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Division of Recor48 and Reportlag 
Florida Public Service Co.aiaaioD t 
101 Bast Gaines Street 
Tallahassee, PL 32301 

RE: Docket Jto. 
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Florida Power &a Light COIIpany•• .. buttal Teati80ny of s. s. 
Waters in the above docket. 
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In re: Petition of the Florida 
Industrial Power Uaers Group 
to Discontinue Florida Power 
& Light Company•• Oil Backout 
Cost Recovery Factor 

) 
) 
) 
) 
) 

Docket Ro. 890148-!I 

CQTIPICATI or QIYICI 

I HBRBBY CERTIFY that on the 27•t day of July, 1989, a 

true and correct copy of Florida Power & Light Company's 

Rebuttal Te•timony of s. s. Water• in Docket Ro. 890148-!I was 

served by u. s. Mail or band dell•err on the following persons: 

Joseph A. McGlothlin, B•q. 
Lawson, McWhirter, Grandoff 

& Reeves 
522 East Park Avenue 
Suite 200 
Tallahas1ee, PL 32301 

Marsha Rule, Bsq. 
Division of Legal service• 
Florida Public service Co-mt••ion 
101 E. Gaines Street 
Tallahassee, PL 32399 

Gail P. Pels 
Assistant County Attorney 
Metro-Dade Center 
111 N.W. Pirst Street 
Suite 2810 
Miami, PL 33128-1993 

Jack Shreve, Bsq. 
John Roger Howe, Ssq. 
Office of the Public Counsel 
624 Puller Marren Building 
202 Blount Street 
Tallahassee, PL 32301 
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BEFORE THE FLORIDA 
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DOCKET N • 890148-EI 

FLORIDA POWER & UGHT COMPANY 

JULY 27, 1989 

IN RE: PETITION TO DISCONTINUE 

FPL'S OIL BACKOUT 

COST RECOVERY FACTOR 

REBUTTAL TESTIMONY OF: 

S.S. WATERS 
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BEFORE THE FLORIDA PUBLIC SERVICE COIAtiSSION 

FLORIDA POWER I LICHT COMPANY 

REBUTTAL TESTIMONY OF 5.5. WATERS. 

DOCKET NO. ~1U•EI 

JULY 27, 1-

Q. "- .tate your n-. ..t ...,,_. eddrt Ill. 

A. My n .... la s.ntuel S. Waters, Md my buslnas 8ddr ... Is 9250 

West Flagler Street, MIMll, Florida 33174. 

Q. Hwe you prwtou.ly flied ciNat t•...,.Y In this doc:bt7 

A. Yes. I have. 

Q. Wtwt Ia the purpaM ol your Nbuu.l ........ yl 

A. I address several points raised In Mr. Jeffry M. Pollock's direct 

testimony. First. I address Mr. Pollock's contention that FPL's 

500 kV Project ("Project") hn not resulted in the economic 

displacement of oil fired generation. Mr. Pollock has made this 

assertion based on a test of his own design which Is entirely 

inconsistent with the Primary Purpose Teat that the Commission 

has developed and applied. In discussing this misapplication of 

1 
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the Primary Purpose Test by Mr. Pollock, I show that the 

Commission hu previously rejected a tat similar to Mr. 

Pollock's. I •lao show that the Primary Purpose Test I~ still the 

appropriate test to determine whether the Project economically 

displaca oil. I have applied this test In my direct testimony 

and demonstrated that the Project economically displaces oil 

fired generation. Even Mr Pollock. In hli direct tutlmony. 

admits that the Project pa•• t !'lc r lmry Purpoae Tut. 

Second, I ltdd,...• Mr. Pollock's mlsleedlng stat.nents regarding 

the alleged recovery of c..,.clty coats uaoclated with the Martin 

coal units and the alleged double reavery of Cllp8City costs 

through the Oil Backout Cost Recovery F-=tor. I explain that 

FPL .-ec:overs through eddltlonel depreciation only Its Investment 

in the ~ kV Project. No costs of the deferred units are 

recovered through the 011 Backout Cost Recovery F-=tor. 

Consequftntly. there Is no double recovery of cap.clty costs. 

In addition to eddressing Mr. Pollock's misstatements. I 

demonstrate that for the 1987-1989 ti-ne period. the Martin Unit 

Nos. 3 and 4 are the only units which can rusonably be used 

as the basis for calculating c:apKity deferral benefits used in 

determining actual net saving•. two thirds of which are 

recovered and applied as additional depreciation of the 500 kV 

Project. I also utablish that the cost estimates for the Martin 

coal units ar e reasonable. 
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A. 

Third, I explain that there .. e no slgnlflc:Mtly changed cir­

cumstances that w..,..,t rec:onalderatlon of whether the Project 

should continue to receive coat recovery through the 011 

Backout Cost Recovery Factor. In so doing .. I demonstrate that 

the Commission was fully ~... of the possibility of actual 

circumstanc:u varying from forecast, end that this possibility 

wu fully considered Ill the tJn·e the Project was qualified. 

Finally, I draw some bealc c:ondualons regwdlng the allegations 

and requests mede by FIPUC Met Mr. Pol lode In this proc:Md­

lng. I believe that Mr. Pollock'• condualons reprdlng the 

Project are totally In ...-or., Met that hi• requests for a refund 

of collected rev•u• and dlacontlnu.tlon of reawery ... unfair 

and unjustified. I question the fairness of these requ•ts In 

light of Mr. Pollock's acknowledg1...,t of the many benefits of 

the Project. I also note that few.. If eny.. lssu• which have not 

already been decided by the Connlssfon have been presented 

in this proceeding. 

Do you have en exhibit 8tt8ched to your rei:M.ttUI t.-tJ..,.y7 

Yes. Attached to my rebuttal testimony Is Exhibit No. 

---~ comprised of Document Nos. 1. 2 and 3. It is 

Identified as Exhibit SSW-2. 
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Q. Have Mr. Pollock·• dlrw:t ....... , .... ahlblta ..ubllahed 

thllt the Proj&'t t.. f811ed to --••IC811y dl.,._. oil fired 

.,.,-.tlan7 

A. No. 

Q. "-apl8ln. 

A. Although Mr. Pollock .....U th8t the Project h8a not ec:onomlc­

•lly dlapa.c.d oil fired .,.,-.tJan, hla diNCt teatl_,y refutn 

hla aaertlon. Fo,. exMtple, In tta. 8tt.nlpt to ctr.Mtize the 

difference between the original projectJona Md IICtu•l ,...ults 

.djuated for more current projec.tlona, Mr. Pollock points out on 

p.g. 10 of hia direct testln~ony th8t the •net fuel savings. N 

while aubst.ntl•lly below the orlgiMI projection • .,.e still • 

positive $1.3 billion on • nonliMI dola.r bMis. Thla celcul•tion 

Is •lao shown on Mr. Pollock's ch8rt eppearlng on ~ 11 of his 

direct testimony. 

Q. Would you .,._ that the .......,_lan In Mt fuel awl1'9 ff"'OII th8t 

orlgiMIIy forw:..a_, t.. bem ... ._,tJ.17 

A. Yes. But. even If th ... uvlngs wwe relev.nt to deciding 

whether oil bKkout cost .-.covery should continue. they stilt 

r8fNiin positive, •nd the $1.3 billion still represents substanti•l 

savangs. 
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Q. Mr. Pollock -u c,_ 10) tMt the orlgl,.. projectJona 

ahowed $3.5 billion In •Mt fuel ..tnga. • Ia tt.t nUIIIbr 

COli ec:t7 

A. No. Mr. Pollock, perhap• In .., .u..pt to be con•i•tent with 

his other assertion that there.,.. no cepedty deferral uvlngs. 

hu failed to reflect the for.gone fuel uvlng• that would have 

occurred had the deferred c.IMII unita, In fact, been built. 

A. A• •hown on Exhibit 11(J), the exhibit relied upon by the 

Cornmlulon In Docket No. 120155-EU to determine whether the 

prlmry purpose of the Project ... the ec:ononHc dlaplecemer!t 

af oil, the projected fu.l savings w•e $1 . 4 billion, not the 

$3.5 billion Mr. Pollock t.a conatructed for this proceeding. 

In overstating net fuel uvfnga, Mr. Pollock has also overstated 

the difference between f01 ec:aaUd net fuel savings and actual 

net savings by almost th,... tt... . He then u ... this overstate­

ment to support hi• argument abou' •changed circumstances." 
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Q. Ia the ....thodology which Mr. Polloclc ,_used to support his 

ecDnOflllc 

dlapiiKIIIant at oil fiNd........,. CDINCt7 

A. No. It Is In conflict with the 011 Beckout Rule. In conflict with 

the Commission's order qu.lffylng the Project and Internally 

Inconsistent. 

Q. "'- aplaJn how It Ia lnt8ll'llllly 1~. 

A. As I pointed out ..,,..,. , on peg. 10 and 11 of his direct 

testimony, Mr. Pollock lhowa th8t the •-=tua~/current for.c:ut" 

of •net fuel savings• fflf" the Project Is $1.3 billion. 

