BEFORE THE FLORIDA PUBLIC SERVICE conuzssrourﬂmm

In re: Petition of the Florida ) DOCKET NO. 890148-EI
Industrial Power Users Group to )
Discontinue Florida Power and Light ) Filed: August 21, 1989
Company's 011 Backout Cost Recovery ;

)

Factor.

FIPUG'S REQUEST FOR OFFICIAL NOTICE

The Florida Industrial Power Users Group ("FIPUE"), through
its undersigned counsel, requests the Florida Public Service
Commission ("Commission") to (ike official notice of the
following items (attached):

1. Order No. 16907, dated December 2, 1986. In 1981,

Florida Power and Light Company ("FPL") requested the Commission
to allow it to place in rate base the cost of repairs to the
Turkey Point nuclear steam supply. The Commission refused, on
the basis that the items were the subject of ongoing
litigation. FPL renewed its request in 1982 and tried yet again
in 1983. The Commission denied each approach.

FPL persevered. In 1985 it requested the Ccmmission to
address the subject of the steam supply repairs on the basis of

changed circumstances. (The "changed circumstances” cited by FPL

were the extended duration of the litigation and the magnitude
and growing materiality of the deferred charges.) The Commission
did so.

2 Excerpt of the testimony of FPL witness Roberto Denis

in Docket No., 830377-EU, testimony given on Januwary-19, 1984. on
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that date, Mr. Denis testified that company's plans to build
Martin 3 had been affected--not only by the Southern Company
contract--but by decreases in load growth which occurred after

the contract was entered.
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of FIPUG's
Request for O0fficial Notice has been furnished by U.S. Mail
or by hand delivery* to the following parties of record, this

21st day of August, 1989,

Matthew M. Childs*

Steel, Hector & Davis

First Florida Bank Building
Suite 601

215 S. Monroe Street
Tallahassee, Florida 32301

Marsha Rule*

Division of Legal Services
Florida Public Service Commission
101 E. Gaines Street

Tallahassee, FL 32399

John Roger Howe*

Assistant Public Counsel
0ffice of the Public Counsel
Pepper Building, Room 801
111 West Madison Street
Tallahassee, FL 32399-1400

Gail P. Fels

Assistant County Attorney
Metropolitan Dade Center
111 N.W. First Street
Suite 2810

Miami, FL 33128-1993
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I HEREBY CERTIFY that a true and correct copy of FIPUG's
Request for O0fficial Notice has been furnished by U.S. Mail
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Py | In re: Petitios of Florids Power and ) DOCKET MO. 830782-L1
] Light Company for Entitlemeat to )
R Recover the Turkey Point Stesm )
A Generator Repair Costs. ]
o )
'
A )
4 In re: Petition of Florids Pover and ) DOCKET ®O. #50783-EI
. Light Company to Iaclude Mart .a )
Resecvoir Repaic and Eshamce-ant Costs )
in Rate Base. ) ORDER NO. 1§907
' ) ISSUED: 12-01-84

T™he following Commissionscs ~*r*ic'psted In the dispositioa
of this satter:

JOWN R. WARRS, 111, Chalrmen
GERALD L. OUNTER

JOMN T. HERNDOM

KATIE WICwOLS

NICHAEL NCK. WILSOM

—
P T S — -

Pursuant to Botice duly fssved, the Florids Public Barvice
Commigsion hald a public hesting in Tallashasses, Florida. om
Juna %, 1906. Havieg consideced the record harein. the
Commission now enters its fimal ocder.

APPEARANCES: Matthew M. Childs, BEsquire. ond Charles A,
Guyton, Esquire, Steel, Hector and Davis, 320
Sacrmatt BSsnk Building, Tallshassee, Flocida
32391, appesring on behalf of Florids Power and
Light Company. 2

Morcis E. Shelkofsky, 9238 wWest Flagler Street.
Post Offlice Box 329100, Miami, Florida 33152,
sppesring on babalf of rlorida Power sad Light

Jack Shreve, Public Counsel, Stephea Burgess,
Esquire and Carrie Hightman, Esquire. Office of
Public Counsel. 624 Feller Werren Building, 202
Slount Street, Tallshessee, Florida 32301,
sppesring on behalf of the Citizens of the State
of Florida. i

Preatice P. Pruitt, Esquicre. 101 East Gaines
Strest, Tallahassee, Florids 32101, Counsel {for
the Commission.

Michael 0. Twomsy, Esqiire, 101 East Gaines
Street, Tallahasses, Florids 32301, appearing om
bahzlf of the Commission Staff.

AR RS oy -m-s...a.._._uux'_;xj_;d-lﬂ'l.'ﬁ )

BY THE COMMISSION:

] Bachuiound
| In Florida Power ond Light Compeny's (FPL) 1981 cate case
g 4 (Docket Ho. 0810002-EU) the wtility sought to imclude im rate
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in ce: Petitiona of Flerida Power snd
Light Company for Eatitlemsat to
Recover the Turkey Poliat Stesm
Genarator Repair Costs.

DOCKET MO. 850782-£1

in ve: Petition of Florida Power sad
Light Company to Incliwde Mattim
Reservoic Repair and Cahancemsnt Costs
in Rate Base.

DOCKET MO. 050783-E&1

ORDER NO. 14907
ISSUED: 12-02-86

A

T™e fellowing Commissionscs participated in the dispositioa
of this matter:

JONN R. MARKS, [II, Chalrman
GERALD L. GUNTER

JONN T. HERNOON

KATIE WICNOLS

MICHAEZL NCKX. WILSOW

a2 @
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Pursuant to Botice duly fassued, the Florids Public Bervice
Commission held 3 public hesting is Tallahssses, Florida, om
June 5, 1986, Having consideved the record harein, the
Commission now enters its fimal order.

APPEARANCES ; Hatthew N. Childs, Bsguire., ond Charles A.
Guyteon, ECsguire, Steel, Mector and Davis, 320
Barnstt Bank Buildiag, Tallshassee., Florida
32301, appesring on behalf of Florida Power and
Light Company. 2

Morcis E. Shelkofsky, 9290 West Flagler Strest,
rost Office Bex 329100, ®iami, Flocida 13152,
appeacring on behalf of rlorida Power and Light
Company .

Jack Shrave, Public Cownssl, Stephen Burgess,
Esquire and Cacrie Nightman, Esquire, Office of
Public Counsal, 634 PFuller Warrea Buildiag, 202
Blowat Street, Tallshessee., Florida 32301,

nnnioz.u behalf of the Clitizens of the uuo
of Flori

Preatice P. Pruitt, Esquice. 101 East Gaines
Street, Tasllashacses., Floride 32301, Counsel (Cor
the Comsmission.

Nichael 5. Tvomsy, Esquicre, 101 East Geinmes
Strest, Tallshasses, Florids 32301, asppearing om
behalf of the Commission Staf(l.
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BY THE COMMISSION:

At ok

Bac: “gound
In Florida Power and Light C - =, s (FPL) 1981 rate case
A (Docket #o. 810002-2U) the wtility sought to include in rate
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base soms $72,7)8.882 on a jurisdictional basis associated with

0743 rdpairs and eahancements to & reservoir bullt to provide cooling

~&r water for FPL's Mactin Units | and 2. Prior to either of these

units bein” placed into service a bresk occurred in the eacthen

so7 dam in Octo.ar, 1979 lesding to considersble property damage and

02-84 necessitatir; a review of the design and construction of the

dam. A Po:rd of Review commissionsd by FPL recommended numerous

corrective messures for the tepaic, including design alterations

weltion calculated “o enhance the Integrity of tha dam. FPL spent

$78,846,000 ‘o plsce the resecrvoir back in service, but oves
877,000,000 o: that amount was elated to dam modifications

FPL sought inciusion of the costs of the cebullt dam n
cate basea asrquing that the rebuilt structure was “used and
ueaful® and, fusther, that the (ailure of the original dam was
not the (ault of the utility. we eed with Public Counnel
that the costa resulting from the bresk of the dem should not be
placed In rate base prior to the outcome of FPL's litigation

Wvice againat the consulting enginesrs and contractors who designed
B ok and bullt the original dam. Accordingly, in Ocder Mo, 10106, we
the hald the tepals and enhancement costs out of (ate base and

datermined that the ressonablensns and prudence of those costs
would be considered In & vcetemshing procesding following the
resolution of FPL s litigation. To aveld any prejudice to IPL,

' A, we osuthorised it to charge Allovence For Funds Used During
120 Construction (AFUDC) to tha rtepalc and enhancement costs until
rida the prudencs lesue was cesolved.

and

In that same rate case, FPL sought to include in rate base
some $6) million of Comstruction-Work-In-Progress (CWIP) related

ret, to ongoing steam generator repaicrs te its Turkey Point Units
82, Mos. 3 amd 4. FPL had Drought suit against Westinghouse
ght Electric Corporation (Westinghouse), who was the steam genecator

vendor. As with the Martin Dam repairs, we relused to place the
requested amount in rate base, but suthorized the accrual of

is, AFUDC umtil such time as the cate base (ssue was resolved in
of catemaking proceedings after the conclusion of FPL' 3
02 litigation. FPL sought review of our decisioas with the Florida
i, Supreme Court, which affirmed.

te

| While its review of the 1981 rate case was still before the

h court, FPL (flled asnother «rate case (n 1982 (Docket HNo.

'y 820097-EU), in which {t again sought Iinclusion of all! its

' i investment In the Martin Reservoir and Turhey Point steam

1 9ensrators In rate base. We rejected FPL's request that the

entire cost of enhancing and cepairing the original dam should

1 be included in rate base but modified our eari‘er position,
stating:

By the spparent admission of all parties. the

original Martin Dam was something less Cthan

' was needed to retaln the waters 72/ the Martin
. Regservoir. The new enhanced das appears to

\ be adequate for its purpose but the some 377
million of additionsl rate base sought (oc¢ it

in 1981 over and sbove its oiiginal

1 CoNStIuCtion cCost was Jsssocliated with design
improvements as wall as an expedited
construction schedule. The tota! of ociginal
cost and reconstruction clearly excoeds the
1 cost ot the dam had It Deen propecly
¥ constructed the (lrst time. Evidence wan
presented in this case demonstrating that had

the cam been properly designed asnd built at
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base some $72,738,882 on a jurisdictional basis associated with
07 tdpairs and eanha nts to & cesecvolr bullt to provide cocling
81-£1 water for FPL's Martin Units | and 2. Prior to either of these
units baing placed into service a bresh occucced in the eacthen
% dam in October, 1979 leading to considecsble property damage and
_.:_“ necessitating & review of the design and construction of the

dasm. A Board of Review commissioned by FPL recommended numerous
coctective measures for the tepair. including design slterations
oeity calculated to enhance the Integrity of the dam. FPL spent
on $78.846,000 to place the resecvoir back in secvice. but over
$77.000,000 of that smount was celated to daa modifications.

FPL sought inclusion of the costs of the rebuilt dem in
cats base arguing that the rebuilt structure was “used and
useful® and, (urther, that the failure of the original dam was
not the fault of the wutility. We agreed with Public Counsel
that the costs resulting from the bresk of the dam should not be
placed im rate base prior to the outcoms of FPL's litigation

'rvice sgainst the consulting engineers and contractors who designed
i ‘om and built the original dam. Accordingly, in Order MNo. 10)06, we
the hald the repair and enhancement costs out of caste bise 4nd

determined that the reasonableness and prudence of those costs
would be considered im & ratemaking proceeding following the
resolution of FPL's litigaction. To avold any prejudice to FPL.

I AL wa asuthorized it to charge Allowance For Funds Used During
3120 Construction (AFUDC) to the repaic and enhancement costs until
rida the prudence issue was resolved.

and

In that same rate case, FPL sought to include in rate base
some $63 millios of Construction-Work-In-Progress (CWIP) celated

ret . to ongoimg steam gensrator repairs te its Turkey Point Units
s2, Mos. 1 and 4. FPL had brought suit against westinghouse
ght Electric Corporation (Westinghouse), who was the steam genecator

vendor. As with the Martin Dam cepaics, we refused to place the
requested amount in rate base, but asuthorized the accrual of

s, AFUDC umtil such time as the rcate base issue was r(esolved in
of ratemaking proceedings after the conclusion of FPL'3
‘02 litigation. FPL sought review of our decisions with the Florida
1. Supreme Court, which affirmed.

te

| While its review of the 1981 rate cese was still before the
. court, FPL (flled another rate case im 1982 (Docket Na.
'8 820097-EU), in which it again sought inclusion o all 1its
e investment in the Mactin Reservoir and Turkey Point steam
genecators ia cate base. We rejected FPL's request that the
entire cost of enhancing and repairing the original dam should
s be included in rsate bDase but modified our eacriier position,
" stating:

By the apparent admission of all parties, the
original Macrtin Dam was something less than
. was needed to retain the waters »f the Martin
Reservoir. The new enhanced dam appescs to
\ be adequate for its purpose but the some 377
1 million of additional rate base sought foc it
| in 1981 over and above its original
¥ construction cost was associated with design
[ 'mprovements as well as an expedited
' canstruction schedule. The tota! of original
Cuost and reconstruction cleacrly excaeds the
1 cosL ui the dam had it been propercly
¥ constructed the (flcst timae. Evidence was
presented in this case demonstrating that had
t the dam been properly designed asnd bDuilt at
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the outset, it would have cost. on a
jurisdictional basis. an additional
$52.718.345.

We belleve that *he wutility is entitled to
the costs assoclate with the dam had it been
properly bullt ilmit aslly and shall modify our
eacrlier decision by allowing in rate base the
additional $52.71 .363 that (it would have
cost to bulld ¢t » dams correctly (in the
beqginning.

The remaining $17,712.000 ($18.647.000 plant
in sarvice less wed.. oul sccumulated
depreciation) requested by FPL associated
with the Martin Dam shall remain excluded
from rate base until such time as the matter
is considered in ratemsking proceedings
tollowing the resolution of the litigation.
At that time, parties will be given an
ogportunity to be heard on the Iissue of
whether FPL was prudeat Ila Iits handling of
the cesecrvolr incident . To avoid any
prejudice to FPL, we shall coatinue to allow
it to charge AFUDC to the smount excluded
(rom rate base until such t.me as the =atter
is considered in catemaking proceedings
following the cesolutioa of the litigatioa.
Accordingly, we have r(educed tha proposed
rate base by $17,712,000.

Ocder Mo 11437 at 8-9

Although FPL kad aqain cequested the inclusion of the
Turkey Point stess generator repairs Im rate bDase, wa (ound
that there were neither changed circumstances nor & compelling
rationale presentsd to us to warrent deviating (rom our earlier
decision or the issue in Order No. 10304. We authorized FPL to
continue computing AFUDC on the costs excluded (rom rate base
until such time &8s the Issue was resolved Iin & (future
tatemaking procesding.

FPL followed our earller trestment of the so-called
“litigation items” in its 1981 rate case {Dochet Mo .
BI046%-El), updated ws on tha status of the litigation and
raised concerns about the growing balances of accusulated
deferred cCosts. Iin that case, Iin Order Ho. 11317, we
determined to not Include In FPL's cate base the cost of

replacing the stesm generators and the remaining investment in
the Martin Reservoir.

In Movember of 1983, FPL ([lled its petitions, which are
the subjects of these two dockets and alleged that certain
changed clicumstances warranted ths Commission changing the
timing of Its consideration of the prudence of the wutility's
conduct regarding the litigation items. Firse, FPL said that
the deferred costs associsted with the litigation items had
grown to such 4n extent that they would bDe material for
financial teporting purposes by the end of 1986 Moce
specifically. FPL saild that wunder the Flnancisl Accounting
Standard 8oard (FALS) Statement Mo . 7). the existing
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the outset. it would have cost. on a
jucisdictional basis, an additional

$52,718.365.

