DIFFEIEIIT IF OIL U£UUT COSTS 

HAD IEEI IIICIIIDt 

Yes. The required refund .,..ld have been about S60.0 •tllton rather 

than $53.3 •ill ion, a d"ference of $6.7 •tllton. These .ounts are 

derived tn Exhibit JP-1 ( ), Schedule 13. 

Referring to Schedule 13, Page 1, Col.., 1 shows the deriva­

tion of the refund proposed a., FNL tllhich excludes the on Backout 

revenues and costs. ColUin Z shows the , ... calculations with the 

011 Bactout net operating i..a.e IDd rate base included. The deri­

vation of the on Backout operatt .. inc- and rate base under both 

the old and new tax rates 1s s~ on Page 2 of Schedule 13. 

Schedule 13, Page 3, shows ta.e•rtvatton of the capital struc­

ture and stipulated cost of capital wtth the inclusion of the on 
Backout invest.nt. Because the latter ts financed with higher cost 

capital, the cOIIbined cost of capital wtth a stipulated 13.6S return 

on c~ equity yields an overall 1.311 rate of return. Even 

accounting for the higher cost of senior securities, FPIL continues 

to earn I higher return on tts Otl Backout tnvest.ln because it 

continues to use the 15.61 ROE approved tn tts last general rate 

case, tn 1984. 

DlAZEN· ILU.JAJtEA . AssoclATU. INC. 
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1 RECOVERY OF OIL BACK:Otrr COSTS MUST J111:NCD01t'111 
2 BE ACCOMPUSIIItD 111ROUGH 'IRE OPDA'ftON OP THE 
3 UI1LITY'S BASI BATI'.S 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q 

A 

FIPU6 IS R£CCIIIEJI)JN8 THAT 11E OJCIF IE TEIIIJIIATED MD THAT THE 

RECOVERY OF THESE COSTS SHOULD If. ACCOMPLISHED TlllCUif lASE RATES. 

IF THE COIIIISSIOII UAIITS FJM'S It£~ , MOULD THIS NECESSITATE 

INCREASIN& FPll 'S lASE RATES AT THIS TillE? 

It is not clear whether FPll would require a base rate increase to 

absorb the costs which are currently being recovered through the 

OBCRF. Further, I would not rec~ a base rate increase to 

co.pensate for the OBCRF without 1 full and ~OIIPlete review of FPll' s 

overall revenue requtre.ents and, in particular, OIM expenses and 

return on equity. Despite all of the increases tn 1nvest.ent and 

expenses incurred by FPll since its last base rate case, in 1984, 

the Co.pany has already il!pl..nted a $53 •111ton refund in 1987 and 

is proposing to il!pleMnt an additional refund in 1988, under the 

C01111isston's IncOMe Tax Savings Rule. I would further note that FP&l 

absorbed nearly $200 •111ton of additional rate base due to the 

unsuccessful litigation concerning the Martin 0111 repairs and the 

Turkey Point stea. supply costs wtthout the necessity of a base rate 

increase. FPll 1s also absorbing the costs of the St. John's coal­

fired units, again without the need for 1 base rate increase. 

In the final analysts, fPil should have to delonstrate to this 

Ca.tsston that it would requtre 1 base rate increase after consider­

ing all factors, including the ter.inat1on of the OBCRF. Further, 

.. chanisas exist whtch are designed to enable FPll to avoid any 



J 

I 
I 

Pay• 45 
Jeffry Po 1 ock 

I 
1 prejudice which atght result 1 f current rates are Inadequate to 

I 2 absorb the 011 Backout costs. 

I 3 Q PLEASE EXPLAIN. 

I 
4 A FP&l a1W)1s has the abtltty to ft an appltcatton wt th the Co.ts-

5 ston for interta rate reltef. I • advtud by eo.tsel that the 

I 6 Co.1ssion has the statutory llltllorttJ to grant tntert• nte relief 

7 on an expedited basts trovtded tllat FPIL has .,. a proper showing. 