Mr. Pollock, however, then IUbtncta eddltlonal non-fuel costs 

from his "net fuel savings• .tet conduct. that •actual net 

savings" are neg8tlve. In .....-.ce, Mr. Pollock has mixed the 

terms "net fuel Avlngs• with •net Avlngs" to support ~ faulty 

conclusion. 

Q. With what MCtlon ol the 011 a.dccMit Rule Ia Mr. Pollock'• 

IMthodology In conflict? 

A . Rule 25-17.016 refers to the •economic displacement of oil fired 

generation" In subsections ( 2 )(c) and ( 3 )(a) . Subsec­

tion ( 3) (a) requires a finding that the primary purpose of a 

project Is the economic displacement of oil fired generation as 

one of thrn f indings the Commission must make In order for a 

project to qualify as an oil backout project under the Rule. It 

6 



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

1 

2 

3 

4 

s 

6 

7 

a 

9 

10 

11 

12 

13 

111 

15 

16 

17 

18 

19 

20 

21 

22 

23 

is the alleged failure of the Project to ec:onomlalfy dlspl~~ee oil 

th8t FIPUC and Mr. Pollock rely upon for the relief requested 

In this proceeding. 

Q. But, doBn't Mr. Pollock's -.thodology slllply .._. th8t If all 

c=-U .aacl8ted with the P"'ject, Including the coet ~ ~:ty, 

... aubtncted ,,.. tiDtlll ._. avl,... Md If the capedty 

dllerral beneffta _.. acludld. tt.t the ProjKt hM Mg8tlve 

Mt avlnp7 

A. Th8t Is whet his methodology doM. I c:.nnot fault the m~~the­

IMtlca : the failure to refl..:t llppt"'XhMtely $2. 7 billion of net 

deferral Hvlngs Md the Inclusion of 8pproxlrnetely $2.6 billion 

of nor -fuel apadty costs will produce a loss. If one were to 

include net capadty def..,.., uvlngs In Mr. Pollock's method­

ology, It might provide infot"''Mtton llbout tout uvlngs but not 

fuel .. vlngs. In filet, this Is what the ucumulnlve Present 

Value" test of subMCtJon (3)(b) of the rule ltddr .. ses. 

Q. PI- explain the teR ct.crlbed by •m.ectlon (3)(b) ~the 

Rule. 

A. The tenn 11Cumulatlve Present Value of Expected Net Savings" 

is defined by subsection ( 1 )(c) of the Rule. This definition 

reads In part: 

7 
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(c) "Cumulative PNMnt Value ot Expected 

ot total .t 8ntDp uaoclated with the 

propoMd oil ~t project, • . • • 

(Emphals edded). 

All Mr. Pollock ha done i ~ to 8tt.npt to qu.ntlfy "total net 

uvlngs." Fro111 this atte11pt concludes, Incorrectly. that the 

Project don not ec:or-.ollllcillly dlapl~a oil. In qu.ntlfylnt "total 

net uvlnga." Mr. Pollock exduded capeclty ct.f.,....l benefits 

becMIM he "belfev•" theM heve a,.n •~~nproperty collected. •• 

Mr. Pollock's methodology, delplte wt.t he bellev•, Ia thus In 

conflict with the Rule - It ._ not calculate . fuel uvlngs or 

determine whether oil fired ..,.-..tJon hM been economie~~tly 

displaced. and It does not COl rectly c:elcul.te total net Av;ngs. 

Q. Do you ..... with ............. _.,. tt.t the Project ._ 

felled t.o eca~.a•IC811y cl•l•• ,U? 

A. No, llbaolutely not. ConslstMt with the Oil Bedcout Rule. the 

Commission approved the Project for cost recovery because its 

primary purpose wu to ICOftOIIIalty displace oil fired genera­

tion. The Project ha IIChleved this purpose. The method of 

establishing this primary purpose was clurly defined by the 

Conwnission In the Primary Purpose Test. Not only was this 

Primary Purpose T .. t ..ublfshed In Commission Order 

a 
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No. 11217, but also the exhibit reflecting the test, late Filed 

Exhibit 15(j) In Docket No. 120155-EU, wu p,...,.ed by FPL at 

the request of the C:O..Iaalon. Mr. Pollock, In pages 15 

through 18 In his direct testimony, acknowledges that the 

Project orlglnelly puud the tnt and continues to pass the 

test. In light of his own testimony, which demonatrates that 

the Project contlnu .. to ecx;nomle~~lly displace oil, I fail to s .. 

the reasoning behind Mr. Pe~'lock'a auertlon to the contrary. 

Q. Mr. Pollock ...a c,... 121 tMt theCa l11lon 1pp1aved the 

Proja fOf" caa reaw• 't ewn though FPL .. proj&tlng to 

IICCII.Ua.te ~Mit ~•••· PI rnt. 

A. This ~· a total mlsrep,-...,utJon of fact. The Commlasion did 

not. as Mr. Pollock alleges, baM Its Project qualifie~~tion 

decision on the possibility of additional fuel uvings provided 

by Alternate and Suppl.....mry energy purchases from the 

Southern Companies. offsetting .,orecasted• losMS. None of 

the ec:onunic tests applied by the Commiuion. either during the 

qualifie11tion proceeding or alnca, hM ahown the accumulation 

of substantial net losses. 

It Is almost absurd for Mr. Pollock to assert that FPL projected 

substantial net lossu for the Project., when the Commission 

actually found that FPL had proven by a "preponderance of the 

evidence" that the Project would economically displace oil fired 

9 
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gener1tlon and th8t the Project would produce • poeltlve 

cumulative present value of expected net uvlngs within the 

flrst ten years of operation. 

Q. Ia Mr. Poltock'a telt-.any aanahlt8nt with the FIPUC NJtJon In 

thl• docket? 

A. No. FIPUC's Petition elks th8t the Connlulon: "determine 

that FPL'• Tftna•eatoo Project bu f.u.cl to achieve the 

1pl'11Dary purpose' wldch *I thl Cm ••alon to quaUty It under 

Rule 25-17.018, P.A.C." (FIPUC Petition., P9 1tJ). By Mr. 

Pollock's own echlulon.. on Pee- 17 Md 11 ol his direct 

testimony. the Project pea•• the Pra--y Purpoee Tut .. even 

when actual d8ta Is used. I CM only au,.., .. frcn this 

conu-.dlctlon that In prepwlng the Petition .. either FIPUG and 

Mr. Pollock f811ed to lnfot'W th••elves u to how the •primary 

purpose" of the Project w• ctet.nained by the Commission. or 

they were aw•e of how the eon.lulon originally determined 

the primary purpose of the Project Md Intentionally chose to 

Ignore or misstate it. Given that Mr. Pollock now concedes that 

the Project p ..... the Prl....-y Purpose Test.. the Commission 

should find that the Project has Khleved Its primary purpose 

of economic displacement of oU flred generation. 

10 
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Q. 

A. 

Wt.t then .. Is the *Is for Mr. Pollock'• c:urnnt conclusions 

thllt the Project cto. not ....tGIIIIy dlapl .. oil? 

Mr. Pollock has applied • tat of hla own cr.tlon~ clurly with 

the knowledge that the Prlm.-y Purpose Teat don not support 

his position . His test is an '''proper muna of determining 

whether the Project economic .11fy dlspiKa oil for several 

reasons: 

• A virtually Identical test •• presented by Public CounMI's 

witness, Mr. Dittmer~ In the Project qu.llflcatlon proceed­

Ing, and the Comntlulon choN lnst.d to .topt the .nalysis 

In Exhibit 15(j). SIMply ~~ In ct.t.ntlnlng whethw the 

prirury purpose of the Project •• economic oil dls­

pl.cement, the Commiulon declined to UM • test that 

Included COlli by wire QPKfty costs. 

• By including the capKJty dwrges asociated with the pur­

chases from the Southern Com~nies without recognizing 

corresponding cap.cJty deferr•l benefits, Mr. Pollock h~s 

grossly misrepresented end understated the Project 

savings . I will further llddress the Issue of capacity 

deferral later In my testimony. 

• The test applied by Mr. Pollock Is totally Inconsistent with 

t he prescribed test the Commission has found to be 

11 
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appropriate, the Pri.....-y Purpose Test. By including 

capKity coats In his test, Mr. Pollock has created a test 

that Is uriously flawed and meaningl.... In the original 

quallflatlon proceeding, the Comrniulon recognized that 

capacity benefits and fuel diapf8C81Mf1t benefits should be 

separated. 

• The Commlulon has a ......,s of considering both fuel and 

capacity coats and benefits In a qualification proceeding, 

the Cumulative P......,t Value Ten. When this tnt Is 

properly applied, the Project cnntinuea to produce net 

uvings within ten y..,.. of quallflc:.tlon. I have d.mon· 

strated this In Document No. '· pege 2 of 2, attached to my 

direct testimony. 