We bDelleve that the wutility is entitled to
the costs assoclated with the dam had it baen
properly bullt Initislly end shall modifly our
eaclier decislon by allowing in rate bDase the
sddicional $52.718.365 cthat (it would have

cost -to bulld the dsm correctly in the
baginning.

The remaining $17,712,000 (518,667,000 plant
in sarvice less $955.000 accumylated
deprecistion) rcequested by FPL associsted
with the Martin Dam shall remain excluded
(tom rate base until such time as the matter
is considered in ratemaking ptoceedings
following the resolution of the litigation.
At that time, parties will be gqiven an
opportunity to be hesrd on the Iissue of
whether FPL was prudent im its bhandling of
the cesecvolrc incident. To avoid any
prejudice to FPL, we shall continue to allow
it to charge AFUDC to the asmount excluded
(rom rate base until sech time as the matter
is consideced in roatemaking proceedings
following the resclution of the litigation.
Accordingly, we have reduced tha proposed
rate base by $17.712.000.

Ocrdec Mo. 11437 at B8-9

Although FPL kad agailn requasted the (nclusion of the
Turtkey Point stesm generator repalcs Ia rate base, we (ound
that there ware neither changed circumstances nor a compelling
rationale presented to us to warrant deviating from our earller
decisicn or the issue in Order Mo. 10384. Me aucthorized FPL to
continue computing AFUDC on the costs eicluded {(rom rate base
until such time a4s the (issue was resolved In & (future
ratemaking proceeding.

FPL followed our earller trestment of the so-called
“litigation items” in its 1983 fate case {Docket Mo .
BI0465-El), wupdated us on the status of the litigation and
raised concerns about the growing balances of asccusulated
defecred costs. In that cese., In Order No. 11317, we
determined to not Include in FPL's cate base the cost of

replacing the stess genecators and the remaining investment in
the Martin Reservoir.

Reques. d Reljef

In MNovember of 1983, FPL (flled (ts petitions. which are
the subjects of these two “ockets and alleged that certain
changed clircumstances warrars od tha Commission changing the
timing of Its consideration . the prudence of the utility's
conduct rcegarding the llitigatic items. First, FPL sald that
the deferred costs associsted w th the litigation (tems had
Qown to such am extent that (Mey wvould be material (for
financial «reporting purposes by the end of \

[ More
specifically., FPL saild that wunder the Financial Accounting
Standacd Board (FASE) Statement No. 71, the existing
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tecovery of unly $4%0.000 versus the o=t 1 v .
Litigatiun EFL 1 esatully Acuught drameyval I Lt
Thus . FPL SuUlNnt e that thie precond sk ' 55
tesojuti1on of prudence on the Martin Keserva,r tat e
in it s Fet 1t 1un tegarding The HMarlin Hesed o g Rt ]
wement o3ty ool e luded on cate La L d
LTS s on
1 Tnclude the total accumulated investoent it
detecrala 4330 Lated “ath the repail anil
@nhancs cent i 4 the Maitin Flant tesee L
3ite 43 ot e embDed ) I98% in rate tiase
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elfective Januasry 1, 1986;

1. Terminate the accrual of AFUDC and the
deferral of dep: scistion coincident with the
inclusion of the 2 cests ia rate base:

! J. Netermine thas the asccumulsted defecced

: depreciation ‘anc AFUDC be recovered through a
five year amorti:'tion whea FPL's bose rates ¢
ate nest changed; .»d

4. Grant other (ellef (vund ressonable and
proper.

Crebessriog Activities

‘ Due toe the similarity of osccousting issves, these two

dochets were consolidated for hescing. Prior to hearing. the

b1 Otfice of Public Counsel proposed three issues which dealt with

L4 the potential sdjustment of FPL'S cetuin on equity. As is

reported (n Order ®o. 1%624-A, Cosmissiomer Wilson. as

Prehearing Officer, struck two of the isswes beciuse they (fell

J outside the scope of the dockets, but restated the third to

- taise on isswe {(No. 3% (s the procesding) concerning the

a sppropriste carcrying chacge (AFUDC rate) to be applied to the

‘e Turhey Point stesm generaster repair costs. In & celated

F matter, FPL loter (filed & Motloa to Excivde or Strike the

Prefiled Testimony and Exhibits of Devid Paccell amd a Portion

of the Testimony of Hugh Larkia clsiming that these Public

2 Counsel witnesses had violated the tarms of Order Mo. 13614-A

by Mc. Larkin's use of Mr. Parcell’s seggest tate of return

on equity to assess the cessonsblemess of FPL's curreat rcatas

T and the asdequacy of its esrsings. As is ceported im the

Prehearing Ocder, Order Mo. 16173, Commissioner Wilsoa viewed

Public Counsel's voluntary withdecowal of certain of Nr.

Paccell's testimony as eseeting ome of FPL'3s objections. MNe

also ruled that Mr. Larkin's testimgay would be heard a5

i prefiled, that the pacties would be required to brief Issue 11

l in post-hearing briefs and that the Commission at its Agends

Conlference on this cese would rule on Issue 1] to determina the

i extent to which Mr. Larkin's testimcey would be coasidered In
deciding the remaining issees.

1

i

L

i

{

Ihe Nescinas

Joint hesrings wece held in Dockets Nos. @30781-El and
250781-E1 in Tallshassee on June 3-6 ~ad Jul I6. 1986. At the
hearings, Public Counsel spoasored three witmesses: MNe. MNugh
Lackin, Jr., & consultant with Lackin & Assocliates. Certified
Public Accountants; Dr. David Parcell, am economics coasultast
with Techmical Associates, Inc. sad Mr J. Patrick Paccish, a
consulting engineer with Parrish Enginecring. Inc. The
testimoany of Me., Charles R, Skisker., Je.. o ceticed
proflessional engineer spomsored by Public Counsel. was inserted
im the record without Mr. Shisker appearing. FPL presented the
(ollowing witnesses: Me. C. O. Woody, Growp Vice Presideat,
Muclear Enestgy of FPL; -Me. William F. Swiget., Consulting
€ngineer of Buhl, [daho; Mr. MHowsrd James Oasqger, Ji., Vice
President ia charge of Power Ploat Esginesering. Genecal
Engineering, Constiwction sed Project Mansgement of FPL; MNr.
Willred E. Coe, Vice President in charge of Ffuel Resauices.
Powut Supply eand System Plasaning of FPL; Me. Gerald N,
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elfective January 1. 1984;

1. Terminate the accrual of AFUDC and the
deferral of deprecistion coincident with the
inclusion of these costs ia rate base;

). Determine thet the asccumulated deferred
depreciation ‘and AFUDC be recovered through a
five year amortization whea FPL's Dase rcates
ace next changed; and

4. Grant other ielief (ound cessonable and
proper.

frgheasring Activities

Due to the similarity of accouating issues, these two
dochets wete consolidated for hescimg. Prior to hearimg, tha
Office of Public Counsel proposed thiee issuwes which dealt with
the potentiel adjustment of FPL's cetutn on equity. As is
reported in Order Mo. 13474-A, Cosmissionsr Wilson, as
Piehearing OCficer. struck two of the isswes becaiuse they (ell
outside the scope of the dochets, but restated the third to
taise an isswe (Mo. 3 s the proceeding) concerning the
appropriate carrying charge (AFUDC rate) to be aspplied to the
Turhey Point stesm generstor rcepair costs. In & ctelated
matter, FPL later (Ciled & Motioa teo Excliude or Strike the
Prefiled Testimony and Exhibits of David Parcell amnd a Portion
of the Testimony of Hugh Larkia clsiming that these Public
Counsel witnesses had viclated the terms of Order No. 1%3624-A
by Mrc. Larkin‘s use of Mr. Parcell‘s -.‘-nt.f cate of cetwrn
on equity to assess the cessomeblensss of FPL'3s curtent cates
and the adequacy of its estnings. As is rceported |n the
Prenearing Order, Order Mo. 16173, Commissioner Wilsoa viewed
Public Counsel®*s voluntacy withdrowal of cectain of MNr.
Pacrcell's testimony as eeeting ome of FPL's objections. BNe
also ruled that Mr. Larkin's testimoay would be heatrd as
prefiled, that the parties wowld be requicred to brief Issue 11}
in post-hearing briefls and that the Commission at its Agends
Conlerence on this cise would rule on Issue 1] to detersine the
extent to which Mc. Larkin's testimomy wouild be considered in
deciding the remaining isswes.

Joint hearings were heald In Dochets Nos. 83%0702-E1 and
850781-E1 in Tallashassee on June 5-6 and July L6, 1986, At the
hearings, Public Counsel sponseted three witnesses: Nc. Nugh
Larkin, Jr.. & consultast with Lackis & Associastes. Certified
Public Accouatants; Dr. David Parcell, am ecomomics comsultant
with Techaical Associates, Inc. and Mr J. Patrick Paccish, »
consuliting engineer wit® Perrish Engineering. Inc. The
testimony of Me¢. Charle: R, Skisker. Jc.. & rcetired
professional engineer spons ced by Peblic Counsel, was inserted
in the record without Mr. Skinker appeacing. FPL presented the
following witnesses: M¢. C. O. Woody, Growp Vice Presildeat,
Wuclear Enetgy of FPL; - "+, William F, Swiger, Consulting
Engineer of Buhl, I[dahko; i-. Nowsrd James Deger., Jr., Vice
President in chatge of PFowme Plaat Esqgineering., GCenersl
Engineering, Constiuction sad Preject Menagement of FPL; Nr.
Wiltred E. Coe, Vice President (& cherge of Fuel Resources.
Powet Supply and System Plosning of FPL; Mec. Cecald n,
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Florence. Insucrance Consultant and Dicector ol Adsinisteat ion
of Southeast Toyota ODistributors, Ianc . M« E L. Hortman
Manager of R atch and Requlatory Accounting of FPL. and ™

Home « . Williams, Jr , Comptroller of FPL Addit ionally the
testim iy of the following FPL wilnesses was inserted in !he
(eCcotd without them being (equited Lo appesr Mi Chatles L
Balla 4. Directar »f Corporate Contracts ol FPL, Mt Sidney

Gratn Seniur Prujwct! Manage tn the Puwer Flant NG inecting
Departa- nt af reL, M. atl E. Falh, a4, Lonsuiting
Profess. nal Enqginwer with 5 Levy Incorpotsted. and My "
Thomas Young, Project Site Managet st the Turhey Point MNud e
Plant ol (0 Nineteen exhibits. many ol which -
composites, weie ceceived into evidence The transcript o1 ' he

proceedings comprises approzimately 900 pages

The Stipulated Aqreement

Subsequent to the hearings 1n this case bul prior to out
consideration of the matter at our Aqends (onletence. our LSratl
and FPL entered into an Agreemsent (Appendix A). which ol
approved by us. would r(esolve several of the i3sues in 'hese

dockets. Having feviewed the Agieement, we [ind that its reqn’
ate reasonabl: and that apptoving 1t would De 1n the pubilit
interest . Accordingly. we appfove Lthe Agieement and hall

indicate in the remainder of this Ordec the 1ssues affected by
T

Turkey Point Steam Generstor Repair Costs

In Movember, 196%, FPL contracted with MWestinghouue .
provide the nuclear 3tesms 3upply system (NMSSS) end turbine

generators for Tuithey Point Umits MNos 1 and 4 At tne 3

time FPL contracted with the Bechtel Corporstion to pru-ide
design engineering. procurement and construction se(vices !ul
the balance of plant. Turkey Point Unit Mo ] began cCommerc ial
operation on December 4, 1972 st & cost of $107 eillion

Turkey Polnt Unit Mo 4 began commercilal operation on Septembed
7. 1973 at a cost of $98 million.

Over the course of the neatl several years, Hestinghouse

steam gQenerators suffered a numsber of corrosion problems T
combat these problems wWestinghouse recommended 4 se(ic:s it
changes in the water chemistry (or the secondaty water system
“hich funs through the stesm gene(stor While the vaiivus
changes 1n water chemistcy speciflications met va(ying deqgroees
ot sSuccess in solving the cottosion problems they el
introduced to J3dress. in each Instance the cChange 1n wale)

cChemistiy Qave rise to anothet COCIOSION problem

The most 38{10us COo(fOsilun problem espericnced at the
Tutkey Pouinrt stess Qenerators —an dent i1ng ot the wl e A
qeneratoct tubes due to coctoston ol the ¢a1ibon steel LR
suppott plates Dent ing was fii8l evident ot the Tuikey Foaot
units Ln March, [9%7% As a tesult Lf the denting pratlem LN
began plugqging steam generator tubes at its Turkey boant
nuclear wunits By late 1976, it wazx cleat that the N EENT]
gqenefatofs «wowld have (u b ovethauled or Tepl s wd Berc b !
eConoMIC 4and safefty cCoonsidedrations. FPI ehase o replace

€2isting stesm Genes aluly

in June 19m i ITPL took sdvintlaqe U ar unielated it

lengthy outage due "o an wiectleical genei ator (aslute Ind Lagan
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Florence, Insurance Consultant and Director uf Administcation
of Southeast Toyota Distributors, Inc.. M E. L. Hot!iman
Manager of Researcnh and Requlatory Accounting of FPL. and Mg
Homer P. Williams, Jr. , Comptroller of FPL Additionally the
testimony of the (ollowing FPL witnesses was inserted in the
record without them Deing (equited Lo appear . e Chartles L
Ballard. Director f Corporste Contracts ol FPL. Mr _ Sidney

Grain, Seniur Pru)=c' Managet in the Pouwer FPlant NG i Near 1 Ny

< Depacrtment of FPL, Mc. Cacl E. Falk, 3¢ . Consuiting
Prolessional E€nginwer with §. Lavy I[ncoiporated. and Mi "
Thomas Young, Project Site Manaqger at the Turkey Point Mud less
Plant of FPL Mineteen exhibits, many of which weie
composites, wel(e (ecCe d i1nato evidence The transcript ot ! he

proceedings comprises approzimately 900 pages

L4 =
The Stipulated Agqreement

Subsequent to the hearings In this case but prior to out
consideration of the matter at out Agenda Conlectence, outr Htallt
and FPL entered into an Agreement (Appendiaz A), which it
approved Dy us, would r(esolve szeveral of the i13sues in 'hese
dockets. Having reviewed the Agieement. we (ind that its rTeins
ace asonable and that approving 1t would bDe 1n the publit
$ interest. Accotdingly. we approve Lthe Aqieement and shall

3

indicate in the temainder of this Order the 1ssues affected by
b

Turkey Point Steam GCenerator Repair Costs

In Movember., 196%. FPL contracted with Westinghousue o
ptovide the nuclear steam supply system (MSS5) and turbine
generators for Tuthey Point Units MNos 1 and 4 At tne same
time FPL contracted with the Bechtel Corporation to provide
(} design enginee(ing. procurement and constiuction sef(vices fol
the balance of plant. Tuthey Point Unit Mo. ) beqQan commecc 14l
opecation on December 4, 1972 st & cost of $10Y million
Turkey Point Unit Mo, 4 began commercial Operation on Septembae
7. 1971 at a cost of $98 million.

seds»n3 YA

Over the course of the neat seversl ywadrs, HWeslinghouse
steam generators sullfecred a nuaber of corrosion problems Tu
combat these problems WwWestinghouse (ecommended a series i
changes in the water chemistry [(Oor the secondaly water iysfem
| whic funs through the steam generator While the vaticus

chang s in water chemistry specifications met varying dejices
i of :.ccess in 30lving the CO((OSIONn pioblems they «ecir

introduced to address, in each instance the cChange n watel
Che LSty gave rise to asnother COMfO%10Nn problem

l I '@ mOSt 3e(i0us corrosiun problem eapericnced 4t
} Tuchkey Point stesm Quenerators CTTY dent ing ot the st
generator tube: due to cofttoston of the casibon steel RV
SUPPOIL pislas. Denting was (1130 evident at the Tutkey bt
units in March. 197% As a t(esult of the denting problem bt
beqgan plugqging steam qgenetaltor tubes at its Turkey buant
1 nuclear wunits By late 1976. it was cCleat that Uhe t.
genefators would have tu bDe overhauled ot replacwed BerC aun o ot
C€CONOMIC 4nd salvty coonsidetations, FPL chose ta replace 1
existing steam genvialurls

in June, 19al FPL took Jdvintige ol 3r unielated Lt
lengthy outage Jdue 10 au electliicadl qeneistor failute and Legan
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the replacemant of the stess gensrators on its Turkey Point
Unit Mo. 3. The electcical gumerstoc was cepeired by Tebruary,
1981. but the stesm gene. "tor owtage contimued uatil April 10,
1962 when Unit Wo. ] was estored to commercial operation. The
total duration of the st.ae geserstor replacement outage f(or
Turthey Point Unit Mo. ° was 1% days. On October 9, 1902,
replacement of tha steass gensrstors st Turkey Point Uailt MNo. 4
began, and the ceplaces. t wazx completed on May 16, 190).
Building on Its expeciencs  "om the stesm generstor replacement
on Unit Ne. J, FPL reduced the owtage of Unit Mo. ¢ te 218
days. an improvemsnt of 71 days

As of Decesber J1. 1983, FPL's |nvestment in the stess
generator ceplacesents at Turhay Point Uanits Mos. ] and 4 was:

Unit Total Compsoy Jugisdictional
Ho. 3 -§ 99,049,580 $ 06.648.21)
Ko 4 15,912,666 ?

