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1 P R 0 C • • D I 8 G 8 

2 (BeariD9 reconvened a~ 1101 p.a.) 

3 (Transcript continuaa in aequanca from 

4 Volwne 2 . ) 

5 COMMISSIONER DEASON: CAll the hearing back to 

6 order . Mr. Kau!aann, I bPlieve you vera inquiring . 

7 MR. KAUFMANN: I vaa, but va neacS a witness, 

8 Your Honor. 

9 COMMISSIONER DEASON: I queaa it would help , 

10 wouldn't it? Maybe , can you do anawara and que stions? 

11 (Laughter) 

12 You would be aurpriaa4 , we have a lot o! 

13 attorneys around hera who tried to anawer questions 

14 within their questions. 

1 5 MR. KAUFMANN: I will if you let me. 

16 (Laughter) 

17 COMMISSIONER DEASON: Wa try not to do ~hat, 

18 though . 

19 Mr. Kautaann? 

20 

21 

22 

23 

2 4 

25 
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1 RENE SILVA 

2 resumed the stand aa a vitneea on behalf of Florida 

J Power and Light Company and, bavinq been previously 

4 sworn, test.tfied aa follows: 

5 CONTINUED CROSS BXAKINATION 

6 BY MR. KAUFMANN: 

Jl4 

7 Q Good afternoon, Mr. Silva. I have handed out 

8 and you should have in front of you nov what I would 

9 like to be marked Exhibit 43 !or identification, which 

10 is an article regarding natural 9aa price• from tho 

11 February 8, 1995, Wall Street Journal. Do you have that 

12 in front of you now? 

1J (Exhibit No. 43 aarked for identification.) 

14 A Yes. 

15 Q Did you in the last ainutea have any chance to 

16 read that? 

17 

18 

A 

Q 

I glanced at it , yea. 

Would you aind reading for ua the first and 

19 fourth paragraphs of that article? 

20 A "Natural gas tuturea price• su.ffered their 

21 biggest daily decline in alaost two aonths amid 

22 expectations the chill that aettled over the northeast 

2J last week might be abort-lived. 

24 "Analysts said natural gaa inventories are 

25 running at levala about 25t higher than laet year 
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1 despite the cold snap or last weak. An unusually warm 

2 winter has caused pricea tor both natural gas and 

3 heating oil to remain aott through aDst ot the heating 

4 season." 

5 

6 

Q Tbanlc you. 

Mr. Silva, ia it correct to say that since May 

7 of 1994, your natural 9•• coats bave been t i ed to the 

8 market price? 

9 A Yea. 

10 Q Is it also correct to say that PP'L purc hases 

11 40\ of its natural gas ror the period beginn ing 

12 March 1995 on the spot .arket as compared to onl y 10\ 

13 prior to Pebru.ary 1995? 

14 A Yea . 

15 MR. KAUFMANN: I have no further questions a t 

16 this time . 

17 COMMISSIONER DEASON: Mr. Howe? 

18 CROSS EXAMINATION 

19 BY MR . HOWE : 

20 Q Hello, Mr. Silva. 

21 Mr . Silva, over wbat time period were 

22 modifications aade to tbe eight gener3ting units on 

23 Florida Power and Light 1 a ayat .. ? 

24 A Tbe aodificationa began in early 1994 and they 

25 were completed at the end of -- by the end of Februar y 
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1 of this year, so about a year. 

2 Q Did Florida Power and Light include any of 

3 these costa of plant .oditicationa in ita fuel 

4 adjustment projections in any of the previous fuel 

5 adjustment docketa7 

6 

7 

8 

A 

Q 

A 

No. 

Why not? 

We were trying to, first of all, determine 

9 whether it would be appropriate to recover those costs 

10 through the environmental clause, and also we were 

11 trying to get a better eotiaate near the time of 

12 completion ao that we could present to the commission a 

13 good eatimate of what the total co•ta would be. And we 

14 had the schedule for th .. e .odificationa through the 

15 year 1994, so we were waiting to factor it at this time . 

16 Q YoUi 111entioned the environ~~ental clause. Do 

17 you believe that these expenditure•, these plant 

18 modification• that you are raqueating -- the costs that 

19 you are requesting to recover through the fuel clause, 

20 that Florida Power and Light could have alternatively 

21 requested recovery through the environmental clause? 

22 A We examined that poasibility and we believe 

23 that it could have been but that it was a better fit 

24 under the fuel clause because the central focus of the 

25 modification• waa to reduce fuel ooata. 
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1 Q The costs that Florida Power and Light 

2 incurred for the plant aodifioationa, those were 

3 essentially to reduce eaiaaiona, were they not? 

4 A They were to reduce -iaaiona, yea. 

5 Q Wae Florida Power an4 Light required by any 

6 regulatory aqency or governaantal body to reduce the 

317 

7 sulfur content of ita fuel oil I'• sorry, to increase 

8 the sulfur content of ita fuel oil ao that aodifications 

9 would have to be aade to ita .. iaaion control systems? 

10 A No. 

11 Q Did Florida Power and Light then essentially 

12 elect voluntarily to burn a higher sulfur fue l and that 

13 the cost of the emissiona aodificationa were just 

14 necessitated by that voluntary deoiaton? 

15 A That's correct. And the decision was based in 

1 6 order to reduce fuel costa for the ouato•ers. 

17 Q Mr. Silva, can you give an example of a 

18 voluntary plant modification that l'lori4a Power and 

19 Light has made or 111iqht .alta that wouldn't reduce fuel 

20 costs? (Pause) 

21 A I believe that there are c.rtain -- I don ' t 

22 know if you would call th .. IIIOdificationa . But, tor 

23 example, the installation of the CENa, the 111onitorinq 

2 4 devices that are required by environaental restrictions 

2 5 or by law, have nothinq to do with reducinq fuel costs. 

FLORIDA PUBLIC SBRVICB COMMISSION 



1 We are JlaJcinq plant aoditic&tiona and inatalling new 

2 equipment in order to coaply vitb the law. 

3 Q Ky question, though, vent to ~oluntary 

)18 

4 modificatio~, those that Florida Power and Light is not 

5 compelled to install beoauaa of goyernaantal edict. 

6 A I understand. I •is•act that part or your 

7 question. 

8 I can't think of eny at this point. I know 

9 that there is ongoing vork in upqradinq equipment at our 

10 plants; but ~ haven't tocuaaed on which ones they are 

11 making unles• they have so .. relation to fuel , because 

12 that ' s what ~ focus on . 

13 Q Virtually any voluntary modification to a 

1 4 generating uni t would be to either kaep it on line, 

15 which would -- well , first, for ex•aple, would you aake 

16 modifications if necessary to keep a generating unit on 

1 '/ line? 

18 A Well, cert.ainly you could do that to lengthen 

19 the lite of a plant. You c ould al•o do it it an 

20 equipment modification •ight redu~ your operating 

21 costs, nonfual operating ooata. Those vould be types 

22 that would not, in ay opinion, flow thxough the fuel 

23 clause. 

24 Q They wouldn't flov tbrou9h the fuel clause but 

25 you wouldn't make those .odificationa, would you -- for 
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1 example, you wouldn't aake aodificationa to extend the 

2 life of a plant if the ayatea would operate aore 

3 efficiently with a lower net fuel coat with the plant 

4 off line, would you? 

5 A I think you •ight do it if you could avo id a 

6 cost that ia not a fuel coat, i.e., a capital coat or an 

7 O&K cost, even though it doean•t gain you anything in 

8 terms of fuel. 

9 0 The modi fication• that ware aade to the eight 

10 generating units that coapriae the approxiaately $2.8 

11 million that you are requeatin9 to recover through the 

12 fuel clause, how auch of that $2.8 •illion vaa for 

13 capital improve.ments? 

14 A What do you aean by •capital iaprov8lllent"? 

15 0 Maybe I should aak you. In your previous 

16 answer you referred to O'M costa and capital coats. 

17 Woul d you please define capital coata, and then we ' ll 

18 see if any ot these aodiflcationa fit within your 

19 definition . 

20 A Wel l, absent the fuel clauae and our ability 

21 to recover these costa through ~e fuel clauae, I would 

22 ant ic ipa te that the •oditlcationa would be capitalized. 

23 But they were not done either to extend life or to 

24 reduce O&H, they were simply aade in order to enable us 

25 to burn a che aper fuel. 
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1 So I would .. y that they would have be~n 

2 capitalized except in tbia inatance we are proposing 

J that they be recovered through the fuel clause . But 

J20 

4 they are not capital additiona or aodifications that we 

5 would have done abaent the benefit of fue l clause 

6 savinga. 

7 Q Givan that the aoclificatione wa.re completad, I 

8 believe you lliaid, in February of this year? 

9 

10 

A 

Q 

Yelli. 

Have they been capitalized on Florida Power 

11 and Light'a booka at tbia tiae? And I should correct 

12 that, have the a.xpenditurea been placed in accounts that 

1J are considered capital accounta? 

14 A I know they have been booked but I don't know 

15 in what account• they have been placed. 

16 Q Do you know if the Coaaieaion ware to grant 

17 the Company ' • request wbether the Utility would nave to 

18 modify the booking of the•• axpenaea aa they are 

19 currently reflect ed on the Utility•• booka? 

20 A I don't know that. 

21 Q If Florida Power and Light haa basically 

22 guessed wron9, if some anoaaly in the aarketplace would 

2J cause high aulfur fuel to coat acre than low sulfur 

24 fuel, would Florida Power and Light propose to give the 

25 money back? 
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No. 1 

2 

A 

Q Will these •odificationa lover Florida Power 

3 and Light's average fuel coat? 

4 A Yea. 

5 Q Will these modificationa iaprove Florida Power 

6 and Light's ability to aake econa.y .. lea? 

7 A I haven't seen any calculation that looks at 

s that. But all other thi ngs bein9 equal, I would assume so. 

9 Q Woul d these •odificationa enable Florida Power 

10 and Light to earn additional revenues through the gain 

11 on economy ot sales, which I understand are calculated 

12 on a split-the-savings basis? 

13 A To the extent that they e.na.bled us to sell 

14 more, I assum.e that we would derive th.at benefit, yes . 

15 Q would you agree that, if you do derive that 

16 benefit, that Florida Power and LiC)ht ' a investment 111ill 

17 on the one hand reduce i ta fuel costa but, on the other 

18 hand, would reduce ita profits to the Company? 

19 A Could you repeat the question again. 

20 Q Would you agree that if Florida Power and 

21 Light ia able to make additional economy sales that 

22 essentially these modificationa will allow Florida Power 

23 and Light on the one hand to reduce ita expenses, its 

24 fuel costa, but on the other band to increase its 

25 protita -- which I'a luaping gains on economy ot sales 
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1 in aa a profit. 

2 A I think yea. But I think that that would be 

3 the caae if we recovered it through baae ratea, a~ well. 

4 Q And it you recovered it through baae rates, it 

5 would be an invea.,..ment deaiqned to generate a return, 

6 would it not? 

7 A Yea . 

8 Q And would you aqr .. that the fuel clause 

9 recovery mechaniaa ia intended aa a reimbursement t or 

10 expenses to provide a aatching between expenses and 

11 revenues for a category of expanses that are cons idered 

12 volatile? 

13 A Well, I think that prior diacuaaion with 

14 Mr . Birkett baa indicated that the fuel clause and the 

15 order that implements the fuel clause aqreea with the 

16 tact that these typea of aodificationa are allowed unde r 

17 the fuel clause . That aodificationa that would 

18 otherwise be recovered through base ratea but whose 

19 primary purpose ia the reduction of fuel coata , as it is 

20 in this case, can be recovered through the fuel clause. 

21 So I think that what we ere proposing here is 

22 consistent with the intent of the fuel clause . 

23 

2 4 

25 

Q 

A 

Q 

Well, do you have a copy ot that order? 

No, I do not. (Witnaaa provided document.) 

Mr. Silva, I bav• juat given you a copy of 
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1 Colllllli&sion order 14546. I believe the CoJIIlliaaion has 

2 already taken official notice of that order , it was 

3 i s s ued July 8, 1995, in DoCket No. 850001-EI-B. 

323 

4 would you take a look there at Page 5 of order 

5 No. 14546, and specifically at Paragraph No . 10. 

6 A Yea.. 

7 Q Is that the provision you ware referring to, 

a Mr. s ilva? 

9 

10 

A 

Q 

Yea.. 

would you note, please, that that paragraph 

11 begins with the worda, •ro•sil fuel-related costs 

12 normally recovered through base rates .• What do you 

13 consider fosail fuel-related costa to be? 

14 A 

15 tuela. 

16 Q 

Those are costa related to the use of f~ssil 

Por example, if Florida Powe.r and Light didn' t 

17 bav& any nuclear units, would all ita coats be fossil 

10 fuel related? 

19 A I don't think so. 

20 Q Well, what costs do you believe would be 

21 fossil fuel related? 

22 A Well, oil is a fossil fuel. The modifications 

23 that we are talking about here are being iaplemented i n 

2 4 order to burn a different type of oil, which is a fossil 

25 fuel. So in ay aind, that is a fossil fuel-related 
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1 cost. 

2 I think it alao talka about •nonaally 

3 recovered through base ratea.• So it doean•t restrict 

4 it to fuel costs per .. , bacauaa tho•• would be 

5 recovered through tha fuel clause anyway, not normally 

6 through base rates. So clearly tb.a intent is to broaden 

7 it beyond fuel. And my reading ia that aoa.ething that 

8 is done in order to usa toaail fuel, and further, to 

9 save fuel costa to the ouato .. ra, tits under this 

10 paragraph. 

11 Q Well, in that r~gard, is it the Company's 

12 position that they should be allowed to recover these 

13 costa through the fuel clause because there are savings 

14 or because there is a ohan;a in tba sulfur content of 

15 the fuel? Let me give you an axaapla, i t I might . 

16 Would Florida Power and Light believe that 

17 this paragraph under Order No. 14546 would allow it to 

18 seek recove.ry if it put in place plant :aodifications 

19 that allowed it to burn the lower sulfur oil that i t was 

20 previously burning but aora affioiantly? 

21 A I think, to the extant that the end r esult was 

22 a f uel savings to the custour, that that would meet 

23 this requirement . 

2 4 Q Well, do you believe that plant aoditications 

25 desiqned to allow the utility to burn low sulfur f uel 
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l oil more efficiently would fit within this definition? 

2 A It could, subject to the Coamiaaion reviewing 

3 it on a case-by-caae baaia. 

4 Q Do you believe it would -- would it only 

5 apply, would the Co&pany'• position •• to those 

6 fuel-r9l~ted costa for which it could aeek ~•covary be 

7 limited to physical plant aodificationa at generating 

8 units? 

9 A I can't predict what tba Coapany•a position 

10 would be in a hypothetical oaee. :I •a t .rying to show how 

ll this p~rticular instance, vbicb ia specific and which 

12 talks about JllOdificationa to let WI burn a higher. sulfur 

13 and therefore cheaper fuel at the plant, meets this 

14 requirement . I don • t kn.ov that I could speculate as to 

15 what might or might not be -- aight also fit u.nder thi s 

16 clause at this ti... I haven ' t really thought about it. 

17 Q At the ti .. of the UtilU:y•a last rate case, 

18 did Florida Power and Light anticipate that in the 

19 future 1t might make plant aodificationa to enable it t o 

20 provide electricity at a lower coat? 

21 A I don't know. 

22 Q Well, that's one of the requir-enta o f this 

2:S paragraph, b 1 it not, Kr. Silva, that it would be costs 

24 which were not recognized or which were not anticipated 

25 in the coat levels used ·~o detenain• current base rates? 
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1 so you don ' t know what the coapany•a anticipation was at 

2 the time of ita laat rate caae? 

3 A In 1983, I do not know aa part of the rate 

4 case what were the Ca.pany•a inten~ion.a . 

5 KR. CRILDSt Well, I voul.cS object to that 

6 characterization. If you look to the order , it does use 

7 the word "anticipated, • but it uaaa it by aaying 

8 "anticipat ed in the coat lavale uaect t o determine 

9 current base rates . • So I think 1~ ia •ore than, "Did 

10 you think about doing it, • bu.t, •were your coat levels 

11 adjusted to retlect it, • ao I object to that 

12 characterization. 

13 MR . HOWE: The obj ection ia well-taken. 

14 COMMISSIONER DEASON: Thank you , Roger. 

15 MR. HOWE: But I think I can atill go down 

16 this path. 

17 COMMISSIONER DEASON: I ' a aura you can. 

18 Q (By Mr. Rowe) Kr . Silva, do you know whether 

19 at the time of the Utility•• laat caae the Utility made 

20 any pro forma adjuataenta -- aaauaing we ' re dealing with 

21 historic teat year• at th"t ti••· But, if not, whether 

22 they included in their projeotiona any anticipated 

23 future modification• to ita generating unita to enable 

24 those u.nite to burn fuel aore efficiently or less 

25 expensively? 
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My perception is that the pro forma was tor a 

2 test period that was no lon;er than about 1985, and I 

3 don't know what apeoi!ically waa inolu~ed in that prn 

4 forma projection. 

5 Q Do you kno~ whether that te•t period includea 

6 any anticipated expanaea !or plant 11ocUficationa to 

7 improve efficiencies or to lower the coat of fuel on 

8 Florida Power and Light'• ayatell but which were not 

9 instituted by the Company? 

10 

11 

A I do not know. I really don't . 

MR. HOWE: I have no further questions . Thank 

12 you, Mr. Silva . 

13 COMMISSIONER DEASON: Mr .• MCWhirter? 

14 CROSS EXAMINATION 

15 BY MR. McWHIRTER: 

16 Q Mr . Silva, on Page 20 of your testimony you 

17 indicate that $8 aillion of the aavinqa will occur this 

18 summer and then an additional $81 aillion in •avings 

19 will occur i n the subsequent four yeara. 

20 can you give me the rationale tor writing off 

21 the total coat in the first six 110ntba of the savings 

22 rather than apreading the coat over the period during 

23 which the savings will occur? 

24 A The calculations as to over what pe.riod to 

25 recover the costs were perforr.aed under the direction of 
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1 Mr . Birkett. But ay --

2 Q So you don't know what the rationale is for 

3 that? 

4 A But ay underatanding ie that , given the 

5 savinga that were realized, that the iapact on the 

6 cuatoaar vould be lower if tbeae coate were recovered 

7 quickly. An4 that'• tbe only explandtion that I 

8 understood waa the baaia for our decision. 

9 Q I think that explanation ia a little bit 

128 

10 general tor ae to underatand. Why wil l the costs be 

11 lower if we raoover it froa the ouatomera in the tirst 

1 2 six month• rather than over the tour-year period? 

13 A I'a afraid that I waa not involved in the 

14 calouiatian or the underlying aaaumption, so I can' t 

15 answer that question. 

16 Q All right, air. The reilaon that theoe 

17 modification• have come in ia because of concerns that 

18 the Environmental Protection Agency aay conclude that a 

19 less expensive qrcde of fuel would exceed your opacity 

20 limit. Why ia it you chose to bring theae aoditications 

2 1 through the tuel clauae rather than the environmental 

22 clause? 

23 A In reading the provieiona that govern what is 

2 4 recovered through the environaental coat recovery clause 

25 a nd the fuel clause, we found that it waa a more 
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1 accurate, more appropriate fit to recover through the 

2 fuel clause because it vas a cbanqe that vaa 
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3 specifically aimed at the reduction of fuel coats . And 

4 

5 

6 

7 

8 

9 

10 

the order that ve have bean disouasinq specificall y 

talks about the ability of the Ca.pany to request and 

the Commiaaion to qrant recovery of such costa through 

the fuel clauae, and ve thought that it vas a better, 

more appropri ate fit there. 

Q This is, on the Vbole of the magnitude of your 

annual gross revenuea $2.7 aillion, ia a ainiscu1e 

11 amount. Do you have other siailar aoditioations of 

12 other facilities that are on the dravinq boards that 

13 vill be brought forward in proapaotive rate cases, to 

14 your knowledge, or cost recovery eases, to your 

15 knowledge? 

16 A Not to ay knovledqe . 

17 Q Your orimulsion issues on that plant up in 

18 Manatee County, there vas so .. aodifioations required t o 

19 accommodate the oriaulsion fuel. Were those costs 

20 passed through the fuel clauae? 

21 A Well, no co•ta related to the oriaulsion 

22 conversion have been passed through the fuel clause. 

