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January 24, 1995

VIA FEDERAL EXPRESS

Florida Public Service Commission
Division of Records & Recording
101 East Gaines Street, Room 107
Tallahassee, FL 32399-0850

Re: Docket No. 950001<B1

In Re: Fuel and Purchased Power Cost Recovery Clause and
Generating Performance Incentive Pactor

Dear Sir or Madam:

Enclosed herewith please find the original and fifteen copies of
the direct testimony of Steven M. FPietek which is being filed in
conjunction with the Petition for Leave to Intervene of Florida
Steel Corpgration which was previously filed with this Commission.
. b//also enclosed herewith is a diskette of this testimony.
ACK ¥

Ei:;) Very truly yours,
SALEM, SAXON & NIELSEN, P.A.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: FUEL AND PURCHASED POWER
COST RECOVERY CLAUSE AND
GENERATING PERFORMANCE INCENTIVE
FACTOR

DOCKET NO. 950001-E1l

NOTICE OF FILING OF TESTIMONEY
OF STEVEN M. FIETEK

Florida Steel Corporation hereby files the attached testimony
of Steven M. PFeitek in support of the Petition f{or Leave to

Intervene of Florida Steel Corporation.

Respectfully submitted,
FLORIDA STEEL CORPORATION

. Mavan f) e/t
Richard J. Salem
Florida Bar No. 152524
Marian B. Rush
Florida Bar NO. 373583
SALEM, SAXON & NIELSEN, P.A.
One Barnett Plaza
101 East Kennedy Boulevard
Suite 3200
Post Office Box 3399
Tampa, FL 33601
Phone: (813) 224-9000
Fax: (813) 221-8811

Peter J.P. Brickfield

Brickfield, Burchette & Ritts, P.C.
1025 Thomas Jefferson Street, N.W.
Eighth Floor, West Tower
Washington, D.C. 20007-0805

Phone: (202) 342-0800

Fax: (202) 342-0807

Dateds: January 24, 1995




CERTIFICATE OF SERVICE
DOCKET NO. 950001-El

I HEREBY CERTIFY that a true and correct copy of the Notice of
Filing of Testimony of Steven M. Fietek has been furnished via U.S.
Mail this 24th day of January 1995, to the following:

Martha Brown, Esq.

Division of Legal Services
Florida Public Service Commission
101 East Gaines Street
Tallahassee, FL 32399

Joseph A. McGlothlin, Esq.

John W. McWhirter, Jr., Es&q.
Vicki Gordan Kaufman, Esqg.

315 §. Calhoun Street, Suite 716
Tallahassee, FL 32301

G. Edison Holland, Esq.
Jeffrey A. Stone, Esq.
Beggs and Lane

P.0. Box 12950
Pensacola, FL 32576

Floyd R. Self, Esq.

Messer, Vickers, Caparello, Madsen,
Lewis, Goldman & Metz, P.A.

P.0O. Box 1876

Tallahassee, FL 32302-1876

Richard A. Zambo, P.A.
598 S.W. Hidden River Avenue
Palm City, FL 34490

John Roger Howe, Esq.
Office of Public Counsel
111 West Madison Street
Room 812

Tallahassee, FL 32399

Lee L. Willis, Esq.

James D. Beasley, Esqg.
MacFarlane, Ausley,
Ferguson & McMullen
P.0. Box 391

Tallahassee, FL 32302

James A. McGee, Esqg.
Florida Power Corporation
P.0. Box 14042

St. Petersburg, FL 33733

Frentice P. Pruitt, Esqg.