I 8 Thus, any ftnanctal integrity COIICel"'IS can be properly and expeditt-

I 
9 

I 10 Q DOES THAT ~L.UDE .a DIIECI' TDTa.Y, AT THIS TilE! 

11 A Yes, tt does, at thts tt ... 

I 
I 
I 
I 
I 
I 
I 
I 
I 
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Appendix A 

Qual t ftqt1ons of Jeffry Ptl lock 

2 Q PLEASE STATE YOOR NAME All) BUSINESS MlltESS. 

3 A Jeffry Pollock, 12312 Olive Boulev • . ~. St. Louis, Missouri. 

4 Q WHAT IS YOUR OCCUPATION All) BY IHII A£!£ YOU EJIPLOYm? 

5 A I am a consultant in the fteld of public utility regulation and am 

6 a principal in the fir11 of Orazen-Brubaker & Associates, Inc., 

7 utility rate and econ01tc consultants. 

8 Q PLEASE STATE YOUR EDUCATICIIAL BACUIII_, _, EXP£RIEICE. 

9 A I am a graduate of Washington Untverstty. I hold the degrees of 

10 Bachelor of Science in Electrical Engineering and Master of Busi-

11 ness Administration. At various ti•s prior to graduation, I 

12 worked for the McDonnell Douglas Corporation in the Corporate Plan-

13 ning Oepartllent; Sachs Electric COIIPiftY; and L. K. C01stock & Com-

14 pany. While at McDonnell Douglas, I analyzed the direct operating 

15 cost of cOIRercial aircraft. Upon graduatiDn, in June, 1975, I 

16 joined the fir11 of Orazen-Brubaker & Associates, Inc. My work 

17 consists of preparation of fi n1ncial and econoeic studies related 

18 to electric and gas utilities, tncludtng revenue require.ents, 

19 cost-of-service studies, rate design, site evaluations and service 

20 contracts. I u ilso responsible for the developeent of seainars 

21 on utility regulation . 

22 I have testified before the regulatory co..1ssions of Alaba•a, 

DMZlN·t&UIAUa a As.sooi.TU.INC. 
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Arizona, Delaware, Florida, Georgia, Illinois, Iowa, Louisiana, 

Minnesota, Missouri, Montana, New Jersey, New Mexico, Ohio, Penn­

sylvania, Texas and Washington. I h"ve also appeared before the 

City of Austin Electric Uttl tty Cclt.atsston, the Board of Public 

Util it1es of Kansas City, Kansas, the bonneville Power Adllintstra­

tion, and the U.S. Federal Dtstrict Court. 

The f1ra of Druen-Brublker l Associates, Inc. was incorpo­

rated in 1972 and has assUMd the utility rate and econ011ic con­

sulting actiYities of Druen Associates, Inc., active si"ce 1937. 

In the last five years, our ftr. has participated tn .ore than 700 

rate cases in forty states and Canada. . 
The ftra provides consulting services in the field of public 

utility regulation to .any clients, including large industrial and 

institutional cust011ers, SOlie uttltties and, on occasion, state 

regulatory agencies. In addition, we have also prepared depreci­

ation and feasibility studies relating to utility service. In all 

these cases, it was necessary to analyze tt.e utility's operating 

and financial records, including property records, depreciation 

studies, revenues, expenses and taxes. We also assist in the nego­

tiation of contracts for uttltty ·service for large users and pre­

sent settinars on uttltty regulation. 