23 That vas an iseue that vas disouasad before the 

24 Commission last summer; however, va have not begun t o 

25 ope rate on ori•ul•ion. SO the Coaaia•ion'• order on 
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1 that that we could recover costa ol conversion on an 

2 accelerated basis through the fuel coat clause is still 

3 pending our ability to gat the parait. and to begin 

4 operation. Which we don't anticipate will happen before 

5 1998. 

6 Q What's the ugnitude of those costs, 

7 conversion to mAke oriaulaion possible? 

8 A I believe that FP'L'• coaponant share o! th~ 

9 capital coste, is $66 •illion. 

10 Q Will you attempt to collect that $66 mil! :.on 

11 in a six- month period if you conclude it enables you to 

12 develop a lower fuel coat? 

13 A The Co111111ission•a order enables us to recover 

14 on an accelerated basis uainq one-half of net fuel 

15 savings proceeds produced by the ori•ulsion conversions. 

16 To the extent that tual .. vinqa exist and they are 

17 large, we can recover quickly. If they are not as 

18 large, then wa caMot recover u quioJcly. But the 

19 formula haa bean •at. 

20 Q But you don't think that approach is 

21 appropriate tor thia •odification? 

22 A I don't know, because I didn't really 

23 participate in the calculation of how to recover it 

24 other than through the fuel clause. 

25 HR. McWHIRTER: I tender the witness. 
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1 COMMISSIONER DBASOll: Staff? 

2 CROSS EXAJaNATIOJf 

3 BY MS. BROWN: 

4 Q Jus.t a few queation.a, Xr .• Silva. 

5 You atated earlier that the aoditications to 

6 all of the generating unita have been completed as of 

7 the end of last month? 

8 A Yea. 

9 Q Were the final coata for tboae ~odifications 

10 different than what you originally p:t·ojected? 

ll A Let me c larify a point. 

12 The work haa been oa.pleted and the units with 

13 the modification& have been placed in aervi ce . There 

1 4 are aome pendling invoice.a that atill requb:e ua to l<eep 

15 the cost as an estimate until thoae are cleaned up. The 

16 current estimate is about $2 . 844 aillion and I can give 

17 you the exact number of that eatiaate. It ia 

18 $2,844 , 705 . 

19 Q That'• your current eatiaate? 

20 A That's our current - tiaate of what tile final 

21 amount will be . 

22 Q Which is in the range, ia it not, of what you 

23 originally pr ·ojected? 

24 

25 

A 

Q 

Yea. 

In the last 13 aontba, Mr . Silva, has the 

FLORIDA PUBLIC SI:RVICB COMMISSION 



332 

1 difference O.tween your natural 9aa ~tiaatea and your 

2 actual natural gas costa put Florida Power and Light in 

3 the position where ita overreoovary ot fuel costa would 

4 exceed the commisaion-eatabliabe4 10• threshold tor 

5 requesting a aidcourae correction? 

6 A No. Becau.aa natural 9a• costa are only a part 

7 of our fuel .xpense for the period. And even though in 

8 a number of instances or aoat of the ti .. during that 

9 peri od gas coats have been lower than we had 

10 anticipated, there have bee.n ot:be.r factors during the 

l1 period -- and there are aany 1 be<Jinning with the amount 

12 or sales, the costa ot other fuels, the availability of 

13 other sources of energy, at cetera -- that combined with 

14 natural gas have resulted in the variance being 

15 relatively aaall and certainly leas than lOt . 

16 Q If the discrepancy between your natural gas 

17 estimates and your actual costa did exceed lOt, you 

18 would, would you not, request a aidcourse correction 

19 from the comaiaaion 

20 

21 

22 

A 

Q 

A 

Yea. 

-- to balance it out? 

Yea. And further, if wa ev•n thought that it 

23 would come close to the 10• variance, we would come and 

24 inform the Commission. Wa would wait until that 

25 actually happened, but wa woul4 infora the Commission 
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1 ahead of tiae and try to prevent thot variance from 

2 developing to that laval . 

3 Q And you have dona that in the recant past, 

4 have you not?' 

5 A Yea. I believe aore than ten times i n the 
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6 last 15 year• and ~~aybe perhaps four tb1as in the last 

7 five years. 

8 MS. BROWN : We have no further questions. 

9 COMMISSIONER DEASON: Coaaissioners, 

10 quections? 

11 Mr. Silva, I bava just • couple of questions. 

12 and I ' • not really aura if you•re the correct witness, 

13 maybe Mr . Birkett would be; and if need be, I can ask 

14 those questiona when he t .astifias on rebuttal. 

15 Ky question is: The cos~ of the aodifications 

16 which you are seeking to be included in on the current 

17 fuel factor, those, I believe you agree, are capital 

18 costs , are they not? 

19 WITNESS SILVA: I believe that under normal 

20 circumstance• they would be capitalised, Coamiasioner. 

2 1 COMMISSIONER DEASON: And is it your 

22 understandinCJ that the Company haa or will be including 

23 those costs as capital costa in ita accounting records? 

24 WITNESS SILVA: Wall, I don't know if they 

25 have been inclwded as capital costa to data. Certainly, 
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1 if we woro to recover thea tbrougb tbe tuel clause, they 

2 would not be also part of our acid baae -- rate base, i f 

3 you would. 

4 COMMISSIONER DEASON: Well, that ' s my concern. 

5 And I quess ay question, to be aore direct, ia what is 

6 the mechanism thAt you vill ~loy to en•~ that that 

7 does not happen? 

8 WITNESS SILVA: Let .. venture -- and perhaps 

9 it would be better if you asked in thia level of detail 

10 Mr. Birkett . But we would beqin to recover through the 

11 !uel clause and it would not be reflected in bAse - - i n 

12 the rate base. And if we bad a subsequent rate case, at 

13 that time, the undepreciated value would be ccnsid.ared 

14 for then movinq aa part of the rate base, so that 

15 r ocovery through the fuel clause would discontinue and 

16 it would be then henceforth treated as a capital asset, 

17 the undepreciated portion. 

18 I think the intent of all tbia is, as I read 

19 the commiss ion'• intention in ita order, ia not provide 

20 a disincentive to the Comaiaaion -- I'a sorry, lo the 

21 Company t o liMe A obMg• that would be be.netic bl t o t he 

22 c ustomer simply because thare aay be a long period of 

23 time between rate cases. But the aechaniam I know 

24 exists because it has been iapleaented in the past in 

25 other situations and th~ aafequard5 do exist. But I 
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1 can't speak in detail to those. 

2 COMMISSIONER DEASON: Okay, So you don 1 t know 

3 it those costs will be capitalized on your ~oks and 

4 that the recovery of tho .. costa will be reflected in 

5 some type of an accelerated depreciation such that the 

6 net book value would be aero after recovery? 

7 WITNESS SILVA: I believe that there is no 

8 decision that requir.. accelerated depreciation except 

9 to the extent that , baaed on our request, the Commission 

10 were to approve it . 

11 In other words, if the co .. ission were to 

12 approve that we could recover those costs during the 

13 current or the projected period, than cart.ainly they 

14 would be totally depreciated and they would never go 

15 into the books. 

16 However, there are tvo parts to our request: 

17 one is that we recover tbrouqb the fuel clause; the 

18 other is that we recover it through the projected 

19 period . 

20 We could recover it, for example, as an 

21 alternative, through ~ut fuel clause but between now and 

22 the year 1999. And if va bad a rata case in ' 97 or ' 98, 

23 at that time the undepreoiatad value of those assets 

24 might be then shifted into baae rat ... 

25 COMMXSSXONBR DBASONt Redirect? 
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1 MR. CHILDS: Yea, I have several questions. 

2 REDIRECT BXAKI.NATION 

J BY MR . CHILDS: 

4 Q You were asked aoae questions , Hr. Silva, 

5 a.bout the potential for eoonolly aalea associated wi th 

6 these unit. for which the aodifioationa have boen made. 

7 Are all those units fueled on oil? 

8 A All the units uae oil, yea. 

9 Q Are you aware of the Collpany aaking any 

10 significant level ot econo•y aalee uaing oil as the 

11 source of fuel? 

12 A I don't know the fuel that is uaed to ml'\ke 

lJ economy sales. 

1 4 Q Okay. Do you know of any recoqnized experts 

15 in the area tor forecasting pric .. of natural gas? 

16 

17 

A 

Q 

I'• sorry? 

Are you aware of any recognized experts in the 

18 area of forecasting the prices for natural gas? 

19 A Yes . we work closely vith at least one 

20 expert, Petroleua lnduatry Raaaarch Associates. And 

21 there are others that ve talk to frequently. 

22 Q Haa it been your experience that all experts 

23 agree as to the price level of natural gas on a 

24 forecasted basis? 

25 No, they certainly di-.9r•• aigniticantly. 
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1 Q Are you aware •• to whether Florida Power and 

2 Light ' s forecasted prices f or natural gaa in a six-month 

3 period is higher or lower than that baing currently 

4 forecasted by other companies in Plorida? 

5 A We comparert our f oreoaatod price of natural 

6 gas; and invariably, in the state of Florida, our 

7 forecast is the lowest of any utility, be it 

8 investor-owned, a local dietribution company. The ones 

9 that we had access to the intor.ation, we were the 

10 lowest. 

11 Q You ware asked soM t~UUtiona about, I believe 

12 it is, the December 2, 1994, and the February 6, 19~5 , 

13 sections from the Wall Street J ournal containing some 

14 futures market prices for natural gas . Do you recall 

15 thos e questions? 

16 A Yes. 

17 

18 

Q 

A 

What is the futuru urket? 

The futures aarket ia a forua, in essence , 

19 where some buyers on any given day and some sellers on 

20 any given day can agree to trade for delivery of t uel in 

21 the future at a set price. Tbe price at which they 

22 agree to trade in the futur• will fluctuate 

23 significantly from day to day, fr011 hour to hour . 

24 For example, for April 199S, tho trading 

25 started 18 months before. And every day and every hour 
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1 of every trading day the price vill fluctuate. And the 

2 price today on the futures aarket for 9•• is $1.45 per 

3 MHBtu; but since trading atarte4 in that market, there 

4 has been a low of $1.36, vbicb ia oloae to the currant 

5 price. But there also been a bi9h ot $2.31. And it 

6 juet happens that those are the pricea that at e qiven 

7 time a aeller sold at that price thinkinc) that prices 

8 would be going lower, and a buyer purchased at that 

9 price thinking that the price vould be qoinq higher , so 

10 he was making a bargain at that price. And that'• what 

ll the future• aorket in ay opinion repr .. enta. 

12 Q ooea the inforaation publiabad in the Wall 

13 Street Journal reflect the voluae traded at the prices 

14 that are quoted for natural gaa? 

1 5 A It talks about the open interest but not 

16 neceaaarily the total voluae t .raded. 

17 MR. CHILDS: Okay. Kr. Jtau~, there ware 

18 soma questions that you bad on A SChedules that you 

19 passed to tbe witness and I can't find ay any aore. Do 

20 you happen to have another copy? 

21 

22 Q 

MR. KAUPKAHN: Sure. (Pauae) 

(By Mr. Childs) Kr. Silva, do you recall 

2 3 being asked quaationa by Kr. Kaut.ann conoernin; the 

24 Schedule A3 that vera furnished by PPL in reaponaa to 

25 Fl orida Steel ' s Interrogatory No. 1? 
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A Yea:, air. 1 

2 KR. CH.ILOS: I have cUatriwtacS, Ca«ebaioner. 

3 a copy of a Schedule Al, which ia Paqe ' of BTB-4 --

4 excuse ae, BTB-4, which baa bean aarka4 and atipulated 

5 in this record a• Exhibit 10. 

6 Q (BY Kr, Cbil~) )(ow, •~ ot the queation• 

7 that you were asked, Mr. Silva, aa to the variance• 

8 between forecasted level• of fuel and the actual le."els 

9 of fuel prices -- that is, for qaa -- cover the period 

10 April 1994 through September 1994, are they not? 

11 

12 

A 

Q 

YfU!i, 

Would you look at Line 29 of thi• sheet I just 

13 gave you, Schedule Al? 

14 

15 

A 

Q 

Yea. 

And would you look under the percent 

16 difference column in dollar•? 

1 7 A Yea. The percent difference between the 

18 estimated and the actual for the entire par iod ia l.Jt. 

19 Q And that ' s a negative? 

20 A That's a neq4tive. 

21 KR. CHILDS: All ri~bt. 

22 I'd like to have tbia ahaet aarked for 

23 identification, co .. isaionar. 

24 COMMISSIONER DBASOR: I tbought you indicated 

25 it was already part of Exhibit 10 and in t his record. 
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1 MR. CH~LDS: It ia. And I did sufficiently 

2 identify it, ·that ' • fine. 

3 Q (By Mr . Childs) Mr. Silva, are you aware of 

4 any futures markets for cOBPOditiea that are not 

5 volatile in price? 

6 A No, air. It strike• .. that by definition for 

7 anyone to taka the trouble to establish a futures market 

8 it requires it to be volatile. ror axaapla , at one 

9 point in the past we asked rapraaantatives of the New 

10 York Mercantile Exchange vby there wasn ' t a f u tures 

11 market for coal, which, of couraa, we usa i n our plants, 

12 as well. And the answer waa, there ' • no volati! ity, 

13 there's no point in aatabliahinq a aark•t when everybody 

14 aqreos what the price ia and what it ia qoing to do. 

1 5 MR. CHILDS: I have no further questions. 

16 COMMISSIONER DEASON: Jbchibita? 

17 MR. CHILDS: I would look to .ova Mr . Silva ' s 

18 exhibits on direct, which are, I believe, Exhibit 11 . 

19 COMMISSIONER DEASON: Without objection , 

20 Exhibit No . 11 will be adaittad . Kr. Kaufmann, do you 

21 wish to aove any exhibits at thia tiaa? 

22 MR . KAUPKANN: Yea, Bxhibita 40 through 43 . 

23 COMMISSIONER DEASON: Without objection, 

24 Exhibits 40 through 43 will be a~ittad. 

25 (Exhibit Noa. l l and 40 through 43 received in 
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1 evidence. ) 

2 COMKISSIONBR DEASON: Thank you, Mr. Silva. 

3 (Witneas Silva exc:ualld.) 

4 - - - - -

5 CO~ISSIONBR DEASON: Mr. Kaufma.nn, I believe 

6 your witness ia next. 

7 KR. KAUFIIANll& Jlr. Piatek. 

8 STBVBH II. PIBTBX 

9 was called as a witnaaa on behalf of Florida Steel 

10 Corporation and, bavinq been duly .worn, teatitied as 

11 follows: 

12 DIRECT BXAXINATION 

13 BY MR. KAUFMANN: 

14 Q Mr . P'ietelc, you have already been sworn in 

15 thia docket . For the record, could you please state 

16 your name, name , address and by whom you are employed? 

17 A My nama ia Steven 11. Piatek. My address is 60 

18 South Sixth Street, Suite 2150, Minneapolis. I ' m 

19 currently employed by Dahlen, Berg ' Co . 

20 

21 

22 

Q 

A 

Q 

By whom wure you retained in this case? 

I was retained by Florida Steel Corporation. 

Do you have in front of you what has now been 

23 marked as Exhibit 22, whicb ia a sat of documents 

24 entitled, "Direct Testiaony of Stephan Piatek," and 

25 attached schedules? 

FLORIDA PUBLIC SERVICE CO~SSION 



1 

2 

3 

4 

5 

6 

7 

8 

A Ye•• 

Q Did you prepare the.. docuaenta to be your 

testimony and aponsored acbedulea in thia docket? 

A Yea. 

Q Do you have any correction•, revisions or 

alteration• to your testiaony at tbia tiae? 

A 

Q 

Yaa. 

And what 1• the nature of tho•• changes and 

9 why did they come about~ 

10 A I have one chanqe to ay direct testimony. 
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ll Based. gpon '!IIY review ot the iaauea raised by Mr . Silva 

12 in his rebuttal testimony -- be raised seweral issues . 

13 There ' s ona iaaua in particular which be raised which 

14 related to the beat count , the nUIIbez of Btua per 

1 5 megawatt-hour . 

16 In reviewinq that rebuttal t estimony , I 

17 determined that I aqraa with that testimony and, 

18 therefore, would reduce the overeatiaated costs which I 

19 feel that FPL bad overeatiaated fro• 65 aillion down to 

20 the 43 million adj uataent propoaed by Mr. Silva in his 

2 1 rebuttal testimony. An4 I have put that on to one page 

22 here aa tar aa a aummary of that. 

23 KR. KAUFMAHNr Comaiaa ionara, I would ask that 

2 4 that aummary ot that change to hia taatiaony be 

25 diatributttd and attachecl - a reviaion to bia testimony? 
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1 COKKISSIONBR DBASON: Firat of all, let's 

2 distribute that, and we'll take a break and let all 

3 partiu reviev that. And then it -y be appropriate 

34 3 

4 just to identify that .. an exhibit and have it admitted 

5 i nto evider.ce. 

6 

7 

HR. KAUPKANN: Yea, air . (Pause) 

COKKISSIONBR DEASON: The docWDent which is 

8 being distributed vill be identified aa Exhibit No. 44. 

9 (Exhibit No. 44 .arked for identification. ) 

10 CO~SSIONBR DEASON: And we ' ll take ten 

11 minutes at this time. 

12 (Brief recua.) 

13 - - -

14 COKKISSIONBR DEASOH: I call the hearing back 

15 to order. Kr. I<aufaann. 

16 Q (By Kr. Kaufu.nn) Kr. Fietelc, wi th the 

17 addition of the changes that are on Exhibit No. 44, does 

18 your testimony nov correctly reflect your testimony in 

19 this docket? 

20 A Y ... 

21 Q Givan those changes in the teatiaony as 

22 already tiled, would you please au.aarize your position 

23 in this case? 

24 MR. CHILDS: Well, if you are going to 

25 summarize, before you -- l vas 90in9 to raise this when 
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1 he got to the point of asJcln9 to have the testimony 

2 inserted, and perhaps I bad batter do it now if the 

3 summary is going to addr .. s tba cbanqe. 

4 COMMISSIONER DEASON: PleaH proceed. 
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5 MR. CHILDS: I would objeot to what is styled 

~ "ChAnge• to the Direct T-.tiaony o~ Steven Fietek" being 

7 made a part of te&tlmony. It voaa beyond a change or 

8 correction and instead relat.. to •o .. thing that was 

9 pointed out in the rebuttal teati.Jiony of Jof.r. Silva to 

10 Mr. ?ietek ' s testimony. 

11 I think it Mr. Fi•t~ at. ao .. point wanted to 

12 say that in aaking bia calculation be omitted to reflect 

13 the impact ot heat rate, tbat•a fine. But to sta t e that 

14 he does not agree vith the iaau .. raiaad in Mr . Silva's 

15 testimony vith vith the exception of one, as be does on 

16 Line 10, changes the vhole thrust of this so that it is 

17 not a correction to his teatlaony, it ia additional 

18 direct . 

19 COMMISSIONER DBASON: Let .. aa)C you this 

20 question. Would you be agreeable to having this '>ecome 

2 1 part of the record if Line 10 and the first tour words 

22 on Line 11 are stricken? 

23 

24 

25 

MR . CHILDS: Yea. 

COMMISSIONER DBASOll: Kr . JCautaann? 

MR. XAUPHAHN: If tbat•a what it takas. I'm 
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1 surprised there'• an objection to a concession and 

2 admission of thia nature, but it it is necessary, all 

3 right. 

34 5 

4 COMMISSIONER DEASON: Given that, then, all of 

5 Line 10 and ~· firat four vorda of Line 11 will be 

6 stricJcen. 

7 Mr . Kaufmann , you aay proceed. 

8 

9 

10 

11 

12 

13 

14 

1 5 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 
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JfUUI4T'j 24. J 995 Pu.rpou of Tcsrinwny 

I . PURPQSE OF 1ESTJMONJ 

2 Q. Would you pleue ~your mme, ldd.rcss, lbd occupation? 

3 A. My name is St~eo M. Ficcck. My bualDcss address is 2150 Dain Bosworth Piau, 

4 60 South Sixth Stroa, MinDapolls, Ml""""'.a. J am a consuiWJt with D~en, 

. 
S Berg & Co., a consultlng firm JPOd•'lriq ill eoer&Y-relatcd matters. 

6 Q. 

7 A. 

8 

9 

10 

II Q. 

12 A. 

13 

14 

IS 

16 

17 

18 

19 

20 

21 Q. 

22 A. 

23 Q. 

24 A. 

25 

The purpose <>f my testimony is to lddtaa detici~ in Florida Power & Light 

(FPL) Company's p«idon for approval oftl&el cost rec:ovecy bdors and apaciry 

cost recovery faaors as filed by FPL ill Docbt No. 950001 -El, dated January 17, 

1995. 