Total $ 164,938,226 $ 160,517,103

Additionally. because thase amounts hed not been placed in cate
base. FPL had accumuloted $15.097.960 of deferred depreciation
and $5%9%.215.117 of AFUDC asssoci'ted with this |(avestment
through Decesber 31, 198%. .

Iugkey Poist Issyes

IJ.'H_B Were the costs to repair the Turkey
Foint stesm generators prudestly Incurred?

FPL presented expert testimony showing that it wes prudent
in its selection of Westimghouse to design and manufscture the
original stesm generators at Turkey Point. These witnesses
also testifled that FPL hod operated the stesm generators
prudently and consistent with Mestliaghouse's specilications but
that the stesm genecstocs had still ezperienced irreversible,
continuing corresion damsge. FPL witnesses stated that the
wtility had ascted prudently ia determining to replacc the stesms
qenerators as the =sost eflective response to the corrosion
damage. They testified, (fusther, that the stesm generstor
iepiscements were carried owt ef{ficieatly and expeditiousliy,
which has allowed these unmits teo comtlawe to produce econoaical
power for the benefit of the wtility's customers.

Our Stalf comducted am Independenl. review of the stess
gonerator f(allutes and thelr replacessats and took the position
that the stesm generstor probles was the result of s generic
design defect and, Curther, that the resultant cepait costs
were prudently incurred. Public Coumsal took the position that
he did mot object to FPL's estitlemsat to recover the Turkey
Point ucul'qculuot tepaic costs.

In view of the record im this case and the positions of
the pacties, we (ind that the costs to sepair the Turkey Point
steam Qenearstors were prudently incurred.

: What is the total cost associated
with repairing the Tuchay Point stess
qenerators?
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the replacemsnt of the stess gqenecrators on its Turkey Point
Unit Mo. J. The electrical gumerastor was cepeired by February,
1982, but tha steaa generator outage continued uatil April 10,
1982 when Unit Wo. ] was restored to commeccial operation. The
total duratioa of the stess generastor replacement outasge Lor
Turkey Point Unit Me. 1 was 290 days. On Octodber 9, 1982,
replacement of the steam generators st Turhey Point Uait Mo, 4
began, and the replacement wox completed oa May 14, 194).
Building on its experience (rom the stesm generstor replacesent
on Unit Me. 3, FPL reduced the ocutage of Unit Mo. 4 to 218
days, an isprovement of 71 days.

As of Decemsber 31, 193, FPL's investmsent in the stess
genecator ceplacesents st Turhey Point Units Mos. ) and 4 was:

Unit Total Company Jurisdictional
No. ) 8§ 89,843,560 $ 86.640.21)
o, 4 75,912,666 13,868,892
Total $ 164,939,126 $ 160,317,109

Additionally. becsuse these smousnts hed not been placed in cate
base. FPL had accumulated $15.897,.960 of delerred deprecistion

and  $5%,215,117 of AFUDC asseci'ted with this lavestment
through December JI, 198%. &

Tugkey Point Issyes

l.l.f!!...l- Ware the costs to repair the Turkey
Point stess generstors prudeatly incurred?

FPL presented expert testimony showing that it was prudent
in its selection of Westinghouse to desigm and menulfecture the
original stesm genscastors st Turkey Polnt. These witnes
also testifled that FPL had opersted the stesas gensrators
prudently and consisteat with Westiaghouse's specifications but
that the stesm gemecratocs had still experienced irreversible.
continuing corrosion damsge. FPL witnesses stated that the
utility had scted prudently ia determining to replace the stess
generstors as the most eflective cesponse to the corresion
damaqe. They testifled. Cfucthar, that the steam generator
replacesents were carried owt efficliently and expeditiously,
which has allowed thess umits to contimwe to produce economical
power for the banefit of the wtility's customers.

Our Staff conducted an Independent review of the stess
genecator (allures snd thelr replacements and took the position
that the stess genscator problem was the result of a gemeric
design deflect and, (urthear, that the resultasnt c(epalc costs
were prudently incurred. Public Counssl took the positioa that
he did not object to FPL'3s ~stitlessst to recover the Turkey
Point steam geserator repaic co.is.

fa view of tha record ia this cesse and the positioas of
the patties, we (ind that the costs te tepair the Turkey Peoint
stesm qenerators were prudeatl, lacurred.

l.!.l.lu_l‘ What is the . tal cost associated
with tepairing the Torkey Point stesm
qenerastors?
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ofh Based upon the uncont fove il ed teul imny f (3
! witnesses, © tind that the tntal jurisdictionad Y [
“he repatiing T (key Point  Units  Nos | and 4 poe Lk
or accumulated Jeleitred depreciat ion and Akl way $00% M
? as of Deces et J1. 19BY
«
! Issu i Whether 1t s Jegally pormiasaiile
s to . det FPL to cessa Phe  accraal of  a
le cattyioa chatqe anad 1 e delwial il
depreci. . “asOCTatod wit o rhe Tuireey Foant
Btesm genviatlor teplacwments ol the (easnn
- sadvanced Ly Mi  Lackin'
l3sue ) Should the Tuikey Foint stean
gener ator tepat costs B ind buded n (L
base 1mmediateiy’
lasue 4 Should FPL be allouwed (o cont|nue
0 acCiue a4 cattying chatge foi the Tuik.,
Point steam generators’
Issue ° U the Commission determines that
the cost to tepaitr the Turmey Point steam
generJLGIS was ptudent |y incutied and that

the accumulated CcOSts and cattying chaiges
should not now De put Iin rate Lase, what
cCatrying charge tate should be applied’

Issue & Should the depteciation expense [0
the stesam genecator tepails continue ta bLe .

delterrea’

! As  stated earlier, FPL aswked thar it be  alluwed 0
continue the accumulation of delerred deprecistiun and AbUlr "
] the stesm Qenerator repaifr costs until the elfect ive date L oa
change in i1t3 Dase rates. at —hich time the (epail costls = 1
| be placed in tate base and the totai accumulated deferoe!
deprecistion and AFUDC would be amortized over live yeasr: £y

submitted that this trestment was mandated Ly the tommiss 1
eatlier action of holding these costs out ol (ate bLase o0

though they had not been ptoven eithei univasunal |« i
imptudent and Dy the Commission 3 tepested assertiuns n ot
otdets and In & Supieme Coutt briel that FPL would Le ali = ¥
to continue 'he accrtual of AFUMM unt il these (osls wese s o d
(R4 Lérae iAles FFPL A1 Qued thoat e iy ng Wt 1 b LN TR T
prtomised fot the litigation stems would Ge Geyond he anbiot 1
Qut ratemaking dutr ity and would repiescnt impermyss oty

atbitcaty action

Pubilic Counsel s Mo Latkin arqgued that the repla eme ot
steam generatar tepait costs showld be placed in ' ] Loese
immediately and without a concutivnt change 1 bLa Fates e
34id that suwih trestment was Justiflied because curtenl L0 f
eqQuity (ot FPL were in the range of 13N to 14N a3 test it e
Ly Pubblic Luunse : “itness M Dawid Faiv 1 L1 ai*
stqued that FPL 3 cuirent (atles were sullacaient oo ail o= 1)
caINn 4 (elurn n that cange wven 1f FPL 3 cutrent (veerin -
compared 1o a4 0 osle Leas that s Buded P he « ant o bat ket g F
Tut key PO nt e jenes Ui s Thus "y (I i
fuunsel have uiged hat FPL st ld not e a0 oawes )t 0 .
to deter cutient o whit . ~idl have o Lae R v ¥
tatepayers whorn ot vadaent Mo ade Wil b
those same sl

‘A eme
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'y L] ed upon the uncant rove it ed Fesl imony of LB o T §
te witnesses, we f(ind fhat the Iotal  jurssdistional  oosr '
e cepatcing Turkey Point Units s I oand 4 Ve Lk
or accumulated deferted depreciation and AFUIN was $J1% My,
? as ol December JL. 198%
.
! Issue 11 Whether 11 s Jeqelly poimisaiile
b to otde: FPL ta cesse 1he wwiiaal ool a
1a cartying chatge and t ha et et al il
depreciation astsociatod with fhe Tuskey Foont
steoam qenciator (eplacwments fud the (masons
-

sdvanced Ly Mg Latkhin’

L33 3 Should 1 he Tuihey Peoing stean
genctItar rtepairtc costs he ancluded 1n cate

base immediastely’

Issue 4 Should FPL be allowed to continue
to acCrue & cattying chacqge (o1 the Tuike,
Point stleam generatora’

Issve ° It the Commisrion deteimines that
the cost tae repaitr the Turwkey Point st eam
generatcrs was prudent Ly incutced anad that
the accumulated costs and catiying charqge:s
should not now bDe put in rale bLase, what
cartying charge rate should be aspplied?

Issue & Should the depreciation eszpense lot
the steam gene(ator (epaics continue to be B

delerred’

As  stated earlier FPL azhed that it be  alluswed
continue the accumulation of delerred depreciatiun and AFUX n
the steam gene(ator tepaif cosls until the effective date t a

change in 1t3 Dase rates. at which time the (€pALT COSLI = it
be placed 1n rate base and the total asccumulated delette?

depreciation and AFUDC would be amortized over live yeac: (R
submitted that this treatment was mandated by the Commisus. o
edtlier action of holding these costy out of tate bLase eoen

1 though they had not been proven either unteasunatiie t

; imprudent and by the Commission 3 tepeated assetfions n 1%
orders an tn a Suprteme Coutt Ubriel that FPL would Le ali et
to continue the acctual of AFUIN unt il these o8ty weie pla ot
n Lase ] s FPL argquued that datiy 1 na (%3 [ITE (R L TP
prtomised L.t the litigation i1tems would be bLeyond the sl T
out rate: shing authority and would repiesent Ampr M itohy
arbitrary tion

Public Junsel s Mo Larhin arqued that the seplaicrent

steam genera:t v fepailt costs should De placed in t
immedi ately anc 4t a4 concuttent Change in base tates tas
said that such treatment was justified because cutrent ol ot
equity (ot FPL werce 1n the range of 11V to 14N a3 testifliel ¢
by Public Counsel 3 witness HMr David Parsell LY Lars
atqued that FPL s current jates were sulficient T allow 0F U
eain 4 tetuin in that (ange ecven 1l FPL '3 cutientl tevenne y wons
compared to a 1 Las That anCluilcd The o3t a 1l sberg ¥ e
Tutkey Point sl Junet 400 S Thus, ™ (B POV I
Counsel have uyiged hat FPL shoald not De abloasmcd o [T
to deter cutier U, whiie o =i Ll have U e tiy

! (atepayers, “hatn e . LUt Lent (LY s aal

' those same costs

i e ewe
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wWe consider It wnnecwsadiy Lo snswer Lhe question of
whether Lhe sStusm qeneddlof epsid cosly can be placed in cate
base 1mmediately ULecause FPL, which had the sppatent tight to
insist that the costs stay ou' watil i1ts nest rate case, has
daqieed with our Staff that thesc costs shall be placed in rate
base as of Januascty |, 1987, Adc itionally, FPL agteed that the
4ccumylation of deferred costs associsted with the stesm
Qenetator repairs would ceas effective January |. 1987
Pursuant to this Agieessnt, “uwhlic <JCounsel will see his
positiun on this issuw fullilic? amd FPL '8 ratepayers will
benelit (rom the cessation of th. accrual of AFUDC and the
defercral of depreciation on this swbsranrial inavestment e
futther believe this resull to De ia Loe Lest interest of FPL's
tatepayers and approve it

The Agreement obviates the need to decide 1 FPL should be
allowed to continue to sccrue & carrying charge (o¢ the Turkey
Foint steam qenerators as well ass determining what that rete
should be Likewise, we are not required to address lssue 6.
which asks whether the depreciation expense (07 the steam
genetator repaics should continue to be deferred.

The Aqieement also provides that the cecovery of the
sccumulated deflerred costs sssociated with the litigation items
shall commence with the eflective date of new DbDase cates
establisted in a general rate proceeding for FPL and be
amortized over (ive years. e have approved the Agreement
beciuse we bDelieve it to be in the best interest of FPL's
ratepayers and we sccept the five year smortization schedule as
being & reasonable portion of the (nteqral agreement.
Furthermore, the [lve yeat asmortization is comsistent with our
Stactl's recormendat ion that it is not appropriate to
recapitalize depreciation expense that has already Deen taken

Lastly, our spproval ol tha Agceement negates the
necessity ol addressing whether it is legqally permissible to
cider FPL to cease the accrual of 8 carcying chargqe #nd the
deferral of depreciation assocliated with the steam generators
since FPL has agreed that these actions shall cesse as of
January 1. 1%87

while the changed circumstances of this case requited our
warly consideration of Lthe (epair costs, we ezpect FFL 1to
viqQotously pursue Its litigation and credit the award., [ any.
to the benefit of its customers.

artin Reservolr Repair and Enhancement Costs

The Martin Reservoir was designed to se ve 43 & cooling
poad tor the waste heat. ((om FPL'Ss two 77% M units located

there The surlace ares of the r(eseivoir was approximately
6. 700 acres and was (ormed by ian enclrcling embankment or dams
some 17 2 miles in lenqth The originsl dsm was a homogenous
emLanhment constoiucted of (ine sand, which wa3 compacted in
layers te & crest «levation of 50 (eet The upstresm lace of
the dim had & desigqn slore of 7 to | amd was protected agqainst
ave ero0silon by an exterior layer ol 301 | -Cement . The

do=nsttesm face wais constructed at & slope of ) to | and was
qrassed {0of wiOsiOn protect lun

The Matlin Beseswvni¢ was designed and bBuilt by Mid-Valley.
1 g 4 “nolly-nwned subsididiy ot Heown & Bgot., Inc When FPL
was piepaing 1or the permitting of the Mactin Reseivoir n
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We consider 1t unnecwssaiy tO answer the question of
whethet! the stolem Nenerat tepaif costs can be pliced In cate
base 1mmedidtely Leciusne FPL., which had the asppacent ight to
insist that the costs stay ouwt wntil ils nextl cate case., has
sgreed with outr Staff that these costs shall be placed in rate
base as of Jaruary |, 1987, Additionally, FPL asgreed that the
daccumylation of delerred costs associated with the stesms
generator tepaies would ceasse effective January |, 187
Putsuant to this Agqieesent, Public Counsel will see his
positiun on this lswsue fullilled and FPL's rcatepayers will
benefit (rom the cessation of the eccruwal of AFUDC and the
deletral of depreciation on this substantial investment e
fuither believe this result to be ia the best interest of FPL's
tatepayers and approve it.