~MMingful. Do you ...-? 
A. No. This is nothing more than an atUmpt to retry the position 

of FIPUC In the original qualification proceeding that the 

primary purpose of the Project wu to defer capacity. The 

tests for qualification do not compare fuel displacement benefits 

to capacity deferral beneflts •• Mr. Pollock proposes. 

12 
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Q. 

A. 

ful. 

The reasons Mr. Pollock gives to support his statement are not 

new, and they have been rejected by this Commission before. 

First, he argues tha the "ab1Uty to purcbue tlrm coal by wire 

capacity and all the ..uy Nlk.bWty benettta uaoclated with the 

Project more than outweJcb any !' pective oU cUaplacement 

benafita" ( p119e 19). The Coau..,ulon specifically rejKted this 

type of comp.-laon of groa uvlnp In the original qualification 

proceeding. Order No. 11217 ncu. that both Staff and FPL 

argued that the prii'IW"Y purpou of a projKt WH economic oil 

displ-=-nt if fuel dfapl.....,t benefits exceeded cap~teity 

deferral benefits. The CG Btllulon responded: 

We reject the Staff's pomtion of simply com­

~ grou savinp u wboJly determina­

tive. Whether the prilpary purpoH of the 

project is on disp.C81Dent requires -1 keener 

analysfs. 

That is the appropriate responM to FIPUG's 11outweighlng11 

argument. as well . 
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Second. Mr. Pollock argun (page 19) that the emphasis of the 

Project hu changed from oil dlspa.c.n.nt In 1912 to meeting 

customer demands today. There has been no change in 

emphasis. FPL hu always acknowledged that In the ten year 

period of analysis prescribed by the 011 Bac:kout Rule. the 

Project provides a number c.f benefits In addition to the 

economic displacement of oil. 1,., the original economic analysis 

In the qualification proceeding. capeclty deferral benefits were 

projected to start five to •lx y--. Into the flrst ten yurs of 

the Project. The fact tnat thoM projection• have proven 

correct does not ~Man the emp.,..l• of the Project hu chanved. 

It is unreaonable to look at a few y .... In 1-'atlon out of the 

ten year analysis horizon. The Project nUl economically 

displaces oil. and as the CommluJon noted fn Order No. 11537 

denying FIPUC's motion to recon•lder qualification of the 

Project. economic displacement and meeting loed growth are not 

unrelated: 

Displacing oil and provid.ine capacity to meet 

load growth are not mutually excluaive pur­

poses. The oil beckout rule merely requires 

a determination that the primary purpose of 

a project is oil displacement to qualify a 

project under it; the rule does !!2! require a 

determination that a project will not also 
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provide e».J)Kity to ... t ad poowth. 

( EmphMia In orlgin•l) • 

Q . Ia the Pr._ y ,.,_. T-.t fl8wM1 

A. No. Mr. Pollock's observetlons to that effect ere either 

irrelevant or unaupporUd. A Mr. Pollock pointe out~ the 

Prhury Purpose T ~ Ia not designed to tat rell8blllty 

benefits. and It should not be. lncr-..d rell.lllty Ia no more 

mutually exclualve ,,.. oil dlsplaca•ant than -.tlng loed 

growth. The queltlon Is whlthw oil dlsptaca..,t Ia the 

Project'• prl••.., purpou: It Ia not whether oil dlapl-=-nt Ia 

the exclualve purpose. Mr. Pollock's aecond observetlon~ that 

the Primary Purpoae Test .. wwee thet co.l by wire purc.huea 

displace oil flred genwatlon. Is • ......,....,. naumptlon on 

FPL's syatem. Flmtlly ~ Mr. Pollock11 Mlf-MrVlng •quatlon" 

regarding FPL'a ltatement of tDt.l Project cost is totally 

unsupported. A a I note 1__. In 1ftY testlatony ~ Mr. Pollock hes 

done nothing to lhow that FPL'a calculation of Project revenue 

requirements Ia ineccura. It Is true the ~ject h• required 

less investment than orlglnelly projected; aurely Mr. Pollock 

does not mean to auggat FPL ahould have apent more money on 

the Project simply becauM that Is what FPL orlglnelly projected. 
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Q. Is the Pr-1..-y Purpoee Tc ln¥111*-d • ...,y t.ec.J• oil 

prfc:ea t.v. dlff .... ,._ prafeatlona ........ lfiC8tlon7 

A. No. The primary purpose of the Project was. and continues to 

be. the economic displacement of oil, which it h• done. The 

fact that fuel Hvlngs have been l•s than projected cannot 

change the purpose of the Project. In rec:ognlt~on of the fact 

that there were multiple benefits of the Project. the Connlsslon 

created the Primary Purpoee Tc. The Prlnw-y Purpose Tut 

was developed to determine If thil Project economlc.lly dlaplaced 

oil; It wa never Intended to Mllture the bM.rlta of capacity 

deferral or enhanced ayaWII relleblllty. The Commission 

artlculatad Ita Intent to allocate fuel coeta against fuel Hvlngs 

and capltclty costs ltpinlt c..,.:lty savings. The Project. as 

I have stated before. still pas18 the Pri"*'Y PurpoM Test. a 

point with which Mr. Pollock ag,..., but tries to Ignore. 

I equate Mr. Pollock's reaonlng to suggesting that If. after 

plantJng a fruit tr•. It provides more sh.te than fruit. then 

the primary purpose of the tr• must have been shade from the 

beginning. He would also prabllbly argue that we demand a 

refund from the seller since he sold us a shade tree. 

Mr. Pollock continually confu ... what we might do today with 

what we did in 1982. His time travel approach to analysis 
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clouds the fundMientallaaue of whether the Project ec:onomic.lly 

dlaplac:ea oil . 

Q. Mr. Pollock hel ... ..-tJaned FPL'a hMdllng f1l Min.._. 

...-gy achedullng obllgMJGM In Ita 011 88drout flllnp. PI-

COI-.,t. 

A. Mr. Pollock ha stated ( pilge 2 J thM FPL hH •totally Ignored" 

the minimum-energy scheduling obUgatlona aaoclllted with the 

1982 Unit Power S.l• ("UPS•) Agr.....,t with the Southern 

CompMI• In the calcua.tlon f1l energy uvlnga. He Ia. 8t but. 

mialnfonned. He pr...,ta a ac:hedula (Schedule 5) thM 

purports to prove that oil gel*"8tlon hH been 1 ... expensive 

than coal by wire during certain periods In the pat. Baed on 

his fuel price comprlson. he would eJiminm $400 million from 

the net fuel savings (r-ge 21). Hla appro.ch reflects a basic 

misunderstanding of how net fuel uvlnga are computed. A lao. 

he has committed aignlflc:Mt errors in both the fuel price 

comparison and hi a adjustment of net fuel savings. 

Q. How _.. •lnl-- ..., gy ac:hedullng requl1 -.ta ~ in 

developing net fuel aavlnp7 

A. The calculation of net fuel savings begins with a determination 

of the total amount of additional fuel costa thet would have been 

incurred by FPL If nona of the coal by wire had been pur­

chased. From this total of avoided or foregone fuel costs is 
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subtracted total COlli by wire energy costa, Including minimum­

energy scheduling requlr.,..nta. The ,....nder Is the net fuel 

savings of the coal by wire purchues. For every reporting 

period, n•t fuel savings have alweys been positive. 

Q. What would be the fllf-=t. on net fuel avlnp of r.aovlng 

ml:ot.__ ._IY ec:t.dWing ,....~. ••ntalf cael by wire ._gy 

..,.. _..expensive tt-l FPL .. caet ta ...... the­

.. gyl 

A. If, • ..,_. Pollock specua.tes, the coet of the scheduled minimum 

energy exceeded the COlt at which FPL could have generated 

that energy with oil., then that rwult would alrelldy be reflected 

in FPL's calculation of net fuel savings. It ~ld lower the 

overall savings for the period._ Consequ.,tly, the removal of 

scheduled minimum energy ,,.. the calculation of net fuel 

savings under such cl~ would lncr_.., rather than 

deer .... , the poaJtive net fuel uvlngs reported by FPL. In 

o_her words, If FPL has ev.- paid more for coal by wire 

minimum energy requlrernenta than it would have cost FPL to 

generate the same energy, that fuel penalty would already be 

reflected In the net fuel uvlngs reported. Mr. Pollock's 

attempt to remove $400 million of actual, positive net fuel 

savings Is conceptually wrong. If there had been any minimum­

energy scheduling fuel penaltJ .. , they would already be 
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reflected In the $151 million of Project net fuel uvlng1, shown 

on Document No. 4 In my direct testimony. 

Q. In eddltlon to thla CIDftC8PlU8I ,._ In Mr. Pollock'• llllnlftun­

enwgy Khedullng .,..._,t , ... tlwe othw ,._. In 

Mr. Pollock'• 8tt8ck on _,n._,:t .,.IY IChedullng? 