In general, we are engaged tn regulatory consulting, econ011tc 

studies and contract negotiation. 
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Exhibit JP-1 
Schedule 1 
Page 1 of 2 

Cumulat ive Out - of-Pocke t Cost Savings of the Oil Backout Project 
(1982 - 1992) 
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FLORIDA POWER & LIGHT COMPANY 

Exhibit JP-1 
Schedule 1 
Page 2 of 2 

Comparison of Actual and Esti~ted Future 11 Backout Savings (losses) 
With FP&L's Original forecast 

Excluding Generation DefeTal Benefits 
(Dollar Allounts in Tboua,..,n_d...,s)--. ______ _ 

EPIL'~ OrjgJntl fQt"llt Actual fCUrrent Elti•ta 
Annual Accwaulated Annua AccUIUlated 

Line Year 
Net Savings 
or (L2UH1l 

Net Savings 
Q[ (LQU} 

Net Savi~s Net Savings 
2r CLQss bl or Closs) 

(1) (2) (3) (4) 

19!32 $ 16,994 s 16,994 s 16,541 s 16,541 

2 1983 8,265) 8,729 ( 11,458) 5,083 

3 1984 ( 27,030) ( 18,301} ( 13,807} ( 8,724} 

4 1985 (153 '386) (171 ,687} (146,220) ( 154,944) 

5 1986 ( 116,868) (288,555} (308, 114) ( 463,058} 

6 1987 (159 ,868) (448,423} (202,872) ( 665,930} 

7 1988 ( 85,366) (533 ,789) (284,946) ( 950,876) 

8 1989 ( 111 ,007) (644,796) (289,081) (1 ,23~, 957} 

9 1990 ( 58, 740) (703,536} (199,825) (1 ,439, 782} 

10 1991 ( 65,867) (769,403) (107 ,637) (1,547,419) 

11 1992 ( 26 ,017) (795,420) ( 30,908) (1,578,327) 

(a)Late Filed Exhibit No. 6X, Docket No. 840001-EI, 
Line K- line Q. 

{b)FP&L's response to FIPUG's first Set of 
Interrogatories, No. 17, Line J - LineN. 

Difference 
in Acc..ulated 

Si~iDII Q[ (LQ~~l 
(5) 

$( 453) 

( 3,646) 

9,577 

16,743 

( 174, 503·) 

(217 ,507) 

(417,087) 

(595,161) 

(736,246) 

(778,016) 

(782,907) 
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Exhibit JP-1 ( ) 
Schedule 2 
Page 1 of 3 

FLORIDA POWER 6 LIGl"T COMPANY 

Co.pirison of FP&l's Actual load Growth and Energy Consu.ption 
With FPIL's Eorteast pf 1182 

1982 
Forecast IIUutna 

1..inf ~II[ UIU 
(1) amu- flts;IDl 

(4) 

1 1981/82 10, 123 11,345 $ 1,222 -12.1S 
2 198Z/83 10,523 9,280 (1,243) -11.8 
3 1983/84 10,923 11,050 127 1.2 
4 1984/85 11,321 12,533 1,212 10.7 
5 1985/86 11,695 12,139 444 3.8 
6 1986/87 12,045 10,779 (1,266~ -10.5 
7 1987/88 12,382 12,372 ( 10 - 0.1 
8 1988/89 12,729 13,197 468 3.7 
9 1989/90 13,085 13,969 884 6.8 

10 1990/91 13,445 14,410 965 7.2 
11 1991/92 13,805 14,911 1,106 8.0 

Source: (a) J. E. Scalf Testt.aa1 fil.S tn 
Docket No. 82015S-£U, Doc-.tt No. 10, Page 1. 

(b) FP&l ' s Ten Year Power Plant Site Plan: 
1989-1998, Page 63. 
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FLORIDA POWER & LIGHT COMPANY 

Exhtbtt JP-1 ( 
Schedule 2 
Page 2 of 3 

Co.parison of FPll's Actual Load~ and Energy ConsUiptton 
lf1 tb FP&L' s fenced of 1112 

1982 
Forecut -II ffii:IID 

JJ.nc lul: UIO ,__.~ P&!l;ID~ 
(1) (3} (4) 

1 1982 10,123 9,83 $(230) -2.3S 
2 1983 10,523 10,171 153 1.5 
3 1184 10,923 10,270 1&53) -6.0 
4 1985 11 '321 10,114 167) -5.9 
5 1986 11,695 11,022 673) -5.8 
6 1987 12,945 12,3M 349 2.9 
7 1- 12,382 12,382 0 0.0 
8 1989 12,729 13,084 325 2.8 
9 1990 13,085 13,557 472 2.6 