The Aqieement obviates the need to decide il FPL should be
allowed to continue to accrue & carrying charge [or the Tuthey
Point steam generators a5 well as determining what that rate
should be. Likewise, we are not required to address Issue 6.
which asks whether the depreciation expense for the steam
qunetitor repaics should continmue to be deferred.

The Agreement also provides that the cecovery of the
accumulated deferred costs associated with the litigation items
shall commence with the effective date of new Dase rates
establisted in a general rate proceeding f€or FPL and Dbe
amortized over (ive years. We have aspproved the Aqreement
beciuse we believe it to be iIn the best interest of FPL'»
tatepayers and we accept the (ive year smortization schedule as
being a reasonable portion of the integral agreement .
Furthetmoce, the (ive year asmortization is comsistent with out
Statt’s fecommendat LOn that it is not appropriate to
recapitalize depreciation eapense that has already been taken

Lastly, our approval ot tha Agreement negates the
necessitly of addressing whether it is legally permissible to
oider FPL to cesase the accrual of & carrying charqe and the
delerral of depreciation asssocliated with the steam generatorsg
since FPL has agreed that these actions shall ceasse as of
January 1, 1%87.

while the changed clircumstances of this case required our
vatly considerstion of the cepair costs, we expect FPL to
vigotously pursue its litigation and credit the asward. il any,
to the bLenefit of i1ts customecs.

Martin Resecvolr Repalr and Enhancement Costs

The Martin Reservoir was designed to serve 435 8 cooling
pond l(or the waste heat. from FPL'S two 77% MW units located
Lhetre The sucrface actea of the . @rvolr was approximately
6.700 acres and was (Oimed by an emc rcling embankment or das
some 17.2 miles in length. The origyinal dam was a homsogenous
emLanhment constructed of fine samn’, which was compacted in

layers to & crest elevation of 50 weet. The upsteeasm {ace of
the dam had a design slope of 2 to | nd was protected against
wave wiosion by an exterlor laye: of 501 |l -Cement . The

downstteam [ace was constructed 4t & 3.9%pe of 1 to | and was
Qqiassed (oc weos1On protect iun

The Martin Reseiwvnir was designed and buillt by Mid-Valley.
inc . a4 wholly-owned subsidiaty w1 Hrown & Root. Inc wWhen FPL
was pitepsiing lor the permitting of the Martin Resesvoir in

r‘-—-—-..——_- - M
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1972 1t was already f(amiliar with Mid-vValley s capabilities nd
was i.lll' led with Its worhk in connection with 4 cContyact ta
butld FPL's Sanford Units Hos. 4 and % and the 43300 ated
cooling pond. as well &8s & contract to piovide preliminacy
peimit engineering (o1t the Manatee cooling water (eseiviii
During the « Jlineering 4nd construction work on the (eservail
FPL utilized sn indepandent bonatd of experty. called rthe Roacd
of Consultani s, tn (eview Uthe wnih 1A an Audiling sad ads  Sody
capacity.

During . e construction of the Mactin Plant project FPo
undertook &4 co prehensive risk manigement program entitled the
Martin Project Risk Management FPlan This plan, which way
effective Januar 1974, provided coveraqe (0¢ woihkiwn 3
compensat ion/employer’'s lisbility. compiehensive Quner al
liability, ayqgreqate bodily imjury. a#QQreqate property damaqge
and all riswm, builders  risk propertly INSurénce From the t\me
FPL accepted Mid-Valley's proposal for design services to¢ thye
Martin Reservoir in March, 197) until the project i zurince
plan went into effect., FPL considered thar it3 portential
propesty damsge at the r(eservoir site was minimal and relied
upon the Insurance provisions of the Mid-Valley contract then
in effect. This contract limited Mid-Valley s liability (ot
property damage to the Sso,hﬂo of property damage insulaniwe
requirted by the contract.

In Movember of 1974, some eiqht months alter the issuance
of the permits for construction of the embankment. FPL bLec ame
aware that the Assistant Martia County Engineer, Mt Skinkes
had concerns about the design of the embankment . During e
course of the nest several years FPL attempted to address Mo
Skinkec s concetns and convince him that the p(oject was sale
M Skinker's primacy comcern sppeared to be over the locatidn
of the phreatic line (the line of saturation i1n the embanknent)
and the possibility of water seepage thiough an eacthen
embankment composed of mative souils. In any event, whethe: Mr
Skinker s concerns wete allayed or not, it appears that his
superiors were satisfied with the design a5 all necessary
permits were issued and the work continued to Its completion
The Macrtin Reservoir was fllled on Apcil 4, 1978 altec 57 days
of pumping operations. From that date until 1t Dreached, FFPL
undertook & Ccomprehensive iAspection proqram of the (ezetvoid
that exceeded Mid-Valley's requirements

At approzimately 11.30 p.®. on October )0 1979 some w00
feet of the embinkment was washed sway a3 the ctesult ot
breach that occurred i1a the vicinity of some old tasilroad
botrow pits Some £20 million 1n liability claims 3rGse 13 0
result of the f(loocding (ocllowing the bireach. Ut these ¢ laiwy
FPL paid $750.000, which was the amount of its sell-insuied
tetention, while 1ts insirance pard (or Lhe (emainder

Shoctly after the BDBreach, FPL commissioned a4 scpalate

board of experts. independent of FPL, Mid-Valley and the Boatd
ot Consultants to conduct an investiqation of the Llailure
This Dody, known 43 the Board of Review, ultimately concluded
that the failute ovccurred Dby Tpiping” in the {oundastiuan
maiecial Piping ieiuits when seepsge atl & Jownslieas s« ol
the emDankment [} fast enougyh Lu dislodge and  cCaiay Ay
patticles ol soul Over time a4 cCitcular haole o “pipr” may
develop which erodes 1t3 way 1AL0 the embankswnt (Owisd he
source of water The Board of Review could not Jelinaliveiy
determing the cause o the piping bLul 1peculasted that | he we.t
likely cause was “piping in shallow o« modecate Jepth  Land
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1972 1t was alceady (amiliac with Mid-Valley 1 capabilitivs wnd
wasg satisfied with i1ts work i1n connection w~ith 4 contisct to
build FPL's Sanford Units Mos. 4 and % and the 4330C atwd
cooling pond. as well a8 a contract to piovide preliminacy
peimit engineering (or the Manatee cooling water ceswivoil
During the enqineering 4nd CONBLIUCLION wOrk On the fesarvoir,
FPL utilized an indepandent bnard of expetts. called rhe Roascd
of Consultants., tn (eview the woik 1A an auditing and advisany
capacity.

During the construction of the Macrtin Plant project PO
undertook 4 compiehensive (iI1sSh mansgement proQram entit led the

Martin Project Riskh Management Plan This plan, which was
ellective January 1. 1974, provided coveraqe f[or workewen
compensat ion/employer s liabiliey, compiehens |lve Qquner al

liabulity, aygiegate bodily injury. aQQreqate pioperty damage
and all risk, builders’ cish propecty insurance. From the time
FPL accepted Mid-Valley's proposal (or design services tor the
Martin Reservolr in March, 197] umtil the project i zurince
plan went into ef(fect, FPL considered that its porfential
propecty qu. at the reservoir site was minimal and telied
upon the \(nsurance provisions of the Mid-Valley contract then
in effect. This contract limited Mid-Valley s liability (o1
pioperty damage to the $50.000 ot property damage 1nsulance
requiced by the contract.

In November of 1974, some eight months alter the i13suance
of the permits for construction of the embankment. FPL became
awasre that the Assistant Mactin County EnQineer. Mr Skinket
had concerns about the design of the embankment . During e
course of the next several years FPL Jsttempted to addrezs Mo
Skinket s concei(ns and convince him that the pi(oject was sate
Me Skinker's primacy comcern appeaced to be over the locatidn
of the phreatic line (the line of satutation 1n the embankoent)
and the possibility of water seepage through an fthen
embankment composed of mative soiils. In any event, whethet Mr
Skinker's concerns were allayed or not., |t appears that his
sSuperiors were satisfied with the desiqn as all necessary
permits were issued and the work continued to I1ts completion
The Martin Reservoir was filled on April 4., 1978 atrer 57 days
of pumping operations. From that date until it breascned. FPL
undeécrtook a comprehensive inspection program of the i(esetvouit
that exceeded Mid-Valley's requicrements

At approximately 11:10 p.®m. on October 3O, 1979 some 400
feet of the embinkment was washed 4sway 43 the result ot
breach that occurred 1a the vicinity of some oild rtailroad
bottow pits. Some $20 million i1a liability claims 3rone 13 0
tesult of the (looding [ollowing the Dresch., Ul these ¢ laias.
FPL paid $7 ~ 000, which was the amount of i1tls sell-insuled
retention, whi e I1l3 insurance paid (or the remainder

Shortly after the bDreach, FPL commissioned 4 scpaitate
board of ex; rts, independent of FPL, Mi1d-Valley and the Board
ol Consultan to conduct an investigation ol the lailuie
This bDody. kno n 43 the Board of Review, ultimately concluded
that the f(ail.re wcCuited by “piping” in the (oundatiun
matecial. Piping 1eaults when seepiqge at & Jdownstiess [ace of
the embankment 1. (s3l wnouyh tu dislodge and Catiy away
pacticles of so:ul Over time a citcular hole o0 “pipe” aay
develop which e(0dws 103 way 1AtO the embankemnt (owiid | he
source of water The Boatd of Review could 20t Jdelinitively
determine the cause of the pipging but speculated that he wust
likely cause was “piping 1n shallow or moderate Jdeprh  Land
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layers of the old sailinsd botrow pits.” The cailined borrow
Pils weio the suowive of railbed cuoastruction maitlerials ind ware
located in close proximity to the bresch.

As a cesult of the investigations imto the fallure of the
embankment, FPL determined ti * it should be redesigned to
include: 1) flitered drains ia the dams asnd its foundatioa; 2)
upstiwam imprivious blonkets o cweoells: J)) improved drainage
systems; 4) wnhanced moanitori=qg iastrwments snd sore detailed
sutvetllonce and monitoring scograms; and, %) the comsplete
filtling of the rallirosd borrow , ‘ta.

The modiflications te the esoanhment were substantiasl and
tequired large portions to be compistely rabuilt. Although FPL
calewliated that the (epair snd enhsncesent wnrk would have
Liken some I8 moalhs wnder 2 mormal work schedule. It
sccnlurasted its operations snd completed its work on the
embankment by November 12, 1980. Filling operations begen
three days later and were cospleted by Jamwary 20, 19081. The
testing of Martin Uait Mo. | began during the flll operations
and that wait was placed inte commercisl service on December
12, 1980 in time to help meat the systes peak.

As indicsted ot the begimning of this order. FPL spent
over $78.000,000 repoicring and enhancing the Martin fReservoir
and over §77,000.000 of thai was celated to modificetions
dusiqned to enhance the dam. [a Order MNo. 11437, entered Iia
FPL s 1982 rate case, we suthorized FPL to imcl in lts cote
base $%2.718,.36% related te the Martin Reservoicr cepiicrs and
enhancement s . This amount cepreseanted the jurisdictional
portion of $%9.965.000 of plant im service, less $1.067,51% of
accumulated provision (or deprecistion, which we concluded
would have beea the asdditions! cost to build the enhanced
reservoir had the eshasncements been included whea the original
teseivoit was coastructed (mstesd of four yesrs later. The
balance, now increased by AFUDC to $19,805.717 as of Decesber
31, 1983 that has been escluded (rom rate base and which is at
issue here was composed primacily of the effects of escalatiom
due to enhancing the cesarveir fowr years later thaa the
original iastallastion, overtime payments sulting from the
sccelerated work schedule., » §1.419.42) deficit bDetween the
Direct Costs of Reservoir Repairs and I[nsurance Recovery of

Property Damage to the Reservoir, and duplicated costs. among
some others.

Bactin Dem [sswes

Two of the remsining (ssees (a this case iavolve whether
FPL should have more completely protected (tsell (com loss inm
its contract with Mid-valley and FPL should have changed the
design of the original embankment besed wpom the concerns of
M. Skinker, the Assistasat County Engiceer and whether

Issue 7: wWasz FPL prudent In entering iato
conatract with Hid-vallery that limited
Mid-Vallevr's liabiliey for the negligent
pecformance of the costrect givea the low

levels ol iasutance required of Rid-valiey in
the contcact?

A3 noted edilier, FPL'3s imitisl comtrect with Mid-Valley
limited Mid-Valley's llability (for property damsge to the
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layers of the old tailtned bocrow pits.” The cailined bocrow
pits wete the sowice of railbed conastruction miterials and wede
located in close pronimity to the breach.

o

e As 2 result of the investigations into the (ailure of the

embankment, FPL determined that it should be redesigned to
include: 1) f(litered drains in the dem and its foundatioa; 1)
upstreasm imparvious blomkets oc¢ cwteffs: }) improved drainage
systems; 4) wahanced monitoring imastrwments Jnd more detalled

sutveillince snd monitocing poiogroms; and, %) the cosplete
tilling of the railrosd borrow plts.

o u

The modificstions to the eabsakment were substeatiasl and
required large portions to be completely rebuilt. Although FPL
calculated that the cepair snd enhsncesent wnrk would have
Ltaken some 18 wnuths wnder 2 mormal work schedule, it
senlerated its operations snd cospleted its work on the
embanksent by MNovember 12, 1980. Filling operations began
three days later and were completed by Jeasary 20, 1991. The
testing of Martim Umit Mo. | began durimg the (ill opecrstions -
and that wunit was placed into commeecisl secrvice oa December
12, 1980 in time to help meet the systes pesk.

M B R et

As indicsted at the bDegisming of this order. FPL spent
over $78.000,000 repaicring and enhsacing the Martin Resscvoir
and over $§77,000.000 of that was celated to modificetions
Adcsigned to enhance the dam. (a Order Bo. 11437, entered |a

Ra.an

FPL's 1982 rate case, we swthorized FPL to (ncl in its rate
¥ base $52.710.36% related to the Martin Resecrvolr repairs and
! enhancements. This assount cepresented the jurisdictionmal

portion of $%9.945.000 of plant s service, less $3.067,.51% of
sccumulated provision (or depreciation, which we concluded
would have been the asdditiomal cost to bwild the enhanced
resecvoir had the enhancemants been (acluded whea the originmal
teservoir was constructed Imstead of (fouwr years later. The
balance. now increased by AFUDC te $19,.80%5.717 as of December
31, 1983 that has been excluded f(rom rate base and which (s at
issue here was composed primscily of the effects of escalstion
due to enhancing the ceserveir (our years later thaa the
original installation, overtime payments cesulting (rom the
accelerated work schedule. & $1.419,42) deficit between the
Ditect Costs of Reservoir Repalrs and [nsurance Recovery of

Propertly Damsge to the Raservolir, and duplicated costs, among
some others.