By whom were you e.DpJed? 

Dahlen, BcrJ &. Co. was e~~~lpi by florida Steel Corporation (Flocida Steel) who 

operues a steel recycling and INIII'"'ctnt\Qa phl)t In Iac:laonvillc, Florida. Florida 

Steel is a customer ofFPL who purchases decuie power pursuant tO FPL's 

Co1IU11etcia11Industrial Load Cooaol Pro&ram (CILC1) wlff. Aorida Steel's 

Jaelcsonvillt fadlity is one of PPL'a latpst i.DdusttW customers, with a peak load 

o r neatly 45 mW and annual eoqy CODS'•mpdon of Marly 2U>,OOO mWb. The 

cost of doing b~ for Florl4a Steel is d.iroc:dy lbd substaDti.a11y affected by 

PPL's electric rates. Therefure, Florid& Steel Ia lnte(e:stod in assuring that rates 

charged by FPL ace reasonable. 

Wba~ Is the scope of work you petfiu:med In th1l caaffl 

1 ~lewed FPL's petition, dlroct tarimooy, a.od exhibits filed in this c.uc. 

How Is your t.estimony orpniz.ed? 

My testimony is prCW!ttd In the followiua aec:t.lona. 

• Section ru, NMUral gu cosu are ovetatatod by $6S.S million 
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• Section rv. EqulpmeDt modlflatloos should be capltalizod and deprcci:ued 

2 • Section V, Purdwed power capacity cost a.lloations should be rev1ewed 

3 

4 U. STATEMENT OF OUAIJfiCADQNS 

5 Q. PI~~ JUmm.Jtiza your cxperieDU in die aru of public utility regulation. 

6 A. J conduct.od discovery, per(orm.s ..Wysa &Dd prcpved testimony oo bdu.Jf of the 

7 Iowa Energy ColliWDCtl rciiUd to Midwest Po'Wct Systems' filing for a general 

8 rite increase io Iowa SUllo Utilities Board Pocket No . • RPU-94-4. 

9 

10 l wndu~ dlscovcty, performed analyses and preparod testimony on beba.Jf of t.be 

II Coa.Jidoo oflodustr1al EnerJy Uaen rdaleclto lES Utilities, Inc. 's flin& !or a 

12 general rate inaase in Iowa Sau Utllida Board~ No. RPU-94-2. 

13 

14 1 conducud discovcty, per(otmeclmalysa and preputd testimony on bdlalf of tile 

15 MiMC$011 AlUcnce for Fair Coalp«itioo relatod 10 subsldhatlon and cost 

16 allocation issues ln the awter oflu compla.lot qainst Mlnnegasco, a Division of 

17 Arkla, lnc .• in MloDesota Public UUIWa Commission' Dock« No. G-008/C-91-

18 942. 

19 

ZO I con4uct.od discovery, performed analyses aod prepltfd a class cost of ucvice 

21 study on bd11lf of the Mlnnaota Eoer8)' Coosumen relllcd to Minnegasco's filil'li 

22 for a general rato lncrease In Ml.n.o.esota Public Utllidcs Com.mWioo Docket No. 

23 G.008/GR-93-l090. 

24 

~5 I conducted discovery, petformcd ana.lyacsaod prepared le:Stimooy on behalf of the 

2 
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1 Northern Dlinois Committee for Fair Competition rel.atcd to cost allocation and 

2 subsidization issues in the 1D11tCr of ita c:omplJint apinst Nonbcrn Ill inois Gas 

3 Company, NICOR, and NICOR Eoqy Scrvica in Ulinois Commace 

4 Cornmiuion Doc.k.ct No. 93.0111. 

s 

6 I conducted discovery, performed analyses aod prepued testimony on behalf of the 

7 Minnesota Alliance for Fair Competition on the value of Minneguco's name and 

8 reputation in MiMcsota Publie UtDides Commluion D<x:ket No. G-()()8/GR·93-

9 1090. 

10 

I 1 I cooduc:ted discovery, petfon:Ded IAilyses and prepared testimony O'l bdulf of the 

12 lndependem Hudna Conuact.on A.asoclldon ofWI.scolllln related to cost 

13 allocation and aubsidizztioo luucs in Wlsconsio Power&. Li&ht Company's fll lnt 

14 for a genua! rate increase in PubUc Service Commission of Wisconsin Docket No. 

IS 66SO.UR-109. 

16 

17 I conducted discovery, performed analysis and prepared a rq>on on bdlalf of 

18 Nebraslca Municlp&lities in KN ~.IDe. 'a 1993 filin, for a gas rate increase io 

19 Nebraska. 

20 Q. Do you have any additional uperieoco evalu.atina company filing& to determine if 

21 proposed oosu to provide a service uo oecessary, prudent, allowable aecording to 

22 applicable rqulatlon, and propuly allocated 10 eustomen7 

23 A. Yes. I have uwulve aperiea.ce In evaluatinl company cost proposals as an 

24 Auditor and Supervisory Audhor with the Depa.nment of Defense, Defense 

25 Contract Audit A&encr- I bavo performed and supetvised the perfonnance of 

3 
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1 audits to dccccmine tf the costs a1Jouud to a service are necc.»uy. prudent, 

2 allowible accord.inJ to applicable reauJIIIon, and properly allcxated to customers 

3 for eadl service. 1bae audlls are performed based on the principles contJlncd in 

4 the Cost Account.ing Sunda.rds, the CO$l principles contained In the Federal 

S Acquisition Rqulatioas, &Del dae cost principles of tho Office of MmJgement mci 

6 Budget. 

7 Q. Would you outline your educ:adooal baeqround? 

8 A. In 1981, I graduated CIAIII lawlt with a B.A. degree in bw incsJ admini$tration, 

9 major emphasis in professlonaliCCOWil.itlg, from Eastern WashiQiton University, 

10 Cheney, Washington. In May 19&5,1 successfully compleud tLe Cen.iried Public 

II Acx:ountiOI enminlrion IDd received c:enlfication in Novc:mbcr 1985. 

12 Q. P1~e describe your profcasional b&cqround. 

13 A. From 1982 to 1983, 1 wotbcla a staff audi!Oc whh Lincoln Munul Savings Bank. 

14 From 1983 to 1984, 1 was a lUff lalQUntant, also with Lincoln Mutual Savings 

IS Bank. From 1984 to 1989, I urved as an auditN and a senior wditor with the 

16 Department of De!ense, DeCease Contract Au.dlt Agency. from 1989 1.0 1993, I 

11 wa a SuperviJocy Auditot, IUo with the Acency. In 19&6 and 1987, I also taught 

18 a principles of cost accoumin& c:ouno at Bi&hline Community College. In 

19 February 1993, I joined Dableo, Becc cl Co. as a coosulta.ot. 

20 

21 SECTION lll. NA1VJW. GAS COS'J'!S "'E oyp.£rA1]ID BY $65.5 MILLION 

22 Q. Wihar is FPL's projected total COlt of Cud foe die period April 1995 through 

23 September 199.5? 

24 A. FPL bas included in its Fuel Cost ROCOYCl')' fillq a projected total cost of fuel of 

25 S544, 755,274 for the period April 1995 t.b.rouJb September 1995, as shown in FPL 

4 



JanJIIJJ"f u. 1995 Nalural Gas Cosu ore Ovt:rsrored by $65.5 Mtllrnn 

Appe:odix U, Scbed.uJe B3, pqe 1, liM 6. 

2 Q. How many types of fud bas FPL Included In itS projected total fuel cost of 

3 $544,7SS,l7Hor the period April 1995 thsou&h Septcmbct 1995'? 

4 A. As shown Oil Exhibit £la. (SMF-1), Schedule l, FPL bas included five types of 

S fuelln its total fuel cost of $S44.8 million for l.be period April 1995 through 

6 September 1995: Huvy Oll ($1S0.1 million), Ligbr Oil ($0.9 miUion) , Coal 

7 ($51.2 mlll loo), Narunl Gu ($217.7 mllllon) and Nuclear (SS4.9 million). 

8 Q. Based on FPL't projected fuel mbt, wblch type of fuel will have lhe greatC$t effect 

9 on FPL't total projected cost of fuel? 

10 A. Because n11Ural ps rcptcaenll 52.8" of FPL's total projected fuel cost from April 

11 1995 throu&h Scptc:mbc:r 1995, the c:ost of JWUral gas will have the greatest effect 

12 on FPL's toU1 tuol costs durlna chiJ period. 

13 Q. Have you reviewed FPL's Dlll1tll ps CIOll projections? 

14 A. YC$. I bave reviewed FPL's natural ps cost projections and have found seven.! 

15 factS in FPL 's fUI.ni which demoostraLO thll FPL '1 D&(Ul'&) gas cost projection lS 

16 oversllltd by at leut S6S.S million. 

17 Q. Wbat facts in FPL 's ftlinJ lUpport this CODCiusion? 

18 A . First, FPL 's filing of ks adUal Oc:r.ober 1994111d November 1994 fuel cosu sho~ 

19 that FPL ovautimlred its oawra1 ps costs by more than 31 "·when the actual 

20 average OO$t of S 1. 7392 per Mcf Ia compared to tho C$timatod avn-atc cost o f 

2 1 $2.5349 pt:r Mcf (FPL Appendix m, Sch:fule A6, lioo 45). Second. FPL 

22 admitted tbu its ori&inal fuel cost estlmata for October 1994 through March 1995 

23 was overstated and redue«S Its estlmat.e by 11.8" ltltin.g: 

24 The ociain&lty projected av«qc unit cost of natural aas aenerauon for the 

25 six month period (Oc:c.ober 1994 throup March 1.995J was $20.130/Mwh 

5 
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., 1 

and the updated estimaud avct~~e unit cost is $16.343 per mWh. Thi$ 

2 18.8" doae~SC in the avcraae unk cost Clf nawral gu il prim.trily due to 

3 higher than projoctcd U.S. supply of lUitUnl 1as resulting from increased 

4 domestic ddivcnbUity, Canldiaa lmpcnu and Jtorage capability. (FPL 

5 Append LX ill, Eltblblr Jrm-.6, pqe 6, DOte 6) 

6 Third, FPL admitted in the direcl teStimony of Rene Silva that wit is projected that 

7 these factors will result in 1995 averaae narural gas prices remaining esseJltially the 

8 same as 1994 avcn,e nawral ps pdees." (Page 8, lines 17 through 19) 

9 Q. Did FPL rcc:o&Jliz.c this lower avcraae cost of natural gas when it projecled itS 

10 natural au cost for tho period Aprill99S through September 19957 

11 A. No. FPL did DOt ccc:oJlllze diU lower acoal averaao cost of natural gas when it 

12 projected its IW1Ital IU c:oscs for the period Aprill99S through Scptcmba 1995 

13 but instead continued to use ill hiJher orillnal c:stimaJe for Octobu 1994 lhroug)l 

14 March 1995 as the SWtina point for projoc:W!g its future gas CO$lS. 

l S Q. What is the average cost of nall.ltll gas lDcluded In ~L 'a fuel cost projection for 

16 the period April 1995 thcouab S~ 199S? 

17 A. The average cost of n.atunl ps ilduded In FPL's fuel cost projection for the 

18 period Aprii199S thtouab Sepc.embu 1995 IJ $21.16 pet mWh as shown in 

19 Exhibit~ (SMF-1). Scbedulel, or l9.S" &rater than FPL's revised estimated 

20 cost of natural gas of S16.343 per mWh for the peclod October 1994 through 

21 March 1995. 

22 Q. Has the COSt of n.atural ps ltlaeased since PPL revised itS Dm1ral gas cost 

23 estimltes for the period Oelober 1994lhrou.th Match 19957 

24 A. No. The cost of aanual f&S lw !lOt locteued alnce FPL revised its n.uuraJ gas 

25 cost estimates for the period Ottober 1994 throueb Marth 1995. In bet , the cosr 

6 
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:- 2 

of n:uural JIS has d.eaeucd aiDcc tbo cod of November as £hown in tho vaph in 

2 Exhibit~(SMF·1), Sd:ledule 3, wblcb preaenu the price of natural s:as futures as 

3 reponed in the Wall Sttoec Joumal OJl Deccmbu 2, 1994 and January 20, 1995 for 

4 the period April 1995 thtouJb Septembclr J99S. 

s Q. Wbat would be the effect of correc:d.QJ PPL'a narural gas cost projections tO reflect 

6 the lower cost of natural aas reco~Jliz,od by fPL? 

7 A. If PPL'a oaturalgas coa projec:tloas wwe corrected tO reflect the lower COlt of 

8 natural gas, PPL's total projected COSt of fuel for the period April 1995 throu"' 

9 Sep1ember J99S would dec:rasa by S6S.S million as shown on Exhibi~ (SMF-

10 1), Schedule 4. 

11 

12 Recolllll\elld.aUon 

13 Q. Wbat should the Coromiulon do co protect ratepaycn'? 

14 A . The Commission should requite FPL to nducc itJ projected fuel coAts for the 

IS period April 1995 through September 1995 by llleast S6S.S millioo usi!li PPL's 

16 projeac:d average naauaJ J&S COSt for the period October 1994 through March 

J7 1995. Odlerwlse, PPL wiJJ collect reveoues for a level of costs it may not incur 

18 resulting in a dllft of ccsu and reveaaes from present t'llq)aycn tO future 

19 ratcpayen. 

20 

21 JY. EOUIPMENJ MODifiCATIONS SHOULD Bit CAPf[ALIZED AND 

23 Q How sbould tho S2.8 m1111on In proposed equlpmem modlflcadoos to FPL's 

24 generatlna plants be ueated7 

25 A. The $2.8 m.ill!on in proposed equipment modificatloos to FPL's gcncnting plants 

7 



January U, /995 Equ/pm(lll ModljlCIJliotu should be Copltaliud and Deprtclaud . , 
should be Q~>italiud and dcprcci.ud over tllo remainin& useful life of each plant. 

2 Q. How should FPL's propoud equ.lpmet~t modlfi:ations be roc:overed from FPL's 

3 ratepayers7 

4 A. FPL's proposed equipment modifiatiocu sbould be recovered from FPL's 

5 ratepayers in the ume manncr u ocher investments in plant a.od equipment are 

6 recovered. FPL should Include tho coct ofche mod.ific:.aliocu in its rate base and 

7 die related depreciation cost in iu O&M expeaaes. FPL e&h file a general rate c.asc 

8 to roc:over these cosu from ~yen wbeoevcr FPL bdlevC$ it bas an ovenll 

9 revenue dcficieoc:.y. 

10 Q. What treatmel\llw FPL requested for its proposed $2.8 mill ion of equipment 

11 modi fic:.ations? 

12 A. On page 19 through 21 of Rene SUva'a cfuec:t testimony, FPL requesuxl that the 

13 Commluion allow II to apdil6 dl6 etllire Sl.l million or proposed equipment 

14 modific:.ations and Loclude lhe CGdre cost in PPL'a tuel cost recovery factOr for the 

IS period of April throllih September 1995. 

16 Q. Should the Cornmlssion approve FPL'' propoal co recover this type of cost 

I? through the fuel cost recovuy fador i.o thb c:ase7 

18 A. No. The Commwion should DOt OJPPCOVC FPL'a propos.alto recover this type of 

19 cost thtou&h the fuel cost recovery flctar i.o lh1a case because FPL ·' proposal 

20 requires current rate9ayen co pay more chan thou COlts which arc required for 

21 provldln& them service. 

22 Q. How docs FPL's proposal result in a ml&m•dl or revenues and upenses? 

23 A. FPL's proposal to expense all of tho cquipmtAil p!OdifiCation costs In a six month 

24 period results In a ml.smatch or revenues lOWS upe:nses because FPL's equjpmem 

2.) modifiutions will be usod for providin& utility savices over the rernainilli life of 

8 
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each plant. not just for provldi.JI& &ttVi~ duri.Qr the period of April through 

2 September 1995. 

3 Q. Does FPL's proposal resuh in curreDt rmpayen payifl& mo;e costS th2n those 

4 wbich are required fur providl.Da them service? 

S A. 

6 

7 

8 

9 

10 

I I 

Yes. FPL's proposal results in aureot ratepaye.cs paying more costs than those 

wbieb are required for provldi.Qa tbem scrvic:o bcc•nso the cost of the equiJlment 

modifiellions are used and UJefUI for provldlq ~«Vice lo eurreDr and furure 

periods, not just the six momb period propoMd by FPL. Approving FPL'1 

proposal will result in current nupaycn subsld!Un& the cost of oquipmCDt which 

will be used io providln& ae.cv~ce 10 f\nute nlepayers 

12 

13 

Recommendation 

Q. What do you recollUilCDd rqaniiD& PPL's proposal? 

14 A. 

15 

16 

17 Q. 

The Comml5sioo should requlre PPL to c:apkalb:e and depreciate Its invesunent in 

plant and equipl'l'ltllt. To do odlt:rwls.e requites CWTCllt ratepayers 10 pay for more 

costs than those wbitb are used for provjdiq currem service. 

How should the rcc:t>Yety of these c:ocu be ~ed.if the Commwion cnooses 

18 10 allow FPL to recover these COJU throu&b the fud cost recovery factor? 

19 A. The Commission should require FPL 10 c:apitalb:o and depreciate the equipment 

20 modlficmons over tho tem&l4h.l uadW life or acb plant IDd lneludo in the fuel 

21 cost recovery factor only tboso COlts ncc:eswy ln provldin& electric service durlog 

22 the per1od in which the fuel cost recovery factor la in ct'fect. 

23 

24 v. CAfAClTX CQSI ALLOCATION SIIOUIJ) BE IUMEWED 

2S Q. Wbat alloution faa.or does FPL 11M 10 alJocate Ill pu.(Cbascd powcc up;aclly cosu 

9 
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.., r 

to customer classes under lu p,roposed capacity cost recovery (CCR) faaor for the 

2 peciod Aprillh.rov&b Sepumber 199S? 

3 A. PPL USC$ a 12 CP allocation factor to allocate Its purcbased power capacity costs tO 

4 customers under iu proposed CCR factot for the period Aprillhrough Septcmw 

s 1995. 

6 Q. Does this alloation factor ceflec:t bow lbese cosu ate incurred? 

7 A. No. This allocation factor nuy oot rdlect bow PPL's purclwed power e&paclty 

8 cosu ate Incurred because tbls factor may not recognize the difference in capacity 

9 con uuutioo bctwcc:n firm lnd inu::mrpcib1c (:U.$(Omecs and the volt.aJ:c level at 

10 wh icb tultoll'len arc setVcd. 

11 Q. What is tbe effect of FPL DOt rec.ofQ.Izina lbese dllfereoces? 

12 A. The effect of FPL not ceoogoiziaa these differeoces lo tbe dcveJopme.llt of iu 12 

13 CP al loatioa fxtor would result in FPL'a intctnlptible cus10men who receive 

14 dearie aervlce at tnllSJI1l$sloo voiQ&es being assifn~ more capaci ty c.osu than 

l S they QIUC to be incumd. 

16 

17 RecommendaUon 

18 Q. What do you rccollUDCDd? 

19 A. Because or the short procedunl scbedu.le in thB. proceeding, 1 have not had time to 

20 conduct discovery or to perfonn tho analY~C$ occ:esaa.ry 1.0 make a apecific 

21 recommeolhtion. 1 do, however, rccommc:od that the Comsnisslon require FPL 10 

22 justify that its proposed capacity coat alloatioll factor i.s based on cost cauuuon 

23 and reeognil.CS the diffc:rcru:c:~ betwcc:o finD au:tomcr:s and inlcrtuptiblo customers 

24 who rl:tdve ,eJec:tric service at tnosmlsaloo volb&c levels. 

25 Q. Are there any other issues that tbo Commlsaloa should consider before: dun&illi 

10 
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2 A. 

3 

FPL's rates in tbb proeocdin&? 

Yes. Before the Commission changes PPL's rares in this proc~ing, tltc 

Commiulon mould addsess whaher FPL Is earning an CJtCC$sive rerurn on 

. ' 

4 common equity resulrin& in unjust and UlllU5011l&ble flieS. However, because of 

5 the short procedural $Cbedule in this proceedinr. Plcrlda Steel bas not had time 10 

6 perform tho analyse& nec:awy to make apeclflc rec:ooimendations on this iuue. 

7 Q. 

8 A. 

Does this conclude your direct teQ.imony? 

Yr:4. It does. 

11 



1 0 (By Mr. Kaufmann) Mr. Piatek, given that 

2 change, would you please auamarize your testimony and 

J position in tbia caaa? 

