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FIPUG'S PREHEAIII& STATEREIT 

The Florida Industrial Power Users Group (•FIPUG•) hereby 

sub•its its Prehearing Stateaent in the above-consolidated 

doc!(ets. 

Witness: 

FI PUG will sponsor the test 1aony of Jeffry Po 11 ock. 

"r. Pollock will testify that, due to circu•stances far different 

than the assu•ptions on which the qualification of Florida Power 

and light CoMpany's (•fpl•} oil backout ~roject was based, the 

trans•ission line has not econo•ically displaced oil. Further, 

FPL has failed to recognize that changes in circumstances also 

affected the 1982 assumptions (tiaing and cost) relating to 

deferred capacity. Even if the line had not been built changes 

oc curred which would have affected the tiaing, nature and costs 

of additional capacity on FPL's sys te• that FPL has si•ply 

ignored. The accelerated depreciation previously collec ted by 

FPL should be refunded; the oi 1 backout char_ge ~,Aou..l~E be 
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t ~ r m : n ~ t c d. The cos t of ~h e pro jPct s hou ~ d be c o1 1Pc t~ d t hrou gh 

L radi ~ i on a l base rate mechanisms. 

Exhi bit s : 

Mr. Pollock will sponsor an exhib it consisting of 13 

schedules. FIPUG suggests that eac1 schedule be assigned a 

separat e exhibit number . 

Description 

JP- 1. Schedule 1 

JP-2. Schedule 2 

JP- 1. Schedule 3 

JP- 1. Schedule 4 

JP- 1. Schedule 5 

JP-1. Schedule 6 

JP- 1, Schedule 7 

JP-1, Schedule 8 

~P-1, Schedule 9 

JP-1. Schedule 10 

JP-1. Schedule 11 

JP-1 . Schedule 12 

JP-1, Schedule 13 

Subject 

Cumulative cost savings of project 
original projection U.S. actual 

C011parison: FPL's actual load growth 
and kwh consuqption with 1982 forecast 

Comparison: coal-by-wire ene"9J 
Purchases, original forecast and 
actual/current forecast 

C011parison : oil prices, original 
forecast v. actual/current forecast 

Comparison: cost of oil-fired 
generation with cost of coal-by-wire 
energy purchases 

Actual sum.er peak reserve .argins 

Projected reserve .argins with and 
without coal-by-wire capacity 

Comparison of returns on equ1ty 

Analysis of recently authorized 
returns on equity 

Compariaon: production/transmission 
and energy all ocat ion factors, GSLD 
and CS rate clauses 

Recovery of capac ity deferred 
savings through the OBCRF 

Estimates of direct cost of 700 
tN coal station 

Revenue requirement effect of the 
income tax saving rule 
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St a t ement of Bas i c Posi t i on : 

Sev nn years of experi enc e have demonstrat ed t ha t t he o i l 

ba ck out pr oject do es not economically displace oi l. At t he 

pre s ent OBCRF r ate , i n 1989 FPL will collect in ex ces s of 

$500 , 000,000 f r om its cus t omers , whil e the net energy savings a r e 

only $2 14,515 ,000. 

The project does pro vide s i gn if icant cap ac ity and 

r e li ab ility f unc t ions. Re cover i ng t hP f ull cost of a 30-year 

ca pacity/reliability project through a seven year energy 

sur charge ca uses presen t custo•ers to subsidize future customers, 

provides un r easonable and unrestricted excess cash flows to FPL 

and penalizes high load factor custoaers. To perpetuate the 

charge after radically changed circu•stances have occurred, which 

render the charge inappropriate, would be unjust and 

unreasonable. 

Past collect i ons of •net savings• for an accelerated write­

off were based on i•proper claims of capacity deferral benefits 

and should be refunded. The clai•s were based upon 1982 

assumption s t hat have been outdated by changes in load growth and 

demand and suppl y options. The o11 back out charge shou i d be 

t er mi nated . •Acc . l erat ed depreci at i on• should be reversed, and 

th e r even ues returned t o cu s t omers . The re• aining cost of the 

tr ansmi ssion 1 ines and ot her pro ject costs should be recovered 

thro ugh FPL's bas e rates. 
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Is su es of Fact, Poli cy, and Law: 

I . FAC TUAL ISSUES 
J e ff ry Pollock ) 

(FIPUG's t~itness on all factual issu e s is 

1 . I ssue: Are th e 500 KY trans•ission lines presently 

be ing used primarily to displace oil-fired generati on? 