Legal Services

Florida Public Service
Commission

101 East Gaines Street

Tallahassee, FL 32399

Matthew M. Childs, Esq.
Steel, Hector & Davis

215 South Monroe, Suite 601
Tallahassee, FL 32301-1804

N ey D Ao

RICHARD J. SALEM
MARIAN B. RUSH
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January 24, 1995

VIA FEDERAL EXPRESS

Florida Public Service Commission

Division of Records & Recording

101 East Gaines Street, Room 107

Tallahassee, FL 32399-0850

Re: Docket No. 950001-El
In Re: Fuel and Purchased Power Cost Recovery Clause and
Generating Performance Incentive Factor

Dear Sir or Madam:

Enclosed herewith please find the original and fifteen copies of

the reformatted testimony of Steven M. Fietek, to be substituted

for the testimony filed on January 24, 1994.

Very truly yours,

SALEM, SAXON & NIELSEN, P.A.

/) avanw 8.

Marian B. Rush

MBR/nr

Enclosure

cc: Peter J.P. Brickfield, Esq.
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Martha Brown, Esq.

Division of Legal Services
Florida Public Service Commission
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January 24, 1995 Purpose of Testimony

1._PURPOSE OF TESTIMONY

> 0 » L

Would you please state your name, address, and occupation?

My name is Steven M. Fietck. My business address is 2150 Dain Bosworth Plaza,
60 South Sixth Street, Minneapolis, Minnesota. I am a consultant with Dahlen,
Berg & Co., a consulting firm specializing in energy-selated matters.

What is the purpose of your testimony?

The purpose of my testimouny is to address deficiencies in Florida Power & Light
(FPL) Company's petition for approval of fue! cost recovery factors and capacity
cost recovery factors as filed by FPL in Docket No. 950001 -El, dated January 17,
1995.

By whom were you engaged?

Dahlen, Berg & Co. was engaged by Florida Steel Corporation (Florida Steel) who
operates a steel recycling and manufacturing plant in Jacksonville, Florida. Florida
Steel is a customer of FPL who purchases electric power pursuant to FPL's
Commercial/Industrial Load Control Program (CILC-1) tariff. Florida Steel’s
Jacksonville facility is one of FPL's largest industrial customers, with a peak load
of nearly 45 mW and annual energy consumption of nearly 220,000 mWh. The
cost of doing business for Florida Steel is directly and substantially affected by
FPL's electric rates. Therefore, Florida Steel is interested in assuring that rates
charged by FPL are reasonable.

What is the scope of work you performed in this case?

| reviewed FPL's petition, direct testimony, and exhibits filed in this case.

How is your testimony organized?

My testimony is presented in the following sections.

e Section I1I, Natural gas costs are overstated by $65.5 million
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January 24, 1995 Statement of Qualifications

« Section IV, Equipment modifications should be capitalized and depreciated

« Section V, Purchased power capacity cost allocations should be reviewed

[1._STATEMENT OF QUALIFICATIONS

Please summarize your expecience in the area of public utility regulation.
1 conducted discovery, performed analyses and prepared testimony o behalf of the
lowa Energy Consumers related to M dwest Power Systems’ filing for a general

rate increase in Jowa State Utilities Board Docket No. RPU-94-4.

I conducted discovery, performed analyses and prepared testimony on behalf of the
Coalition of Industrial Energy Users related to IES Utilities, Inc.’s filing for a

;mcrﬂm:incrw:inlnmimﬂdlﬂuﬂuudbodmﬂn. RPU-94-2.

1 conducted discovery, performed analyses and prepared testimony on behalf of the
Minnesota Alliance for Fair Competition related to subsidization and cost

allocation issues in the marer of its complaint against Minnegasco, a Division of
Arkla, Inc., in Minnesota Public Utilities Commission Docket No. G-008/C-91-

942.

1 conducted diswwry.pu'lwmldmﬂpumdmod:dmmuofmiu
study on behalf of the Minnesota Energy Consumers related to Minnegasco's filing

for a general rate increase in Minnesota Public Utilities Commission Docket No,

G-008/GR-93-1090.

1 conducted discovery, performed analyses and prepared testimony on behalf of the




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

25

January 24, 1995 Statement of Qualifications

Northern lllinois Committee for Fair Competition related to cost allocation and
subsidization issues in the matter of its complaint against Northern Illinois Gas
Company, NICOR, and NICOR Energy Services in Illinois Commerce

Commission Docket No. 93-0111.