4 A Yea. My teatiaony presents for the 

35 7 

5 Commission ' s :onaideration the view that Florida Power 

6 and Light'• ••ti~ted natural gas costa for tho pAr iod 

7 of April 1995 through September 1995 ar e overstated. 

8 Florida Powor and Light baa included in i t s 

9 fuel cost recovery tilinq a projected total cost of fuel 

10 of about $544 aillion. Of that $544 aillion, natur a l 

11 qaa represent• $287 or $281 willion, or about ~2' t o SJ ' 

12 of the total. Also included are costa for heavy oil, 

13 150 million; light oil, about 1 •i~lion; coal, 5 1 

14 million. 

15 I reviewed Florida Power and Light's direct 

16 testimony and not•d in Appendix 3, Schedule A- 6, that 

17 FP'L for the period OCtober '94 and November '94 had 

18 overestimated ita natural gas costa. Then I lookGd at 

19 the Appendix 3, Page 6 , Note 6, in which FP'L not ed that 

20 for the period October 1994 through March 1995 t hat the 

21 origi nally proj ected average unit coat for natural gas 

22 generation was 20 . 13 aegawatt-houra per • .egawatt-hour, 

23 and that the updated eatiJiated unit a ve.rage would be 

2 4 16 . 343 per megawat t-hour. Tbia ia an 18.8' decrease . 

25 Then I noted that on Page 8 of the direct 
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1 testimony ot Mr. Silva that be noted that it ia 

2 projected that theae tactora, referring to the factors I 

3 just diacuaaed, will reault in 1995 average natural gas 

4 prices will remain oaaentially the aame aa 1994 average 

5 natural gaa pricen. 

6 From that point, I looked at the estimated 

7 natural gaa prices per aegawatt-hour in th•ir tiling tor 

8 April '95 through Septambar '95 and noted that L~ey were 

9 $21. 16 per megawatt-hour. Referring back to t .he 

10 stat~ment that vaa aade in PP'L Appendix 3, Page 6, 

ll where he noted tbat it would be actual coat waa $1~ per 

12 megawatt-hour tor the period in 1994 and then the 

13 statement that it waa projeotad that natural gaa prices 

14 '95 would remain the aaae, eaeantially the same , as 1994 

15 average prices, which va• $16, I coaputed a di fference 

16 ot about $4.50 per megawatt- hour and applied that to 

17 Florida Power and Light'• aatiaate and caae up with a 

18 difference ot 65 .5 •illion. 

19 Now, I have made juet one change to •Y direct 

20 testimony baaed upon the r~uttal teatimony ot 

21 Hr . Si lva, in which, aince Florida Power and Light ia 

~2 inc reasing ita generation of natural gaa through the uoe 

23 ot natural gaa, they're going froa about 17t or 1St tor 

2( generation up to about 33t or up to about 50t ot the 

25 coat in the future aa oppoa.cl to about 25t or JOt ot 
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1 their total coata in the paet, but the increase in this 

2 generation uaing natural gaa reault. in leas efficient 

3 units, more Btu per a.qawatt-hour. And requiring more 

4 Btu per megawatt-hour requires the adjuataent that 

5 Mr. Silva pointed out in his rebuttal testimony which, 

6 it be made the adjuat..nt aa I calculated, it would be 

7 43 million aa opposed to 65 aillion . 

8 My testimony alao goes on to .eke 

9 recommendations regarding tha $2.8 aillion in plant 

10 modific~tiona , equip .. nt aodifioationa. Eaaentially, 

11 FPiL h~• proposed to expense $2.6 aillion worth of 

12 equipment modificationa which I believe should be 

13 capitalized and depreciated, included in rate rase. 

14 Baaically, expenainq tboae $2.8 aillion in 

15 expenses or allowing tb .. to go through the fuel cost 

16 recovery clause essentially requires the ratepayers 

17 during the period of April through September 1995 to pay 

18 the entire coat of those aodificationa. However, those 

19 modification• will be beneficial to ratepayers over a 

20 substantially lonqer period of tilae; and that, as is 

21 traditionally done, the expenae ia aatched up with the 

22 benefit or the costa and expenaea aatched up; and that 

23 ratepayers who are benefiting fro• thea• costa in the 

24 future ahoul~ pay tor those coats and today•s ratepayers 

25 shouldn't pay any aore tor tha ooat. of being provided 
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1 service than that which fa juatified. 

2 And expensing tbe entire a.a aillion today or 

3 running it through tbe fuel adjuat..nt clause requires 

4 today•a ratepayers to pay for ooata which are going to 

5 benefit the used and uaeful for ratapayera in the 

6 future . so I recomaend that that a.a aillion be 

7 capitalized and treated aa rate baae. 

8 That conclude• ay auaaary. 

9 MR. KAUFMANN: I would proffer Ml.· . Fietek for 

10 cross. 

11 COMKISSIOlfER DEASON: Mr. J<:aufaann, do you 

12 wish to have the prafil.S taatiaony inserted into the 

13 record? 

14 

15 

MR. KAUFMANN: Yea, I do. 

COMMISSIONER DEASON: Without objection, the 

16 prefiled teatim.ony will be inaerted into the record. 

1 7 (REPORTER's NCTB: For convenience of the 

18 record, Kr. Fietak ' a prefile4 direct teatiaony has been 

19 inserted at Page 346.) 

20 

21 

22 

23 

2 4 

25 

MR . CHII.OS: Ito qu .. tiona. 

COMMISSIONER DEASON: Kr. Howe? 

MR. HOWB: No queatio.na. 

COMKISSIONER DDBO.N: Kr. McWhirter? 

MR. McWHIRTER: No queationa. 

COMMISSIONER DEASONa Me. Brown? 
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MS. BROWN: No qu.eatloM. 1 

2 ~SSIONER DBASOR: eo.aiaaionera? I ~ssume 

3 then there will be no redireot. Do you wish to move 

4 exhibits into the record? 

5 MR. KAUF"MANH: Y .. , I 110ve tor the D<illhvion 

6 o! Exhibit 44. 

1 COMMISSIONER DEASON: Witbout objection, 44 

8 will be admitted. And I believe there was a pre!iled 

9 exhibit, as well? 

10 MR. KAUFMANN: That would be 22, I think is 

11 the testimony and achedul ... 

12 COHHISSIONER DBABOM: Okay. Exhibit 22 

13 without objection alao mall be acSaitted. 

14 Thank you, Mr. Pietek. 

15 WITNESS FIETEK: Thank you. 

16 (Exhibit Noa. 22 and 44 received in evidence.) 

11 (Witnesa Piatek excused.) 

18 - - - - -

19 COMMISSIONER DEASON: I believe the next 

20 sch edul ed witness is Mr. Mestaa? 

21 MS. BROWN : Wa have two rebuttal witnesses !or 

22 Issues l OA, 10B and lOC. 

23 COHHISSIONER DIASON: Are we going t o go a head 

24 and do rebuttal f or Power and Light before we move into 

25 TECO? 
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2 

3 

MS. BROWN: I think that aakes sense. 

COKKISSIONER DBABOllz That 's fine with me. 

MR. CHILDS 1 I oall Hr. Birkett. 

4 BARRY T. BIRKETT 

5 was called as a r~buttal vitneae on behalf of Florida 

6 Power and Light Company and, having been du ly sworn, 

7 testified as follows: 

8 DIRBCT JXAKIHATION 

9 BY MR. CHILDS: 

362 

10 Q You have been previously sworn and identified 

11 yourself, Mr. Birkett. At this point I as); you, do you 

12 have before you a docuaant entitled, •Rebuttal Testimcny 

13 of Barry T . Birkett, Docket No. 950001- EI, Fe bruary 3, 

14 1995"? 

15 A Yes, I do. 

16 Q Was that prepared by you as your rebuttal 

17 testimony tor this proceeding? 

1 8 A Yes, it was. 

1 9 Q Is the doOUDent you are sponsoring as part of 

20 that testimony prepared by you or under your direction, 

21 s upervision or control? 

22 

2 3 

A Yes, it was. 

MR. CHILDS: Co-issioner, I believe that the 

24 document Mr . Birkett is sponaorinq at this tiae has been 

25 identified as Exhibit No. 18. I would ask that the 
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1 prepared testimony of Mr . Birkett bo inaerted into the 

2 record, assuming there are no change• or corrections? 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

1::! 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

prefiled 

WITNESS BIRKETT: There a.re none . 

COMMISSIONER DEASON: Without o b jection, 

t estimony will be inaerted into the record. 
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a. 

2 A. 

3 

4 

5 a. 

6 A. 

7 

8 

9 a. 

10 A. 

11 

12 a. 

13 A. 

14 

15 

16 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

REBUTTAL TESTIMONY OF BARRY T. BIRKETT 

DOCKET NO. 950001·EI 

FEBRUARY 3, 1995 

State your name and buslnen address. 

My name Is Barry T. Birkett and my business address Is 9250 West 

Flagler Street. Miami, Florida 33174. 

By whom are your emproyed and In what capacity? 

I am employed by Florkf.a Power & Ught Company (FPL) as the 

Manager of Rates and Tariff Administration 

Have you previously teatlfled In thlt docket? 

Yes, I have. 

What Is the purpose of t our rebuthll testimony? 

My rebuttal testimony will rebut certain portions of the direct testimony 

of Steven M. Fletek who was engaged by Florida Steel Corporation 

(Florida Steel). 

1 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

, 5 

Specifically, my testimony wiU demonstrate that: 

1. 

2. 

3 . 

Florida Steel witness Fletek's conclusion that FPL's projected 

fuel charge should be reduced does not appropriately consider 

the' Fuel Cost Recovery process and procedures. 

Florida Steel witness Fletek's position that the $2.8 million 

expenditure for equipment modification should be recovered 

through base rat3s, capitalized and depreciated over the 

remaining useful life of each plant falls to consider Commission 

Order No. 14546, fuel savlngo realized by customers. and that 

recovering the $2.8 million over the six month fuel cost 

recovery period Is the most economic alternative. 

Florida Steel witness Fletek's position that FPL's capacity cost 

allocation methodology does not prope•ly reflect how the 

purchased power capacity costs should be allocated among 

the rate classes Is an Inappropriate Issue since this matter has 

already been decided by the Commission. Additionally. Flonda 

Steel was a party In that proceeding and agreed that tho 

methodology was appropriate. 

22 Fuel Cost Becoverv prgcaas 

23 

24 

25 

a. Do witness Fletek'a concluelona regarding the natural gas 

forecast and hla propoeed reduc~ fuel charge appropriately 

2 



2 

3 A. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

' ;.. 6 

consider the process and procedures utJIIzed In the Fuel Cos! 

Recovery Clause? 

No. Witness Fletek's proposal falls to consider app;vprlate elements 

necessary In the development of a projected fuel factor. Moreover, he 

appears to Ignore the many other elements that suppon a fuel charge. 

e.g. other fuels' prices, sales and load forecasts, maintenance 

schedules, etc. The Fuel Cost Recovery proces:.: 3nd procedures 

contain adequate safeguards and opportunities to ensure customers 

and the companies are protected. When the Fuel Clause was 

established, the Commission recognized that actual results would differ 

from projections, especially since fuel prices are volatile. As a result, 

safeguards such as the filing of monthly A-Schedules, the 10% mid 

course correction guidelines and the true-up mochanlsm, where 

variances are routinely handled, were put In place. The Commission 

also recognized that any time an estimate and true·up procedure is 

utilized, some timing differences occur. 

FPL routinely reviews Its Inputs that were used to develop the 

projected fuel charge to determine If there are any changes that 

combined would result In a significant varlanoe In fuel costs for the 

period. If a change Is warranted at MY time, FPL notifies tho 

Commission. 

3 



2 

3 

4 

5 

6 

7 

8 

Equipment Modlil!catlona tp Gtnt(lllng facl!l!les 

a. 

A. 

Haa Florida SIMI wltneu ~tell conaldertd Commission Order 

No. 14546 In arrtvlng at hta racommendal!on regarding FPL's 

request to recover the coat of c.rtaln equipment modifications 

through the fuel clauM? 

Florida Steel witness Fletek'a teatlmony does not rellect any such 

consideration. I addressed how Order No. 14546 applies to FPL's 

9 request for recovery of the equipment modification costs In my prefllod 

10 testimony In this docf<et. 

11 

12 

13 

14 

15 

a. 

A. 

Has Florida SIMI witness ~tell eddresscd the reaaon why FPL 

Is Implementing certain equipment modifications to some of lis 

generating facilities? 

No. Mr. Fietek's recommendation falls to reflect the fact that this 

16 project was undertaken to enable FPL to use a less expensive grade 

17 of residual fuel oil at some of Its generating facllltles. The projected 

18 fuel savings that wiU be realized by FPL's customers. Including Floridd 

19 Steel, Is approxlmate:Y $81.3 million over the next five years. 

20 Additionally, as of Decemb!!r 1994, $4.9 million In fuel savhtgs ha!l 

21 alroady been realized by FPL'I euttomers. since many of these 

22 equipment modifications have been Implemented and placed In 

23 servlco. 

24 

25 a. Has FPL performed en economic evaluation of altemetlve pertods for 

4 



recovery? 

2 A. Yes. An analysis was performed and determined that recovery of the 

3 $2.8 million In equipment modifications over the six month period as 

4 compared to recovery over the years 1995 through 1999 saved FPL's 

5 customers., Including Florida Steel, $157,032 on a nat present value 

6 basis, or $9n ,526 using nominal doUars, In carrying charges. Tt.is 

7 analysis Is provided as Rebuttal Document No. 1 (8T!3·9) of my 

8 testimony. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Capacity Cost Allocation Matfvrt!?togy fpr Otf.Syatlm Capacttv purchased 

Power Cost 

a. Is the allocation mathodoloVY 1.-d by FPL appropl1ate. 

A. 

a. 

A. 

a. 

A. 

Yes. Tha mejlodology Is appropriate and was approved by the 

Commission. 

In what pnx:eedlng wat FPL'a a~pec:lty cost aDocatlon methodology 

approved? 

FPL's capacity cost allocation methodology was approved In Order No. 

24840 In Oocket No. 910580-EQ (docket specific to FPL) and Order 

No. 25n3 In Docket No. 910794-EO (generic docket). 

Was Florida Steel a party l o theN proceedlnga? 

Yes. Flor ida Steel, as a named member of the Florida Industrial 

Power User's Group (FIPUO), was a party to these proceedings. 

5 
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FIPUG petitioned the Commission to change the way In which FPL 

2 classified, allocated and priced off-system capacity purchased power 

3 costs. Furthermore, FIPUG agreed with FPL's allocation methodology 

4 as demonstrated In their written wori<shop comments filed on 

5 November 20. 1991 In Docket No. 910794-EO which state that: 

6 

7 'FIPUG concurs that the cost of •I"VVce study from the last rate case 

8 should be the basis for dttvlng the demand alloc:atlon factors. The 

9 factors t.o be used In ttw propoeed recowry mechanism should be 

10 derived tonn cumtnt load re•arctl data. Fwther, that load research 

11 

12 

13 

14 

15 

16 

17 

18 

19 

a. 

A. 

data should be updated annually. Fofr JQPOIGIS of deriving the 

approprlate demand aDocatlon factors under the recovery mechanism, 

all rete claiases should be treated In the aame manner as they ,·.oere In 

each utility's most recent be• rate ca•." 

Dces the calculation of the Capacity Payment Clause factors 

recognize the d iHerencesln capacity cast causation between firm 

and Interruptible service customers? 

Yes. First, I assume that Mr. Fletek's reference to "Interruptible" 

20 customers is Intended to refer to customers taking service under FPL's 

21 Commerclalllndustrlal Load Control Program (CILC). The Capacity 

22 Payment Recovery Clause Factor for Transmission level CILC 

2.3 customers Is based solely on the characteristics of those transmission 

24 customers, and therefore, Is appropriate In relationship to both non· 

25 transmission and non·CILC customers. Additionally. consistent wl.h 

6 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

::!3 

24 

25 

a. 

) 7 c 
Order No. 25n3 In Docket No. 91079-4-EO. the allocation for each 

rate class Is developed using FPL's last approved cost of serv1ce 

methodology for fossil production plant and Is updated annually using 

current load factor Information. This methodology Is not. as Mr. Fletek 

states, 12 CP; It Is actually 12 CP and 1/13. While I do not believe it 

Is necessary to discuss the difference In this context. I do wan! to 

prevent any confusion. 

The difference In costs between firm and CILC Is reflected In base 

rates where CILC customers pay a lower rate reflecting the benefit 

which Is realized due to their lnterruptlblllty. No addlllon~l benefit 

should be reflected In the CPRC. 

As tne Commission found In for Energy Conservation Cost Recovery 

(ECCR) costs In Docket No. 930759-EG, Order PSC-93·1845-FOF

EG. Issued on December 29, 1993, If CILC customers were excused 

from paying their share of CPRC costiS they would be receiving 

benefits In excess of those which they provide the system through 

their willingness to bA Interrupted. Arrj additional Incentive provided 

through the CPRC would result In them being over compensated tor 

their lnterruptiblllty. In other wOrdS, FPL'e other customers would be 

paying more for that lnterruptlblllty than they would receive in benefits. 

Is Florida Steel witness Fletek's Issue regarding FPL's capacity 

cost allocation methodology appropriate? 

7 



2 

3 

4 

5 

6 

A. 

Q. 

A. 

) 7 1 

No. This Is an Inappropriate Issue since this matter has already been 

decided by the Commission In a proceeding to which Florida Steel was 

an active party. 

Does thle conclude your teatlmony? 

Yes. 

8 
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(By Mr. Cbilda) And, Xr. Birkett, would you 

2 aummarize your teatiaony? 

3 A Ky rebuttal teat:iaony addreaaea port i ons of 

4 the teatiaony filed by Steven rietek on behalf of 

5 Florida Steel in vbich Hr. Fiet&k conclude• that PPL's 

6 projectQ~ tuel char9e abould be reduced and PPL's 

7 proposal to recover $2.8 aillion in plant. aodificat ions 

8 th.rouqh tho fuel clauae ahould not be approved. 

9 Florida st .. l's propoaal to reduce PPL's 

10 proposed fuel charge fails to oona.i.der the aany eleme nts 

11 in thQ development of the fuel factor and 

12 inappropriately focua .. on the natural qa• price 

13 forecast to the excluaion of all the other elements. 

14 Their proposal also faila to oonai.dar fuel coat recovery 

15 processes and procedures vbiob contain ad•quate 

16 safeguards to ensure that both ouatoaera and the 

17 utilities are protected. 

18 When the fuel clause vas established, the 

19 Collllllission recognized that actual result• would differ 

20 from projection•, especially since fuel prices are 

21 vol atile. As a result, the co-iasion put in place 

22 safeguards auch as the filings of aontbly A Schedules, 

23 the lOt aidcourae correction quidelinea, and true-up 

2 4 mechanism. FPL routinely revieva the inputa used t o 

25 develop the projected fuel charge. It a ohanqe ia 
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1 worrontad At any tiae, rPL notiti .. the Coamiaaion. 

2 Florida Steel ' • propoaal reqarding the plant 

3 modification• apparently fail• to conaidar the 

4 Coamieeion •a Order 14546, the fuel .. vinga realizAd by 

5 FPL'a cuatomera, inoluc1in9 Florida Steel, aa a result of 

6 the modification• , and thAt ~e recovery of the $2.8 

7 million in the projected period ia the meet economic 

8 alternative for PPL'• cuatoaera. 

9 

10 MR. CHILDS: We tender Mr. Birkett tor cross 

11 exuinat ion. 

12 CROSS EXAMINATION 

13 BY MR. KAUFMANN: 

14 Q Kr. Birkett, vould it be unreaeonable tor you 

15 to change your reco.-endation to the co-iseion before 

16 the f uel factor ia aet it data ~co••• available to you 

17 prior to the factor being aet vbicb indicates that your 

18 fuel coat eatimatea are incorrect and that better data 

19 ia now available? 

20 A No, that would not be unreaeonable . In fact, 

21 FPL baa done ao on aev•ral oocaaiona in the paet years 

22 wben it baa become clear that the fuel coat factor, 

23 based on current inforaation, abould be changed; we have 

24 brought that information to their attenti on and in many 

25 cases moc1ified the factor before ve aub•it it to them 
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for final approval. 1 

2 

3 

4 

Q You're talki~ about tba eta9• of the process 

where we are now, not aidaour .. correction? 

A That•• correct. 

5 Q And t.ow far off vera you in those cases where 

6 you did aaka that raco...ndation? 