Bactia Pem [asuep

Two of the remsining lssses ia this case involve whether
FPL should have more completely protected itsell from loss in
itz contract with Mid-Valley amd FPL should have changed the
design of the original emba~wmant besed upon the concerms of
M. Skainker, the Assistant Cou ty Enqgineer snd whether

[ssue 7: wWas FPL ; udent in eatering into a
contract with » 4-Valley that limited
Mid-Yalley's liavils .y for the mnegligent
pecformance of the c stract givem the low
levels of iasucsnce toageired of Mid-Valley in
the conttact?

R S—— 7 I VO S rnase s JAamk A

As noted eartlier, FPL's imitiasl costract with mMid-Valley
limited Mid-Valley's 1lability f(or property damage to the
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$50.0°0 of propr -ty damage It was (equited to Carty pursuant T
that contract. ¢ Blic Counsel takes 'he pusition on the ssuw
that to meet 1ts wrden of proont FPL shouid have pioven fhat ot
fully negotiasted the contract tor design woirk with Mid-Vailey
with the goal « getting the best possibie deal (0Of itaell and
potentially 1ts ratepayers. Public Counsel asr(qQues that FPL
should have qgoti an bids (rom MiId-Valley «~ -ompetitors as 4
means of determini § what the "marhket would hear™ with 1eqacis
to the limitation <’ Jiability i1ssue Pubil1v Counsel conc ludes
thet FPL falled to ca . i burdun vt pr 0 this procewding
and siQues that the costs (elated to Mactin 3hould not be
allowed 1n rate Dasze It we do not wiclude the total of the
319 million from (ate Dase. then PubliCc Counsel s3serls thatl =
should disallow 7%V of that amount Dbased upon his witness =
(M Patrish) conclusion that FPL had a4 7%\ probabiliry of
success In its negligence action againat Mid-Valley

FPL's position 15 that Mr. Pacrish, an engineer, ofleied
opinions well beyond his Iimited area ol expert e
Specifically, FPL says that M™Mc¢. Parriah’'s opinion on  fhe
probability of i1ts legal success was offered without a praper
and expert knowledqge of either the applicable legal principles
or engineering ftacts of the casd. Secondly. FPL states that
Mr. Parrish's judgment on the adequacy of I1ts Insurance prugram
was based upon an incomplete understanding ol INsuCance

pracuices Ar genecal and the Mactin insurance plan Vo
particular. FPL adds that 1t meets Mr Parciah’'s tent  of
prudence i1n that i1t did obtain “adequate 1nsurance” to pratect
itself and i1ts customers (com the potential coust of damages
arising from Mid-Valley s design ertors, omIs3LON ot
negliqgence. FPL submits that simply because there aie some
costs that were ultimately not covered by insutance. does not
me:n that the \1nsutance was inadequate FPL says that 3such

logic tequires &4n exe(cise s hindsight. which the Supreme
Coutt has found insppropriate.

FPL also arques that it i3 important to keep in mind how
effectively the Martin insurance plan opecated Specifically
it says that beyond its deductible the plan paid $19% 400 101 ot
claims Dy third patties against FPL (ot losses due (0 the

breachn Additionally, the ploperty damage policy -as
sutficient to pay for insucable property losses to the Martin
site Iin the amount of §%,61%0.000 In total the Mactin

insutance plan paid (o« almost $2%5 million of losses

FPL supports 1ts claim of piudence Dy 4tqQuing that he

limitation of liabilitr to the $50.000 of insutance Cu=eciage
was only matecial duveing the petiod prior to the Implement st ion
ol the project insurance plan. Important ly., FPL says that this
short period of time involved planning and design sctivil ey
that presented vety little potential for prapsity damay. LM
afQues that unce 1 he pltoject insutance plan was AN et et
fequiring individual cuntiactoes, such a3 Mid Valley Tty atry
additional propedfly damaqQe Insuidnce could have (esulted in

overlapping or redundant CoOverage and unnNe L IlAly wapense

FPL stiesses That tequiring Mid-Valley to  hawe toasd
4dd tional propecty Insut ance would nat have yrelded any
additional i1nsurance (ecouvery to (PL Lecluse 113 wwn in.or snes
tully 1esponded to and covered &4ll losses insutalle J
propeity 1nsurance pulicy The wey point hete Lesng That 1 n
vast majority of the 19 millivn 30 iSsue hetser was delated o
enhancement Costs The enhancemont rost s in turn -t ]

tesult of the deciziun 1o Duild 4 bLettud dam The swecund !
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$50.000 of property damage It was (equited tao Carly pursuant to
that contract. Public Counael takes the pusition on the 330w
that to meet 1ts burden of proot FPL should have proven tnar it
fully negotiated the contract tor design work with Mid-Valley
with the goai of getting the bDest posxible deal (or itsell and
potentially 1ts catepayers. Public Counsel srQues that FPL
should have qotten bids (rom Mid-Valley = Zompetitors as 4
means of deteimining what the “majket would head”™ with reqards
to the limitation of liability (ssue. Publlic Counsel cond ludes
that FPL failed to cacty 1Lt8 bDurden uwt prout an this procevdiny
and afgues that the costs r(elated to Martin 3hould not be
allowed 1n rate baze If we Ao not weclude the total of the
319 million (rom (ate base. then PubDliC Counsel 4sserts that =v
should disallow 75\ of that amount Dased upon his witness 3
(mr Parrish) conclusion that FPL had a 7%\ probability ot
success In iIts negligence action againat Mid-Valley

FPL's position 13 that Mr. Parrish, an engineer, ofleied
opinions wall beyond his limited areas of expert 13e
Specifically, FPL says that Mr Parriah’s opinion  on the
probability of its legal success was offered without a propet
and expert knowledqge of either tha applicable legal principles
or engineering facts of the casé. Secondly. FPL states that
Mr. Parrish’'s judgment on the adequacy of Its Insurance prugram
was based upon an incomplete wundecstanding ol tn3utance
practices ir general and the Macgtin insurance plan e
particular. FPL adds that it meets Mc. Parciah’'s text ol
pfudence 1n that 1t did obtain “adequite insurance” to prntect
itself and its customei(s (rom the potential cost of Jdsmages

€ arising from Mid-Valley's design ercors, CLIRE TS at
negligence. FPL submits that simply because there aie sOme
costs that were ultimately not covered by insurance, does not .
me:n that the e was inadequate FPL s3ay3 that 3uch
logic tequires tCise 18 hindsight., which the Supreme

Court has found inappropriate.

FPL alsc arques that it Is important to keep in mind how
effectively the Martin insurance plan operated Specifically
it says that beyond its deductible the plan paid 319,400,101 ot

claims by third pacrties against FPL for losses due 10 the
breach. Additionally, the ploperty damaqge policy T
sulficient to pay for insurable propecty losses to Lhe Martin
Site in the amount ot $35.1%0.000. In total the martin

insurance plan paid fo¢ almost 3$2% million of losses

FPL su ~orts 1ts claim of piudence Dby afqQuing Tthat t P
limitation o liability to the $3%0.000 of insutance cCovelage
was only mat- 1al during the petiod prior to the implementat ion

of the pro)rct insurance plan. Impoctantly, FPL says that this
short peri 1 of time i1nvolved planning and design actiwilaes
that presen d vety little potuntial for proparty damage (RN}

arques that nce the project 1nsutance plan was 16 ellect
1 requitring i1nd s1dusl Ccountiactors, such 33 Mid-Valley, tu <arry

additional pProgerty damaqge insucance could have (esulted in
i oveclapping of . Lot Coverage and unneCwssaly wapense

, FPL steesses that tequifring Mid-Valley to  have Lad
| additional property insutance would not have yielded any
additional 1nsurance r(ecovery to (PL bLeciuse 1L3 own n

oA

tully responded to and covered all losses insutable wode .
propetty insuiance palicy. The hoey paoint hede weang That  fhe
vast majocity of the 19 amillion a4t issue hetse was selated 1o
enhancement Cosls The enhancemont (osts, N tuln et

tesult of Lhe Jdecisiun Lo build ¢ bBettud dam the secund 1 ime
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and not solely as 3 result of the bDreach 1n the arininal
itni e The enhancCements waie I1mpiovements (o the property and

nit & loss, they weiw not insurable

wWhile FPL acknuwliedqes that 1t might have been possible
far vt to cCcafry =®i(Oo1s and omjssions (ELO) INsuiance ot ro
tequite Mid-Valley to cai y 0. 1t states that ity Insurance
witness, Mg Flotuence t @ anly inaurance expert to testily
li1sted numeious i1wdsons <hy praperly insurfance was pieflecable
tu Erl insutancye Add ionally, Mg Flurence testilied that
vven I Mid-Valley had o could have abtained EkD coverage
only small amounts ol cove age wouwuld have bDeen available He
added that 1 EB) coverage 33 been requiied and available, it
might have resulled Iin the re y ol some §2 B million of the
$19 & ol costs at issue here but only alrter sutmount ing
substantial hurdles, such as proving Mid-Valley 3 neqligence
¢ sused the damages. sulficient policy limits, and no change in
iNnsutance, among others. Even If these hutdlies wele Ove(come,
L1 Florence testilied that he thought that this @mazimum
potentisal recovery would have to be offset by the cost of
premiums FPL would have to pey ($400.000) and the cost of
litigsation to secure a tecovery ($1.100.0009). L1 Florance
conc luded that requiting Mid-Valley to carcy ELO coverage would
have bren money very poorly spent.

Az pointed out by Public Coun e#l, a significant problem in
fevicwing the 1AsSufance 135ue |3 the [act that most 1{ not
atl »fl the individuals responsible for contract neqotiations
4te decessed We cannot change that [act and, thus, we must
attempt to analyze the i13sue in termy of the 1ecord presented
tu us In doing 30. we musl detecimine whether FPL 3 decision
wis tvasonable and piuden! considering what the decizion @makers
w1 f (eaznnably could be capected Lo hnow at the time of Uhe

Jed 13 ron

fonsidecing this stendard and the 1ecotd 1n this ise, we
fingd that FPL' s INLurance COverages weie v sonable and
prudent In doing 20. we find that FFL (easonably protected
itselt and 1ts customers Dy placing ItS own propecly LInsurance
tathet than relying on an atchitect/engineer contisct =ithout a

ltmitation of lilability clause. Futthet, we (ind that the
decision was consistent with the industry practice as
testailied to by Mi. Flortence. of architects and  engineers
seeking to Limyt theit lisbiluty in cCases invalving large

prolects whete a4 single lalluce could banktupt a design (irm

[ssue B Should FPL have changed the design
ol the itrservols when the Assistant Uounty
Engineer (Me Shinker) rsised questions aboul
the tesetvol( embankment?

As noted earliwe, My Shinker. the Mactin fogunty Assistant
Fogineed faised snme conceins about the embankment eatly 1n
the permitting process and the waml) s nbhme n il di14d n fTact .,
ult imarely fasl

iy le e way be appealing (o considers L1 SRinkey 8
i pEogphe i i oy tash Fa ta e terminne  whet hae My
Ve ] ot s - * o elevant tu he wll smat e Eaw s ansl
tlhien vern I They woie, whoetlheato FPPL S response (o his cancerng
wad IeALUNADLe Jnd prudent unded the © L icumil s e

L& S Boacd ' Beview nansisted of it3 (haiiman M
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and not solely a3 1 result of the breacnh in the arininal dam
Since the enhanCements ware improvements fto the property and

not a4 loss., They weiw not insurable

While FPL achnowledqes that 1t miqht have been possible
tor it to CcCafry =irtots and omissions (ELU) insurance of 'o
requice Mid-Valley to carey t, 1t s3tates that 03 INnsulance
witness, Mg Flotencw, the only i1naurtance espert to tastify.
listed numerous 1wisons why prapeily insufrance was pieflerable

tu Exld insurance Additionally, Mg Florence testified that
even 1l Mid-Valley had ot could have obtained ELO coverage.
unly small smounts of covecrsgqe would have been available He

added that 1l EBD coveraqgqe had been requited and available, it
might have resulted Iin the rerovery of some £ 8 million of the
517 8 al costs at issue here but only alter surmount i ng

substantial hurdles. such a3 proving Mid-Valley 3 neqligence
caused the damages. sulficient policy limita. and no change In
ifnsutdnce, among others. Even 1f these hurdles weie ove[(come,
M Florence testilied that he thought that this mazimum

potential recovery would have to be oflfset by the cost of
premiums FPL would have to pay ($400.000) and the cost of
litigation to secure a ctecovery (%1,.100.009). L1 Flotence
conc luded that requiring Mid-Valley to carry ELO coverage would
have been money very poorly spent.

As pointed out by Public Counsel, a significant problems in

fevicwing the 1nsufance (13sSue |3 the fact That most 1l not
atl nl the individuals responsible fo: contiact neqotiations
dte deceased We cannot change that lact and thus, we must
ittempt to analyze the i1ssue 1n terms of the record presented
ta us In doing 30, we must detcrmine whether FPL 3 deciszion
was (vasoneble and piudent considering what tThe decision makers
Enew of (*ASoNndDly COuld be capected Lo hnow at the time of the

dec 1 sson

tonsideting this standard and the 1ecoid in this ~i1%e, we
find that FPL's Iinsurance Coverages weaie teasonable and
prudent In doing 30, we (ind that FPL (eascnably protected
itselt and 1ts customers by placing its own propecty insutance
tather than relying on am atchitect/engineer contiract without a
ltmitation of llability clause. Futthet, we (ind that the
decision wasz consistent with the industiy pracrtice, an
testilied to by Mi. Flocence. of architects #nd engineecrs
seeking to limst theit liability 1n cases involving large
peojects. where & single (aillure could banktupt a design (im

[s3ue A: Should FPL have changed the design
of the teservols h“en the Assistant County
Engineer (M¢ Shink: ) raised questions about
the resecvolt emban sent?