10 1991 13,445 13,M2 397 3.0 
11 1992 13,805 14,280 475 3.4 
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Schedule 2 
Page 3 of 3 

. 
FLORIDA POWER a UGiir COMPANY 

CCJ11Puison of FPll's Actual Load Growth and~ ConsUiption 
vtth FPAL' s Eonust or tw 

1982 
Foteeast 

J.1nt Illl: 'M• 
IJffm:n~ 

!p=t Plrcent 
(3) (4) 

1 1982 52,110 50.532 sp.s7a) -3.01 
2 1983 54,246 52_,510 1,746) -3.2 
3 1984 56,394 ' .53,141' 3,2451 -5.8 
4 1985 'S8,~26 55,918 2,528 -4.3 
5 1986 60,855 58,266 2,589 -4.3 
6 1987 63,217 61,616 1,161 -2.6 
7 1988 65.,810 . " ·711 1,014 -1.7 
8 1989 ' 8,458 67,110• 418) -0.7 
9 1990 71,210 70,521 . i •. , -1.0 

10 1991 74.,082 72,573 1,509) -2.0 
11 1992 76,737 74,843 1,894) -2.5 



I· 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Line 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

FLORIDA POWER a LIGHT COMPANY 

Exhibit JP-l { 
Schedule 3 
Page 1 of 2 

ta.parison Between Forecast ' and ~tual/Current Forecast 
of Coal-by-Wire Energy Purchases 

~tectll IUfftren~t 
l~lr Anm111 asa;u.] 1tiSI MDt~ot Peo;tot 

(1) (2) (5) (6) 

Oct-Dec 1982 1,201 1,201 1,196 1,196 ( 5) - 0.4S 

1983 6,595 7,796 5,364 6,560 ( 1,236) -15.9 

1984 6,642 14,438. 7,587 14,147 ( 291) - 2.0 

1985 13,177 27,615 15,170 29,317 1,702 6.2 

1986 13,293 40,908 9,011 38,328 ( 2,580) - 6.3 

1987 13,951 54,859 16,378 54,706 ( 153) - 0.3 

1988 13,996 68,855 11,212 65,918 ( 2,937) - 4.3 

1989 14 t 169 83,024 11,533 77,451 ( 5,573) - 6.7 

1990 14,303 97,327 15,932 93,383 ( 3,944) - 4.1 

1991 14,314 Ill ,641 16,834 110,217 ( 1,424) - 1.3 

Jan-Mar 1992 3,496 115,137 3,933 1-14,150 ( 987) - 0.9 

Source: Forecast - E. l. Hoff.an/J. E. Scalf, late Filed 
Exhibit No. 6X, Docket No. 840001-EI, line 8. 
Oct-Dec 1982 Forecast - J. E. Scalf, Docket No. 820001-EU, No. 2. 

Actual - FP&L's First Set of Interrogatories, 
Docket No . 890148-EI, No. 17, Page 2. 
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Schedule 3 

I Page 2 of 2 

I 
I FLORIDA POWER • LIGHT COMPANY 

I Co.parison Between Forecast nd Actual/Current Forecast 
gf fjrm '211-bx-Mitl ~~R~itx fu~blili 

I 
I Coal-~x-MI£1 CADacJtl IU fft.:ence 

Actual /f,tlfT'..t Mount 

I FoNCUt Et£r1n UIU Pe~eot 
(1) (2) (3) (4) 

I 1 1983 350 353 3 0.~ 

2 1984 650 661 11 1.7 

I 3 1985 1,700 1,700 

4 1986 1,700 1,700 

I 5 1987 2,000 2,00o 

I 
6 1988 2,000 2,000 

7 1989 2,000 2,000 

I 8 1990 2,000 2,000 

9 1991 2,000 2,000 

I 10 1992 2,000 2,000 

I 
I Source: Forecast - E. l. Hoffilan/J. E. Scalf, late Filed 

Exhibit No. 6X, Docket No. 840001-EI, line S. 