7 A I don't remember the apacifica of t hose cases, 

8 but I believe in each one it becaaa -- it was clear to 

9 us that if we did not aaka a chan9• that we would exceed 

10 the lOt aidcouraa correction quidalina durinq the 

11 period, and thua it aada aanea to chan9e the fact or 

12 before even puttin9 it into affect. 

13 Q So if you have inforaation whioh qives you 

14 soma atr?nq indication that you will require a aidcourse 

15 correction if you don't change it now, you would 

16 reco.mmend chanqinq it now? 

17 A I will -- I aay yea, but aayba rephrase to it 

18 the standpoint that if we believed today that we would 

19 be f i linq a aidcourae correction -- that, you know, our 

2 0 current indications are that we would, the varianc e 

21 would exceed 10l of the fuel costa -- then we would be 

22 propos inq a chanqa at thi• ttae. But aince our 

23 projec tions are not aa such, than we have not proposed a 

24 cbanqe. 

25 Q So unleaa y o u antioipat. beinq wrong by at 
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1 least 10t at aoae point during the period, even though 

2 you know you are CJOinCJ to be vronC), you would recommend 

3 the factor aa it ia? 

4 A No. I don 1 t tb.inlt -- and aaybe I aiaapoke. 

5 The lOt I voul~ not uae a• a fira quideline in this 

6 case . I aean, that ia the kind of a&CJnitude we're 

7 looking at. 

8 But I would agraa, you know, that even though 

9 we know that the actual• vill not aatch our forecasts it 

10 they are not of, you know, if the differences are not of 

11 s ignificant a&CJnitude at thia point in time, we would 

12 not propose a chanCJe. Beoauae there are aany things 

13 that could happen over the courae of the pe.riod; and, 

14 you know , quite often juat aa thine) a, you nov, may look 

15 nov that to some -- ao .. things that vill lover fuel 

16 costa, there vill be aOJM thlnv• that happen which .til l 

17 result in higher fuel coats or lover revenues to the 

18 extent that they would offaet what's there currently. 

19 Q You don't have any current information as to 

20 those offsetting it ... , do you? 

21 A No, I don't have an eati .. te at this time of 

22 what is going to happen. I do know there haa been an 

23 analysis and we have relookad at our inputs and do 

2 4 believe that what we have filed i• appropriate. 

25 MR. KAUPMANN : Tbank you. No further 
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1 qu.eationa. 

2 COMMISSIONER DUSON: Mr. Howe? 

KR. HOWB : No queationa . 

COMKISSIONBR DBASOII: Kr. KcWhirt•r? 

37 6 

3 

4 

5 

6 

7 

KR. McWlUR'l'BR: Ko quutiona of Kr . Birkett . 

CQHI(;tSSIONER DEASON: Staff? 

MS. BROWN: We have one queatlon, Mr . Birkett . 

8 CROSS EXAMINATION 

9 BY MS . BROWN: 

10 Q If the costa of the aodificationa were 

11 c~tpitAlh94 tor any period lonqer than oile DOnth, how 

12 would that affect the overall coat of the •odifications 

13 to the ratepayers? 

14 A That would increaae the overall costa in 

15 modifications because there would be a carrying cost 

16 A§&QCi~ted with that capitalization vhicb would r aise 

17 the costa over the pure expense level which FPL is 

18 proposing to include in rate• at thia tiae . 

19 MS. BROWN: No further queationa. 

20 COMMISSIONER DEASON: Co.aiaaionera? 

~l Mr. Birkett, v4re you in the roo• when I asked 

22 Mr. Silva so .. queationa concerninq the accounting of 

23 the modification costa? 

24 WITNESS BIRKETT: Yu, I vas, comdaaioner . 

25 COMMISSIONER DBASON: Whllt is your 
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1 under•tandinq of tbe accountinq traataent which would be 

2 afforded thea• co•ta if the C01miaaion ware to dec ide to 

3 have those co•t• inoluda4, totally included, in this six 

4 montha projection period? 

5 WITNBSS BIRXBTT: Coaaiaaionar , what would 

6 happen -- let. - bacll: up. At the pre .. nt tbe, those 

7 costa are included in capital account~. Now, what we 

8 would do is reflect, you know, aaka adjuatments to 

9 reflect that those coat• are beinq r emoved and go ahead 

10 and expense tboaa account. in thia period ao that there 

11 would be a pure expenae, notbinq vould be treste~ as 

12 capital, there would be no depreciation or any other 

13 capital type coata aaaociated with th ... 

14 COMMISSIONER DBASOHr Redirect? 

15 MR. CHILDS: X have no redirect . I would like 

16 to move into eviden~ Jxhibit Mo. 18. 

17 COHKISSIOHER DEASOMI Without objection, 

18 Exhibit 18 ahall be adll.ittad. 

19 MR. CHILDS: I would like to aek that 

20 Mr. Birkett be excused , he baa to catch an airplane 

21 shortly to go t .. tity •l .. vh~a. 

22 COHKISSIONER DBASOH: Kr. Birkett, you are 

23 excused. 

24 MR. CHILDS: Thank you. 

2 5 (Exhibit No . 18 racaivad in evidence . ) 
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2 

3 

(Witn811• Birkett excwaed.) 

MR. CHILDS: our next witneaa is Kr. Silva. 

4 RENB SILVA 

5 waa called aa a rebuttal ~itneaa on behalf of Florida 

6 Power and Liqbt COI!I~Y a.nd, having been duly aworn, 

7 taatified aa follows: 

8 DIRECT BXAKINAT:ION 

9 BY MR. CHILDS: 

37b 

10 Q Mr. Silva, you bave bean previously sworn and 

11 identified. At thia point, I aak do you hAV9 P8tore you 

12 a document entitled, •Rebuttal Teatimony o! Rene Silva, 

13 Docket No . 950001-BI, February 3, 1995"? 

14 A Yea. 

15 Q Ia that your rebuttal testimony tor this 

16 proceeding? 

Yea. 17 

18 

A 

Q Ant! were the two d~nta that you are 

19 sponsoring prepared by you or under your direction, 

20 supBrvision a.nd control? 

21 A Yea. 

22 Q Do you have any ohangea or corrections to make 

23 either to your testimony or to the document• that you 

24 are now aponaorinq? 

25 A No, sir. 
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2 

Q 

A 

Do you adopt tbi• •• your te•tL.ony? 

Ye•. 

379 

3 MR . CHILDS: llr. coaaie•ioner, we ask that the 

4 prepared rebuttal testimony of Mr . Silva be i nserted 

5 into the record as though read. 

6 COMMISSIONER DEASON: Without objection, it 

7 will be so inse.rted. 

8 MR. CHILDS: An4 the doouaent• he 1a 

9 sponsoring have been marked tor identification as 19 and 

10 20. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

COMMISSIOl.fER DEASON: Very well. 
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2 A. 

3 

4 

5 a. 

6 A. 

7 

8 

9 

10 a. 

11 A. 

12 

13 a. 

14 A. 

15 

16 

17 

BEFORE THE FLORIDA PUBUC SERVICE COMMISSION 

FLORIDA POWER & UGHT COMPANY 

REBUTTAL TESnMONY OF RENE SI LVA 

DOCKET NO. 950001-EI 

February 3, 1 995 

Please state your name end eddrHI. 

n· 

My name Is Rene Sliva. My business address Is 9250 w. Flagler 

Street, Miami, Florida 33174. 

By whom are )"OU employed and what Is your posHJon? 

I am employed by Florida Power & Ught Company (FPL) as Manager 

of Forecasting and Regulatory Response In the Power Generation 

Bu:;ines!> Unit. 

Have you previously testlfted In thla dockel'i' 

Yes. 

What Is the purpose of yow testimony? 

My rebuttal testimony rebuts the direct testimony of Witness Steven M. 

Fietek, filed on beha.ll of Florida Steel Corporation. Spocll•cally. my 

testimony will address the concems that Mr. Fletek expressed 

regarding FPL's projected cost of natural gas lor the April through 

1 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

a. 

A. 

a 1 

September 1995 period. My testimony shows that Witness Fietek's 

conclusion that FPL's profected fuel cost l:s excessive Is invalid, that 

his methodology Is flawed, and that he falls to recognize the difference 

between the price of gas supply (SIMMBTU) that FPL purchases. and 

the cost of gas generation ($/MWH) that FPL Incurs In generating 

electricity using gas as a fuel. 

On page 5, lines 14-16 of his tutlmony, Witness Fletek states that 

FPL's natural gas cost projection tor the Apr11 through September 1995 

period '1s overstated by at least $85.5 million." Do you agree? 

No. FPL's projected cost of natural gas generation for the Aprll 1hrough 

September 1995 Fuel Cost Recovery period (projected period) is 

based on FPL's November 1994 gas price forecast for the projected 

period. which reflects then current gas market conditions and 

perceptions, as well as the cost of gas transportation to FPL, gas 

supply contract pricing terms, the quantity of gas expected to be used 

In FPL's system, the efficiency In heat rate (BTU/KWH) with which gas 

is used In each of FPL's generating units, FPL's projected load 

requirements and the cost and availability of other sources of energy 

during the projected period. FPL's projected cost Is correct and 

appropriate for use In the Fuel Cost Recovery Clause for the projected 

period. 

2 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

'4 

1!:1 

16 

17 

18 

19 

20 

21 

22 

23 

a. 

A. 

R ' 

Witness Fletek has calculated his $65.5 million figure by 

inappropriately applying FPL's updated average unit cost of gas 

generallon (In SJMWH) for the October 1994 through March 1995 

period (current period) to FPL's projected gas generation (In MWH) 

during the projected period and subtracting that product, without 

explalnl~ why Its use Is justified, from FPL's projected cost of gas 

generation for the projected period. Witness Fletek Inexplicably refers 

to this difference as FPL's excessive cost. 

Why Is Witness Fletek's methodology Inappropriate? 

Because It (1) arbitrarily, and without any justification. assumes that 

the current period gas generation cost estimate (In S/MWH) should be 

used as the projected fuel cost ~tlmate (In $/MWH) for a futura 

pdrlod, and In so doing, (2) falls t.o recognize a number of signilicam 

factual (and one projected) differences between the projected period 

and the current period that affect FPL's cost of gas generation. 

Witness Fletek's methodology erroneously equates FPL"s cost of 

electric generation using gas (In SJMWH), which I refer to as gas 

generation, to the price of gas In the market (In S/MMBTU). thus 

Ignoring other determinants of the cost of gas generallofl In addition. 

he assumes erroneously that the price of gas In the market will not 

change between the current period ending In M;uch 1995, and the 

3 
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3 

4 

5 

6 

7 

8 

9 

10 

a. 

A. 

e 7 

projected period. Til8refore, for these reasons, his results are invalid. 

What are the key clffertnc:el between the current period, ending 

March 1995 and the proJee1ed period that affect the cost of gas 

generation? 

There are tour significant differences between the projected period and 

the current period that are correc1ly reflected in FPL's projecieci cost 

of gas generation tor the projected period, and which witness Fietek 

fa!ls to consider. 

11 First, the average heat rate of gas generation during tho projected 

12 period Is approximately 9.87% higher than for the current period. This 

13 means that, on average, it will take 9 .87% more gas to generata a 

14 megawau-hour (MWH) In the projected period. Had Witness Fietek 

IS reflected this heat rate difference (that we know will occur) in his 

16 calculation, his $65.5 million would have been reduced to $43.6 

17 million. 

18 

19 Second, FPL'o average firm gas transportation rate will increase by 

20 approximately 12.9% from the current period, ending March 1995, to 

21 the projected period because FPL will receive, beginning in March 

22 1995, 200,000 MMBTU per day of additional gas transportation from 

23 the higher-tariff FTS·2 firm service assoclatod with Florida Gas 

4 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Transmission's Phase Iff pipeline capacity eltpanslon. Had Wrtness 

Ffe1ek also reflected this known Increase In the gas transportation cost 

In his calculation, his result would have been furthar reduced to $35.5 

million. 

Third, during the projected period, FPL will receive approximately $1.0 

million In credits from Its gas supplier, compared to about $12.4 million 

of credits tor the current period ending March 1995. These credits 

were obtained by FPL for Its customers as part of the negotiated 

agreement, concluded In May 1994, to replace prior gas supply 

contracts with a new long-term contract. Had Witness Fietek's 

calculation also reflected this known reduction In credits, his result 

would have been further reduced to less than $14 million. 

Fourth, we project that, on average, FPL's gas supply price will be 

$0.1 0/MMBTU higher during the projected period than for the current 

period, ending March 1995. Witness Fletek assumes that the gas 

market price will not change. Applying FPL's projected gas supply 

price Increase to Witness Fletek's calculations further reduces his 

result to about $3.3 million, or less than 1.2% of FPL's total projected 

cost of gas. 

It should be notod that the only detormlnant of the cost of gas 

5 



2 

3 

4 

5 

6 

7 

8 

9 

10 

a . 

A. 

F c; 

generation (SIMWH) discussed In Witness Flatek's testimony is the 

market price of natural gas (SIMMBTU). My testimony shows that his 

irrplled gas price position (no change from the current period). with 

which we disagree. accounts for less than $14 million. 

Why Is the average heat rate of gas generatJon higher In the projec1ed 

pel1od? 

Because as the quantity of natural gas used in FPL's generation 

system Increases, more gas Is allocated to generating units that utilize 

gas less efficiently. During the projected period, gas generation Is 

tt projected to be approxlmetely 13.6 million MWH; this is 5.4 million 

12 MWH or 65.7% more than the 8.2 million MWH (Rebuttal Document 

13 No.1, line 14, column H (RS-4)) for the current period, er.:1ing March 

14 19~5. FPL dispatches Its most efficient units first. so the additional gas 

t5 generation Is provided by less efficient units. As a result, the average 

t6 heat rate for gas generation In the projected period Is 8,527 

17 BTU/KWH; this Is 766 BTU/KWH, or 9.67% higher than the 7,76t 

18 BTU/KWH (Rebuttal Document No.1,11ne 72, column H (RS·4)) for the 

19 current period, ending March, 1995. 

20 

21 

22 

23 

a. 

A. 

How would you calc..llate the ~ct of heat mta that witness Fletek's 

calculaUon tailed to reftect? 

As I have stated above. Witness Fletek's proposed methodology Is 

6 
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3 

4 

5 

6 

7 

8 

( " 
Invalid. Therefore, I have performed different calculations In order to 

quantify the magnitude of the error In Witness Fletek's calculation due 

to each of the four differences described above. 

Multiplying the $/MMBTU average cost of gas In the current period 

ending March ~ 995, shown In Doc•Jment No.1, line 62. column H 

($2.1057/MMBTU) by the total MMBTU used In the projected period 

(115,917,400 MMBTU), and then subtracting that prcducl 

9 ($244,087,269) from FPL's total projected cost of gall lor the projected 

10 period ($287,711 ,489) results In $43,624,220. Instead of Witness 

11 Fletek's $65,533,519. The difference between these ligures Is the heat 

12 rate effect. 

13 

14 

15 

16 

a. 

A. 

Please explain why the gu trantp01181Jon cos1 will be higher In the 

protected per1od. 

During the current period ending March 1995, FPL Is transporting 

17 approximately 51 .2 million MMBTU of gas at $0.54/MMBTU. the tariff 

18 approved by the Federal Energy Regulatory Commission (FERC) lor 

19 FTS-1 (existing firm gas transportation service provided by Florida Gas 

20 Transmission (FGT) to FPL and other Florida customers). including 

21 compressor fuel charges. FPL Is also transporting about 6.2 million 

22 MMBTU of gas at $0.88/MMBTU, the tariff approved by FERC lor 

23 FTS·2 (new firm gas transportation service scheduled to bogin on 

7 
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March 1. 1995, upon completion of FGrs Phase Ill pipeline 

2 expansion) , Including compre .. or fuel charges. FPL's weighted 

3 average cost of firm transportation dut1ng the current period ending 

4 March 1995 will bo about $0.578/MMBTU. 

5 

6 During the projOC1od porlod, FPL will transport approximately 74.2 

7 million MMBTU at $0.54/MMBTU (FTS·1), and about 36.6 million 

8 MMBTU at $0.88/MMBTU (FTS·2). FPL's weighted average cost of 

9 firm transportation during the projected period will be about 

10 $0.649/MMBTU, or $0.074/MMBTU hlghe.r than In the current period. 

11 As a result, FPL's gas cost durtng the projected period will reflect an 

12 $8,143,100 lncroaJO due to the known higher cost of transportation. 

13 compared to what Witness Fletek erroneously calculated using 

14 (lmplk:ltly) tho ourront period untt cost of firm trausportation 

15 ($0.576/MMBTU) to calculate the total cost for the projected period. 

16 

17 a. What II tho Impact of the lncteue In the transportation cost that 

18 

19 A. The $6,1 43,100 Increase due to the higher firm transportation cost was 

20 not rollootod In Witness Flotek's calculatlon. Subtracting this amount 

21 from tho $43,824.~0 shown above reduces the figure to $35,481.120. 

8 



2 

3 

4 

a. 

A. 

3 88 

What Is the effect of the reduction In credits that Witness Fletek's 

calcuJaUon failed to reflect? 

Approximately $21.5 million. During the current period, ending March, 

1995, the $12.4 million In credits ate divided by the 63,660,761 

5 MMBTU of gas FPL Is purchasing. This credit amount reduces FPL's 

6 unit cost of gas by $0.1943/MMBTU, and Ulus contributes to the lowar 

7 ($2.1057/MMBTU) cost of gas durfng the current period. For the 

6 projected period, the $1.0 million In credits, divided by the 115,917,400 

9 MMBTU of gas FPL projects to purchase, will reduce FPL's cost of gas 

10 by only $0.0088/MMBTU. The difference, .$0.1855/MMBTU. multiplied 

11 by the 115,917,400 MMBTU of gas FPL will purchase In the projected 

12 period results in $21,502,678. This Is the amount that Witness 

1 ~ Fietek's calcvtation failed to refl~. This effect of known reduced 

14 credits should be subtracted from the $35,481 ,120 shown previously 

15 to reduce ~he figure to $13,978,442. 

16 

17 

18 

19 

20 

21 

22 

23 

a. 

A. 

Please explain how FPL'a proJected difference In the gas supply price 

affects the cost of gas generatJon In the plOjected period. 

The weighted average cost of gas supply (for that portion of the gas 

delivered through firm transportation) durrlng the projected period is 

$1 .86/MMBTU, or $0.1 OIMMBTU higher than for the current period 

(Rebuttal Document No.2 (RS-5)). This price Increase reflects our view 

that greater gas market demand In August and September will push 

9 
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gas supply prices to the higher levels that existed In the first quarter 

2 of 1994. Multiplying the $0.1 0/MMBTU projocted price difference 

3 between ltle projected period and the current period ending March 

4 1995. by the quantity of gas delivered under firm transportation In the 

5 projected period (1 10,790,000 MMBTU) results In $10,637,271. This 

6 Is the effect of the difference In FPL's projected price of gas supp!;• 

7 between the two periods. Witness Fietek's methodology erroneously 

8 Implies that this effect Is $65.5 million. 

9 

10 If this $10,637,271 Is subtracted from the $13,978.442 shown above, 

11 only $3,341 ,171 remains. Thts difference relates to changes in the cost 

12 of interruptible gas transportation and the cost of gas supply delivered 

13 through interruptible transportation. 

14 

15 a. How will F PL reflect changes In gas nrtcet condHions on Its projected 

16 cost of fuel? 

17 A. We will continue to monitor and evaluate' gas market developments, 

18 as well as changes In other fuels. Prior to the Prehearlng Conference. 

19 we will determine whether changes In fuel market conditions (for gas 

20 and other energy sources) suggest that a change in the overall 

21 proJected cost of fuel for the projected period Is appropriate and. if so. 

22 we will propose a change at that time. Mr Birkett's Rebuttal Testimony 

23 also discusses, the process and procedures used to address the 

10 



eHects of changing fuel prices in the Fuel Cost Recovery Ct.d.te~ 
2 

3 a. On page 6, lines 9·14 of his testimony, Witness Fletek states: "FPL did 

4 not mcognlze the lower actual average cost of natlftl gas when H 

5 projected Hs natunll gas cost for the pel1od Apr11 1995 through 

6 Septemberr 1995 but Instead continued to use Its higher original 

7 estimate for October 1994 through March 1995 as the starting point for 

8 projecting Hs future gas costa." Do you agnte? 