A. Yu, there 11 one llddltlonal flaw . Hl1 comparl10n of actual oil 

generation costs and coal by wire energy chargu 11 Improper 

and not meaningful. 

Q. P'- expl81n why Ur. Polloalc11 .....,...... fll eat•• fuel CIDIIt 

•etd.ted with oil ...,...elon 8ftd the ..., by wiN -..gy 

dw g. lhown on Mr. Pollock'• Exhibit JP-1, w.:tute 5., I• 

Imp .... Md not -.lngful. 

A. The fuel COlt niOCiated with oil gen.-.tlon 1hown on Schedule 

5 IJ ..he actual fuel cost Incurred by FPL with c:oel by wire 

purchases. It reflectl the lowelt costs of oil fired generation 

available on FPL's economically dlipltched 1ystM~. Without coal 

by wire purchases, the energy necessary to replace the coal by. 

wire purchases would have to be generated on FPL's economic­

ally dispatched system using Ius efficient~ higher fuel cost 

units. Consequently~ the UH of actual oil generation costs 

during a period when coal by wire purchases were mede tells 

nothing about what oil ge.neratlon would have cost without the 

coal by wire purchases. 
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To determine whether oil fired generation on FPL's syltMI would 

have been more coatly then coal by wire energy coati, the 

proper analysla Is to comp~~re coal by wire energy costs with 

avoided e~ll generation costa, the coati which would have been 

Incurred without the coal by Ire purchuu. That comparison 

Is shown In Exhibit ___ (my Exhibit SSW-2, Document No. 

1 ) . The avoided energy oil generetion coati shown were 

derived by dividing, for each recovery period, avoided fuel 

Avlngs reported In FPL'• tn.-up flllnga by COlli by wire 

energy purchaul repotUd. Thla ca.pwlaon Ia the proper 

comparlaon. It alao lhows that the pren~IH underlying 

Mr. Pollock's entire mlniiiiUift•......-gy lchedullng argument Is 

unfounded. Coal by wire energy •• 1... expensive than 

avoided oil" generation In all reawery periods. 

Q . Mr. Pollock al• •q~..tton.• the T,_,•laaJon Project NYMU8 

A. Mr. Pollock hu done nothing more than attempt to cut doubt 

on the Project costs. He has not shown that FPL's reported 

costs are lneccur.ta. The cost of the Project and the •sociated 

revenue requirements have been presented to the Comn.ission 

several times In the Oil Backout proceedings. They have also 

been audited by the Commission's Staff since April 1985. The 
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Comml11lon h• eccepted the calcul1tlon1, end M,.. Pollock h•• 

provlct.d no fectual belli on which to quettlon tt.n. 

Q. wtwt do you conclude llbout Mr. Pollock'a cl•l•• thet the Project 

ha not ~k:811y ......... , 

A. HI• conclu1lon• ere baled on the NI.Uitl of. en lmp,.ope,. 

economic talt which doel not cont..,.. to eny of the crlter'le uud 

by the Commlulon In quellfyl,. the Project. In eddltlon to 

c,.eetlng • tall dellgned to ahow ~ loael, Mr. Pollock 

hu ,.•IMd • nUMbr ol ,..,phil., end ~ l,.,..,event 

IIIU .. to IUpport fW allegltiOftl. Delplte hll ......,tl, he 

ha p,....,ted no evldlnce which Ia contndlctory to the feet 

ttm the project econoiRIC811y dlspl_._ oil, which I• ltl prl...-y 

pu,.pou. 
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Q. Mr. Pollock, on ,... I Md J7 fll hla dlrw:t ~y. 

~ FPl Ia ....:M•Ing • ..-:tty twa In Ita 011 Beckout 

eo.t Rec:D\W y Fec:tar, onca for UPS 1 apectty pwdl•• 8l1d 

epln for the dlf...-.d C11f* lty cwryfng c.ta for MlrtJn Unit 

No.. 3 8l1d 4 Md U.,.._. ~.,at No. 1. A,.. the dlfwnd 

1 '11-=tty c. rylng a.ta for the Mlrtln a.l unfta being NCDY­

..-.d tlrough the F8Ctllr1 

A. No. FPL doea not now collect., nor ha It ever collected, •ny of 

the revenue requlrwnenta •aodated with the deferred coel 

units. Mr. Pollock'• ~ta _.. utnmely mlaludlng. 

There are two major fl•w• In hl1 c:haracterlzatlon. First, the 

units which were deferred do not repr....,t • coat at •II. but • 

benefit or reduction In cost to the ratepayer•. Second. 

Section 4(a) of the 011 Backout Rule •llows collection of 

revenues equ•l to two-thirds ol the actual net savings Olf the 

p,·~ject. to be applied - ..................... ol .... 

(Emphasis added). Thus, FPL is recovering the 

costs Olf the T,..,-'uion Projea in the form ol additional 

depredation, not eny revenue requln••nts af the deferred 

units. Mr. Pollock's alleglllion thllt FPL is recovering the costs 

of facilities whk:tl .,.. not used .,d useful is totally wrong. 

Only the c:::osts of the 500 kV fac.ilftift, which Mr. Pollock 

acknowledges provide many benefits, are being recovered 
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I 
I through FPL's 011 BKkout Cost Recovery Fector as additional 

I 
2 depreciltion. 

3 

I 4 Q. Does FPL rw:ovw the CDIIta Ill U. UPS Cllpedty ct. g. through 

5 the 011 BKkout eo.t R-=ovr;' F-=tor7 

I 6 A. Yes. Recovery of th ... ~ts was specifically authot lzed In 

I 
7 Order No. 11210 and It hM bee.1 euthorlzed by the Commission 

8 since then in the regulrly held 011 BKkout proceedings. FPL 

I s has not, .. I previously sut.d, recovered the costs of Martin 

10 Unit Nos. 3 and 4 through the 011 B8Ckout Cost Recovery 

I 11 Fector. So, there Ia no double ret:JNery of cepKity coats a 

I 12 suggested by Mr. Pollock on peges I and 37 of his direct 

13 testimony. 

I 14 

15 Q. Whllt ott.- a.ta .,. r"4ICDWIM ttw.ugh U. 011 S.rout eo.t 

I 16 R-=ov• y Fectar7 

I 17 

18 

A. The Rule explicitly defln• what costs may be recovered: 

I 19 • Stnight line depreclltion of the Project 

20 • Cost of capital of the Project 

I 21 • Actu.l tax expenM 

I 22 • 011/non-oll O&M expenM differential 

23 • Two-thirds of the actual net savings of the project. to be 

I 24 applied as additional depreciation 

I 
I 23 

I 
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The "project." In thla cue, ret ... to the FPL 500 kV lin" •nd 

usoc:illted facllltl•. FPL cennot end does not recover the coats 

of deferred capacity through the 011 Backout Coat Recovery 

Factor. 

Q. How. u.n. c1o the.,...,... ca~ ... ~ta enwlnto the ,__,l.tton 

f:A CDR~ ffw the ~-7 

A. A a prescribed by · the Rule. the .-red unlta re conaldered 

In the detamlnalon of ect_, net uvl19 of the Project. The 

revenue requl,.....,ta th8t would have belin Incurred had the 

unlta been built .,.. Included • • benefit to the cuato.er In the 

atlculatlon of actual net AYinga, alnce theM revenue require­

men~ will nat be Incurred due to the power purchMes fro~~~ the 

Southern Cornpenl•. This beMftt Ia 8dded to other beneflta. 

then tot.l ben.tlts are CCIIIIpW8d to total coati to determine 

actual net uvlnga. 

Q. PI- ldlntlfy the ll••nta of ....,... and a.ta thllt .,.. UMd 

to .....,,. actual net aevlnga. 

A. In each recovery period. actual net uvlnga for the Project have 

been calculated. The el.....,ts of beneflta and costs which are 

recognized In the computation of actu.l net savlnga are shown 

below. 
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Awtded Enerv '"'' Slvinp 
Sptmt,. ....,.,. Fuel llwi"'l 

Oeftrf"'d fllrttn lkltt Cltryifll CNrgts 

Dtferf"'d fllrttn lkltt f'uel Owrfts 

eo. 1 ~ wt,.. Ener1J Chltttt 
,.,...... Nlrttn f'uel Slvinp 

Coe1 tty wtre Cepectty OW.,.. 

500 leV Project ~ ., .--rtl 

Q. How long cto. thla reaovw 'I c.~ eddltJaMI ct., ec:JIItlan CDntJnue? 

A. Provided thet net uvlng1 ,... .an poeltlve, under the Rule FPL 

can continue to recov• two-th rda of the ectual net uvlngs 

until the lnv.....,t In the Tran•lnlon Project 11 fully 

depreciated. Att.r the Project II fully dlpreclet.ed, 1001 of 

Ktu•l net uvlngs will flew to FPL custGIMI"s. Of course, FPL 

customen will 81so benefit ,,.. • lower 011 BKkout Cost 

Recovery F~. 