I Oct-Dec 1982 Forecast - J . E. Scalf, Docket No. 820001-EU, No. 2. 

Actual - FPll's First Set of Interrogatories, 

I 
Docket No. 890148-EJ, No. 17, Page 2. 

I 
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FLORIDA POWER & UGHT COMPANY 

Exhibit JP-1 ( 
Schedule 4 

Comparison of FP&l's Actual Collposite Otl Prices, or 
1988 Estimated Future Colposite Oil Prices, 

Wi~b Prices FnreCJst in 1982 

IU !fttence 
Forecast Actual or As Percent 

1..!.nf ltit (ll 'II fiNCII~ lllbl gf Eares;ut 
(1) (2) (3) (4) 

1 1982 26.41 27 • .14~b 0.73 2.8S 
2 1983 26.56 26.9S b 0.39 l.SS 
3 1984 28.20 28.36 b 0.16 0.6S 
4 1985 28.93 25.83 It - 3.10 -10.7S 
5 1986 32.12 14.67 b -17.45 -54. 3S 
6 1987 41.62 18.42 b -23.20 -55.7S 
7 1988 51.81 14.38 c -37.43 -72.2S 
8 1989 55.41 21.91 d -33.50 -60.5S 
9 1990 59.71 23.40 d -36.31 -60.8S 

10 1991 64.27 25.59 d -38.68 -60.2S 
11 1992 68.87 28.30 d -40.57 -58.9S 

Notes: (a)Fro. M. C. Cook Testi.ony, Docket No. 820155-EU, 
Oocu.ent No. 5, Page 1. 

(b)FP&l 1987 Financial and Statistical Report 
(Residual Oil) 

(c)FP&L Fuel Adjust.ent Filings 

(d)FP&L Filing tn Docket fto. 880004-EU, Fortt 1.2 
(0.71 Sulfur Content) 

) 
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FLORIDA POWER & t IGHT COMPANY 

Exhibit JP-1 ( 
Schedule 5 

Ca.parison Between the Cost of ntl - tred Gen~ration 
and Coal-By-Vtre Eatrgy Purchases 

"'"""' 
Coal-By-

Otl-ftred Vtre 
IJ.f!f 8~2nrr feri od &IDitltisto 

(1) 
fu!Sblill 

(2) 

1 Oct ' 82 - Mar '83 4.2.8t 2.~ 
2 Apr '83 - Sep '83 4.34 2.89 
3 Oct '83 - Mar '84 4.62 2.81 
4 Apr '84 - Sep '84 4.69 2.93 
5 Oct '84 • Mar '85 4.90 2.94 
6 Apr '85 - Sep '85 4.09 2.92 
7 Oct '85 - Mar '86 3.69 2.49 
8 Apr '86 - Sep '86 2.12 2.78 
9 Oct '86 - Mar '87 2.27 2.28 

10 Apr '87 - Sep '87 2.92 2.44 
11 Oct ' 87 - Mar '88 2.62 2.15 
12 Apr '88 - Sep '88 2.25 2.31 
13 Oct '88 - Mar '89 2.26 2.01 

Source: FP&l' s Fuel Adjust.Mnt and Otl Backout 
Final True-Up f11tngs. 

IU fftrenlj 11 
MouDt fit, lOt 

(3) (4) 

1. 75/. 41S 
1.45 33S 
1.81 39S 
1.75 37S 
1.96 401 
1.16 28S 
1.20 33S 

(0.67) -32S 
(0.01) -OS 
0.48 17S 
0.47 ISS 

(0.06) -3S 
0.24 llS 
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FLORIDA I!OWER • 'GHT COMPANY 

Actual ~r Peak Reserve Margfns 

1182 - ·-

Toul Capacfty 
Includes l.otd 

Exhfbft JP-1 ( ) 
Schedule 6 
Page 1 of 2 

Control ud lasarve laJ:IiD 
Purchases s-r Peak Load 

.Lint lilt (MW) t-) 
(1) 2) 

1 1982 12,758 9,983 

2 1983 12,334 10,676 

3 1984 14,130 10,270 

4 1985 14,545 10,654 

5 1986 15,027 11,022 

6 1987 15,540 12,394 

7 1988 16,089 12,382 

Source: FP&l's Ten Year Power Plant Sfte Plan: 
1989-1998, Page 66. 