FIPUG: No. Without th e capacity imported ov e r the 

tra ns•i ssion line, FPL could not adequ a te l v meet its presen t loau 

.. equirements. It does not have sufficient oil-fired generating 

capacity to 11eet present syste• de•and. Electricity purchased 

f roc Southern Company is the sa•e as a new generating unit 

and is no longer justified under the prohibitions of Rule 25-

17.016(2)(b), F.A.C. 

2. I ssue: Should FPL be required to refund past collected 

back out revenues as soc 1ated ..._with .accelerated deprec1 at ion? 

FIPUG: Yes. Supposedly, the Southern contract capacity 

allowed FPL to defer its own capacity; but collecting both 

capacity charges and costs of the deferred ut it is tantamount to 

collecting for the salle capacity twice. FPL 1s also collecting 

for capa city which has not been built and has bee n re•oved from 

the planning horizon because of 110re econo•ical alternatives; 

thus, th e hypothetical_ Hart i n units are not •used and useful. • 

Finally, FPL testified in 1982 that deferral was· justified to 

e n.:ble FPL to realize lower capital costs, construction costs, 

a nd more ec onomical technologies. Those changes occurred, 

affecting all parameters of •deferral benefits, • including in-
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s .., r .,. ice dat e . construc t ion costs, and supply options; bu t FPL 

1mproperl y c lu ng t o the ou t dated 1982 assump ti ons for the purpos e 

of quantifying "deferral benefits. • In Order No. 11217. th e 

Commi ss i on reserved the ability to review the cost parameters. 

The Commi ssion should reject FPL's st ~ tic approach and recognize 

t he changes in circumstances that r •quire a refund of revenues 

t1ed t o the Ha rtin assumptions. 

3. Issue: Should FPL be required to terminate the oil 

backout cost recovery factor? 

FIPUG: Yes. The clai•ed deferral benefits have been 

iaproperly i ncluded, and the changes in fuel costs have resulted 

in greatly di•in1shed fuel savings, so that the project 1s not 

achieving net fuel benefits. It does provide capacity and 

reli ability- benefits; ... therefore, the continued collection through 

an energy charge is unwarranted and discriminatory. 

4. Issu e : 

fully recovered 

When will 

if FPL i s 

invest•ent in transmission 1 ines be 

allowed to use two-thirds of the 

•annual net savi ngs " as accelerated depreciation? 

FIPUG : October, 1989 . 

5. Issue: Has the time co•e to require FPL lo collect the 

capacity charges for the Southern Syst em UPS charges through base 

r a te mechanisms? 
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FI PUG : Yes. FPL is using generating capa cit y on t he 

Sou thern System t o m~et its basic load requirements. The cost of 

this ca pacity far ex ceeds the net energy sav i ngs. It is improper 

to rec over it through the fuel clause because the capacity costs 

exceed the fu el savings. 

6. Issue: Is FPL justified in charging a 15.6% return on 

the equity portion of its capital invested in the 500 KV 

transaission lines? 

FIPUG: No. Rule 17.016(4)(e), F.A.C., requires the 

utility to use its actual cost of capital for the recovery 

period. Use of 15.6% is unjustified. 

7. Issue: What is the finel oil backout true-up a•ount for 

the Apri 1 1988 through Septe•ber. 1988 period? .. 

8. Issue: What is the est1•ated oil backout true-up aaount 

for the period October 1988 through March 1989? 

9. Issue: What is the total oil back out true-up aaount to 

be collected dur i ng the periods Apr11 1989 through September 1989 

and October 1989 through March 1990? 