Q. H• FPl bem NCDv• 1111 eddltJaMI dlpNc:l8tlon ttrough the 

,......ZIItlon fll .... Mt ...,..., 

A. Yes. ExC8pt for • brief period in 1912, the Project did not 

show Ktu•l net benefits until 1917 .. when Mllrtin Unit No. 3 

would h8v• been piKed In MrVIc.. In every recovery period 

since th8t thnl., thwe h8ve a,.., Ktual net uvings. FPL h81 

recovered two-thirds of these Avlngs 8nd •pplled them as 
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additional depreciation on the 500 kV Proj.ct. By the end of 

August, 1989, the Project is expec:Ud to be fully depreciated. 

Q. wtwt conclualona C8l"' be dr•n oonc~mlng Mr. Pollock's all.gr 

tiona of double ret:IIIVWY of c..-=lty COIIta ( p.- I Md 37) 7 

A. His arguments ara Incorrect ar.d very mlaludlng. FPl recovers 

UPS capacity ch.-ges and t h revenue requirements uaoclated 

with the 500 kV Project through the Factor. Additional coat 

recovery repruents only FPL 11 two-thirds ahare of actual net 

savings provided by the Project, which Ia applied u additional 

depreciation on the 500 kV Project. The avoided revenue 

requlr....,ts of the defwred coel units are only one of Hveral 

elements in the calculation of how much actual nat uvinga wilt 

be Included as additional deprec:Jation of the Project. It Is 

incorrect and extremely mialudlng to characterize this addi­

tional depreciation of the Project aa recovery of deferred 

capacity costa. 
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Q. Do you..-.. with Mr. Potlock•o ...-w (peg. --.z) that 

the Mwtln a.l unlta lhould not be UMd to C8k:ul8te ec:tua1 net 

uvlnp when ....,nlng .. ;. 011 lldcout Coet Recovwy 

F8Ct0r7 

A. No. Mr. Pollock hal once egcln Introduced lrrelwent com­

parltons In M attempt to prove the Project ha not produced 

uvlngs. While I t.ve 8ddreued this issue In my direct 

t .. tlmony. I f•l It must be r~ due to Mr. Pollock's 

persistence In prnftnting mlaleedlng Md irrelevant lnfonutlon. 

The f.undament81 issue to be c:onsldwed here Is wh8t FPL would 

have done had It not committed to the Project and finn fX'Wer 

purchases from the Southern Companl... What FPL plans to do 

to meet load requirements In the mid-19901sis entirely Irrelevant 

to this Issue. On one point Mr. Pollock 11nd I agr•. that the 

Martin c:oal units have not been. and may never be. built. This 

admission In Mr. Pollock's testimony ( ~ 36) Is the premia~ 

upon which cap~~elty deferral benefits are based; the Mlrtln cael 

units .... not built due to the c1 lm1nt to fMU"d- po..­

f.-.- the Southem eo.p.n• Md FPL1s llbllfty to IIIOVe th8t 

power ovr the Project. The argument that the M.rtin coal 

units will not be 11used and useful• Is a very shallow attempt to 

obscure the fact that the costs which FPL is recovering through 
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additional depreciation ere only those aaaocllted with 500 kV 

Trenamlaalon Project, which Ia uaed end uaeful by Mr. Pollock's 

own lldmlaslon. Once again, Mr. Pollock Ia Implying that FPL 

Ia recovering capKity coats auocllted with the deferred units. 

which Is not the c:Me, n I hav previously dlacuaaed. 

Q. Mr. Pollock ...- thlt Mlrtln U It .... 3 and • _.. no longer 

conalat.t with I-* a.& piMnlng. Do yau ..,.., 

A. No, not when the .,.,y1l1 11 ,_.,onned, 11 It should be, from 

the perspective of lllllklng 1 decision In 1912. I ag,... that FPL 

currently doa not .. large pulv•lzed coal units u the moat 

economic choice for ..-vice In the mld-1990'a, but that Is 

Irrelevant to thla laue, end 11 I atMed In my direct testimony, 

this change In preferred technologl11 for the 1990's Is actuaffy 

an additional benefit attributable to the deferral of the Martin 

units. 

Q. PI- aplaln why you t.llwe u.rtln Unite 3 end • would have 

beM pa.c.d In ..-vlc:a In 1117 and 1•1 

A. Mr. Pollock hu atated In his t .. tlmony (page 23) that FPL's 

projected reserve margins would be inadequate In the absence 

of coal by wire purchuea . His Exhibit JP-1, Schedule 7 

demonstrates that from 1919 through 1992, FPL would have 

inadequate r ... rve ~Mrglns without these purchases. Beyond 

1$92. he has mistakenly subtracted the ClpiCity associated with 
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I 
I 1 FPL's 1911 Agr......,t with the Southwn Colnpllnl•, but I do 

I 2 not believe thla matarlally .tfec:ts the laue of whether Merlin 

3 Unit Noa. 3 and 4 would heve beM pieced In Hrvlce In earlier 

I 4 yura. 

5 

I 6 Had Mr. Pollock Included UK y..,.a 1117 an,:j 1911 In his 

I 7 Schedule 7, he would heve noted that FPL reserve margins 

8 would also heve ~ lnadequlda. To cte.onstnlte thla, I heve 

I 9 corrected Mr. Pollock•• Sc:heduli 7 with they .... 1tl7 Md 1911 

10 lidded Md lltt8c:hed the NeUtta • Exhibit ssw-z, DocuMent 

I 11 No. 2. As shown, FPL r11rve ....-gina would have been 

I 12 Inadequate throughout the y_.. 1•7 through 1112 without the 

13 COIIJ by wire pu~. New capeclty would be required to 

I 14 meet the deficiency In 1917. 

15 

I 16 To meet these requl.-.....nta without pow• pu~ frcn the 

I 17 Southern Comp.nl•, FPL would have Met to begin the altlng, 

18 licensing, design, engineering and conatruc:tlon of MrtJn Unit 

I 19 No. 3 no later than 1980. Howevw, I will begin my analysis In 

I 
20 1982 since that Is when the Project waa qualified for cost 

21 recovery and when the ec....lulon last had oc:c.alon to rely 

I 22 upon a generation expansion plan showing the Mertln Coal Unlta 

23 with completion dM• of 1917 Mel 1911. My analysis consists of 

I 24 comparing the thirty yur capiul revenue requirements of 

I 
25 Martin Unit No. 3 wfth the thirty yur C8pttlll revenue require-

I 29 
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menta for combined cycle units, which Mr. Pollock apparently 

believes Is the proper basis for comparl.on for each of the 

years 1982 through 1915. To that dlffwenca, I add the thirty 

year fuel revenue requirement advMtalge of the Martin coal 

units. My analysis assumes that for uch year from 1912 

through 1985, FPL "changed l' s mind" on the type of capacity 

it would build. The relevant fuet and IOid forecast assumptions 

for each of they .... w ... uMd. Sunk coets of Martin Unit No. 

3 are charged to the ln·MrVIce con at the c:amblned cycle units 

In each yur. 

The results of the Maly ... _.. sU~M~arlzed In Document No. 3 

of my Exhibit SSW-2, Exhibit No. • The results show 

that Martin Unit No. 3 would be the clear economic choice In 

1982, and the decision to proceed with Martin Unit No. 3 

construction would not have been altwed despite changes In 

fuel price forecasts. By 1915, when FPl changed the type of 

capacity It planned to build for the 1990's to combined cycle 

units, sufficient sunk costs would have been Incur-red In Martin 

Unit No. 3 that It would have been far more economical to 

complete the unit for service In 1987 than to build a new 

combined cycle unit for service In 1987. My Document No. 3 

shows that a net present value savings of over $500 million 

would have resulted from completion of Martin Unit No. 3 . In 

addition to the economic advantages of Martin Unit No. 3 over 
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combined cycle units, It would heve been Impossible to bring the 

new combined cycle units In MrVIce In 1917, auumlng the 

commencement of the siting, licensing, cte.ign end construction 

ectlvltlu In 1915. 

Q. What do you candude ,,. yow ....-ya~a? 

A. Sued on this Malysls, It Is my JuaJNftt that Mwtln Unit No. 

3 would hltve been the moa ec:ono~~~lc choice to meet a required 

ln•Hf"Vlce date of 1•1. I bellwe a elmfl.- .,alyele perfOI"'Md 

on Mwtln Unit No. II would yield s..,l_. rauiU. This atudy 

•uw-ts that Merlin Unit Hoe. 3 Md II are conaletant wtth what 

Mr. Pollock ,_ ,..,.,.,... to • a '-t co11t piM. when viewed 

from 1912 to meet 1917, nrthw than Mld-1990'~ .. Med. 

Q. 0.. this .-t tt.t the I"'MMWW .. ,........__ fll the .,...,... 

unfta ... ............., oa~•ld• ed In .....,nlng .:t~..a net 

uvlnp? 