As noted eaflter, Mre kinker, the Martin County Assistant
Engineec. (aised snme CcOnce '3 ADOutl the embDankment early in
the permitting process and the embainkment did. ' face,

ulrimately tasvl.

wii le i may De appesling tlu  consider M Shinker 3
e wi s prophet s tas T Ta determine  whetber My
Shanks 1 8 comviny woery selevant to The wllomate o lun and,

t hen veen 1l Lhey woro, whothoo FPL S (esponse to his conieing
was ivasonable and prudent under the Clicumitl 2 es

FPL's Baoard ot RBeview cansisted of its Chairman, M
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William F Swi“e(, & witness 1n this casc. who 13 a4 conwulting
engiRnger and Vi Vice President and Sen ol Comsa g
Engineer of 5t ne and Webste: Enqgineering (Oipotatian ",
Swiger 18 4 Civil Engineer and holds 4 Master of Science 1o
Harvard Unive 3ity with & m®major (ield ol atedy 0 soal

mechanics and ‘oundat ion engineer i1ng Duiing his Catew M
Swiger had the ‘esponsibility foc the design ol 4 nuabe: {
a®a)0r embankment lams and sectved as & consultant on Aesign Lo
a large number ol othei mijoi dams Including the Maitin (ram

Mt SwiQer has pact..i, =d in the i1nvestigation of the [ailuis
ol seven dams. Other members of the Boacd o Review included
two Professors of Civil Engineering and 4 tctited gealaguiat
from the U S Army Corps of Enqgineecs

As discussed eacrlier. this body <oociuded fhat the bieah

in the embankment ocCurtred (ftom “piping” that mast Piwely
tesulted (rom the peoximity of & portion af the embLankwent o
the old rarlrosd Dorrow pits. In very simple terms, this t- ard
of experts concluded that the most likely cause of the Bieas b
was that a very small segment ol the 17 2 mile embankmear lad
been bDuilt ovet Of too close to an 1nadequate loundition They

concC luded the railrosd bBocrow pits then precipit ated the
undetground piping that caused the breach

L4 Skinker's concecns ot reseivat iuns [Ocused e the
design of the reservoir embankment and the abrlaty of watee 1o
seep through the esrtthen embankment itselt Howeve ! e
record in this case demonstcates that the cause of the faiiure
and the Drfeach was notl seepage through the emDankment byt
rather through the (oundation 30i1ls bDelow the embDankment Out

teview of the record discloses that FPL scted ressonsbly and
prudently 1n addressing tha concetns taised by Mi Shynme
We., therefote. (ind that thare 13 no (ecord Lasis fot a Linding
that FPL acted either unreascnably or impcudent |y Ly et
changing the design of the original dam s3 a resulr bt My
Skinher '3 questions

Issue 9 Should the rtepait and enhancement PSR
(319,805,717 - Total Company . $i5. 172 494
Jurisdictional) and accumujated deferted thatges
($2.726,400 - Deleiied ODepreciation, $9.917 wAY

AFUDC) asscclated with the Mactin Reservoid bGe ol e
in tate Laze’?

The evidence in the r(ecord of this case cum

enang b

prudence of the Martir Reservoilr Co3tls 8 uncantioverts | with
the exception of the insutance 18U and  Mr T T
conceins which we have t(esolved That wvidence (e€vs (R
propriety of FPL 3 initial decisiun tu Duild & 1eseivois P
well a3 the manner 1t selected and supctvised Che designe @ il
bul lde Furtheq t he tecord Jiscluses e PUOPE ety ]
rodifying the dam fallowing 1t3s Geeach (a7 Ie L
acceletate the constiuctiun ul the enhen awm  au BB PR
Martin Plant would BGe available tn holp ot i wapes fad s Py
peEan Lastly. the 1ecord discluses g Lasis faa - 3
that any ol the co3ts of buiiding the cohanoed  dam e o
imprudent Y] unteasonable Av Covnslangly - i [ "
SI. 2724970 Cpmd v bt vamesd ai sl Ik atmtses L AT

“ith e Matt on Hegervind Vg a Moand MR -
teasonibly  ad p vacus el and Ahosadd B anc bade o
iate bLase Additrunally, we f(imd that  rhe a0 Cumal ot
dofetted costs d..oiated wilh The MICU N Me Qe gyt o (A

deemcd to have ceduvcd as of Jaousey | 186 The rwcav i, t

“fiflsmaae

4

- 4
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William F  Swiger, & witness 1n this case, who 1% & conLulting
enginear and (oimer Vice President and  SeniGE Lansuil iog
Engqineer of Stone and Webste: Engineering Lorporation LT}

Swiger is & Civil Engineer and holds & Master of Science 1o
MHarvard University with & major field ol Ltuwdy n 4wl
mechanics and (oundation enqineering. Duiring hisy catews L1}
Swiger had the responsibility foc the design ol a4 nusber
®major embDankment dams and served a3 & consultant on Aesvian o

a large number of other maj)or dams. Including the Maittin [iam
Mr. Swiqer has participated in the i1nvestiqation of the tacivie
ol seven dams. Other members of the Board of Review incCluded

two Professors of Civil Enqineering and a2 tetited geoloagist
ftom the U S. Army Corps of Engincers

As discussed earlier. this body conCluded That the bDiew b

in the embankment occCurred (tom “piping” that 5T Limely
resulted from the proximity of & porttion of the embankuent
the old tailtcad borrow pits. In very simple terms. this toard

of experts concluded that the most likely cause oOf the Lreas. b
was that & very small segment of the 17 I mile embankmear had
been built over or too close to an i1nadequate foundation They
conc luded the railroad bocrow pits then precipitated the
underground piping that caused the breach

M. Skinker’'s conceins ot teseivat ions  [(oCused e e
design of the reservolr embankment and the ability of warter to
seep through the eaithen embanhment itseld Howeve " he
record in this case demonstrates that the cause of the faiiure
and the Drfeach was not seepage thiough the embankment but
rather through the (oundation 301ls bDelow the embDankment Dut

treview of the record discloses that FPL acted ressonably and
prudently In addressing tha concetns taised by M Shinaei
We, thereforte. {ind that there 13 no (ecord basis for a Linding
that FPL ascted either unreasonably ot impudent |y Ly nut
changing the design of the original dam a3 4 result ot my
Skhinker '3 questions.

Issue 9 Should the (epair and enhancement (st
($19.80%,717 - Total Company . 315, 2712 4%4
Jurisdictional) and accumulated deferied charyes
($2.726,400 - Deterted Depreciation; $9.917 tAv
AFUDC) assocCiated with the Mactin Reservolt be ploaced

in rate Dase?

The evi ence in the rfecord of ULhis case conceining the

prudence of che Martin Reservoll <osts 13 uncontrovertod waitn
the e=xcepr on ol the insutance I18sue and  Mr ELET
concerns nich we have (esoclved That evidence deveals  the

propriety o FPL'3s initial decisivn tu bDuild & iwseovais TEA
well as the snnet 1t selected and supcvivised the designe and

bui ldet Fus her. the 1ecord Jiscloses  the  prope ety '
modifying the dam (allowing its BDreach and the decision
acceletrate the (vo. juctiun of the enhanced daw va that  fhe
Martin Plant would De available to holp Boct s eapec ted wint e
peak Lastly. the record discluses nu Basis tor dets e
that any ol the costs: of building the oohanced  Jdam
Iimprudent wt unteasonable A Cardlingly - t ] Ehat (N
317,272,490 (jutr wlivt s T I e e | (R R bt
with L he Magt n Mg vari LR L N Al BT T TTTRE S S T -
tedsonibly and pradently acuss and  steesuld Be s dwide b
rate Dase Additrunally, we tnat  rhe  accuwalata o '
deferred CO3E3 dauoviated with fthe MIclin Wescovaio bl e

deemed to hawe cesscd as ol Janusty |, 1986 The r1ecavor, ot

iflfaa —
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the 4cCumu il area thet ettt ed custs ($2.72a_ 100 - Delecred
Depreciation; 87,117 =87 - AFUDK!) assaoctiatud with the Mactin
Rescivoir shall ocrommsuency wil® the ¢ifective Jaife ol new base
tates wstabDlished in 2 quaerdi 1élw proreeding for FPL and be
amortized over tive yodirs.

In view of the above, It in

(WDERED Dy the Flosida wbliec Service Commission that
Flotida Puwar  and  Light Cosg. w's Potitions (eqQliiding the
Turkey Point Stesm Gencrator Reps«lr Costs and Mactin Raservolr
Repaic and Enhancemcnt Costs Al@ . e wu 48 described in the
body of this Oidet. It is furtther

TMRUERED that accrual of AFURC an the investment in the
Mactin Resectvolt Repaicrs and Enhancemants and the deferral of
depreciation on that amount shall cease elfective Januaty 1,
1986 . It is (urthec

ORDERED hat the accrual nf AFUDC on the investaent in the
Tutkey Point Stesm Cenerator Repairs and the deterral ol
depceciation on that amount shill cesse effective Januacy |,
1987 It is turther

ORDERED  that the costs assocliated with the Martin
Resecvoie and the Turkey Point Stesm Genecetor Repairs shall be
placed sa cate bese effective Jamuary 1. 1986 and January 1,
1987, respectively. (It ls (urther

R PED  Lthat the recovery afl the asccumulated delecred
COslS ass0Cisted with both the Martin Resecrvolir and Tucrhey
Puint Steam Ceneratlor Repaics shill commence with the effective
dite of new base rates established in & general cate proceeding
to« Florida Power and Light Company and be smortized over (ive
years. It is further

ORDERED that the tax savings due to the reduction of the
Federsl corporate income tax rate elfective July, 1987, not
otherwise subject to refund pursvant to Rule 2%-14.0), Floridas
Administrative Code, will be suflicient to provide the tevenue

tequirements for the litigation costs included in rate base.
1t 13 further

ORDERED that the Agreement entered Into bDetween Florids
Powet and Light Company and the Commission Stafl and asppended
to this Order (s appioved. it is further

URDERED that this docket De closed.

8Y ORDIR of the Florida Public Secvice Commission
this Ind nt Decembec. 1986.

. DIRECTOR ~

Division of Records and Reporiting

{ S E A L)
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the accumi | ated et et ted costs ($2.724 100 - Defecred

Depreciation: $7.717.s87 - AFUX) assaciated aith the Martin
Rescoivoilr shall ocromemenc with the eftoective Jite ol new base
tates established in 2 quneral 1dle proreeding ftor FPL and be
mort ized over Cive ywars.

In view nf thae above, It i3

RN RED Dy the Flodoidas Public Service Commission that
Flutida Puswar and Light Cuospany’'s Puatitions (egarding the
Turkey Point Stesm Gencrator Repair Costs and Mactin Reservoir
Repaic and Enhancoment Costs ate Qranted 43 described in the
body of this Ocdet. (It is fucther

NRULAED that acerual of AFUNC on the investment (n the
Mactin Resetvolc Repairs and Enhancements and the delerral of
depreciation on that amount shall cease wlrective January 1.
1986 . It is further

RDERED ' hat the accrual n{ AFUDC on the investment in the
Turkey Point Stesm Cenecrstor Repalrs and the delferral of
depreciation on that amount shall cease etflective January 1,
1987 it is fucther

ORDERED that the costs associsted with the HMartin
Reservoir and the Turkey Polnt Steam Genecradtor Repairs shall be
placed in cate base effective Jamuary 1, 1986 and January 1.
1987, respectively. (It is (urthec

RIHRED that the rcecovery of the asccumulated delecred
costls associJted with both the Martin Resecvolr and Turkey
Puint Stcam Uenerator Repaics shall commence with the effective
date of new base rates established im a general rate proceeding

tor Florida Power and Light Company and De smoctized over (live
years . it is further

ORDERED that the tax savings due to the reduction of the
Federal corporate income tax rcate effective July, 1987, not
otherwise subject to refund pursuvant to Rule 25-14.03, Floridas
Administrative Code, will be sullicient to provide the revenus
requirements {or the litigation costs included im rate base.
It 15 further

ORDERED that the Agreement entered Into between Florids
Power and Light Company and the Commisgsion Staff and appended
tn this Order (s approved. It is f(urther

URDERED that this docket be closed.

BY ORDLR of the Flinrida Public Secvice Commission
this Jnd ol December. 1986,

( S & AL)

MHT
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Commissione¢ W--ndon Dissents

I respecti .ly dissent regarding 'he [inding rhat FPAL wan
prudent in entering into & contract with Mid-Valley whichn
limited the | tter's liabllicy for negligent perfuimancs 1
4lso dissent « 'h r(egard Lo the Commission’'s (wlated iInCliusion
into rate base ¢ repair and enhancement custs [or Che Martin
County Reservoir.

My dissent 3houid not Le constiued a8 1ol lecting a Le loos
that FPAL was imprudent. Rather, [ am of the opiniun that . due
to the pbsence of gny witnesses who were sctually pactis=s ta
the contract negotiastions, nu decisiun can be (eachwd (
submit that the Commission is umable 'o determine whether FPSL
was prudent or not [rom the available evidenco. Without maie
compelling evidence, | cannot concut with @y colleaques’
conclusions.

WOTICE OF FURTHER PROCEEDIMGS OB JULICIAL REVIEW

The Florida Public Sarvice . Commission i3 requited by
Section 120.%9(4), Florids Statutes (198%). to notifly parties
o6 any administrative heacing or judicial review of Commission
orders that may be available., as well as the procedures and
time limits chat apply to such (uither proceedings This
notice should mot be construed as am endorsement Dy the Florida
Public Service Commission of any request for further
proceedings or judicial ceview, mor should it be consttued as
an indication that such request will be granted.

Any partty advarsely affected by the Commission s Ulinal
sction in this matter =may request: 1) reconsidecation of the
decision by filing a4 wmotion (or reconsideration with the
Uirector, Division of Records and Reporting within 1% days ot
the issuance of this order In the form prescribed by B&ule
25-22.60, Florida Administrative Code; or 2) judicial review by
the Florida Supreme Court by the filing of & notice of appeal
=ith the Director, Division of Records and Reporting and the
tiling of a copy of the notice and the fi1ling (ee with the
Supreme Court. This (iling must be completed within )0 day:
after the \1ssuance of this order, pursuant to Rule 9 110,
Florida Rules of Appellate Procedure. The notice ol appeal
must be in the (orm specified in Rule 9.900(s), Flociada Huies
ot Appellate Procedure.

rrifime o

I ]
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Commissioner Herndon Dissents

I respectfully dissent regarding the (i1nding Tthat FPAL was
prudent In entering into & contract with Mid-Valley which
limited the latter’s liabllity for negliqunt perlormance |
also dissent with regard to the Commission’s («lated inclusion
into rate base of repair and enhancement cCusts (0f Che Marfin
County Resecvolir.

My dissent should not bLe construud A8 sallecling 4 Lelaic
that FP&L was imprudent. Rather, [ am of the opiniun that due
to the pbsence of gny witnesses who were actually patties ta
the contract neqgotistions, nu decisiun Can Le reachwd 1
submit that the Commission is unable 'o determine whether FPLL
was prudent or not from the available evidewnce. Without mare
compelling evidence, [ cannot concCurt with ay collesques’
conclusions.

MOTICE OF FURTHER PROCEEDIMGS OR JUDIC (AL REV[EwW

The Florida Public Service . Commission is requited by
Section 120.%9(4). Florida Statutes (198%). to notify patties
€ any administrative hearing or judicial review of Commizsion
orders that may be available, as well as the procedures and
time limits that apply to such (uither proceedings This
notice should not be construed as am endorsement by the Florida
Public Service Commission of any request (for further
proceedings or judicial ceview, mor should it be construed a3
sn indication that such request will be granted.