Mount 
UIU Percent 
(3) (4) 

2,775 281 

1,658 16 

3,860 38 

3,891 37 

4,005 36 

3,146 25 

3,707 30 
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liM :ill[ 

1 1982/83 

2 1983/84 

3 1984/85 

4 1985/86 

5 1986/87 

6 1987/88 

7 1988/89 

FLORIDA POWER &: GHT COMPANY 

Actual Winter Peak Reserve Margins 
1982/83 tp lW/89 

Total Capacity 
Includes load 
Control and 
Purchases Vfnter Peak load 

(til) UIU 
(1) (2) 

12,633 9,280 

13,907 10,384 

15,739 12,533 

15,730 12,139 

15,710 10,779 

16,055 12,372 

16,655 13,059 

Source: FP&l's Ten Year Power Plant Site Plan: 
1989-1998, Page 67. 

Exhtbft JP-1 ( 
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Page 2 of 2 

liaurve llltiJD 
Mount 

(til) fi~IDt 
(3) (4) 

3,353 36S 

3,517 34 

3,206 26 

3,591 30 

4,931 46 

3,683 30 

3,596 28 

) 
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Schedule 7 
Page 1 of 2 

FLORIDA P.OWER ll LIGHT COMPANY 

Projected Reserve Margins At T1• of ~r Peak 
With lnd Mttbput Cpal-ly-Vtre CapacitY 

111111 Coa]-IY-IItr:t Mlthaut CoaJ-1!-IItt 
Margin Percent Marvin Percent 

!11r UIU gf !II~ UIU gf Pe1k 
(1) (2) (3) (4) 

1989 3,365 2ft 1,298 lOS 
1990 3,070 23S 1,070 as 
1991 2,978 22S 978 ~ 
1992 2,920 21S 920 7S 
1993 3,085 22S 1,785 121 
1994 2,919 201 1,969 13S 
1995 3,031 201 2,131 14S 
1996 3,714 24S 2,814 181 
1997 3,392 ~ 2,492 161 
1998 3,020 191 2,120 13S 

Source: FP&l Ten Year Power Plant Stte Plan: 1989-1998. 
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FLORIDA POWBi LIGHT COMPANY 

Projected Reserve IIIJ'It•s At Tt• of Vtnter Peak 
With and lttllglt CttJ-k·Mirt Ctpacttv 

IUD t.eaJ-IY-IItm IU~ CoaJ-11-Kitt 
Margtn Pera.t Rarg.tn Percent 

lilt 'ftl If PMk UIU gf !.11~ 
(Z) (3) (4) 

1988-89 3,516 - 1,546 121 
1989-90 3,162 231 1,162 • 1990-91 2,111 ZIS 919 6S 
1991-92 2,114 t• 664 ss 
1992-93 2,104 l4S 437 3S 
1993-94 2,936 Ill 1,636 liS 
1994-95 3,004 IB 2,054 13S 
1995-96 3,222 201 2,322 14S 
1996-97 3,145 Dl 2,945 181 
1997-98 3,485 us 2,585 ISS 

Source: FPll Ten Ye•r Powr Pllllt Stte Pla: 1989-1998. 