9 A. No. This Is incorrect. The average gas supply price projected In FPL's 

10 price projection prepared In May, 1994 for the October, 1994 through 

11 March, 1995 period was $2.29/MMBTU. In November. 1994, the 

12 average projected gas supply price for lhe October, 1994 through 

13 March, 1995 period was reduced to $1 .76/MMBTU. and a new gas 

14 price projection was developed, recognizing the reduced cost of gas. 

15 for the April through September 1995 period which resulted In an 

16 average gas supply price of 1.66/MMBTU (Rebuttal Document No. 2 

17 (AS·5)). This November price projection Is the one used In FPL's Fuel 

18 Cost Recovery filing of January 1995. 

19 

20 a . On page 7, lines 14·17 of his teatJmony, Witness Fletak mcommends 

21 that the Commission reduce FPL'a projected fuel cost by $65.5 million. 

22 Do you agree? 

23 A. No. Witness Fietek's testimony uses a flawed calculation in an attempt 

11 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

a. 

A. 

~ .... l 

t.o support his conclusion that FPL used an excessively high price ol 

gas supply In Its calculation of the projected fuel cost for the April 

through September 1995 period. Moreover, In reaching his conclusion. 

Witness Fletek falls to recognize the difference between FPL's price 

of gas supply and Its cost of electric generation u!llng gas. As a result, 

although his testimony Is Intended as a criticism of FPL's gas price 

projection, It does not accomplish that objective because it critici1es 

a gas price projection that does not exist. 

The calculation that resulted In Witness Fletek's $65.5 million iigure is 

Invalid because, as demonstrated In my testimony, it falls to reflect a 

number of significant known facts that affect the cost of gas 

generation, and his arbitrary assumption that current period costs 

shoult:l be used to estimate the cost for a future period has no 

justification. In addition, It would not be appropriate to adjust the total 

projected fuel cost for the projected period based solely on the 

perceived variation In a single fuel, without considering tho effect of 

changes In prices of other fuels. Therefore his recommendation is 

without merit and should be rejected. 

Does this conclude your rebutta l testimony? 

Yes, it does. 

12 



1 Q (By Mr. Cbilda) would you please summarize 

2 your rebuttal test~ny, Kr. Silva. 

3 A Yea, air. 

4 Commissioners, ay rebuttal testimony shows 

5 that the methodology waed by Florida Steel to support 

6 ita recommendation that PPL'a proposed fuel cost 

7 recovery factors should be r~uced i• not valid because, 

8 one, it arbitrarily and without justification assumes 

9 that the curre.nt period coats should be used as the 

10 projected costa tor the next period. And it fails, in 

11 so doing, to consider a nUJI}.)er ot factora that affect 

12 FPL's cost of gas generation during the April through 

13 September period. 

14 My testimony above that there are four 

15 significant factors that raiae FPL's coat of gas 

16 generation. Now, three of those are facta, they are not 

17 in terms of what we think the aarket will do. The first 

18 is the average heat rate. The heat rate will be 9.9, 

19 higher and it will take 9.9t aore gas to generate one 

20 megawatt of electricity. If you vill look at this 

21 factor, this accounts for $21.9 aillion in coats 

22 compared to the $65 . 5 million that Florida Steel's 

23 testimony suggested we were overstating. 

24 Second, FPL'a average gaa transportation rate, 

25 which is o FERC tari~f, for fira tranaportation will 
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1 increase by 12.8t durin9 that next period. That 1• a 

2 fact. And that vill account for an increase ot $8.1 

3 aillion vhen applied to rloriaa steel'• calculation . 

39 :-. 

4 Third, PPL vill recoive $11.4 ai l lion less in 

5 negotiated qaa aupply contract credita. These are 

6 credits tha~ ve have received as an i nducement or 

7 incentive to ente.r into a contract and they will not 

8 continue further into the period. That accounts tor 

9 anothe.r $21.5 ail lion in Florida Steel' • calculation. 

10 Together, those three account tor $51. 5 

11 million of the $65 . !5 previoualy atated. 

12 The fourth factor ia that we have projected 

13 that FPL'• co•t of qaa supply, fuel pric• per se, on 

14 average will be lOt -- excuae .. , 10 cents per KMBtu 

15 higher than durinq the current period. That es•entially 

16 accounts tor the remainder of the presumed over•tatement 

17 of our fuel cost . 

18 Florida Steel '• .. thodoloqy eaaentially 

19 assumes that the unit c.oat ot qaa generation doe• not 

20 c hange and it chooses to ignore th ... factors. 

21 In addition, my rebuttal t .. tiaony states that 

22 it would not appropriate to adjuet the proposed fuel 

23 cost recovery factor as reco ... nded by Florida Steel 

2 4 based solely on a perceived price variation in a single 

25 fuel, natural qa•, without conai4ering the effect of 
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1 chang•• in other factora, auch aa availability and costs 

2 ot other aourcea ot gene.ration, purchased power, other 

3 tuela , and aalea projectiona. 

4 For th .. e reaaona , ve believe that Florida 

5 steel ' • r•~~ .. endation tu change FPL'a proposed !actor 

6 ia vithout aarit . 

7 That conclude• ay teatiaony . 

8 MR. CHILDS: We tender Mr. Silva tor c ross 

9 exaaination. 

1 0 COKKISSIONER DEASON I Kr. Kautaann? 

11 KR. KAUP'KANN s Tbank you . 

12 CROSS IXAXIHATION 

13 BY MR. KAUPKANlf: 

14 Q Mr. Silva, ia it correct that your estimated 

15 coata tor october 1994 through March 1995 wou ld include 

16 the contract credits that you aentioned that you got 

17 atarting in May 1994? 

18 A Y••· 

19 Q Would it alae be correct that your eatiaated 

20 coat ot gaa vould alao include the tranaportation costs? 

21 A Yea . 

22 Q Nov, theae gaa tranaportation costa are set by 

23 taritt and have not changed ainoe your aoat r ecent 

24 eatiaated coat ot gaa, bav• they? 

2 5 A Tha·t' • correct. 

FLORIDA PUBLIC SDVXCI COMMISSION 



J95 

1 Q Therefore, the only real rea•on for any --

2 rea•on for PPL'• aotual coet of 9 .. ~ MXBtu to be 

J significantly lover than PPL'e .. tiaated co•t of gaa per 

4 MMBtu b due t o the coat of the natural gae aupply? 

5 A To the extent ve agreed that they should be 

6 lower, that would be the only fagtor. 

7 Q Nov, you r•e•tiaate4 your coat of gas for 

8 January 1995 in your Rabuttal eocu.ent No. 1, Page 2; is 

9 that correct? 

10 A Oocuaent 1, Page 2, •bow• what we referred to 

11 aa the e•tiaated actual co•te for the october ' 9 4 

12 through Marchi 1995 period. 

lJ Q What is your ree•ti .. ted co•t ot ~as for 

14 January 1995? 

15 A It i•, in cent• per kilowatt-hour , it is 

16 1. 616J cent. per kilovatt-bour. 

17 Q And bow auob per KKBtu? 

18 A That would be at Line 62, which ia $2.1816 per 

19 MMBtu . 

20 Q Nov, bov doe• tbie co.pare to FPL' • ac tual 

21 cost of gae for January •bovn in the AJ •chedule wh i ch 

22 we discussed earlier? Do you •till have that? That 

2J would be Exhibit No. 40. (Pau•e ) 

2 4 A In the Schedule A3 for Ja.nua.ry ' 95, t he actual 
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1 In thi~ r99•ti~tion ot coat• that are i n 

2 Rebuttal Document No. 1, Page 2, those you just did this 

3 last January , did you not? 

4 

5 

6 

7 

8 

9 

A 

based on 

month& ot 

Q 

A 

Q 

Yea. Excuse .. , the eatbulted actual was 

proj actions don.e in Noveaber. It has two 

oct~~l , Qctober and Hoveaber . 

But the actual ia 1.7999? 

Tha.t ' a correct. 

so even though you r ... t:i.ated the cost of 

10 i n your r ebuttal testimony for ~ aonth of January, 

11 you're still 21\ too bigh, u~m 't you? 

Yea . 

gas 

12 

13 

A 

Q Mr. Silva, you aay on Page 5 of yc.ur rebuttal 

14 testimony that during the curront period ending 

15 March '95 tha t PPL will receive 12.4 aillion i n credits 

16 from yo~ n~t~ol qAt •uppl~er ; 1• that right? 

17 

18 

A 

Q 

Yea . 

You further atate on Page 5 that these credits 

19 were negotiated by PP'L a• of May 1994, correct? 

20 

21 

A 

Q 

Yea .• 

Were th••~ or•41t. oqn.id•red in your 

22 reestimated cost ot natural gas tor the period of 

23 December 1994 through Karoh 1995, which is i n this 

24 Rebuttal Document No. 1, Page 2? 

25 A Th• credits have been included in all the 
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1 estillatea . 

2 Q Mr. Silva, you aay on Paqe 9 of your rebuttal 

3 testimony th.at these credit. that PPiL has obtained f rom 

4 it.a qaa supplier will reduce PPiL's coat of qaa by 19.4 3 

5 cents per KHBtu durin9 the current period ot March '95 ; 

6 is that correct? BndincJ Karch '95? 

7 

8 

A Yea. 

MR. KAUFMANN : Inclulqe ua, pl ase, 

9 Colllmiaaionera, we're qettin; out a document here. 

10 tPautJe) 

11 I apoloqize, Co.aiaaionera, it will just be n 

12 moment . (Witness furnillhe4 a docuaent) 

13 I apoloqize I don't have extra copies o t tha t 

14 response riqht nov, I can provide thea very shor t ly it 

1 5 it is necessary. 

16 (By Mr. Kaufaann) Mr. Silva, I would like you 

17 to refer to FPiL'a response to Florida Steel ' s 

18 Interroqatory No. 15, vbioh I've just handed you, where 

19 FPiL was requested to explain the difference between 

20 FP'L'a actual coat of natural qaa in Noveaber ot 1994 ot 

21 $ 1 . 80 per MKBtu and y~ur .. ttaatecl coat of na tural qaa 

22 tor December 1994 ot $2.39 per KHBtu? 

23 

24 

A 

Q 

Yea. 

As s hown on your Rebuttal Docuaent No. 1; ia 

25 tha t correc t ? 
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Yea. 

And what ia that difference i n price? 

1 

2 

3 

A 

Q 

A The difference betveon projected December '94 

4 and actual Nov••ber 1 94 1a 59 centa per MKBtu. 

5 Q In reaponae to the interrogatory that I have 

6 juat banded you, you auted that 51 centa per MMBtu is 

7 due to contract credita; ia that correct? 

8 A Yaa. 

9 Q But on PaCJe 9 of your rebuttal, you state that 

10 the crecUta will reduce tbe coat of gas by 19.43 cents. 

11 !a that correct? 

12 A The number in PaCJe 9 of ay testimony talks 

13 about the total uount of crecllta, vhic:h ia 1~. 4 

14 million, to be received during the entire period of 

15 october through Karab; and it ia divided, the entire 

16 MMBtu that I'PL ia purabaainCJ durincjJ that period. 

17 The question tbat I aa responding to in 

18 response to your interrogatory compares November to 

19 December; and the credita a.re not unifora froa month to 

20 month, so the two number• really don't have any 

21 correlation . 

22 Q Kr. Silva, I juat banded you a docWIIent which 

23 is FP'L'a response to Florida steel 's first set of 

24 interroqatorias, Interrogatory No. 3. 

25 MR. KAUPKANN: An4 :I'd aak that it be aarkad 
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1 for identific.ation aa Bxbibit No. 45, I think is the 

2 next one . 

399 

3 COMMISSIONER OEASOHI We need to interrupt for 

4 just a second. Kr. Silva, cSo you nee~ aoae paper 

5 towels? 

6 WITNESS SILVA: I believe ao. It f lowed back. 

7 COMMISSIONER DEASON: We'll take a ten-minute 

8 recess at this time. 

9 (Brief recess.) 

10 - - -

11 COMMISSIONER DEASON: Cell the hearing back t o 

12 order. 

13 Kr. Kaufmann? 

14 Q (By Kr. Kaufmann) Kr. Silva, do you ha ve in 

15 front of you now Exhibit 54, wbich I just handed you, 

16 which is -- I'a sorry, 45 wbioh is the FPL response to 

17 Florida Steel'• first .. t of interrogatories, 

18 Interrogatory No. 3? 

19 A I a that a queation? 

20 

21 

Q 

A 

Yeah. Do you bave that? 

Yes, I do . 

22 Q How, on Page 2 of that response, FPL provides 

23 ita coat per MMBtu to transport qae under the FTS 1 

24 Schedule for April of 1995 through Septeaber 1995 ; is 

25 that correct? 
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1 Yea. 

2 

A 

Q Nov, in order to gat the total transportation 

3 cost, that would involve adding coluana c -- I guess 

4 that'• supposed to be - vall, there is a column that 

5 say• "C", demand charge, dollars per KMBtu. And then 

6 there'• another Column C that .. Y• •co.aodity/rate 

7 dollar• per HKBtu.• 

8 In order to gat the total tran•portation rate, 

9 would it involve the addition of tboaa two columna !or 

10 any particula r month? 

11 A In order to gat the total transportation rate, 

12 which is the actual cost, you'd bava to add the demand 

13 charge plu.a the coiiUIIo4ity charge. 

14 Q Ri9ht. so, for inatanoo, for Ap=il of 1995 

15 \mder this exhibit, it would be taking the .4331 and 

16 

17 

18 

19 

20 

21 

22 

23 

24 

adding to that the • 0735; ia that correct? 

A April 1995? 

Q Yea. 

,. Ya•. 

Q All right. so •ubjaot to ohecJc, would you 

agree that that•• .5050? or you can do the math 

yourself, if you lilce. 

Yea. A 

Q And! going tbrou.gb Baptaahar 1995 that t hat 

25 would escalate to .5059? 
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1 A Yea. 

2 Q Nov, on Paqe 8 of your rei:Juttal teatiaony, you 

3 state that you will be tranaporti.nq 74.2 aillion KMBtu 

4 at . 54 per MMBtu under FTS 1; ia that correct? 

5 A Yea.. The difference between those two numbers 

6 i s the compre•aaion tuel. That h not inclv494 in thtn 

7 

8 

9 

10 

ll 

tables. 

Q Now, it you could refer baok to the reaponse 

to Interroqatory No. 3 aqain on Page 3? 

A Yea. 

Q ThAt J:'9!Jpon~Je provJ,d.e• the coat per MKBtu to 

12 transport qaa: under FTS 2, and that would alao include 

1 3 April 1995 through september '95; ia that correct? 

14 A Yea. 

15 All. r J qht. An.d it you did th~ aaae 

16 calcul~tJ,on adding the demand an4 tba oa.aodity ratea, 

17 would you agree, subject to check, that beqinning in 

18 April '95 , the number would be .8077 eaoalating to 

19 . 8080? 

20 A Yea. And, of course, that aua ia aqain 

21 different f rom the one in ay rebuttal teatiaony because 

22 my rebuttal testimony includes the fuel for coapresaion 

23 which these table• do not becau .. you did not ask tor 

24 it. 

25 Q so the .86 that you .. ntionod in your 
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1 testaony includes COJIPruaion? 

2 A Yu. 

3 Q All riqht. Kr. Silva, would you aqree, 

4 subject to check, that the average natural gas prices 

5 during 1994 f ,or FPL vera approxiutely $27 

6 A I can't agree au.bject to check . Let me take a 

7 look at the information before ... 

8 When you aay •natural qa• coat,• specifically 

9 what are you reterrinq to? 

10 Q It you are looking at Schedule A3, Line 44 for 

11 the actuals, it you would take that tor ilntire 19 94, the 

12 average would. be approxiaately $2? 

13 A Well, if you want .. to anower that question, 

14 you're going to have to give .. tiae to calculate the 

15 average. 

16 It I may say , this is not a atraight average 

17 calculation because it's a weiqbtad average-type 

18 calculation, ao it'a qoinq to taka •• a tew ainutea t o 

19 do this . 

20 

21 

22 

23 

24 

25 

MR. KAOPMANN: I'll withdraw the question. 

I have no further questions. 

COMMISSIONER DEASON: Kr. Howe? 

MR. HOWE: No qu .. tiona. 

COMiMISSIONER DEASON: Kr~ McWhirter? 

MR. McWlJIRTER: Ko queatione . 
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12 placed into aervica at tbia ti ... ? 

A Yea. It vaa placad in effect on March 1st. 
13 

14 Q All right. Tbanlt you. 

15 MS. BROWN: Tbat'• all. 

16 COMMISSIONER DEASON: Redirect? 

17 MR. CHILDS I I have no redirect. 

I would like to .ova into evidence Exhibits 19 
18 

19 

20 

21 

and 20. 

COMMISSIONER DEASON: Without objection, 

Exhibit• 19 and 20 are adaitted. 

22 
(Exhibit Noe. 19 and 20 received in evidence.) 

23 MR. CHILDS: And I'd like to a~k that 

24 Mr. Silva be excueed, pl ..... 

25 COMMISSIONER DDSOail Kr . Silva -y be 

FLORIDA PUBLIC SERVICE COMMISSION 

1 excused. 

2 (Witneaa Silva exouaed.) 

3 -----

4 JCR. JCAUPIIAMJf: I alao aalt that ve --

5 COMMISSIONER DEASON: ltxhibit 45 without 

6 objection 

7 Mr. Kaufmann, the adaittance of Exhibit 45 , 

8 and without objection, IXbibit 45 ahall be admitted 

9 (Exhibit No. 45 received in evidence.) 

10 COMMISSIONER DBASON: I believe nov ve can 

11 proceed into TECO'a caae with Kr. Keatae . 

12 MR. BBASLZY: Yu, air. I'd like t? call 

13 Mr. Donald Keataa . 

14 - - - - -

15 DOIIALD IOtS'l'AB 

16 wae called aa a vitneea on behalf of Tampa Eleccric 

17 Company and, having been duly avorn, teatified as 

18 follows: 

19 DXRBCT BXAKIHATION 

20 BY MR. BEABLZY: 

21 Q Sir, would you plaaae atate your na.., your 

404 

22 businesa addreea and your position with Tampa Electric? 

23 A Yea. Ky name ia Don Keetaa. Ky buainese 

24 address ie 702 North Franklin Street, Tampa, Florida 

25 33602 . 
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1 Q · Were you in the rooa thi• ~orning when 

2 Collllllissioner Deason administered the oath? 

Yell, I was. 3 

4 

A 

0 Mr. Mestas, did you prepare and submit i n this 

5 proceeding a six-page doouaant entitled •Prepared Direct 

6 Testimony ot D. K. Kl:l~Jtaa, Jr. •? 

7 

8 

A 

0 

Yea. 

If I were to ask you the question~ contained 

9 in that testimony, would your anawera be the same? 

10 

11 

A Yea. 

MR. BEASI..BY ; I '4 ··~ tllat Mr . Mestas ' 

12 testimony be inserted into the record aa though read. 

13 COMMISSIONER DEASON: Without objection, it 

14 will be so inserted. 

15 0 (By Mr. Beasley) And you did not sponsor an 

1~ e~ibit , did you , air? 

17 A No. 

18 

19 

20 

21 

22 

23 

24 

25 
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1 

2 

3 

4 

5 

6 Q . 

DOCU'l NO. 950001-BI t C 

'l'AIOA BLBCTRIC COMPANY 
80BM1iiBD POa PILING Ol./17/95 

BBPORB 'l'BB FLORIDA PUBLIC SKRVICB COMMISSION 

PUPAR.BD DIUC'l' TBSTDWNY 

D • II. III.BTAS I Jll. 

Will you please state your name, business address and 

7 occupation? 

8 

9 A. My name is D. M. {Don ) Mestas , Jr. My business a ddress is 

10 702 North Franklin Street, Tampa, Florida 33o02 , anJ I am 

11 Assistant Director , Cogeneracion, f or Tampa Electric 

12 Company, which is a Florida corporation with its p r incipal 

13 offices in Tampa, Florida. 

14 

15 Q. Woul d you please furnish a brief out line of your education 

1 6 background and business experience? 

17 

1 8 A. 

19 

20 

I was educated in the public schools of Tampa, Flor ida and 

the University of Florida in Gainesville, gra dua::1ng 1n 

1 964 with a Bachelor ot Indu•trial Engineering Degree. I 

21 have been employed at Tampa Blectric Company since May of 

22 

23 

1964 and have experience i n engineering , marketing a 'ld 

other areas within the company. In August of 1980 I was 

24 appointed to the position ot Aaeietant Director o f Load 

25 Management in the company' a Conservat ion and Load 
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1 Management Department. I currently serve as Assistant 

2 Director, Cogeneration in Tampa Blectric's Energy Services 

3 & Planning Department. 