Any pacty adversely alfected by the Cosmission’'s ftinal
action in this matter may request: 1) ceconsideration of the
decision by (filing & motion (orf reconsideration with the
Director, Division of Records and Reporting within 1% days of
the issuance of this order in the form prescribed by Rule
45-22.60, Florida Administrative Code; or 2) judicial review by
the Florida Supreme Court by the filing of a4 notice of appeal
with the Director, Division of Records and Reporting and the
(:ling of a copy of the notice and the filing f(ee with the
Supreme Court. This (iling must be completed within 10 days
after the issuance of this order, pursuant to Rule 9 (10
Florida Rules of Appellate Procedure. The notice ol appeal
must be in the (orm specified i1n Rule 9.900(a), Flocida Ruies
ot Appellate Procedure.
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s decision by the Plorids Publie Servies Commission ("Commimsien™) In Dockets 058782-21
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S FPSC CITE as 86 FPSC 12:30
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o TRERMENT
M Plorida Power & Light Compeny ("Y#L") end the Siaff of the Plorida Pudlie
1

Rate effective July 1987 ("lncome Tax Rate Reduction™) and the consequences of a
continued scerual of Allowance for Punds Used During Construction ("AFUDC™) on the
costs and invesiments which are the subject of Dockels §30701-El and 850783-E1 egree as

{ollows:

deprecistion thereof shall cesse effcctive January |, 1967 and Janwery L, 19868 respectively.
1. The costs associsted with the Litigstion llems in Dockets $30T83-E1 and
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§50783-E1 whieh the Commission allows the Company 1o recover from retall retepayers,
logether wilh Lhe sccumulaied deflerred costs (colleetively reflerred to as “Litigstion
Costs”) shall be pleced in the rele base of FPL effective Jamuary |, 1997 and Jenuary L,

1286 respeciively; It being undersicod thal the secwmulation of defcrred costs essocialed
with the Litigation llems which are the subject of Docket §58783-E1 will cense effective

El will cease ellective Jonuary I, 1967,
1. The recovery of the eccumulaled deferred costs amoclated with the

i i . R e o B

Litigation ltems found apprepriate by ihe Commission shall commence with the effective
dale of new bese retes eslablished in & general sate proceeding for FPL end be amortized

over five
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Florida Power & Light Compeny ("TPL") and the Staff of the Florida Pudlie
Service Commission ("Stalf™) ia recognition ofi FPLY contisued expressed aeed o eblala
s decision by the Plorids Publie Servies Commission ("Commimion®) in Doskets §58703-01
and §30783-E1 prior 1o the end of 1984; the redustion of the Federal Corporate income Tax
Rate effective July 1987 ("lncome Taz Rats Reduction) and the consequences of a
continued acerual of Allowance for Punds Used During Construction ("AFUDC™ on the

‘i-h.-iﬁ.-—ar -lh-a-nn._n

cosls end investments which are the subject of Dockets 430782-EI and 830TE3-El agree as

A —
el b

follows:

L The scervel of AFUDC on the lnvestment ln the lscilities which are the
sbject of Dockets 830782-E1 and 850763-E1 {Litigatien NMems™) and the deferral of
deprecistion thereof shall cease effective January |, 1387 and Jenuery L, 1908 respectively.

1. The costs associeled with the Litigation lems in Dockets §307T83-T1 and
§50783-E which the Commission allows the Company 1o recover (rom relall ralepayers,
together with the sccumulated deferved cousts (collestively referred to as “Litigstion
Costs™) shall be placed in the rate base of FPL effective January L, 1967 and Jenuary |,
1986 respectively; It being understood thal the secumuletion of deferred costs assoclated
with the Litigetion flems which are the subject of Docket §30783-E1 will cease effective
Jenuary 1, 1986 and the accumulstion of deferred costs which ere the subject of Dockei

i v

wlse. i —somats 2amb )2

§30781-E1 will cense eflflective Jonuary L, 1987,

il

3. The recovery of ihe sccumulsied deferred costs amociated with he

Litigation items (ound spprepriate by ti.- Commission shall commence with the effective

—

date of new base retes estsbiished in ¢ geners] rate procceding for FPL and be amortized
over five years.
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CITE as 86 FPSC 12:31 FPSC

ORDER NO. 16907

DOCKETS MOS. 050782-EI
8507813-E1

PAGE 18

4 The Commission will find thet tax savings due o the Income Tax Rate
Reduction nol etherwise avallable for refund pursuant to Rule 13-14.83 will be sulTicient
to provide the revenue requirements asseclaled with Litigation Costs (1 being undersicod
that say refund or other adjustment remdiing from the lacome Tax Rate Reduction (or
1987 shall be calowlated consistent with the method prescribed by ewrrent Rule 13-14.0)
and fully reflect the inclusion of all Liiigation Costs in FPL's rsle base and the expenses

associatled with the Litigation ltems.
S. It s undersicod that a Commission’ determinstion that the agreements

conlsined hereln are cpprepriale end implementation thereo! by Commission Order shall
not be precedent in any fulure proceeding excepi a3 provided herein

Dated this qum.m
Florids Power & Light Company

L 7P Boeins® Vo

Porida Public Service Commission Stafl
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A That is one of the facts that comes with the
territory of deriving joint ownership benefits.

Q All right, and that then led you to put aside St.
Johns Unit No. 1 as the potential avoided unit on your system
and led you to Martin 3, is that correct?

A Yes. When one concludes all the cancellation costs
and quickly makes an assessment, even if the unit can be
cancelled the residual costs which occur, you can clearly
see that they are substantially lesﬁ than the cost of oil.

Further, I would like to point out another reason
why I have been led to the conclusion that these are not a
resonable candidate. The in-service date of this unit is
1987. As the rule clearly provides, commitments must be made
two years prior to the in-agrﬁice d;te of the unit and, as
the final order on the previous docket identifies, there must
be sufficient confidence, gr;aﬁer confidence, that sufficient
cogeneration capacity, or qualifying facility capacity, will
be available to defer the comstruction of the unit. That
puts us to 1985, January 1 of 1985, as the date where we
would have to have capacity to defer that unit. That is

just an additional factor.

Q Mr. Denis, I would like to talk to you about Martin
3 now. As I understand your prefiled testimony, you have
indicated that you currently have an in-service date of that

unit as January 1, 1993, is that correct?
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A The analysis performed absent cogeneration pursuant
to the rules leads us to that conclusion.

Q All right. What was the original in-service date
of Martin 37

A I would think approximately 1986. I don't know
the month by initially 1986.

Q What lead you to conclude that without cogeneration
as you were requested to do in your interrogatories, the in-
service date should be deferred from 1986 to 19937

A Based on planning analysis and criterias applied,
as described in the inter.ogatory, it was determined that
the absence of the cogeneration, firm cogeneration capacity
which was expected would cause thaq unit to be accelerated
one year from a planning perspective, not from a company
commitment perspective.

Q Well, sir, I am just trying to make sure that you
followed the procedure that we asked you to in the inter-
rogatories, and that was to analyze your system needs and
your available capacity resources and determine when you
would need another unit if you had no firm capacity commit-
ments from cogenerators. I take it that your response is
thét in doing that you arrived at the January 1, 1983 date?

A Yes, correct.

Q Now, as I understand it, before you performed that

analysis that we asked you to in the interrogatories, 1
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believe the company had previously earlier in-service dates
for Martin 37

A Yes.

Q And I want to know if you made the decision to
defer to 1993 from those earlier dates in part in reliance
on any firm cogeneration capacity.

A Not at the time those decisions were made. Cogenerp-
tion projections were not included in our company's planning
projections.

Q Well, if you uid not defer it on the basis of
cogeneration, what was tie basis for the deferral until 19937

A During the early part of 1981, as we all recall,
and some of the escalating oil priggs, the significant issue
was the oil backout, which still is. At that time we entered|
into purchases of coal power from the Southern System,
approximately 2000 megawatts. In addition to that, as we
have gone through time and as we have all experienced, there
have been drops in customer use. The forecast has also
changed. So it is a combination of the dropping of the forc-

cast and increasing resources.
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Q (By Ms. Davis) So then it is your testimony that

you got to the 9th from the mid '80s in-service date to the 1993
date due to reductions in your load and to the purchase of
firm capacity from Southern System?

A Yes.

Q During that time, did you have any commitments for
firm capacity supplies from any cogenerator or small power
producer?

A No.

Q Now, I'd like to talk to you about your estimated
cost of Martin 3 that's contained in Appendix I. Commis-
sioners, that's been marked for identification as Exhibit
5-G.

COMMISSIONER CRESSE: The;e's a bunch of pages.
MS. DAVIS: Yes, sir, and ﬁhe page that I'm
interested in asking some questions about, first of all

is Interrogatory No. 19 which is the last one. And I

would like to direct your attention to Page 2 of 15 of

Interrogatory No. 19.

Q (By Ms. Davis) My question is that interrogatory
response there shows that you have estimated that a'cosc in
19é3 dollars of Martin 3 of $1,141 per kilowatt. In arriving
at this cost estimate, how did you treat common costs?

A You're refetriﬁg to the first column under Unit 3.

I would have to say the common costs are included in that.
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Those are the costs being incurred with the construction and

accounted for in the construction of Unit 1 and includes some
common facilities.

Q Now is it your position that it's that cost estimat
that we should use in pricing cogeneration capacity?

A No, it is not. As I clarified on Issue No. 5 1
believe it was, I believe the common costs or even economy
of scale costs or whatever costs should be allocated equally

among the units at the site.

Q So then for coieneration pricing purposes, lcoking
on Page 2 of 15, you would use the cost of $1,006 per kw?

A Yes, I would for that site.

Q All right. Now this page shows that you have a
cost of $2,460 per kw as of your in-service date of 1993.
Can you tell us what costs you estimated in the oil backout
docket for Martin 3 when you, I believe, had an estimated
in-service date of 19877

A That will take a minute to calculate. Approximatel

$2807.

Q Now, does your $2807 estimate in 1987 include commo
costs?

A Yes, it did.

Q So it's directly comparable to the 24607

A As far as the base estimate, yes, the components.

Q Can you please tell me what caused you to changé
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your estimate from 1987 to the time when you prepared your
response to this interrogatory such that your estimated cost
for Martin 3 dropped to the extent that it did?

A Yes, very simply put it boils down to two and that
is the assumptions used to carry the costs from present day
costs on out through time. At the time the assumptions for
future escalation of plant cost was 8%, 1in this docket our
estimate incurred estimated use for company planning is 6%1
or 6.23 1 believe is the right figure.

Also, at the tire, if you will recall inflation
was at higher rates, margiiral cost of capital and the outlook
of the future cost of capital was significantly greater. We
were looking at 177 AFUDC rates; we're looking at 141 rates
AFUDC currently. We believe we nad; the best projection we
could at the time. We also. believe mow that we're making
the best projection that we can which only proves the worth
of projections, which is one of the problems associated with
trying to set a price here today. It's uncertainty.

Q So then you explain the difference between those
two estimates as being due solely to different assumptions
with regard to inflation and your cost of capital?

A Yes. The base estimate design for the plant is
identical.

Q Now, would you please flip over to Page 9 of 15.

A Yes.
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Q Does that show that in arriving at your current
estimate of cost of Martin Unit. No. 3 that you assumed an
187 cost of equity?

A Yes.

Q What is your current approved cost of equity?

A I couldn't say with certainty, but it's 15.85 or
15.65, somewhere in there; subject to check.

Q Would you agree then that using an 181 cost of
equity would affect both the value of deferral payments that
a QF would receive and the AFUDC rate that would be used to
compute the plant in-serv’ze cost?

A A change in the co.l of capital assumption does
change the cost of the unit, yes.

Q What is your current AFUD& rate?

A Approved embedded?

Q Yes.

A I do not know.

Q All right. Let me ask you this: 1Is the AFUDC
rate that you assumed in making your estimate of Martin 3,
14%727?

A Yes, it's aA incremental AFUDC rate. It has been
calculated in this fashion for purposes of economic analysis.
There may be little relationship to the way that the company'

actual -- for book purposes AFUDC rate is computed.

Q Mr. Denis, why did you assume that your Martin
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Unit 3 plant would use or would have heat rate of 10,500 BTUs

A That is based on planning studies and we do not have
any experience with coal units. 1It's an estimate based on
planning studies; it's based on information derived from
other utilities, information submitted to this Commission as
part of an annual planning workshop and so forth. It is
purely an estimate of a scrubber unit.

Q All right. 1If you flip back to Page 5 of 15, you
indicated there that you estimated $14.47 per kw per year as
O&M associated with Martin 3.

A Yes.

Q Is that simply fixed O0&M?

A No. You know, again, we éet into the issue of
categorizing O&M and into fixed O&M and variable O0&M and we
may all be talking past each other as to what is what. I
will tell you how that cost was derived and just give you an
assessment.

In order to derive expected or projected O&M costs
we looked at units in our system of similar size and the O&M
costs of those units. -Hainly the Manatee Units. A three-year

average of the O&M -- total O&M costs associated with that

unit were established.
A study had been done by our Power Resources

Department and looking at the staffing levels and manpower
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levels associated with other coal facilities around the
country of similar design. It was determined that the staff-
ing level is 2.6 times greater than that required for a
similar oil unit. So O&M costs, all O&M costs were multiplie
by a factor of 2.6.

In addition to that it was determined the quantity
of limestone that would be used for the scrubbers since this
would be a scrubber unit, was determined and estimated and
then added into this total cost. So we arrrived at a total
cost, not a component cost.

Q Do you think it's proper to estimate your expected
O&M costs for a coal unit from one of your oil-fired units?

A It was evidently justified to our personnel who did
this study and looking at total O&M.costs and then looking at
a gross-up factor based on personnel on the site on payroll.

‘Q How did you get the 2.6? I mean I take it that
that's what you used to translate from an oil-fired to a
coal-fired plant, is that right?

A Yes. It was basically on an industry survey, a
survey of other utilities.

Q So you compare your result of 14.47 to the estimated
cost of, for example, TECO?

A Yes, it's significantly lower, I admit that.

Q All right.

A By order of magnitude, twice I believe.

1659
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Q Do you have any opinion as to why it's about half

of what TECO estimated?

A Why TECO's is twice as much as ours?
Q Uh-huh.
A No, I do not.

COMMISSIONER CRESSE: Let me get a point square in
my mind just how much difference there is. If I under-
stand correctly you have a 1993 cost estimate of 2559 a

year?

WITNESS DENIS: Y:s, sir.

COMMISSIONER CREL3E: And that's approximately
$2.14 and TECO is 4.41; 1s Lhat right, a month; TECO's
estimate I believe is on Page 7 of the prehearing order,
is that correct? . And they haﬁé 4.41.

MS. DAVIS: 4159.

COMMISSIONER CRESSE: ?ardon?

MS. DAVIS: 4.49.

COMMISSIONER CRESSE: Avoided O&M costs, yeah,
for TECO is 1993 -- excuse me that's 4.77.

MS. DAVIS: 4.77.

COMMISSIONER CRESSE: Okay, I was looking at the
staff column.

WITNESS DENIS: Again, I would say and I would not
characterize that their numbers are wrong or our numbers

are wrong, it's one of those areas that in the State of
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Florida there is just no -- there is no experience with

a scrubber unit, and I would submit that’ one easy way to

take care of this is to tie it to an actual index or use

actual 0&M costs incurred and that way we don't have to
be guessing as to what's the appropriate number.

Q (By Ms. Davis) All right. On Page 6 of the pre-
hearing order you indicate, or it is indicated that the
company agrees with the plant and O&M escalation rates proposged
by staff. 1s that a correct statement of your position?

A Yes. They appear in reasonable range as to the
numbers that have been submit.ed.

Q If you look back on Page 6 of 15 of your inter-
rogatory response, No. 19, and Page 7 that shows a different
set of plant and O&M escalation rat;s, did you use the
escalation rates shown in your interrogatory response to
compute your estimate of Martin 37

A | Yes, I did.

Q If you use the ones prepared by staff, do you think
your estimate would be lower? .

A The plant escalation rate, they really lock to me
to be very close -- uniess I compound out the numbers for
the ten years and tell you exactly if the compounding of
the number turns out to be lower of course the answer is yes.