) 
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I 
I FLORIDA POWER & LIGHT COMPANY 

I Cwartson of Btturgs 00 Eautty 

I 
I Qescrtplton Percent 

I FP&l: 

I 
1 011 S.ekout 15.6 s 

2 loco. Tax Savings Refund 13.6 s 

I 
3 FPC (Settlaeot) 12.6 s 

I Median of Allowed Returns by 

I 
Regulatory Ca.tutons~ 

4 1987 12.9 s 
5 1- 13.0 s 

I 6 1989 through March 3, 1989 12.8 s 

I 
7 FERC BencMirk 12.44S 

I 
I 
I 
I 

t 
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Exhibit jP-1 ( 
Schedule 9 

FLORIDA POWER & LIGHT COMPANY 
Analysis of Recently Authorized Returns on EQuity 

Authorized ROE (S} 

Below 111 

11.00 - 11.49 

11.50 - 11.99 

12.00 - 12.49 

12.50 - 12.99 20 .. 

13.00 - 13.-i9 

13.50 - 13.99 

14.00 - 14.49 

14.50 - 14.99 

Over 15.00 0 

0 2 4 6 8 10 12 1-i 16 18 20 22 2-i 

Number of Occurences 

Source: Public utilities Fortnightly. 
1987. 1988. and 1989 Ieauea. 
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FLORIDA POWER & UGHT COMPANY 

Exhibit JP·-1 { 
Schedule 10 

COIIParison Between the ProciUctton/TranSIIts~ton Pla"t 
and £ne'tt All oe•t1on . Factor"~ 

AARJ h;tbl• to _ UtA ·•if: Gl Btl• .cJassts 

GSLD/CS as 
a Percent of 

1..J.M Ptscriptjon Total Retail 

1 Non-Nuclear Productton/Trans.1ssfon 
Allocation factor* 14.31 

Diffe-rence Between Cost/Revenue Responsibility: 
3 Mount 4.01 
4 Percent 221 

*Twelve Coincident Pe.ak and One-T.htrteenth 
Average Deaand .athod. 

Source: Data fro. Docket lo. 830465·£1. 

) 
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FLORIDA POWER & LIGHT COMPANY 

Line B~~ov~r~ f~r:iod 

1987 
1 April -Septetllber 

1988 
2 October-March 
3 April-Septetlber 

1989 
4 October-March 
5 Apr il-September 

6 Total 

Total Through 
7 March, 1989 

Recovery of Capa~ ' t~ Deferral 
Sayings throuah Le QBCRF 

011 
2/3 of Net Backout 
Savings Cost Retail 
Taken Recovery* Sales 
U~QQl (~) (MWhl 
(1) (2) (3) 

$ 11,292 $ 206,463 30,314,869 

53,903 212,663 26,333,896 
24,514 191,462 31,283,301 

93,887 262,754 28,627,696 
lQl.~Z§ Zil.IIZ 33.3!5.QH 

$285,172 $1,165,039 149,904,816 

$183,596 $ 873,342 116,559,762 

*Excluding Add-on Revenue Taxes. 