FIPUG: (Issues 7, 8 and 9) The a•ount suggested by FPL 

au s t incl ude an adjustment to reflect a refund for those amounts 

which FPL has attributed to the • deferral savings• on the two 700 

"" coal-fi red Mart in un its. The co 11 e c t 1 on of higher revenues 
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du e to Hcrtin un its 3 and 4 is improper because t hey r epresent 

capa c i ty whi ch i s not presently, and which may never be, used ~n d 

useful t o prov ide service. To the extent t ha t coal-by-wire 

purchas es deferred construct i on of these units, ratepayers would 

e ffectivel y be paying twice for the same capacity. FPL should be 

a l l owed t o recover the cost of thE: most economical generation 

plan, no t a plan t hat was rejected in favor of mor e economical 

alter natives . Just as changes i n fuel costs a l tered the 

projected fue 1 sav ings, changes 1n c 1 rcumstances ( 1 oad growth, 

capltal and construction costs, t1•1no of need and supply 

options) occurred affecting the deferral issue which FPL has 

ignored. 

10. Issue: What 1s the projected o11 bactout cost recovery 

fact or for the period October 1988 through March 1990? 

FIPUG: FPL's application of the Oil Backout Cost 

Recovery Factor should be discontinued because the project has 

not achieved the economic d1splace•ent of oil. All accelerated 

depreciation amounts should be refunded an~ any recovery related 

t o the cost of the l ines should be disallowed for the projection 

period October 1988 through March 1990. 

I I. LEGAL IS SUES 

11. Issue: Once the Florida Public Service Commiss io n has 

approved a project as an oil backout project is ft required to 

continue to collect all costs associated with the project through 
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an oi 1 bac k out su 1· charge if c i rcums t anc es change and t he 

or1ginal ly proj ec t ed s av ings do not mater1 o11 ze ? 

FIPUG: No . The Comm iss ion reserv ed t he oppor t un i ty to 

r eview FPL 's oil back ou t proj ect every six months and Rul e 25-

17.01 6(4)(d) , F.A. C., con templa t es that • nor111ally the rema ining 

unr ecove red cos t of t he qualified oil backout project shall be 

ro lled in t o th e util it i es base rates without altering th e 

dep reciati on per i od at t he utility · :- next rate base filing and 

cost reco vered for the qualif i ed oil backout project through the 

Oil Backou t Cost Recovery Factor shall terainate .•• • At the time 

FPL' s oil backout project was approved and the rule was adopted. 

all uti lit i es were hav i ng frequent base rate increases. It would 

appear that the r ule did not conteaplate long ter• application of 

the Oi l Backout Cost Recovery Factor. This is especially 

unwarranted now .. that .facts , have aater1ally. changed. · 

12 . I ssue: As a matter of law. can the Florida Public 

Service Commi ssion place an accelerated depreciation surcharge on 

present customers to requ i re thea to pay the full cost of 

t r an smissi on facil iti es which are being used to provide 

reli ability and capac i ty i n three or four years when the 

t a c i1 it i e s w ill be i n use and use f u 1 s e r v i c e for 110 r e t h a n 2 5 

years? 

FIPUG: Sect1on 366.07 , F.S., provides t hat whenever 

t he c oaun ts s 1 on f 1 n d $ rates to be u n r o son ft b 1 y d h e r 1 m 1 n a to ry or 

pref e rential, 1t s hall re vise t he r a t es . In 11ght of d1m1n1shed 
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f ue l s avi ngs which ~ re inad equ a te to justify t he pr e s e nt 

nxi r ao r d i nary e ne rgy ch a rge, it is discriminatory to ask pr es e nt 

c ust omers to pa y th e full cost of a plant t hat will hav e a us efu l 

life fo r the next generation of ratepayers. 

Th e income tax normalization procedure utilitized by th e 

Commi ssion requires present custc~ers to pay income taxes in 

exce s s of the utility's present ta ..< liability to ensure th a t 

t oday's customers do not get the benefit of accelerated 

de preciation to the detriment of future customers. A logical 

corollary to this procedure would be to prohibit a utility from 

ch a rging today's custo•ers the full cost of facilities which will 

he used for 25 more years. 

13. Issue: Is there any legal basis for charging customers 

costs associated with utility generating plants that have riot 
• . ot- ··"~ .. _.. 

been built, are not under construction and are not presently 

projected to be built? 