1 conducted discovery, pecformed enalyses and prepared testimony on behalf of the
Minnesota Alliance for Fair Competition on the value of Minnegasco’s name and
reputation in Minnesota Public Utilitics Commission Docket No. G-008/GR-93-

1090.

I conducted discovery, performed analyses and prepared testimony on behalf of the
wnnmcwmmawmmmm o cost
allocation and subsidization issues in Wisconsin Power & Light Company’s filing
for a general rate increase in Public Service Commission of Wisconsin Docket No.

6680-UR-109.

I conducted discovery, performed analysis and prepared a report oa behalf of
Nebraska Municipalities in KN Energy, Inc.’s 1993 filing for a gas rate increase in
Nebraska.

Do you have any additional experience evaluating company filings to determine if
proposed costs to provide a service are necessary, prudent, allowable according (0
applicable regulation, and properly allocated o customers?

Yes. lhmuWuWhMmympmpmm as an
Auditor and Supervisory Auditor with the Department of Defense, Defense

Contract Audit Agency. I have pecformed and supervised the performance of




10
1
12
13
14
15
16
17
18
19
20
21
22
23
24

25

January 24, 1995 Natural Gas Costs are Overstated by $65.5 Million

audits to deteemine if the costs allocated to a service are necessary, prudent,
allowable according to applicable regulation, and properly allocated to customers
for each service. These audits are performed based on the principics contained in
the Cost Accounting Standards, the cost principles contained in the Federal
Acquisition Regulations, and the cost principles of the Office of Management and
Budget.

Would you outline your educational background?

In 1981, I gradusted cum laude with. a B.A. degree in business administration,
major emphasis in professional accouating, from Eastern Washington University,
Cheney, Washington. In May 1985, I successfully completed the Certified Public
Accountant examination and received certification in November 1985.

Please describe your professional background.

From 1982 to 1983, 1 worked as a staff auditor with Lincoln Mutual Savings Bank
From 1983 to 1984, 1 was a staff accountant, also with Lincoln Mutual Savings
Bank. From 1984 to 1989, I served as an anditor and a senior auditor with the
Department of Defense, Defense Contract Audit Agency. From 1989 o 1993, 1
was a Supervisory Auditor, also with the Agency. In 1986 and 1987, I also taught
a principles of cost accounting course at Highline Community College. In
February 1993, I joined Dahlen, Berg & Co. as a consultant.

What is FPL's projected total cost of fuel for the period April 1995 through

September 19957
FPL has included in its Fuel Cost Recovery filing a projected total cost of fuel of
$544,755,274 for the period April 1995 through September 1995, as shown in FPL
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January 24, 1995 Nartural Gas Costs are Overstated by $63.5 Million

Appendix II, Schedule E3, page 1, line 6.

Q. Hnwmmrlypﬁnfﬁldhnmmwﬂinhpmjmﬁmu]fu:lcmtuf
$544,755,274 for the period April 1995 through Scptember 19957

A. As shown on Exhibit ___ (SMF-1), Schedule 1, FPL has included five types of
fuel in its total fuel cost of $544.8 million for the peciod April 1995 through
September 1995: Heavy Oil ($150.1 million), Light Oil (50.9 million), Coal
($51.2 million), Natural Gas ($287.7 million) and Nuclear ($54.9 million).

Q. Mmm'smmmmwﬂwdmwlmmummm
on FPL's total projected cost of fuel®

A. Because natural gas represents 52.8% of FPL's total projected fuel cost from April
1995 through Scptember 1995, the cost of patural gas will have the greatest effect
on FPL’s total fuel costs during this period.

Q.  Have you reviewed FPL's natural gas cost projections?

A. Yes. 1 have reviewed FPL's natural gas cost projections and have found several
facts in FPL's filing which demonstrate that FPL's natural gas cost projection is
overstated by at least $65.5 million.