Source: FP&l's Oil Backout Filtngs; Ftnal True-Up through 

Exhtbtt JP-1 ( 
Schedule 11 

2/3 of Net 
~~~iDii Ilktn____ 

Cents 
As a Percent per kWh 

Qf OBCB ~21~ 
(4) (5) 

5.51 0.037t 

25.3 0.205 
12.8 0.078 

35.7 0.328 
34.8 0.305 

24.51 0.190t 

21. Of, 0. 158t 

March, 1989; projected for April through Septelber, 1989. 

) 
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FLORIDA POWER & LIGHT COMPANY 
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Schedule 12 

Estimates of the Direct Cost of 1 ZOO NN PylyeriZed Coal Station 

Direct Cost 
.t..i.M Dit~ 2f E~t1mtt~ BlflrJ['~ UlkWl 

(1) (2) 

1 February 1983 (a) s 961 

2 October 1983 (b) 1,000 

3 February 1984 (c) 1,200 

4 Septetlber 1985 (d) 1,050 

5 July 1986 (e) 1,009 

6 Septetlber 1986 (f) 1,025 

7 SepteMber 1988 (g) 1,128 

I 

(h) $1,339 8 Martin Units 3 and 4 

(a)Assumptions to 1983 Annual Planning Workshop 

(b}letter to Robert Trapp fro. Karl Wieland 

(c}Analysis of Timing and Feasibility of Generating 
Technologies, FP&l Systa. Planning Departlent 

(d)FP&L Filing in Docket No. 850004·EU 

(e)FP&L Energy Capacity Study, 1986-2000 

(f)FP&l Generation Planning OocUitnt filed in 
Docket No. 860004-EU 

(g)FP&l Generation Planning Docu.ent filed in 
Docket No. 880004-EU 

(h)Testt.ony of D. L. Babka, Docu.ent No. 2 
filed in Docket No. 890001-EI (January 13, 1989) 

lo-Str~J'~ D1t1 
(3) 

1982 

1983 

1983 

1985 

1985 

1986 

1988 

1987/1989 

} 
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FLORIDA POWER UGHT COMPANY 

Revenue Require~ent Effect of t h4 Inc011 Tax Saving Rule 
9.221 Stipulated Rate of Return 
Cyear Ended Qec!!her 31. 11871 

Adjusted 
Adjusted Including 

Per Oil 
FPll Backout 

Dlas;t1RtiB (000) 
(1) 

(000) 
(2j 

Change in Net Operating Inco.e 
Due to Tax Rate Change S44,0g9.3 $46,992.3 

Di fferenc.e Between NOI at New Tax Rate and 
NOI at the Stipulated Rate of Return(a) $29,659.5 $33,429.5 

Revenue Requtre.ent l~act 
of the lesser of line 1 and line 2(b) $53,250.5 $60,019.2 

(a)9.2~ Rate of Return excluding Oil Backout 
9.31~ Rate of Return including Oil Backout (Page 3) 

(b)Revenue Expansion Factor of 1.795395 



t 

I· 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

FLORIDA POWER a LIGHT COMPANY 
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Earned Rate of Return Exclud t"9 and Including Oil Backout 
Invest.ent, Revenu~s and Expenses 
near Ended Dec..,.r 31 . 198Zl 

Adjusted on 
Per FPll Backout 

Oei,riRUiiD (000) 
(I) 

(000) 
(2) 

g)sl Tg lay 

1 Operating lnc01e s s 34,280.2 

2 Rate Base $6,866,461.2 $281,712. 1 

3 Rate of Return 1.0101 11.8291 

Hew Tax Batt 
4 Operating lnco.e s 662,748.0 s 37,173.2 

5 Rate Base $6,866,461.2 $289,792.1 

6 Rate of Return 9.6521 12.82ft 

Source: FP&l Filing pursuant to Section 25-14:003, F.A.C. 
dated February 29, 1988. 

Adjusted 
Including 

Oil Backout 
(000) 
(3) 

s 652,928.9 

S7, 156,261.3 

9.124~ 

s 699,921.2 

$7,156,261.3 

9 . 781~ 
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Exhibit JP-1 ( 
Schedule 13 
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Revised Capital Structure and Stipulated Cost of Capital 
Including the 011 Backout lnvest.ent 

CYear Endecl Oecnbtr 31. 1117) 

tiRUiliutJ~o ..... , fits: lOt t~~t BltY!ll 
(1) (2) (3) (4) 

long-Ten~ Debt $2,458,375,199 34.351 10.071 3.461 

Short-Ten~ Debt 26,280,492 0.37 6.77 0.02 

Preferred 510,545,977 7.14 8.80 O.E~ 

C0111110n Equity 2,282,628,540 31.10 13.60 4.34 

Customer Deposit 164,176,678 2.29 8.06 0.18 

Deferred lnco.e Taxes 1 ,286,668,6(4 17.18 0.00 0.00 

Tax Credit - Zero Cost 4,362,082 0.06 0 .~ 0.00 

Tax Credit - Weighted Cost 123.223.694 5.91 11.481 ~ 

Total $7,156,211,326 too.cm 9.311 

) 