Q All right.
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A For the O&M it appears that they would be lower.
Again, it would be close. Our reason for stipulating to the
numbers is I think they are within the range of reasonablenes$.
Q Okay. Mr. Denis, in view of the fact that the
Commission this morning identified an additional issue as
what should we do if we get enough comitted capacity to defer
MacInnes Unit 1 for at least ten years, and in view of the
fact that you have testified that you believe the in-service
date for Martin No. 3 is January lst 1983, I conclude that
you may very well have the second statewide avoided unit,
and in view of that fact I would like to ask you to recalcu-
late your cost estimate of Martin Unit No. 3 using your
current approved cost of equity and your current AFUDC rate,
and using the plant escalation rates proposed by staff that.you
agreed with on Page 6. And that the exhibit that I would like
for you to furnish would show the cost parameters as they
are laid out on Page 6 and the payment schedules as they
appear on Page 7 of the prehearing order.
COMMISSIONER CRESSE: What is the number for that,
Counselor?
MS. DAVIS: That would be Exhibit 5-K.
" (Late-filed Exhibit No. 5-K identified.)
MR. BUTLER: A point of clarification if I may, the
requesL asks for the current approved cost of equity and|

the current approved AFUDC rate. I'm not familiar with
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that, but it strikes me that it may not be the same,

that the cost of equity used in the current approved

AFUDC rate may not be our current approved cost of equity.

Are they the same?

COMMISSIONER CRESSE: Mid point of your current
authorized rate of return set at the last rate case was
15.85. 1Is that the figure you want to use?

MS. DAVIS: Yes, sir. qu the cost of equity, and
we want them to use whatever their current approved
AFUDC rate is even if tney are not the same.

COMMISSIONER CRESSL: Do you want it just for .the
cost of equity, current AFUDC rate or do you want the
AFUDC rate in total to be their current AFUDC rate?

MS. DAVIS: The second. .

COHHISSIONER CRESSE: Use your current approved
AFUDC rate, that's what we're asking for, don't confuse
it by che cost of equity. 1It's calculated therein.

Q  (By Ms. Davis) Mr. Denis, when you make this
calculation, we would also like you to continue to allocate
the common costs of Martin as you did originally, make no
change in that. And with that I'd like to ask you one more
quéstion and that is the testimony of Mr. Turner indicated
that he would attach a 257 confidence interval on either side
for his estimate of MacInnes Unit 1. Do you have an opinion

as to similar confidence levels that we should attach to ybur
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estimates of Martin 3?
A No, I do not.

Q You couldn't say whether we might want to view this

with a 257 suspicion on either side or something greater or
lesser than that?

A No, I do not. I would say that there is some
confidence in the current base -- today's estimate. Where
the end confidence comes out, where we're dealing in the
future, 10, 15 years and that's where I would not care to
attach any level of conidence.

Q All right. .lso during Mr. Turner's cross examina-
tion yesterday the issu= ixcse. as whether any cost for Martin
Unit 3 that have already been incurred and therefore are
uriavoidable have been included in yéur cost estimates? Can
you tell me one way or the othef whether that's --

A I do noﬁ_balieﬁe that any costs have been incurred.

MS. DAVIS: Okay, thank you very much.
BY MR. ZAMBO:

Q Mr. Denis, referring to the appendix to your
testimony, specifically your response to lnterrogatory 12 of
the staff's first set; the statement appears there that -- to
thé effect that as wuncertainty in the planning environ-
ment increases the planned reserve margin should also
increase. Does the uncertainty that you're referring to

there, is that in reference to the reliability or
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dramatic decrease in oil costs. As a consequence, $2.2 billion of
projected net energy cost savings have failed to materialize. In
fact, circumstances prevailing today suggest that the function being
served by the Transmission Project is not oil displacement but to
enable FP&L to meet the growing demands of its service territory.
0i1 displacement is possible only when the utility has surplus ca-
pacity. While in the past FP&L’s reserve margins were generally
above the levels necessary to ma‘ntain reliable service, the future
promises to be much different. For this reason, FP&L has signed new
UPS Agreements. These Agreements e title FP&L to purchase up to 900
MW of firm capacity through the year 2010. Rather than a temporary
"coal bubble," the UPS Agreements, instead, have become a long-term
source of base load capacity. FP&L considers these purchases to be
a vital cog in its generation expansion plan.

These dramatic changes in circumstances, coupled with the fact
that the 0il Backout Rule prohibits the inclusion of any projects
whose primary purpose is to meet load growth, justify discontinuing
the OBCRF at this time. While it is understandable that the expec-
tation and fear of continuing rising oil prices, which dominated
everyone’s thinking in 1981-1982, swayed FP&L and the Commission to
treat the recovery of the Transmission Project under the OBCRF, the
Project has not produced the expected results. Consequently, there
is no longer any valid justification for continuing to recover oil

backout costs through kWh charges. The Transmission Project revenue

DOCUMENT NUMBER-DATE
08678 AUG29 B8
DRAZEN-BRUBAKER B ASSOCIATES. IW_ECOROSMM



~ o o

o

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Revised
Page 7
Jeffry Pollock

requirements and the UPS capacity charges should be collected
through base rates.

Besides the above-described changes in circumstances, there
are two other reasons for discontinuing the OBCRF. First, FP&L is
not in compliance with the 0i1 Backout Rule because (1) it is recov-
ering costs which are clearly related to load growth, and (2) by
assuming a 15.6% return on equity, the utility is recovering more
than its actual costs associatec with the 011 Backout Project. The
Rule clearly states that only “he actual costs associated with a
project are subject to recovery under the OBCRF. FP&L agreed to
utilize a 13.6% ROE in determining the refunds under the Income Tax
Savings Rule but it did so excluding the 011 Backout Project. Ex-
cluding the rate base and net income associated with the OBCRF in
applying the Rule resulted in FP&L understating the required refund
by about $6.7 million.

Second, the continued recovery of what are essentially demand-
related costs through a kWh charge is unduly discriminatory. As a
result, Rate GSLD/CS customers are paying 28% more in revenues than
their corresponding responsibility for the oil backout costs.

Besides discontinuing the OBCRF, FIPUG also recommends that
the Commission order FP&L to refund $285 million of revenues col-
lected under the OBCRF that are associated with accelerated depreci-
ation. Under the Rule, FP&L has included two-thirds of any positive
net savings which it alleges have occurred. (These savings are
utilized as accelerated depreciation to reduce the net investment of

DRAZEN-BRUBAKER & ASSOCIATES, INC.



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Revised

Page 8
Jeffry Pollock

the Project.) The only reason for collecting any net savings in the
OBCRF is 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’s theory is that, but for the construc-
tion of the Transmission Project, it would have built and placed
into commercial operation three coal-fired units--in June 1987
(Martin Unit 3); December 1988 (Martin Unit 4); and January 1990
(Unsited Unit 1). Consequently, 700 MW of deferred capacity bene-
fits were included in the net savings calculation beginning in June
1987 and an additional 700 MW of saings were included beginning in
December 1988.

FIPUG contends that it is improper to include deferred capac-
ity in the net savings calculation. First,  FP&L concedes that the
Transmission Project would have been built in any case, even in the
absence of the 011 Backout Rule.

Further, the units in question have not been, and may never
be, built. Consequently, the investment which FP&L is using to
calculate the deferred capacity carrying charges is neither used nor
useful. As a matter of accepted regulatory practice, utilities
cannot include in their rates the recovery of costs of facilities
that are not used and useful, absent extraordinary circumstances.
There are no longer any extraordinary circumstances to justify this
practice. To require ratepayers to pay higher rates because of the
deferral of three, nonexistent, coal-fired units would be tantamount

to paying twice for the same capacity. This is because two-thirds
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Schedule 7, Page 2 demonstrates that the projected winter peak
reserve margins would generally be lower both with and without the
coal-by-wire capacity. In fact, the projected winter peak reserve
margin without the coal-by-wire resources would remain below 15%
during most of the forecast period.

The above analysis and FP&L’s own statements concerning the
importance of the coal-by-wire capacity compel the conclusion that
the primary purpose of the transmission 1ines--both now and in the
future--is to enable FP&L to meet its growing system demands.

DIDN'T THE COMMISSION, IN 1982, BELIEVE THAT THE COAL-BY-WIRE PUR-
CHASES WERE A TEMPORARY PHENOMENON?

Yes. Quoting from the Final Order in Docket No. 820155-EU, the
Commission stated that:

"Southern expects to have power produced
from coal-fired generation available for
sale on a firm basis in varying amounts
through the mid-1990s. This is sometimes
referred to as the coal bubble. Because of
the projected price differential between
coal and oil, FP&L, who relies heavily on
oil-fired generation, has purchased up to
2,000 MW of Southern’s coal-by-wire."
(Order No. 11217, Page 2, emphasis added)

Similarly, on Page 8 of the same Order, the Commission quoted FP&L’s
Witness, Mr. Scalf, who testified that:

". . . the 500 kV line project appears to be
a2 unique and short-lived coal bubble . . ."

DRAZEN-BRUBAKER & ASSOCIATES, INC.
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WHAT IS THE CURRENT STATUS OF THE COAL-BY-WIRE PURCHASES?

In June 1988, FP4L entered into new Agreements with The Southern
Company under which Southern will be obligated to provide up to S30
MW of firm capacity beginning in 1993 and continuing through the
year 2010. These new UPS Agreements are similar to the original

Agreements which ramp down beginning in 1993.

WHAT IS THE SIGNIFICANCE OF THE NEW UPS AGREEMENTS WITH SOUTHERN?
According to FP&L, these purchascs are, in fact, a vital cog in its
current generation expansion p an (Source: FP&L‘’s JTen-Year Power
Plant Site Plan: 1988-1997). Extending the coal-by-wire purchases
for an additional fifteen years means that FP&L will be purchasing
firm capacity for at least twenty-eight years. Rather than pro-
viding a temporary source of capacity, the UPS Agreements are nearly
the equivalent of owning base load generation--both from a planning
and an operating perspective.

DOES THE OIL BACKOUT RULE PERMIT THE INCLUSION OF PROJECTS WHOSE
PRIMARY PURPOSE IS TO SERVE INCREASED LOAD?
No. Quoting the Rule:

"The 0i1-Backout Cost Recovery Factor shall
not be used for either the recovery of the
costs of a project the primary purpose of
which is to serve increased megawatt demand
or for the recovery of the costs of a new
generating unit." [Rule 25-17.016,F.A.C.,
Paragraph (2)(b)]

DRAZEN - BRUBAKER & ASSOCIATES, INC
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HOW MUCH OF THE OIL BACKOUT COSTS WOULD BE ALLOCATED TO GSLD/CS
CUSTOMERS IF THEY WERE TREATED LIKE ALL OTHER NON-NUCLEAR PRODUCTION
AND TRANSMISSION CAPITAL COSTS?

In FP&L's Tast rate case, about 14.3% of the non-nuclear production
and transmission capital costs were allocated to the GSLD and CS

rate classes.

HOW DOES THIS COMPARE TO THE PERCENTAGE OF COSTS RECOVERED FROM THE
GSLD/CS RATE CLASSES UNDER THE JICRF?

The corresponding percentage of o1l backout costs recovered from the
GSLD/CS rate classes is 18.3%. As shown in Exhibit JP-1 ( ),
Schedule 10, the GSLD/CS revenue responsibility is four percentage
points, or 28%, higher than the corresponding cost responsibility
assuming that the oil backout costs were treated the same as all
other non-nuclear production and transmission capital costs. Given
that $2.2 billion of promised fuel savings have failed to materi-
alize and the fact that the coal-by-wire purchases made possible by
the Project are a vital cog in FP&L’s plans to meet future load
growth, it would be unduly discriminatory to continue the extraordi-
nary rate-making practice of charging the GSLD/CS classes rates
which are 28% higher than their corresponding cost responsibility,
as is presently the case under the OBCRF in which costs that are
essentially demand-related costs are recovered solely on a kilowatt-

hour basis.

DRAZEN-BRUBAKER 8 ASSOCIATES, INC.
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HAS THE COMMISSION EVER ADOPTED A COST ALLOCATION METHOD IN WHICH
ALL FOSSIL STEAM PRODUCTION AND TRANSMISSION-RELATED COSTS WERE
CLASSIFIED AND ALLOCATED ON ENERGY?

No. To my knowledge, the Commission has never approved a cost-of-
service method in which 311 production and transmission fixed costs
are allocated to customer classes based solely on kilowatthour sales
at the meter. [ recognize, of course, that the Commission has em-
ployed various energy-based allocation methods in certain base rate
cases, including FP&L. In FP&L s last base rate case, however, only
7% of the non-nuclear producti.n and transmission costs were clas-
sified to energy, and they were, uiiike the OBCRF, allocated rela-
tive to energy at the generation level rather than sales at the
meter. The Commission has always recognized, both in class cost-of-
service studies and in the Fuel and Purchased Power Cost Adjustment
Clause, that it is appropriate to adjust energy-related costs to

recognize differences in losses.

ARE THE OIL BACKOUT COSTS DEMAND-RELATED?

The UPS capacity charges are the major component of the costs which
tP&L is passing through the OBCRF. These costs are demand-related
because the capacity being purchased is needed by FP&L to maintain
system reliability; that is, to meet the projected peak loads and to
provide adequate reserves. The continued coal-by-wire purchases are
a vital cog in FP&L’s plans to maintain system reliability in light

of current projections of summer and winter peak demands. Further,

DRAZEN-BRUBAKER B ASSOCIATES, INC.
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these costs are functionally equivalent to the capital cests associ-
ated with FP&L’s non-nuclear generating resources. Tne Commission
has previously classified these costs primarily to demand.

Similarly, the Transmission Project also provides substantial
reliability benefits to FP&L and, therefore, these costs are also
demand-related. As previously noted, the Project has enabled FP&L
to import firm coal-by-wire capacity and to defer the construction
of the Martin Unit Nos. 3 and 4. Because of the Project, FP&L's
system is less vulnerable to the type of incidents which formerly
would have caused severe outages. These benefits are described in
a November 1980 study by Stone & webster commissioned by FP&! en-
titled "Review of Planning and Operation of Bulk Power Transmission
System."™ On Page 5-2, the Report states:

"FP&L’s system operators are today loading
the transmission system to the point where
single contingencies such as line or gener-
ator trips cause damage to equipment if
operator action is not taken in a reasonable
time. While it is acceptable to operate the
system in this manner, it is not good prac-
tice to plan the system so that it must be
stretched to the 1imit of operator ingenuity
even when the generation plans remain on
schedule and the load growth rates meet
predictions.”

Another section of this Report states the following:

“Currently, to prevent system separation
upon loss of the largest unit, power trans-
ferred to Florida from Southern Company
would have to be limited to essentially
zero. This limit is caused by voltage dips
near Kingsland, Georgia that occur during
the stability swing following the loss of a
unit in Florida." (Page 4-1)
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practice, utilities are not allowed to raise rates to reflect the
cost of plans rejected. Yet, this is exactly what is happening in
the OBCRF by allowing FP&L to include deferred capacity costs asso-
ciated with the Martin and unsited coal-fired units. To now require
ratepayers to pay higher rates to reflect deferred capacity carrying
charges would be tantamount to charging twice for the same capacity.

PLEASE EXPLAIN.

The OBCRF is comprised of tiree elements: (1) all costs of the
Transmission Project; (2) ti~ costs associated with the firm UPS
capacity; and (3) two-thirds of »rv positive net savings. Bccause
the present coal-oil energy cost differential is not sufficient to
offset the very high UPS capacity charges, the only reason that FP&L
is able to claim positive net savings is due to the inclusion of
deferred capacity costs of the Martin and Unsited coal units in the
net savings calculation. Recall, however, that the availability of
firm UPS capacity allowed FP&L to defer the Martin units. There-
fore, recovering both the UPS capacity costs and the Martin deferred
capacity carrying charges, simultaneously, would effectively result

in a double recovery of the same capacity.
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