Q  What facts in FPL's filing support this conclusion?

A. First, FPL's filing of its actual October 1994 and November 1994 fuel costs shows
that FPL overestimated its natural gas costs by more than 31%, when the actual
average cost of $1.7392 per Mcf is compared to the estimated average cost of
$2.5349 per Mcf (FPL Appendix III, Schedule A6, line 45). Second, FPL
admitted that its original fuel cost estimate for October 1994 through March 1995
was overstated and reduced its estimate by 18.8% stating:

The originally projected average unit cost of natural gas generation for the
six month period [October 1994 through March 1995] was $20.130/Mwh
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January 24, 1995

Natural Gas Costs are Overstated by 365.2 Million

and the updated estimated average unit cost is $16.343 per mWh. This
18.8% decrease in the average unit cost of natural gas is primarily due to
higher than projected U.S. supply of natural gas resulting from increased
domestic deliverability, Canadian imports and storage capability. (FPL
Appendix 111, Exhibit BTB-6, page 6, note 6)
Third, FPL admitted in the direct testimony of Rene Silva that "it is projected that
these factors will result in 1995 average natural gas prices remaining essentially the
same as 1994 average natural gas prices.” (Page 8, lines 17 through 19)
Did FPL recognize this lower average cost of natural gas when it projected its
natural gas cost for the period April 1995 through September 19957
No. FPL did not recognize this lower actual average cost of natural gas when it
projected its natural gas costs for the period April 1995 through September 1995
but instead continued 1o use its higher original estimate for October 1994 through
March 1995 as the starting point for projecting its future gas costs.
What is the average cost of natural gas included in FPL's fuel cost projection for
the period April 1995 through September 19957
Thuuuuemstdmnlmindﬂdhm'smconprojmionfurm:
period April 1995 through September 1995 is $21.16 per mWh as shown in
Exhibit___ (SMF-1), Schedule 2, or 29.5% greater than FPL's revised estimated
cost of natural gas of $16,343 per mWh for the peciod October 1994 through
March 1995.
Has the cost of natural gas increased since FPL revised its natural gas cost
estimates for the period October 1994 through March 19957

No. The cost of natural gas has not increased since FPL revised its natural gas

cost estimates for the period October 1994 through March 1995. In fact, the cost
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January 24, 1995 Equipment Modlfications should be Capitalized and Depreciated

should be capitalized and depreciated over the remaining useful life of cach plant.
How should FPL's propased equipment modifications be recovered from FPL's
ratepayers?

FPL's proposed equipment modifications should be recovered from FPL's
ratepayers in the same manner as other investments in plant and equipment are
recovered. FPL should include the cost of the modifications in its rate base and
the related depreciation cost in its O&M expeases. FPL can file a general rate case
1o recover these costs from ratepayers whenever FPL believes it has an overall
revenue deficiency.

What umnﬂmmmwhpwn.imﬂlhno{aquipmm
modifications?

On page 19 through 21 of Rene Silva's direct testimony, FPL requested that the
Commission allow it to expense the entire $2.8 million of proposed equipment
maodifications and Wﬁhmﬁreﬂh?ﬂ'lﬂmmhumfm the
period of April through September 1995.

Should the Commission approve FPL's proposal to recover this type of cost
through the fuel cost recovery factor in this case?

No. The Commission should not approve FPL's proposal 1o recover this type of
cost through the fuel cost rmvuyfmlndthmbmuFFL'lpmpma!
requires current ratepayers to pay more than those costs which are required for
providing them service.

How does FPL's proposal result in a mismatch of revenues and expenses?
FPL'spmposﬂwupm:eﬂiufmleoﬂimm in & six month
period results in a mismatch of revenues and expenses because FPL's equipment

modifications will be used for providing utility services over the remaining life of
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January 24, 1995 Capacity Cost Allocation should be Reviewed

each plant, not just for providing service during the period of April through
September 1995.

Does FPL's proposal result in current ratepayers paying more costs than those
which are required for providing them service?