A. Yes. Cilven that the units would have been constructed in the 

absence of firm power purchaM froM the Southern Compania, 

the revenue requlr.....,ts •sodat.d with the units represent 

the costs FPL cu.tomers would be paying without the pur­

cha.... Thus, these forgone revenue requirements are actually 

a savings attribuUible to the Project and the usoclated power 

purch .... , which should be used In the calculation of Ktual net 

savings. When Avlngs from c~tpKity deferral and fuel 
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displlle*Mnt are offlet by the coats of UPS capacity and energy 

charg• .. foregone fuel t.1eflta, etc ... the Project produces 

actual net uvlnga, of which, consistent with the Rule, FPL 

recovers a portion and tppll• • additional depredation to the 

Project. 

Q. Doean't the fa thllt the llflr'tln • ...eta ... not ln-.-vice 

or under COftlltrUcllon ecbllllty .. part t1'1i1 pe1nll• tt.t the P,.... t. ., ...... liJI lt)'J 

A. v .. , absolutely. ht the original quallflCIItlon proc:aedlng, FPL 

projected that th~ MlrtJn unltl would be naaded In 1117/11 

without the Project Md auodated coal by wire purchasu. 

Actual savings hiiVe ....ulted fr"GIII the decision to pursue the 

Project rather thM construct the units. Mr. Pollock has not 

disputed the need for «: .. 'M:Ity In they..,.. 1987 and 1918. In 

fact, he has argued that Since cepaclty Is needed In those 

years, the primry purpose of the tran1111lsslon llnH is to 

enable FPL to meet ct.und ( pege z• of Mr. Pollock's testimony) . 

If capacity would be needed In the absence of the Project, a 

point on which Mr. Pollock and I agr•. then the fact thltt tha 

units were nQt built can only support the position that they 

represent an "avoided cost• attrlbuUbla to tha Project. 

Mr. Pollock cites no authority for his contention that the Martin 

units must eventually be constructed for actual nat uvings to 
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occur. In feet~ hi a argument Ia totally Illogical. I would 

emph•lze again that the only relevant way to determine 

apaclty deferral beneflu Ia to Identify what would have been 

done to meet capacity needs In 1917/U. What will or will not be 

built In the 1990'• haa nothing to do with the baalc calculation 

of actual net savings. 

Q. Mr. Pollock ..._ (p~~~~t Z1 J thllt "JPoot 0.. ~ ~ t1 

U. Plvjllat to be aD b~Mfk!Nt, 0.. pu:oi"' ?II IIUt prcmde 

oapettltJ ill liD II f1 JPU.'a 1•a 18 JNQ&da II I ata. • Do you 

..,..., 
A. No. Mr. Pollock h• once apln atteMpted to Introduce a new 

concept of .. primary purpose.• I do not find any balls for his 

contention. If thla statement wwe true~ a Project could not 

have any capacJty deferral beneflu and ltJII qualify under the 

Rule. Such a r•ult Ia lnconalat.t with Section ('J)(c) of the 

Rule which rec:ognlz• .. other beneftu .. In calculating net 

savings. It Is also Inconsistent with the Commission's calcula­

tion of expected beneflu In the qualification proceedings. As 

I have discussed previously~ the Commission clearly recognized 

that economic displacement of ofl and c8plldty deferral are not 

mutually exclusive. 
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The Commission haa Htabllshed a besla for determining that 

economic oil dlapl-=-nent Ia the Project•• primary purpoae. It 

Is baaed on economic oil dlaplacement rather than apacfty 

displacement criteria. u It should be. The feet that the Project 

In the lmr yurs of the origin • ten y..,. Malyals horizon is 

being used to meet load In eddltl to ec:onomlc:elly dlspleclng oil 

don not mean the prlmry purpok of the Project has chenged. 

Thlt additional Project UM and benefit wa entlclpated when the 

Project was determined to hllve the pra--y purpou of economf­

ally displlldng oil. 

Q. Mr. Pallock'a ...a.ony MIIIIIU thlll the ..U fll the Mlrtln 

unlta _.. lnta.t.d tiD lncrn11 r..-=lty .,...,.. t.n.ltta 

( ..... , • •• this -=c:Ur.ta? 

A. No. Mr. Pollock has talc• unit coats out of context, put them 

in a table without adjusting for the dlffer•t In-service dates, 

and claimed they demonstrat. th8t the MertJn costs are too high. 

He hu also failed to point out th8t FPL1s estimated direct coats 

for the Martin coal units pr....,ted on ~ 110 of his testimony 

Include escalation, while the COitl for the other .. tiiMtel in his 

Schedule 12 are •overnight construction costs'* that do not 

Include esalation. This omission alone IICCOUnts for the 

majority of the difference. In fact, FPL•s estimated MertJn unit 

costs are representative of what the actual costs would have 

been to construct the units. 
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Q. How .... a~pat.l c:ada for the Mlrtln units ...,ned? 

A. The capital costs of the Martin units were baud on the original 

Bechtel unit peckage, and they reflect the original economic. 

rnerket and d .. ign conditions which existed at that time. FPL 

has adjusted the original ln-...-vice cost estirnet .. of the units 

to reflect ectuel Inflation and c..oat of capital. This significantly 

lowered the cost eatJ..-... l believe that this approach Is 

entirely reaoneble. 

As I previously noted, FPL's Mlrtfn unit coats reflect acala­

tion, while the coats uMd by Mr. Pollock do not. The Florida 

Electric Power Coordinating Croup, Inc. ( •Fcc•) filing for the 

1989 Annual Planning hearing showed that escaletlon would add 

approximately 25t to the overnight construction costa of • 

pulverized coal unit (FCC Form 1.5, page 3 of 3) . That being 

the case, I do not believe that FPL's estimated costs of the 

Martin coal units ere out of line with the estimates presented in 

Mr. Pollock's Schedul• 12. 

Q. Wh8t do you cancl'* mout .... Pollock'• .u..pta to show that 

the c...,.:fty .,.,... a.n.tita fll the "-"tin co.~ units .... 

Improperly lnduded In the Cllk:ue.tlon fll the 011 a.c:kout eo.t 

R-=ovwy Filing (~ .,._2)7 

A . I believe It Is clear that Mr. Pollock, understanding the 

weakness of his position, hu ettempUid to attack the capacity 
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defer'F'al Issue fr"'m sev.,..l angl... He has claimed the units 

were not deferr'ed *-use FPL has never built them. If we do 

not ~tecept this position, thM he would have us believe that a 

dlffer'ent type of c:apKity. I. e., combined cycle units, has been 

defe,.,.ed. If we do not accep• this position, then he would like 

us to believe that the capac:ft y costs of the Martin coal units 

have been Inflated. If we aca.pt none of his a1"9uments that 

capacity wu not deferr-ed or his .-gument thM def.,.,.ed 

capacity costs are lnc:orrec:tly c:aleul-.d. then he would like to 

suggest that slnc::e c:apedty ,....,y w• defwred, thla c:apac:lty 

deferral •• ,..uy the prl...-y pur-poM of the Pr-oject after all. 

F'ather than economic oil dlapl.....,t. He has certlllnly tried 

to cover all the balel. 

The facts ar'e that the Martin coal units are pF'operly used In 

the calculation of actual net savings. The estimate of Martin 

coal unit costs Is F'easonable. FPL Ia not F'ecover'lng any costs 

of the def.,.,.ed units. The-only coati FPL has F'ecover'ed 

through additional depr'eciatlon are coats of the 500 kV Project, 

and even that recovery will soon end when the Project 

investment Is fully depreciated. 

All of these Issues have been addr'eued in previous FPL 011 

Backout filings, and FIPUC F'aised no objection. Ther'e Is no 

basis for' Its objection now. My overall conclusion Is that the 
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ecceleretad cost recovery of the Project costs resulting from 

ectu•l net Avlngs. which ere ,._. ... In pert on Mllrtln unit 

deferrel~ Ia •pproprlete •nd should be •I lowed to continue. 

Changed ctrau.tano. 

Q. thllt ct.lglll arcu•••ac. - • ant • 

••••• ft. Do,.. ..... ? 

A. No. I heve beM lnfONid by Counul that •c:hengad 

clrcumstMc:..• Cll.,not w•rant the diiCDntlnuence of Project . 
coat recovery • • metter of ..... but ,,... my pwspectlve~ 

there .,.e no meenlngful or algnlflcant c:hengad dn:wnstanc:a 

ihet should effect cost recovery. even If It could be discon­

tinued~ Mr. Pollock hM suggeRMt thet circumstances heve 

ch•ngad such that ( 1 J econon~lc oil chpl~a~~~ent (oil beckout) 

is no longer the prhury purpose of the Project and coal by 

wire purcheses ( pege 21) .,..d ( 2) ct.fwred c:.pecity uvings no 

longer should be Included in the calcullltlon of actu•l net 

savings (page 38). I do not believe that there .,.e any 

signiflcent changed drc:umstances that justify reassessing 

whether the Project and usoc:J.wd purchased power costs 

should be recovered through the 011 Bedcout Cost Recovery 

Factor. 
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I believe th8t the c.,.,._. d~ alleged by Mr. Pollock 

ere either Irrelevant or do not •lgnlflcentJy .tfec:t the con· 

cluslons ruched by the CommluJon In the orlglrel qualification 

proceeding. 