FIPUG: Charging present custo"ers costs associated 

wi t h phantom plants is expressly precluded by the provisions of 

Secti on 366 . 06, F.S. 

14. Issue: Does collection of capacity charges in excess 

of f ue l savings through a fuel cost recovery charge comply with 

the l aw? 

FI PUG : No . 
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15. I s sue : Does 13 Rul e 25- 17. 016(6) F. A.C. r equ i r e the 

d i sconti nu anc e of the 08CRF when t he t r ansmission l i ne cos ts a r c 

f u 1 1 y ,. e c o v e r e d ? 

FIPUG: Yes . Apparent ly this will be Octobe r, 1989, 

unl ess t he Co•mi ss i on grants FIPU.i 's petition that accelerated 

deprec iati on charges be refunded. 

16. Issue : Did FPL consider 080 revenue in calculating 

i ncome t ax refunds to its custo•ers i n 1987 and 1988? 

FIPUG : Mo. 

17 . Issue : Should FPL be required to refund these tax 

savings to custo•ers? 

FIPUG: Yes. Having failed to do it in the tax refund • 

case , the refund should be considered in the oil backout docket. 
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Respectfully sub•itted, 

~~~~· 
John W. "cWhirter, Jr. 
Vi cki Gordon Kaufman 
lawson. "cWhfrter, Gra~doff 

& Reeves .. 
522 E. Park Avenue, Su i te 200 
Ta l lahassee, Fl orida 32301 
904/222-2525 

At torneys for the Flo ri da 
I ndustr i a l Power Us e rs Group 



CERTIFICATE OF SERVICE 

I HEREBY CE RTIFY that a t rue and correct copy of FlPUG's Prehear ing 

S ta t~ment has been furnished either by U.S. Hail or by hand delivery* to the 

fo llow ing parties of record, th is 27th day of July , 1989 : 

James A. McGee 
Fl or ida Power Cor porati on 
3201 - 34th Street, Sou t h 
P. O. Box 14042 
St . Pete rs burg, FL 33733 

G. Ed i s on Holland 
Jeffrey A. Stone 
Begg s and Lane 
P. O. Box 12950 
Pensacola, FL 32576 

Ja ck Shreve 
John Roger Howe* 
Off i ce of the Publ i c Counsel 
c /o Flor i da House of 

Representatives 
Th e Capitol 
Ta llahassee , FL 32399- 1300 

Gail P. Fels 
Assistant County Attorney 
Metro-Dade Center 
111 N.W. First Street 
Suite 2810 
Kiam i, FL 33128-1993 

Robert S. Goldman 
Hesser , Vicker s, Caparello, 

Fren ch & Ma ds en 
Post Of fi ce Drawer 1876 
Tallahassee , FL 32302-1876 

Prentice P. Pruitt 
Florida Pu blic Service 

Commission 
Divisi on of Appeals 
101 East Gaines Street 
Tallahassee, FL 32399 
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Marsha Rul e* 
Di vision of Legal Serv ices 
Fl or i da Publ i c Service 

Commission 
101 East Gaines Street 
Tall ahas see, FL 32399 - 08 50 

Robert R. Morrow 
Sutherland, Asbill & Brennan 
1275 Pennsylvania Ave., N.W. 
Washinoton, D.C. 20004-240 4 

Lee L. Willis 
Ja•es 0 . Beasley 
Ausley, McMullen, McGehee, 
Carothers and Proctor 
Post Office Box 391 
Tallahassee, FL 32302 

Zor1 G. Ferltin 
Judith A. Center 
Sutherland, Asbill & Brennan 
Suite 1000 
1275 Pennsylvania Ave., N.W. 
Washinoton, D. C. 20004-2404 

Matthew H. Childs* 
St eel, Hector & Davis 
First Florida Bank Building 
Suite 601 
215 South Monroe Street 
Tallahass ee, FL 32301 

Maj or Gary A. Enders, US AF 
Hurburt f ield 
Pensaco f a Naval Ai r Stat i on 

and Naval Coa~ tal Syst ems 
HQ USA/ULT, STOP 21 
Ty nda ll AFB, F~ 32403- 600 1 