Yes. FPL's proposal results in curreat ratepayers paying more costs than those
which are required for providing them service becauss the cost of the equipment
modifications are used and useful for providing secvice In current and future
periods, not just the six month period propored by FPL. Approving FPL's
proposal will result in current ratepayers subsidizing the cost of equipment which
will be used in providing service to future ratepayers

Recommendation

What do you recommend regarding FPL's proposal?

The Commission should require FPL 0 capitalize and depreciate its investment in
plant and equipment. To ¢o otherwise requires current ratepayers o pay for more
costs than those which are used for providing current service.

How should the recovery of these costs be determined if the Commission chooses
to allow FPL to recover these costs through the fuel cost recovery factor?

The Commission should require FPL to capitalize and depreciate the equipment
modifications over the remaining useful life of each plant and include in the fuel
cost recovery factor only those costs necessary in providing electric servire during

the period in which the fuel cost recovery factor is in efizct.

V. CAPACITY COST ALLOCATION SHOULD BE REVIEWED

What allocation factor does FPL use to allocate its purchased power capacity costs

9
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January 24, 1995 Capacity Cost Allocation should be Reviewed

to customer classes under its proposed capacity cost recovery (CCR) factor for the
period April through September 1995?

A.  FPL uses a 12 CP allocation factor to allocate its purchased power capacity costs to
customers under its proposed CCR factor for the period April through September
1995.

Q. Does this allocation factor reflect how these costs are incurred?

A.  No. This allocation factor may not reflect how FPL's purchased power capacity
costs are incurred because this factor may not recognize the difference in capacity
cost causation between firm and interruptible customers and the voltage level at
which customers are served.

Q. What is the effect of FPL not recognizing these differences?

A. The effect of FPL not recognizing these differences in the development of its 12
CP allocation factor would result in FPL's interruptible customers who receive
electric service at transmission voltages being assigned more capacity costs than

they cause to be incurred.

Recommendation
Q. What do you recommend?
A. Because of the short procedural schedule in this proceeding, 1 have not had time w

conduct discovery or to perform the analyses necessary to make a specific
recommendation. 1 do, however, recommend that the Commission require FPL to

justify that its proposed capacity cost allocation factor is based on cost causation
and recognizes the differences between firm customers and interruptible customers
who receive electric service at transmission voltage levels.

Q. Are there any other issues that the Commission should consider before changing

10




January 24, 1995 Capaciry Cost Allocation should be Reviewed

FPL's rates in this proceeding 7
A. Yes. Before the Commission changes FPL's rates in this proceeding, the
Commission should address whether FPL is earning an excessive retutn on
common equity resulting in unjust and unreasonable rates. However, because of
the short procedural schedule in this proceeding, Florida Steel has not had time w©
perform the analyses necessary to make specific recommendations on this issue
Q. Does this conclude your divect testimony?

A. Yes. It does.

11




Exhibit __ (SMF-1)
Schedule |
Page 1 of 1

Total Percent of
Type of Fuel Cogl Towl
Heavy Oil $150,079,914 27.5%
Light Oil 890,702 0.2%
Coal 51,180,204 9.4%
Natural Gas 287,711,489 52.8%
Nuclear 54,892,965 10.1%
Total $544.205.274

Source: Exhibit ___ (SMF-1), Schedule 2, Page 2 of 2




Flarida Power & Light Company
Docket No. 950001-El

1 Total projected natural gas cost for April through September 1985
2 System Generation (MWh) from natural gas for April through September 1995

3 Projected natural gas cost per mWh

Relerences:

Line 1: FPL Appendix Il, Schedule E3, page 1, line 4
Line 2: FPL Appendix I, Schedule E3, page 1, line 10
Lina 3: Line 4 / Line 10

Exhibit  (SMF-1)
Schedule 2
Page 1 of 2

Amounts

3 287,711,489
13,594 687

3 21.18
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I per MMBt

Natural Gas Futures
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Exhibit __ (SMF-1)
Schedule 3
Page | of 2