Q. , .......... Mr. Pollock'•,... ~. tMt the~ 

pu,_ til the Project Mel Galli by Jlre pw dt 1111 I• no longer 

oil beclcout. due tiD .... 1 .. clra • ~--· 

A. Whlleectual oil prlc:ea have been lower thM originally projectad, 

this doel not chenge the feet tlwt the Project end the auoc:lated 

coal by win purch•• atJU pea the Pr'-ry Purpose T •t 

..ubllshed by the Colllnlulon. The Prt--y Purpose of the 

Project is stUJ the .conollllc dlapl-=--rt til oil. 

More ilnportantly, the eoa.lulon hM previously recognized 

this possibility of lower oil prtcea,. and the intent ... not to 

allow lower oil pricea to be en excuM for reconsidering Project 

recovery through the Factor. The Rule dou not provide for 

"unquelifying" • project should ectuel conditions not turn out 

as projected. 

In the June 22, 1982 Agenda Conference for Docket No. 

820257-EU, emending Rule25·17.16, F.A.C .• Commissioner 

Cresse stated: 
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It seema to me that the primary pu~e, u 

I recall when I au~~Uted that we adopt thJa 

rule, wu to provide an incentive to the 

electric power compeaiM that we regulate to 

provide more economic electricity to their 

ratepayers than would b 1alnesa aa u~ual 

provide their ratepayere. 

And one outatancUnc way in which that can 

be done in the atata of Florida 1a to provide 

mechanialll8 where within a reuonabla projec­

tion ot co.t cUtferential between oil and coal 

that we have a mechaniaa whereby we could 

replace some ot oUr preMnt oil-fired electric­

ity with coal ttred electrlcfty. 

Now, that wu the broad objective that I 

think everybody ,.. talldng about, at least 

I was talldng about when I propo& ad the 

rule. 

We said, I think, first, that we want to pro­

vide that incentive tor the uWitiea to pt in­

volved in it with today'• type ot financial 

difficulties and problems. And aecond, aince 
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we're not very lfood at projectine what the 

price. are of theM c:UfferenUall • becauH, 

you know. lea• than fifteen yean aao if you 

had projected what would be the cheaput 

today, everybody would have come down on 

the aide of oll. 

We want a reuonable ti.a frame whenever 

theM projecta wW pey out, very ailaple pey 

out. And in the neat .. are wronc • .. 
won't be pJaciDI the burdeu on the 

ratepay.n in the future. And we cboM ten 

years. Why tent Ten Ja better than 12? We 

have a ten-.,.r forecut. Twelve mleht not 

be a bad idea; eipt mflht not be a bed id•; 

but we cboM ten, and that was aomewhat 

arbitrarily choeen to show that the project 

would be cost beneflclal to the ratepayeN 

over a ten-year period •••• 

And he further states: 

. what we do 18 split the savings, pay 

for the project, uae the decelerated (sic) 

depreciation, get it off the books. Then if 
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your forecut fa wronc on price., and ten 

yaare from now it turna out to be a t.d deal, 

we w111 at leut in the next four or five years 

have recovered aome of the oc.ta of that 

investment, and not be burdened on future 

ratepayers . 

uter et the AIM Agenda Confwenc:e, ~c~ Juloners Leisner 

end CrHH had the following diiCUulon regardlfti continued 

recovery If antlclpeted fuel savings did not tMterlaJize: 

Cc ....,... x dS'Da'z No. What .. "'" 

saying bl you could alwa,. recover you .£sic) 

costa. And tMD 0. idla fJl tlda ....- WM 

J'OU NOOtW JUUI' aa.ta ....,., then if there 

bl a fuel differential that beneftta the 

ratepayera, benefits everybody, you split 

the savings. 

~ •..toner CrnM: I underatand that. 

Commissioners, I think there -- don't have 

any misunderstancling. It we approve one 

of these projects , the utWty w111 recover the 

costs anyway , prude n tly incurred. 

( Emphufs added) . 
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Ag•ln, In the project qu•llflc:atlon proc:Mdlng, Conlnlaalon.,­

CruH ruUted hla underst.ndlng. In ruponM to • auggH­

tion by St.ff CounMI th.t • change In the eo~~l-oll price 

differential would not be grounda for redet....inlng the 

prudence of • project, Commluloner cr .... obaerved: 

Don't miaundaratand -· I tlwlk tbat aaae 

........... tbat '* ........ ~ 
IDto u. aG ...,..t .._ tlllt'• tbat ..,._ 

ldaa, juat Ub wbeneftr n 1a7 JOU oup~ to 

bulld a pia~ • • • • • (__. added) . 

Q. .... • Pollock .,..,.. (..... Z2) thllt ...... pui d II II • not 

provide c'II..:Jty In •~·-

Do you 

A. No. Mr. Pollock Ia pl•ylng both aides of this Issue, cl•iming 

capacity benefits or •lternlltlvely no a~pacity benefits. u 

required to make hla cue. It Ia lmportMt to remember th•t 

the Commission established • t8n y..,. period for examin•tion 

of project economics. not •n isolated yur. The Commission 

understood from the beginning that the Project provided 

reliability benefits and In the later years of the ten year 

analysis period. capacity deferral benefits. This wu pennia-
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Q. 

slble under the Rule provided the economic displace ment of oil 

remained the primary purpose. 

In addition. Mr. Pollock hn Kknowledged that FPL loec:f growth 

has been esMntlalty • projected ' ·' 1912. Power purchases 

have also been as projected In 19fl. TheM facts lead to the 

inescapable conclusion that the capacity d&lerral benefits 

provided by the Project .--In ....,tlally unchanged. This 

certainly does not luggelt that there ... eny c:h8ftted clr­

cuftiiUncel alnce 1112 which heve .,_... the prl....-y purpose 

of the Project. 

A. No. The Project sttll pes•• the Prl....-y Purpose Test. 

Capacity needs .,.. essentially • FPL projected. I ... no 

reason to take FPL to task becatse toed · growth. capacity 

defer.-.1 and power purchnes have ....,.lalized a forecast. 

Q. Wh8t .bout Mr. Pollock'• MCDnd ....... tt.t ctwng.d dra.t-

sunc. .. I Mt rwialtlng the ... f1l s:'llw:lty deferr'lll beMf1tl 

of the Mwtln unlta In the ClllcUIIItlon 41 ectual Mt avlnp7 

A. I have already demonstrated that the Martin Coal Units were 

deferred by the Project and are therefore the appropriate basis 

for the calculation of net Mvings. The fiiCt that these units 

43 



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 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

have not appeared In FPL'• ten y ... generation expanalon plans 

since 1986 Ia Irrelevant. The only relevant quntlon Is what 

would FPL have built had It not compl.wd the Project and 

committed to the associated power purch .... from the Southern 

Companies. The answer Is undeniably the PMrtln Coal Units. 

Current FPL plans to conatruct other types Qf units In the 

1990's do not have any effect on · Ia conduslon. 

Q. Mr. Pollock al• can-.. ( .... Zit thK the ,_ UPS A...­

nwrt w .... FPL met ~ c~•· ,.. .. .,u • 

chMged clrc:u.wtc~ •• • Mtlng the roevl.wng Ill the capeclty 

c:W..,.., laue. ,._ addi 111 thla aant8ntlon. 

A. I believe the Introduction of the new UPS agreement Is totally 

Irrelevant to tha lasues In this proceeding for saveral reasons. 

First. the time period for exM~InatJon of the Project, as defined 

in the Rule, Is ten years, which limits the focus to the 1982-

1992 period. The new UPS Agreement does not begin until 

1993, which is outside of thla horizon. 

Second, the availability of purchased power beyond 1992 does 

not alter the fact that the Martin units were deferred by the 

original Agr..nent. It does not change the fact that actual 

net savings have occurred since 1987. It Is fortunate that the 

additional power from the Southern Companies became available. 

but this does not In any way change the purpose of the Project. 
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Q. 

A. 

Would you pi- .. m arlze your conclualona 8bout Mr. 

Pollock'• •c:hMged cl~ .....,.U7 

Mr. Pollock's arguments do not substanti.te his claims that 

clrcumstancu have changed slgnlflc:.ntly en.ough to require a 

requallflcatlon proceeding by the Commission. He hu merely 

clouded the straightfor ward iaau• around which thla proceed­

Ing revolvn : Is the primary ourpoae of the Project the 

economic dlaplac:.nent of oil and hea the Project deferred Martin 

Unit Noa. 3 and 117 The answer to both questions Ia undeniably 

yn. As a ruult, FPL should be allowed to continue to recover 

Project and coal by wire c:oata through the 011 Bedcout Coat 

Recovery Factor. The u.rtln coal unlta' cap~~elty deferral 

benefits have properly been uaed In the calcul.tlon of actual net 

savings. FPL's recovery of revenu .. equal to two thirds of 

actual net savings Is consistent with the Rule. In addition. 