4 

5 o. 
6 

7 A. 

8 

9 

10 

Have you previously testified before this Commission? 

Yes. I testitied in the Coamiss inn proceed i ng which 

resulted in Tampa Blectric'e currently approved 

conservation programs. I have also testif i ed in Docket No. 

820165 - BU, which resulted in Commission appr~val o f Tampa 

11 Electric's cogeneration agreement with Conserv, a 

12 qualifying facility, as well as in Docket No. 830199·EU, 

13 which resulted in this Coamission• a approva l o f Tampa 

14 Elec t ric Company's small power production agreement with 

15 the City of Tampa. I have participated in the cogeneration 

16 rules implementation proceedings in Docket No . 830377 - EU, 

17 which resulted in Order No . 13247. I testified in Docket 

18 No . 840399 - BU regarding the provi sion of self-service 

19 wheeling and I have participated in a number of other 

20 hearings and workshops on conservation and cogenerat. i.on 

21 conducted by this Coamiseion. I also testified in t h is 

22 Commission's Docket No. 881005-EG regarding capacit y and 

23 energy payments to government sol i d waste facilities. I 

24 test ified in this CommiAsion•s Docket No. 891049 · EU 

25 involving revisions co the Commission 's rules pertaini ng to 

2 



, 
I ~ 

1 cogeneration and small power productiou and in Docket No . 

2 910004-BU regarding Tampa Electric's proposed standa rd 

3 o ffer contract for cogenerators and small power producers. 

4 I have testified in Docket No. 910603 - EQ on r.egotiat.tng 

5 contracts between QPe and electric utilities and i n Docket 

6 Nos. 921288-BU, the Bidding Rule, and 931186-EQ, regard1ng 

7 amendments to the Cogeneration Rules to ensure cons1stency 

8 with the Biddi.ng Rule. 

9 

10 Most recently, I appeared before the Commission in Docket 

11 No. 941155-BQ to request approval o f certain ass1gnmenc:s 

12 and modifications to a 1989 Standard Offer cont:ract between 

13 Tampa Blectric Company, Orange Cogeneration, L.P. and Polk 

14 Powe r Partners, L. P. 

15 

16 Q . 

17 

18 A. 

19 

20 

What is the purpose of your testimony? 

On December 20, 1994 the Commission voted in Docket No. 

9 4 1155-BO (Joint Petition for Expedited Approval of 

Contract Moditications to a 1989 Standard Offe r Contract by 

21 Tampa Electric Company , Orange Cogenerat ion Limited 

22 Partnership and Polk Power Partners LP) to approve certain 

23 assignments and modifications of! a standard of f er contract 

24 Tampa Electr ic had entered into. One o f the issues 

25 included in the Staff Recommendat ion was whet:her a 

3 
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' 

1 $1,106,760 option payment !rom Polk Power Part:nr·rs LP 

2 ( "Polk" ) to Tampa Blectric "should be exami ned during Tampa 

3 Electric' s next fuel ac1justment proceeding. • At t his poin t: 

4 no specific issues relative to the opti~~ paymen t ha ve been 

5 raisec1 in the fuel ac1ju•tment docke t. Inasmuch a s the CASR 

6 !or t his docket calls for preli minary lists of issues a nd 

7 positions several week& after the u tilities' testimony 1s 

8 due, we c1o not at this point know what, if any, issues will 

9 

10 

be rai sed concerning the option payment. Thus, Lhe purpose 

of my testimony ia to ac1dress, in a gener al way . the 

11 Staff's reference to the upcoming fuel heari ng 1. n i t:s 

12 Repo r t and Rec011111endatioo in Docket No. 941155-EQ. An 

13 adrlitiooal purpose of my testimony is to make myself 

14 available as a witness to r espond t o any quest1o ns 

15 concerning the Polk option payment t o Tampa Elec tric which 

16 may be raisec1 at the next fuel adjustment heari ng. 

17 

18 Q. Do you think the fuel ac1jus~ent proceed ing is an 

19 appropriate forum in which to examine any issues r e lat i ve 

20 t o t he option pa~Ant from Polk to Tampa Elect ric? 

21 

22 A. No I do not. As I indicated during the Agenda Conf e rence 

23 discussion on December 20, 1994 regarding t he T.~pa 

24 Elec tric / Orang• Cogeneratio n / Polk assi~nments and con t ract 

25 modifications, TaJTtpa Blectric believes that the op t i on 

4 



, 
' ., I' 

1 payment was properly booked as •other e lec t r ic revenues• 

2 and shou~d nQk be subjAct to fu r t her examina t ion, 

3 

4 

especially not in the context of a fuel a dj us t ment 

proceeding. The option payment represents a cont r i bu t ion 

5 t owards Tampa Electric's revenue requirement which m1ght 

6 otherwise be required of the company ' s electric customers. 

7 This optio n payment of $1 . 1 million was in addition to t he 

8 e stimated $1. 5 to $4 . 5 mill.ion in addi tional direct 

9 benefits which Tampa Blectric'e customers will r eceive as 

10 a resul t of modifications to tbe standard offer contract. 

11 

12 Q . I n Staff's discussion under Issue 6 in the Tampa 

13 Elec tric /Orange Cogeneration/Polk docket , the Staff 

1 4 concluded that tbe option payment •may be more 

15 appropriately credited to Tampa Electric's capacity 

16 r ecovery c lause because this is where the capacity payments 

1 7 to Qfs are recovered.• Do you agree? 

18 

19 A. No I do not. First of all, this was not a capacity payment 

20 to a QF . I t was a negotiated uettlement amount and an 

21 alternative t o Tampa Electric cons tructing a temporary 

22 int er connection with the Orange Cogene ration site at a cust 

23 of approximately $2 million . Had that construction bee~ 

24 

25 

performed , the payment Polk would have made to Tampa 

Electric would have been booked as a cont r ibution in aid of 

5 



1 1 

1 construction ( "CIAC•J and would not have been included 1n 

2 any recovery clause. Such a payment would not have been 

3 properly flowed through a c.apacity cost recovery clause. 

4 The mere !act that Tampa Blectric agreed to a more cost 

5 effective alternative than a CIAC of approximately $2 

6 million should not affect t he regulatory treatment o f tl e 

7 consideration Tampa Electric received in exchange for ~ts 

8 consent to the assignments and modifications of the 

9 standard offer contract . 

10 

11 Q . 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Does this conclude your testimony? 

Yes it does. 

6 



1 

2 

Q 

A 

Would you please auaaari&e , Kr. Ueataa? 

Yea . The purpose of ay te.tilllony b to 

3 address the issue identified as Ho. 23A raga.rding 

4 whether an option payment froa Polk Power Partners t o 

412 

5 Tampa Electric Company, which vaa booked above the line 

6 as "other electric revenues,• shoul d be treated as a 

7 credit in the capacity cost recovery clause examined 

8 during this fuel adjuataent prooeedinq. 

9 The option payaent by Polk Power Partners was 

10 made possible because or a autually acceptable series of 

11 negotiations between Polk Power Partners and Tampa 

12 Electric Company. It vas not a refund of payments made 

13 by our customers . It was a function of Tampa Ele.;tric 

14 conducting a prudent business practice in our day-to-day 

15 operations, ~nd i t represents a contribution towards 

16 Tampa Electric ' s overall revenue requirements which 

17 might otherwise be required of the coapany•s electric 

18 customers. 

19 We believe the option payment we received 

20 should be treated the aaaa as any other revenues . In 

21 addition to the option payaant , our cuatoaars wil! 

22 receive additional fuel savinqs of up to $4.5 aillion, 

23 additional benefits which the Staff has previously 

24 agreed are reasonable as a re•ult of these negotiati ons. 

25 What we have accomplish~ is both fair and ayaaatrical 
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1 for all partiea . 

2 The option payaent vae negotiated ae a 

3 cost- effective alternative to otbarviae conatruct in a 

4 temporary interconnection to the Orange Co. cogeneration 

5 site at a coat of approxiaately $2 aillion. Had the 

6 temporary interconnection conetruction bean perforaed, 

7 the entire payment would have bean booked aa a 

8 contribution in aid of conetruotion, and aa such would 

9 not have been included in any recovery clau ... 

10 Since Tampa Bleotrio ia peraitted to earn a 

11 return within an allovable r&n9a, ve ehould be able to 

12 seek opportunitiea to optiaiae our revenuea, aa well as 

13 striving to identify waya to reduce our coata in order 

1 4 to meet our overall revenue requir ... nta and deter the 

15 need for future rate increaaea. 

16 We agreed to a coat-effective alternative to 

17 the $2 million CIAC, and we aak that you cuncur with our 

1 8 conclusion that the regulatory treablent of the 

19 consideration Tampa Electric received ahould not be 

20 affected by thia fuel adjuataant proceedinq. We ahould 

21 not be penalized tor aaltil\9 tl!e riqht deoiaion . 

2J Thia conclude• ay eu.aary. 

23 MR. BEASLE~: We tender Kr. Kaataa for cross 

2 4 examination. 

25 COMMISSIONER DEASON: Kr. Howe? 
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1 KR. HOWB; 'l'bank you. 

2 CROSS DUIIMATIOM 

J BY HR. HOWE: 

Q 

A 

Hello, Hr. K .. taa. 

Hello, Kr. Hove. 

414 

4 

5 

6 Q With reference to your prafi led taatiaony and 

7 your &WIIIII4ry, the teaporary interconnoction with the 

8 orange Co. cogeneration aita that would h4ve bad to have 

9 been built at a coat of app~oxtaately $2 aillion, why 

10 would that construction have bean naoaaaary in the 

11 absence of tna •attle:ant? 

12 A Tha settlement allowed a delay in providing 

lJ capacity froa that facility. ~nt tha delay, t he 

14 interconnection would have been provided by Tampa 

15 Eloctric to vran~e eo., vhich vould have allowed them to 

16 deliver capacity ~at •n -.rlier data. 

17 There was aolll8 concern by oranqe co. that an 

18 interconnection which waa under conatruction by another 

19 utility company, there vaa aoae concern aa to whether or 

20 not that aight be available in tiae to deliver capacity 

21 to meet the coaaitaent. 

22 Q If Tampa Electric had, in fact, constructed 

23 thia interconnection, would Ta.pa Blactric have incurred 

24 a cost o t approximately $2 aillion? 

25 A 
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1 Q So the Co~MY voulcS bave bad an expenses 

2 inveetment of approxiaately $2 aillion, which would have 

3 been orfaet by a receipt of CIAC in equal amount, would 

4 it not? 

5 That' a exactly oorr.at, Vbicb is why t.hia is a 

6 ~ore coat-effective alternative. 

7 Q When Tampa llactric 1a billed by a qualifying 

8 facility, is it billed aeparetely for capacity and 

9 energy? 

10 A If Tampa Electric Coapany baa a capacity 

ll contract with a cogeneration ouatoaer, tber~ ia a stream 

12 of capacity payments provicSecl the cuatoaer aeet. the 

13 performance criteria that they are entitled to. The 

14 energy payments are cSeterainecS generally on an 

15 hour-by-hour baaie in teras of the payaent. T.he payment 

1 6 to that cuetomer generally qroup together in a single 

17 payment, but the calculation of those two paraaeters are 

18 calculated independently of one another. 

19 Q Does Tampa Electric have a contract with Pol k 

20 Power Partners for the payaent of both capacity and 

21 energy? 

22 

23 

A 

Q 

Yea, it does. 

Is Tampa Electric currently receiving capacity 

24 and energy from Polk? 

25 A Beginning in January of tbu year, ve began to 
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1 receive capacity and energy fro• Polk Power Partners. 

2 The option payment we are aalciD9 reference to was ~~ade 

3 in October of 1993 and bad abaolutely nothing to do with 

4 capacity payments. 

5 0 How was payment ~~ade? Waa it a chec.k from 

6 Polk to Tampa? 

7 A Yes. It waa a vire tranafer . 

8 Q Does the payaant of that -- vhat fa it ca l led? 

9 An option payment? 

1 0 

11 

A 

Q 

Yea. 

Was the payment ot the option payment by Polk, 

12 did that have the effect of reducing receipt• to Polk 

13 from Tampa Electric by an aaount of $1,106,760 over t.he 

14 life of the contract? 

15 

16 

A 

Q 

No . 

Why not? Wouldn't Polk have received an 

17 additional wouldn't the net effect of Polk be that 

18 they would receive an additional $1.1 •illion from Tampa 

19 Elec tric in the absence of the option payment? 

20 A You are adding applea and orange• here. Let 

2 1 me clarify that a moment . The $1.1 •illion that w• 

2 2 agreed upon in term• of an option, other than 

23 temporarily constructing the interoonnection, wae the 

24 option payment I made reference to. 

2 5 In terms ot Polk delivsring capacity 
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1 commencing January of 1995, to the extent they delivered 

2 that capacity and .. t the perforaanca raquir ... nta , then 

3 payment to Polk for the entire aaount of capacity they 

4 delivered, would be made in full. SO those are two 

5 separate issues . 

6 No"', it you want to a44 the faot that they 

7 made a payaent, an option payaent, to ua of 1.1 •illion 

8 and received aomgthing alae froa WI in January of 1995 , 

9 in fact, or the net result• of thoaa two tran•actiona , 

10 then, of course, you will reach ao .. different 

11 conclusion. 

12 Q Wall, the concluaion I ~oaaaarily reach, 

13 isn't it that Polk Power Partner• vill receive $1 . 1 

14 million leaa fro• Tampa Blaotrio? 

15 A No, sir. Polk Power Partnara will receive the 

16 full capacity payment for the capacity they provided to 

17 us in January of 1995 includintJ the entire a nergy 

18 payment aa wall . Aa I aantionad a aoaent ago, thoae are 

19 calculated together and paid in one luap au.. And if 

20 you look at the capacity payaent and the energy payment, 

21 than they received what waa allowed for and provided tor 

22 in the contract. 

23 Q But their net total receipt• in dollar• from 

24 Tampa Electric would necaaaarily be tba receipt of 

25 capacity paymento and energy payaenta net of the cash 
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1 they paid to Tampa Electric of $1.1 aillion, wouldn ' t 

2 it? 

3 A Certainly, if you wanted to include that 

4 expense, that 's correct . 

5 Q Under the original contract between Tampa 

6 Electric and folk, when was Polk aabeduled to start 

7 providing the capacity and anergy to Taapa Electric? 

8 

9 

A 

Q 

In January of 1995. 

What was the benefit to Polk Power Partners 

10 from entering into this option payaant agreement? 

ll A It provided them with two things . The benefit 

12 was, initially, as I mentioned a aoaent ago, it was to 

13 avoid the construction of a temporary interconnection 

14 which would allow the Orange Co . coqan facility t o 

15 deliver capacity to Tampa Electric by January of 1995. 

16 I n lieu of that, we provided Polk Power Partners with an 

17 opportunity to delay delive.ry froa Orange co. to Tampa 

18 Electric by aix months if they elected to deliver that 

19 capacity to us from the Orange co. facility. 

20 In the interia, their Mulberry energy 

2 1 facility, which is the facility to whoa we originally 

22 contracted, is providing the capacity and energy to us 

23 i n January of 1995 as provided for in the original 

24 contrac t . 

25 Q So is the only effect of thia option payment 
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1 to change the point of delivery? 

2 A There are aeveral thinga here vith respect to 

3 the option payment. One ia it•a in lieu of an 

4 interconnection payment, a teaporary interconnection 

s payment, a• I mentioned a aoaent ago. The other option 

6 is an opportunity for Polk Povar Partners to a l low their 

7 Orange Co. facility, if tbay elect that option, to allow 

8 their orange Co. facility to deliver the capacity to 

9 Tampa Electric Company be9inninq in June o! 1995. 

10 

ll 

12 

13 date? 

Q 

A 

Q 

Excuse me, you Nid June~ of 1995? 

July of 1995. 

And vhat vaa tba reference to t he Janua ry 1995 

14 A Well, Kr. Hove, vben tbie contract vas 

15 originally entered into, the in-aarvice date of the 

16 capacity to ba provided Taapa Electric Company was to 

17 commence on January 1 , 1995. That baa occurred. That 

18 capacity ia being delivered to Taapa !leetric company 

19 froa the Mulberry anerw facility beginning in January 

2 0 1, 1995 . 

21 Baaed on EOdificationa to the agreement that 

22 we entered into vith Polk Povar Company -- Polk Power 

23 Partners , vbich included a negotiation with respect to 

24 the interconnection I .. ntioned a aoae~t ago , it ala~ 

25 included ao~e parforaanoa raquiraaanta that were 
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l modified to allow u. to receive that capacity during 

2 on-peak houra, and tbinga of that fashion, whic h 

4 2v 

3 raaulted in the $4 . 5 aillion of additional fuel saving 

4 benefits I .. ntioned a aoaant a9o . 

5 An4 in addition to that package, in terms of 

6 the negotiation• relativ• to that aqreament , we allowed 

7 thea an option to have the capacity that they i ntended 

8 to provide to Tampa Blactric under contract provided 

9 fro• an alternate facility •• of July of 1995. And in 

10 the intaria until that point in tiaa, they would 

11 continua to deliver the capacity t~o• the Mulberry 

12 energy facility. 

13 Q Waa the Mulberry aner9Y facility the voint o! 

1 4 delivery to Tampa Electric under tba original contract? 

15 A Mr . Howe , both of those fac i lities are located 

16 in Florida Po~er corporation •• territory, and the energy 

17 and the capacity would have bean wheeled to Tampa 

18 Electric via an interchange with Florida Power Corp !rom 

19 either facility. So the delivery aacbaniaa is unch~nged 

20 irregardleaa of the location ot the two facilities. 

21 Now, the problea waa that the interconnection 

22 !rom Florida Power Corp to Orange Co . vas in auapect, in 

23 term• of having it available in ti .. to effectuate t he 

24 delivery of capacity troa Orange to TBCO, beginning in 

25 January ot ' 95 . Their facility 1• very cloae to our 
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1 service area between the tvo utilitiea, and it would 

2 have been economically a raaaonable option for thea to 

3 pursue; to have ua conatruct a t .. porary interconnection 

4 facility, which ia what be9an the initial negotiations 

5 with respect to tbia entire aatter. 

6 You miaaed aucb of the diacuaaion during the 

7 agenda conference, and to atep in at tbia point, puts 

8 you at aomewbat of a diudvanta9e. 

9 Q If a aettl .. ent between Taapa Electric company 

10 and Polk Power Partnera bad -- or hypothetically had 

11 gone the other way and it required Taapa Electric 

12 Company in advance of the effaotiva date of the 

13 cogeneration contract to aake a oaab payment to a 

14 cogenerator of, let'a uy, $1.1 aillion, would Tamp4 

15 Electric conaider that to be either a fuel or purchased 

16 power coat for which it would be entitled to recovery 

17 through the fuel adjuataent elauaa? 

18 A I can't -- well, I waa 90in; to eay I can ' t 

19 envision any circumstance or axaap.le that you •ve 

20 painted, but I can now; and the anawar would be, yea. 

21 And the c ircumstance ia aucb that in aituationa whereby 

22 the company advance• capacity payaenta to cogener ator: 

23 in advance ot the in-aervioe data, we call thoae •arly 

24 capacity paymenta. And aa aucb, we aay recover those 

25 payment• froa our cuatoaara in tara& of the fuel 

FLORIDA PUBLIC SIRVICK ~SSION 



422 

1 adjustment, the capacity recovery clause. 

2 Q Ia the only difference the naae given to the 

3 payment whether it ' s capacity payaent or option payaent? 

4 A No. There ia a tr~ aaount of 

5 difference bare. We are talkinq ahout t wo d i fferent 

6 t hinga entirely. 

7 Tbia payment ba• ~olutely nothing to do with 

8 capac ity payments. Thi• payaant ia in lieu, and was 

9 negoti ated in lieu ot ua constructing an interconnection 

10 line to Oranqe co. The capacity that Polk and orange 

ll will ultimately d•li v.r t o Taapa aleotric company will 

12 be s uch that it they aeet the pertoraance requirements, 

13 they will receive compensation tor capacity deliver~, 

l4 the full capacity delivered. An4 eo our cuatoaera will 

15 be receiving what we contracted tor. 

16 Q Would you agree the net financial burden on 

17 Tampa Electric though tor ita ooap.lete buaineaa dealing 

18 with Polk Power Partners will be $~.1 aillion lese? 