Exhibu __ (SMF-1)
Schedule 3
Pape 2 of 2

Florida Power & Light
Docket No. 850001-Ei

Matural Gas Futures
Wall Stree! Journal
Publication Data
Futures Date 127284 120/55
$ per MMBtu
Feb-85 1.884 1.350
Mar-95 1.897 1.410
Apr-85 1.674 1.480
May-f > 1.679 1.493
Jun-85 1.689 1.523
Jul-85 1.880 1.558
Aug-85 1.708 1.573
Sep-95 1.716 1.588
Oct-85 1.758 1.653
Nov-85 1.851 1.753
Dec-95 1939 1.828
Jan-58 1.96% 1.848
Feb-98 1.888 1.788
Mar-86 1.844 1.746
Apr-08 1.766 .1.684
May-96 1.798 1.685
Jun-96 N/A 1.896
Jui-96 MN/A 1.702

Source; Wall Street Joumnal




Exhibit ___ (SMF-1)
Schedule 4
Page 2 of 2

FLORIDA POWER & LIGHT COMPANY
EXPLANATION OF TOTAL SYSTEM FUEL COSTS VARIANCES
ESTIMATED/ACTUAL TRUE-UP
FOR THE PERIOD OCTOBER 1984 THROUGH MARCH 19395
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Generation from heavy oll is now sstimaied o be higher than onginally
projecied as a resuk of higher than originally projected system load.

The originaily projected average unll cost of heavy oll ganeration for the six
momnth pericd was $21.4080WWh and the updalad estimats of average unit cost
Is $21.854MWh. This 2% Increass In tha average unit coxt of heawy oil is
primarily due 1o a lower than expected supply of heavy ofl resulling from a
changs in the quallty of crude oll produced by Saud! Arabla.

Generation by coal is now estimaled 10 be lower than onginally projected due
to increased availabidty of lower prics economy energy expecied during the
period.

The crginally projecied avsmos unit cost of coal genertion for the six month
peried was $16.076MWh and the updated estimated average unit cost is
$16.857/MWh. This 4.9% increase in the average unit cost of coal ks primarity
dus 1o a higher than criginally projected spot coal prices at SJRPP,

Generation by natural gas ls now estimated ‘lo be lower than originally

projected due to a delay in the gas pipeline expansion which was originally
projected lo occur in early 1995,

The eriginally projecied average unll cost of natural gas generation for the six
month perod was $20.130/MWh and the upcated estimated average und cost
15 $16.343/MWh. This 18.8% decreass in the avirage unit cost of natural gas
is primarily due to higher than projected U. $. sypply of natural gas rasulting
from increased domestic deliwerabliity, Canadian Imporis and storage
capability,

Generation by nuciear fusl is now estimated jo be higher than originally
projected due 1o changes io the plant schedule. St Lucle Unit 1
operaled 26 days beyond I's onginally ‘shusdown date, and Turkey
Point Unit 4's refusling outage took 13 days less than originally projected.

The decreasa in the fusl cost of power sold is prinasity due to miid waather in
the Southeast and haavy rainfall associated with Tropical Storm Gardon.

The decrsase In tha fusl cost of purchased power Is primarily due to the
expecied Higher avallabilty of lower cost non-Flerida sconomy energy.

Energy Payments lo Quallfying Faciilies is now astimated (o be lower than
eriginally projecied due lo lowsr than projectad energy deliveries in tha month
of Nevember from Cedar Bay, Downtown Gowernment Cemter and Broward
Nerth. In addition, the revised projections for December 1994 - March 1995
lowers the expected delivades from Downdown Govemment Carter and Lae
County. These capacity payments also reflect a lower projectsd fuel cost.

Energy cost of Economy purchases s now ted o be higher than
originally estimaled primarfly dus lo the availabillty of jow cost coal
power during off-peak penods and if's favormable comparison to the cost of
other FPL scurces of snergy.
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