FPL's application of those revenu .. u additional depreciation 

on the 500 kV Project Is consistent with the 011 Backout Rule 

and will lower future oil bKkout recovery since the Project will 

be fully depreciated In August, 1919. l here are no significant 

changed circumstances. The 011 Backout Rule has worked as 

envisioned. and both FPL and Its customers. including FIPUG's 

members. have benefited . 
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Q. Do you believe that the ,...181 ............ by FIPUG end Mr. 

Pollock Ia t.lr to FPL7 

A. No. I do not. The Project has produced substantial benefits 

to FPL's customers, which Mr. f ollock acknowledges, yet Mr. 

Pollock and FIPUG are suggesting that FPL be denied the ability 

to recover the c:o.ts asoclated with the Project. Mr. Pollock 

has testified tMt the Project peaa• the Primary Purpose T .. t. 

He hu acknowledged that the Project provides c:.paclty deferral 

benefits, and he ha acknowledged that the Project provlda 

reliability benefits. Oeaplte theM admissions, FIPUC and Mr. 

Pollock believe that cost recovery under the ~II Backout Cost 

Recovery Factor should be discontinued, and they raise 

qu .. tlons u to whether .ny adjustment to FPL's base rat .. 

should be made to usure cost recovery If the Factor is 

discontinued. This Is partlcul .. ly unfair since FPL has 

previously requated and has ..been ~led base rate recovery 

of the costs associated with the Project In Order No. 13537 in 

Docket No. 830465-EI. 

Q. Ha Mr. Pollock raised any new luu.a In hla tedlmony? 

A. Very few, If any, of Mr. Pollock's arguments are new. Most 

have been presente'i to, and rejected by, the Convnlssion. The 

Commission has established a Primary Purpose Test, rejecting 
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tests similar to the one pr...,ted by Mr. Pollock. The 

Convnlssion has heard the arguments about energy based oil 

backout charges, I.e., cents/kWh, and rejected them In 

numerous prior proceedings. Capeclty deferral benefits wer e 

recognized In the original FPL qualification proceeding and have 

been approved by the Commll!.lon on thrH prior occasions 

without objection by FIPUG, yet , IPUG Is now belatedly seeking 

a refund. FPL Is being called upon w def.,d settled luun. 

Q. Whet do you conclude ....._ the •• Ita fll Mr. Pollock'• 

........ 7 

A. Mr. Pollock has not pr...,t.d any substantive basis for 

reconsidering the way the Oil Backout Cost Recovery Factor Is 

calculated or applied. He has not provided any factual basis 

for requesting a refund of collected revenu .. ; therefore, no 

refund is warranted. 

Cost recovery of the Project Is euentlall) complete. Continu~ 

recovery of the remaining Project costs and the UPS capacity 

charges through the Factor Is conslst.,t with prior Commission 

decisions, and It protects the customer and the Company alike 

by providing for regular review and true-up of such costs. 
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In summary. Mr. Pollock has f .. led to fllllke • cue for recon­

sideration of cost .-.c:overy f/1 the Project. FIPUC's petition 

should be denied. 

Q. 0... thl• conclude your~., 

A. Yes. It does. 
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Pviod Mi .. 
Ending ~c.t ) 

3/83 .. 2.83 

9/83 42.57 

3/84 43.99 
9/84 116.93 

3/85 119.112 

9/85 lt0.87 
3/86 38.S9 
9/86 31.17 
3/87 28.35 
9/87 34. 27 
3/88 29.52 
9/68 zs.n 
3/89 26.30 

n..w. ..... aLttii&:C. 
c..,.rt- tt C.l..,...,. 

alii ml*ll ,.. -

Coll~re 

~c.& j 01-
25. 35 17 ... 

29.90 12.17 
29.10 1 •• 19 
30.11 16.82 
29 .98 1t ... 

29 .118 11 .11 
25. 13 13.-. 

28 .21 z.• 
22 .16 s.-. 
21t .JI t . t1 

21 .~ 7 •• 
23 ,. 2.13 
2() . 13 6. ,. 

To&ll C.l..,..,.. Mi .. £nerv 

'ttar• • 'Y!fiMnp ., 
• 1 2,299, 7911 • 98,505 
!0 2,756,290 117,3111 

34 3,257;76l ,.3,316 

• J,7Sl,920 176,159 

~' 5,131,838 2S3,628 

Zl 7,115,110 326,373 
J5 7, ,.s,.,. 27S,n7 
t •.z~ .• ,. 131,610 

1t 5,1tO,to2 ,.7' 137 
a t,002,U7 301,1113 

%7 •• , .... 70 1.,271 
10 5, .. ,115 1~,S9S 

2J 6,N,710 ~~.~ 

$2.50'1,771 

Florid• Power & light Company 
Docket No. 890148-EI 
Exhibit No. 
Exhibit ssw--=z=---­
Document No. 1 
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Year 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

Florld8 Poww ' Ught Colllpeny 

Projected And C.lad-.d PrajectM R•..-ve Mwglna 
At Time Of s.-- PeM With And 

Without Coei·By·Wire C.-cltx 

With Coei·By·Wire Without Coei·By-Wire 

2,979 

3,704 

3,365 

3,070 

2, 978 

2, 920 

3, 085 

2,919 

3, 031 

3,714 

3, 392 

3,020 

211.0 

29.9 

25.9 

22.9 
21 .9 

20.9 

21.6 

20. 0 

20.2 

24.4 
21.8 

18.9 

9116 

1.656 

1,298 

1,070 

971 
920 

z.oes 
2,1119 

3.031 

3,714 

3,392 

3.020 

7.6 

13.4 

10.0 

a.o 
7.2 

6.6 

14.6 

16.6 
20.2 

24.4 

21.8 

18.9 

Sources : FPL Ten y..,. Power PIMt Stt. PIM: 1919-~-.. Form 7A 
FPL Ten Veer Poww PIMt Site PIM: 1-·1997 

Florida Power & light Company 
Docket No . 890148- EI 
Exhibit No. 
Exhibit SSW-...,2---
0ocument No. 2 
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y.,. 

(e) 

fl...W. ,_. I Lt;.t .... 
Cllflrt- Of 11111'\tn &Mtt 111. 1 
r.llll .. c 9 , .. Gllllldll 
..................... Dltat 1117 

(~) 
fllr\tn ~t 111. I c..-tftld CJcl• IMtta 

10 \WP!' 10.,.,., 
a.11t1w ,.v. a.u1ntw ,.v. 

(c) (4) 

10 _,., ... ,. S.Wf~~ 
O.t.&tw ,.v. Of lllrttn ~t • I AnllJSfl lllu14 

....... ptwf .... ot c.fta1 ... !!I· 9! c.f!l1 !I!& !Ill· !! !!!I! !!fferent1e1 V.. c.f,.. C~le 

1982 2,370,273 1,311,932 2,1103, 221 1,351,880 

1983 2,170, 273 1,sn,ut 2,--2,915 1,SI3,S11 

1~ 2,370,m 2,337,~ '·'"·"· 1,881,387 

1985 z,370,m 2,M1,102 SZ7,1193 1,118,322 

!IIlii• 
Y Baed on • 1911 lnsulled cost of S1,7lO,tOI,OOO lftd 1 lftelfz.t fbM ~ing c:twp rete of 17\. 011C0Unt 

RAte z 12\, 8ooll Life • 30 Y•n 

u Baed on A 1987 lr'l~lled COlt of $9051"21000 (Source: fllft 1112 EPIU T.-:tm.::.l Aaaeu I it ~Ide), plus ""* 
costa of lltrtln !kilt No. J of S57..zg5,000 (1112), ~1511~ (1tll), ti00,71Z,OOO (11M), S1,256,50S,OOO 
(1985) Md • lewlhed fixed carrying dwQe rete of 1A. UliCOUnt lite • 12\, look Life • 30 Yura. Sur* 
costa .,.. baed on cnh flo. ,,. oitgfMf estt..- included i n U. SOO ICY !JroJec:t c:ertfftc:atfon fflfng In 
Dodtet No . 820155-£U, upated for .:tual tnO.tfon rates ~ the lftd of the c:orwttuc:tfon period. An 
incr.enul AflllC rate ..a .,Hed to COMt.nactton a,end1wr.. lncludea AFliJC to ln-aertie» date. 

u Reprnents the aa~lat1¥e ~value dffferwa of totll ·~fuel cotta.__., • syst. w1UI,..rtln lklh 
No. 3 Md. syst. wiUI three 2SO,., Callbtned C}'Cle tkl1~ bumlng ,.., .. ,fuel on . A posltlw VAlue lndic.t.n 
SAVings provi ded by ,..rtfn lklft No. 3. 

!" ( d ) • ( b ) - ( • } + ( c) 
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