19 A No, air, I can't agr .. to that. It you look 

20 at the other alternatives that vera possible, and you 

21 touched on one ot thaa whereby the revenue and the 

22 expense, had the interooMeotion been constructed, would 

23 have been a wash as tar aa Taapa aleotric was concerned 

2 4 under that particular exaaple. And payaenta to the 

25 cogenerator tor the capacity and energy he de livereu to 

~LORIDA PUBLIC SDV:IC. COKHISSION 



423 

1 us, which ia the same capacity ancS enerqy ne ia 

2 delivering to us today, would bave been recovered as 

3 received , aa those benefits were received, through the 

4 fuel adjustment clause. 

5 So I •a not aura I understood your question or 

6 that I agreed with your other question. 

1 MR. HOWE: I have no further questions. 

8 MR. McWHIRTER: ' I bave no questions of 

9 Mr. Mestas. 

10 COMMISSIONER OBASOMz Staff? 

11 CROSS BXAMINATION 

12 BY MS. BROWN: 

13 Q Mr . Mestas, we are not going to get into the 

14 merits of the standard offer contract that was 

15 renegotiated by TECO and Polk because the ColiiJDisaion has 

16 already ruled on that. We are going to liait our 

17 questions just to tbe aanner of treataent of the dollars 

18 associated with the option payment. 

19 Now, in your testiaony you stated that the 

20 option payment would have coat the c oqenerator $1. 1 

21 million, or did cost the coqenerator $1 . 1 aillion, as 

22 opposed to $2 aillion that it would have coat the 

23 cogenerator to pay for a teaporary i .nterconnection cost; 

24 is that correct? 

25 A That's approximately correct, yea, around 
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l there . 

2 

3 

4 

Q 

A 

Q 

Yes? 

Yes. 

The point I'• trying to •treaa here is that 

5 either way, the cost• that oaae froa the coqener ator 

6 the c.oqenerator paid tha co•t• either way ; is that 

7 correct? It reimburaed - - if it had built the 

8 interconnection, it would have bad to reimburse Tampa 

9 Electric Company for the co•ta to construct that, 

10 correct? 
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11 A Yes. We would have had that expense, and they 

12 would have reimbursed ue f or that expen•• · 

13 Q Yes . And a• it wa•, they paid you $1 million 

14 to execut4 the option agraeJIIAll\t inatead, correct? 

15 

16 

A 

Q 

That ' • correct. 

so the cost• that vera •••ociated with either 

17 one of those alternative• fall to tba coqenerator, not 

18 to Tampa Electric? 

19 A Well, as I mentioned a •oment ago, we mutua l ly 

20 just agreed. And it wa• a benefit to the cogenerator, 

21 but he now had $1 •illion in co•t r a ther than $2 million 

22 in costa. 

23 Q Let me repeat •Y qu .. tion, and would you 

24 please ans wer ye s or no? 

25 A 
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2 

3 

4 

5 

Q 

A 

Q 

A 

Q 
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The answer ia y .. ? 

It was a $1 aillion coat to the coqenerator. 

To the cogenerator --

Yes . 

-- not to Tlllllpa BlectrJ-o Company. Thank you. 

6 Tampa Bleotrio Coapany, bov•ver, ~id receive 

7 the revenues from the option trenaaction, correct? 

8 

9 

10 

A 

Q 

A 

11 line. 

12 Q 

13 benefits; 

14 A 

15 Q 

16 

17 contract, 

Yea, ma 1 llJil, 

Okay. 

But there's other electric revenues above the 

Right. Tampa Electric Coapany received the 

the coqenerator paid the coats, correct? 

Both parties received benefits . 

That is true. I aqree with you on that. 

Now, with r«U!~Qt to the atandard otter 

Tampa Electric Coapeny baa the obligation 

18 under the terms of that atan4ard otter contract t:: make 

19 capacity and enerqy payment• to Polk Power Partners -- I 

20 guess it's the Mulberry facility now. I• that correct? 

21 

22 

A 

Q 

That's correct. 

And as Mr. Howe vaa aakinq you, there are 

2 3 those two compone.nt s of Taapa Blectr ic Company 1 s 

24 obligations under the standard offer contract: The 

25 capac ity payment component and the energy payment 
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1 component, correct? 

That '• correct. 2 

3 

A 

Q The c.apacity payaent c~nant r..aina fixed ; 

4 is that correct? 

5 A We1l, it remaina fixed for the life of the 

6 contract. But within that capacity payaant atream are 

7 built in eaca1ationa, ao it•a not the ..... quantity; the 

8 payment atreaa ia fixed. 

9 Q It is fixed froa the date of execution of the 

10 contract, correct? 

11 

12 

A 

Q 

Yea. 

The energy payment coaponent, hovavar, can 

13 fluctuate; ia that correct? 

14 A That ia correct. It • • ba•ed on the hour by 

15 hour of marginal costs or the average charge-out rata 

16 for our Big Band 4 Unit, whichever ia leaaer . 

17 Q An<! it can go up. If it fluotuatea, it can go 

18 up and down, and is there a 

19 A It could never be greater than the average 

20 charge-out rate of Big Band 4 Unit . 

21 

22 

Q 

A 

Right. 

But it generally vould fluctuate below that; 

23 in the neighborhood of $11 to t12 .in aeqavatt hour• 

24 sometimes . 

25 Q Now, the obliqation that Taapa Electric 
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1 Company haa under the tar.. of the atan4ard offer 

2 contract to aake theu capacity payaanta and energy 

3 paymenta to Mulberry are recovered dollar for doll~r 

4 !rom Tampa Electric Company•• ratepayer• through the 

5 capacity coat recovery clauae; i• that correct? 

6 A To the extent those payaanta are ude, yea, 

7 ma•aa . 

8 MS. BROWN : Just a aacond, Coaaiaaioner. 

9 (Pause) 

10 Q (By Ka. Brown) So TBOO ta , in ••••nee, 
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11 guaranteed dollar-for-dollar recovary of all payments to 

12 the coqenerator froa the ratepayer; and the co•pany 

13 bears none ot the riaka aaaociated vith •ny fluctuating 

14 energy costa that may ariae under that contract, 

15 correct? 

16 A The payments are baaed on avoic!ed energy coat 

17 and, theoretically, it'a coat that ve vould otherwise 

18 incur if the coqanerator were not there. so 

19 conceivably, it for aoae aonth or period of tiae the 

20 coqenerator was unable to perfora and provide the 

21 contracted commodity, then conceivably we could provide 

22 it at our coat, and the impact on our ouato••r• would 

23 have been unchanged. 

24 Q But aa you aay, conceivably, tbat could 

25 happen. What happens --
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2 

A 

Q 

Wel.l , that ia what happana . 

But it hasn't all right . 
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3 would you agrae, thouqb, that t~e capacity 

4 coat reccvery clauae ia a dollar-for-dollar recovery 

5 mechanism? 

6 A It ' • a dollar- for-dollar recovery aechaniam 

7 for dollar• spent by the cuatoaara for benefit• recoived 

s by the custoaera . In other vorda, the point 1 waa 

9 trying to aake earlier waa tbat thia option paywent is 

10 unrelated t o a capacity payaent . 

11 our customer• aade no expenditure with respect 

12 to the contribution froa Polk Power Coapaniea for the 

13 avoidance of the interconnection. And it' a why I 

14 t hought that the timing , whereby I aada reference to tho 

15 option paym.ent of October 1993 in ltbe delivery of 

16 capacity to Tampa Electric Company froa Polk Power, Polk 

17 Power Partners, beginning in January of 19~5 -- January 

18 of 1995 waa the first occaaion our ouetoaera had to ma~e 

19 the capacity payment fot the benefita they received. 

20 Q You state in your t .. tiaony that -- and you 

21 said here -- you credited the option payment to other 

22 electric revenues and that repreaenta a contribution 

23 toward Tampa Electric'• revenue requir.aant7 

24 A Yea, ma'am. 

25 Q And by •r6venue raquireaent,• you are 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

referring to money that Tampa Electric noed• to cover 

its base rate costa and to earn a tair rate of return on 

ita investment, correct? 

A Yea, ma ' am. 

Q So when you apeak ot revanua requir8llent , you 

do not consider tbe 11onvy ~t TBCO coll-ect• fro• its 

adjustment clause, aucb as the tuel an4 purchased power 

clause, to be part: of the revenua requir ... nt, correct? 

A Th.at ' • correct. 

10 Q would you agree that there ar• aany factors 

ll that affect TECO'e ~ility to •ob1•ve it• base rate 

12 revenue requirement , such as aild weather, loss of 

13 customers or an increase in ba .. rata co•ts? 

14 

15 

A 

Q 

Yea. 

so in any qivan year, TECO bears the risk of 

16 meeting its revenue requir8J1ant1 is that correct? 

17 A Yes . 

18 Q Would you aqrae that aa a qeneral principle, 

19 the commission attempts to aatcb the benefit• of a 

~ o transaction to the riake of that transaction? 

21 A I would think so, yes. 

22 Q So if the ratepayers are bearioq the risks 

23 of -- primarily bearinq the risk ot the cogeneration 

24 contract that you have with Mulberry, shouldn't they 

25 also receive the benefits? 
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1 A 

2 resporuae. 

3 

4 

5 

Q 

A 

Q 

-4 30 

Please allow .. to elaborate a aoaent on that 

C&n I bave a •y .. • or •no• aruaver? 

Give aa the queation again. 

Would you aqree, aa a general principle, that 

6 if the ratepayer& are goinCJ to bear the riaka associated 

7 vith the cogeneration contract that you have vith 

8 Mulberry, that they ahould alao receive the benefits? 

9 A Y... And if you • 11 allow ae t o elaborat• a 

10 IIOIIGnt. 

11 Q Go ahead. 

12 A Aa I aentioned a aoaent ago, ther• are 

1 3 substantial be.nefita tbat the COCjJan~Uatora are rece ivi ng 

14 vith reapect to tbia contract that they vera not going 

15 to receivo prior to the reviaiona or the negotiations to 

16 it. The additional $4.5 aillion which they vil l bt. 

17 direc t benetic iariea of in teraa of lover fuel cost, 

18 that ia a direct benefit aa a raault of tbia 

19 negotiation, which they othervi .. vould not have 

20 received. 

21 If you l ook at the coabined bene f i t• 

22 associated with this package, •• far aa I can te l l, 

23 hopefull y, there are three vinnara in thia agreement. 

2 4 Everyone von . 

25 Polk Po~ar Partner& von ln that the y reso1vod 
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1 an issue that's half of what their costs otherwise would 

2 have been. our ratepayers received benefits ot $4 . 5 

3 million or aore that they otherwise would not have 

4 received. And Tampa Electric Coapany booked $1 million 

5 as other electric revenuGs -- $1.1 aillion as other 

6 electric reve.nuea, above the l ine, to help us meet our 

7 expenses and to provide ua an opportunity to earn with in 

8 an allowable range of return. So, yea, they received 

9 benefits aa we all did. 

10 Let ae focus on the risks a moment. That's 

11 the other aide ot the equation. Those are the benefits. 

12 The contract that Tampa Electri c company 

13 entered into in late 1980 with Polk Powe.r Partners, the 

14 stand.ard otter contract that you aade reference to a 

15 moment ago, envisioned risks aaeociated with these 

16 contracts. And it included a discount, it you'll 

17 recall, an sot tull avoided coat discount such that the 

18 capacity purchases from ooqenerators who executed that 

19 stand.ard otter contrac t was discounted initially in 

20 order to offset some of the risks. 

21 Number two, with respect to this agreement, 

2 2 there are no early capacity payaenta. There are no 

23 premature payments tor capacity that our ratepayers must 

24 attempt to recover over the lite ot the contract . 

25 The agreement w~ have with Polk Power Partnerg 
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1 is if they deliver capacity, ... t the perforaance criteria, 

2 they receive payment. If they don ' t, they don't. 

3 So to the extent they fail to perfora the 

4 capacity payments that va would otherviae use t o 

5 purchase capacity froa that ouat:osar, could be usad to 

6 purcha.se capacity froa other aouroaa. Our customers are 

7 clearly better off today than thay vera prior to the 

8 negotiations. 

9 Q I just have one final ~ .. tion. Tampa 

10 Electric vaa able to benefit froa the option payment 

11 from Polk because of the standard offer cont.ract that it 

12 had with Polk Power Partnera , correct? 

1 3 A I don • t necessarily aqrea with that. I a t hat 

14 a question? 

15 

16 

Q 

A 

Yes. 

Okay. The way I would like to look at it is 

17 we had a contract with Polk Power Partners to deliver 

18 capacity beginning in January 1995. Tbey are doing that. 

19 They are doinq that. 'l'ba contract did not 

20 have to be changed for thea to do that. What ve did was 

21 we entered into a negotiation with th- vbich allovad 

22 them to use a different facility to provide the capacity 

23 which vas going to be wheeled to ua i n either event from 

24 Flor i da Power Corporation. And in lieu of building an 

25 intorconnect to them to allow thea to ftccomplish that by 
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1 the in- servic-e date, we provided thea vit.b an 

2 opportunity to delay that and delay building the line by 

3 granting th~ a six-month delay. 

4 Eo I would lilta to look at the contract for 

5 the purchase of capacity an4 anergy aa .. para~ tor the 

6 negotiated agreement we made with the supplier. 

7 MS . B.ROWN: No further questions. 

8 COMMISSIONER DEASON: eo .. iaaionera, 

9 questions? 

10 Mr . Mestas, I have a que•tion. The temporary 

11 interconnection that was avoided , is it avoided totally 

12 now; or is it going to have to be constructed at some 

13 point? 

WITNESS MESTAS: No 1 •ir., it' Q totally 

15 avoided. 

16 COMMISSIONER DBASON: Okay. And it would have 

17 been necessary to have conatruoted that •o that the 

18 contracted-for e.apaeity could have bean provided at the 

19 anticipated due date? 

20 WITNESS MESTAS: So that the contracted 

21 capacity froa the Orange co. facility could have bean 

22 delivered to Tampa Bleotric on the in-service date from 

23 the orange co. facility. 

24 COMMISSIONER DEASON: Now, hov does Orange Co. 

25 fit i nto the future plana of TBCO? 
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1 WITNBSS NBB'l'AS: Well, to the extent that 

2 thatcuetomer exarciaea -- the Polk Power Partners 

3 exercieea the option to have the Orange Co . facility 

4 deliver the remaining capacity co .. itment to Tampa 

434 

5 Electric Company beq1Minq in July ot tbia year, then it 

6 will be the tacility which provid .. a c~tracted 

7 capacity to ua . It will be delivered to Florida Power 

8 Corporation, which will then, of courae, deliver it to 

9 Tampa Electric Company. 

10 Polk Power Partnera ia a holding company; and 

11 it you recall, they bad the two facilities: The 

12 Mulberry energy facility and the Orange co. f,.cility 

13 And aa I mentioned a aoaent a9o, the Mulberry fac ility 

1 4 1• providing the capacity baaed on the in- aervice date 

15 required by the cogan contract of January 1995. 

16 Baaed on our ne<JOtiated a~eement and the 

17 varioua terma that we apoke of at tbe agenda conference, 

18 the changin.g in the perforunce requiroenta and things 

19 of that fashion, they have an option that they can e lect 

20 to provide that capacity to Ta111pa IBlectric Company from 

2 1 thia alternate, the Orange co. facility, if they elect 

22 to do so. And I would iaagine they are going to 

23 exerciae that option. 

24 They had intended to provide the capacity 

25 totampa Elec tric Company froa the Granqe co. facility on 
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1 or before January 191!5. But the thinq that vas delaying 

2 that vas their concern about whether or not an 

3 interconnection would bava bean completed on time . That 

4 interconnection vas tba interconnection they vera going 

s to have with the Florida Power Corporation to that 

6 facility . 

7 And ao, beoauaa of that concern they 

8 negotiatod with ua about initially, vall, could we 

9 provide a taaporary interconnection to the orange Co. 

10 site so that they could deliver the capacity to us? we 

11 said va could. Aa va diacuaaed it further, ve reached 

12 aconoluaion that it would be in everybody's beat 

13 inter .. t that in lieu of apan4intJ $2 •illion to build 

14 something and then taka it back down, all the parties 

1 5 could benefit by thi• option payment that we discussed 

16 earlier today. 

17 COMMISSIONER DBASON: The Power Corp 

18 interconnection will be ooaplatad by July? 

19 WITNESS KEB'l'AB: Yea. 

20 COMMISSIONER DEASON: ~Wdirect? 

21 MR. BEASLEY: I have no rllCiiract, air. 

22 COMMISSIONER DEASON: And I believe there is 

23 no exhibit? 

24 MR. BEASLEY: No exhibit. 

25 COMMYSSIONBR DPASONa Olcay. Very wall. 
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2 

3 

4 

TMM you, K&". JCestas. 

(Witneaa xeataa axouaed.) 

COMMISSIONER DBABONc That concludes all 

5 w i tne.sses in the 01 docket? 

6 KS· BROWNe Yea, it doaa, Co-issioner. 
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7 COMMISSIONER DBASO!h Okay. What is remaining 

8 in the 01 Docket? 

9 KS. BROWN 1 What ia remaining ia the 

10 Commission's decision on the outatanding issues . 

ll COMMISSIQN~ DBASONI Did we contemplate any 

12 type ot closing &rCJWDant or anything ot that uctture ? 

13 KS. BROWN: I think that would be appropriate 

14 here. It's not contemplated in the Prehearing Order; 

15 but becaus" probably the Coaaiasion will want to m.ake a 

16 bench dQci~iQn in the case, I think that would 9ive all 

17 the parties the opportunity to sua up. 

18 COMMISSIONER DEASON: Okay. Well, I'• not 

19 going to do that now. We're going to aova into 02. 

20 To the extent parties wieh to aalce clos i ng 

~ l statements, it may be tomorrow. And it they wish not to 

22 be here tomorrow, then they waive their right to closing 

23 statement. We are going to ;o into 02 at this time. 

24 MR . KAUFMANN: CO.•i .. ionu, betore you do 

25 that, regarding closing arquaanta, is there the 
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l po~Pibility, from what I can aee froa the Prehearing 

2 Order, of a briefing •• an alternative? 
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3 We can do it on a pretty quiak schedule, but I 

4 think that there ia a lot of inforaation that was 

5 brought out on these iaau... An4 I think a bstter 

6 pr9sent~tion could be aade in the ~ora of a brief . 

7 COMiMISSIONBR DEASON: If you can write it 

8 tonight and present it toaorrow, that'• tine. But WQ're 

9 going to hAve either a brief or closing argument 

10 tomorrow, an~ a decision vill be aade tomorrow. 

ll MS. BROWN; COMi!ll!llioner# it I •iqht just 

12 point out tor the record, on Page 4 of the Prehearing 

13 Order under "Posthearinq Procedure•" the firs~ sentence 

14 reads: "Unless the Cowaiaaion reacbea a decision on the 

15 issues in thia case froa the bench , Rule 25-22.056 

16 provides that the partiea aball file poothearing 

17 statements.• 

18 COMMISSIONER DEASON: I'a aorry, where are 

19 you? You're on Page 4? 

20 MS. BROWU: Page 4. 

21 CQHMlSStONBR DEASON: Under? 

22 

23 

24 

MS. BROWN: Posthear inq procedure a. 

COHIMl:SSIONBR DBASON; Okay. 

MS. BROWN1 Tbe Prebearing Order conte.mplates 

25 that if the Commiaaion decidea to reach a bench decision 
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1 in the fuel docket, there will be no poathearing 

2 filings. 

3 

4 

5 

COMiKISSIONER DBASO)I': Very well. 

We are going to aove into 02. 

MR. CHILDS: eo--iaaioner, could I be excused 

6 on 01 until tomorrow aornin9? You ''re not going to 

7 proceed with 01 any furtber? 

8 COMMISSIONER Dl.lSO)I's I'll tell you what my 

9 plans are; we are qoinq to work until 5: oo. 

10 MR. CHILDS: Okay. 

11 COMMISSIONER DEASON: But we are not going to 

12 go past 5:00. If by aoaa airacle we were going to 

13 conclude 02 and we can qet to closing ~quments on 01 

14 before 5:00, we'll do it. 

15 MR. CHILDS: All right, fine. 

16 COMMISSIONER DBASONs But I don't know what 

17 the likelihood of that ia. It aay be that 02 will take 

18 ua until 5:00. 

19 ••••• 

20 (Thereupon, the hearinq adjourned at 4:00 p.m, 

21 to reconvene at 9:30 a a. , at the aaae location at the 

22 same address.) 

23 ••••• 

24 (Transcript continu .. in aequence in Volume 4.) 

25 
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