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BEFORE THE PUBLIC SERVICE COMMISSION 

In re: Consideration of Change in 
Frequency and Timing of the Hearings 
for tho Fuel and Purchased Power 
Cost Recovery Clouse. the Generation 
Performance Incent ive Factor, tJle 
Energy Conservation Cost Recovery 
Clause, the Purchased Gas Adjustment 
(PGA) True·Up, end the Environmentel 
Cost Recovery Clouse. 
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COMMENTS OF THE 

Docket No. 980269·PU 

Filed: M orch 3 1, 1998 

FlORIDA INPUSTRIAL POWER USERS GROUP 

The Florida Industrial Power Users Group (FIPUGI pursuant to Staff's d1recuons 

at the workshop held in th is docket on Morch 17. 1998, files 1ts comments. 

Coat Bocoyery Commoota 

Before commenting on tho Staff Issues presented to deol with the proposed 

chongos in Docket Nos. 980001 ·EI, 980002·EG. 980003·GU. and 980007-EI, FIPUG 

will meke some observetions as to problems w1th the current procedure from the 

v1ewpoint of a consumer orgenizetion. 

The proposal as we understand it is to move from the current sem1·annual 

hearings to an omnibus unified single annual hearmg in which rates w 111 be sot to cover 

major operating costs of electric utilities ond local gas distribution compan1os ILDCsl. 

As contemplated, the new procedure would sot rates for fuel purchases. conservat ion 

uKponsos. capacity purchesas. gas purchases and environmontal cost recovery up 

to 15 months before the costs ore actually incurred. II Implemented. the now 

procedure may also set a single cost recovery factor that w1ll be 1n place for 11 year. 
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• • 
Hopefully tho observations and comments that follow will prove helpful to tho 

Florida Public Service Commission (Commission) and its Steff while they consider tho 

modif ications at issue hero. The observat ions are not in tended to be obstructionist or 

antagonist ic, but rather to ldontlfy existing end potential concerns w1th the present 

cost recovery mechanisms to keep from exocorbotlng current problems. 

Tho changes proposed In this docket are for tt:'llaudable purpose of simplifymg 

"procedure." Unfortunately, substantive rights can be submerged 1n procedural 

simplification. FIPUG suggests thet the parties should focus on consumer protection 

while considering the changes. Simplification should not result In regulatory 

avoidance. It should result in full disclosure of monopoly profit and provide consumer 

comfort that rates ore just and reasonable. The quid pro quo for government 

protect ion for utilities Is government protection for consumers. 

1. A lot of monev !1 ot etoke. On on ennualizod bas1s In tho dockets under 

consideration, the Commission would sot fmal rates in a one or two day hearing about 

30 days after Information Is filed. The rates sot will enable Florida's four mo1or 

investor owned electric utili ties (10Us) to collect over $4 billion dollars from tholr 

customers. This is e monumental endeavor. To evaluate the scale of magnitude. 

compare tho proposed procedure with tho largest general rote coso ever hold for ono 

of the utilities. That case, when FPL brought its lest nuclear unit on line, rosultod in 

a $238 million rate increase after six months of discovery and study, o detmlod rote 

case audit, two weeks of hearings. extenSive brio ftng end two months of Comm1ss1on 

post-briefing deliberations. 
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• • 
FIPUG members pay about $75 million o year in electric costs through fuel 

adjustment surchargev. This Is modest compared to the $3.9 billion paid by other 

consumers. but all are entitled to a process which closo!y scrutinizes these vast sums 

of money flowing to the utilities. The present system already prov1dos foss scrut1ny 

than the public deserves. Annual proceedings would diminish it oven further. 

2. Cott recovery oroceodlnge guarantee revenue recovery. The old saw that 

u tilities ore not guaranteed a return but only tho opportunity 10 earn their authonzod 

return no longer applies. Today approximately 40% of Florida utilities' revenues como 

from guaranteed cost recovery mechanisms that pay full costs plus Interest i f utilities 

underestimate the cost of their largest expenditures. While tho:;o costs are adjusted 

based on forecasts end true·up with interest after the feet, other costs wh1ch may bo 

going down because of downsizing and d epreciation are Ignored In tho absence of a 

general rate case. Returns on equity set high for utilities when the risks were greeter 

are no longer appropriate if the cost of fuel end environmental protection oro fully pa1d 

through cost recovery mechanisms. 

The adjustment clauses are probably tho reason that the Commission hos 

not conducted a rate case in men\ years and why thoro 1S no r11te case on tho honzon. 

Because there have been no recent rate cases, there has not been scrutiny of ullhly 

cosu to the level o f detail found In rate cases. Thora is little scrut1ny of such costs 

in the current clause mechanisms and thoro w1ll be even loss scrut1ny under tho 

proposed procedure. 
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3. Cot! recoytry oroceodingt oromote windfall orofllt. Bose rates are 

designed to cover prudent capitol colts. Over time, the book voluo of existing plant 

fells as sales grow. When there Is o modest inflation. base rotos result in greator 

ut ili ty profit or provide the opportunity to expend plant without rote incroJses. For 

example, FPL wee able to fund the acquisition of ots joint intereat on Georgie Power's 

Scherer plant and JEA's St. John's Power Pork, ot.s own Martin plant end ongoge in 

a fast write down of Its nuclear plants to get roady for compet ition wholn it oarnod in 

excess of the Commission authorized rote of return approved in 1986 when FPL's last 

general rote case was held. At the same time, recovery clauses eliminate the detailed 

review of all coils that comes with rate caaes. 

Presently the capacity and environmental cost recovery mochanosms 

enable utilities to recover new purchased capacity and new environmental costs even 

though the u t ility may be earning more than its authorized return on ots base rates. 

Thos year tho four major lOUt w ill collect over S350 milloon through envoronmemaland 

capacity cost recovery procedures without any constderotion of whether base rates 

already in place might bo suHicient to cover this cost. 

4. Colt recoyery proceedings do not proteC1 ogo!nlt tho tied utilltv evil. 

Section 79a of the Public Utility Holding Comptmy Act o/ 1935 itemizos the areas tho 

Federal Trade Comminion found to be violations of publoc trust by utolo ty holdong 

companies. One of the major areoa of overreaching doscovered by tho FTC 

investigation end recited in tho foderelleglslotion was transactions betw een tho ut ihty 

and affiliated companies. The federal legislation was enacted bocouso aflillo tod 
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companies sold utilities financial services. fuel, engineorlng on.r other servoces ot 

noncompetitive prices far in OKcess o f tho value of the commodities and services 

received. The federal investigat ion resulted on th os law which broke up •Jiiloty holdong 

companies and gave state regulators greeter control over thos potentoel problem. 

Today Florida utilities eKempt from the federal law hovo created holding 

companies. Tho holding companies' utility subsodiorlos buy from affoloetod holdong 

company subsidiaries without competition. Tho cos ts o f those tronsacuons oro 

collected, for the most part, through tne cost recovery dockets Without p..:~llc 

disclosure of tho prices paid sister companies tor tho items purchased . There Is no 

apparent procedure in pl11ce to Inform the pubhc o f the pro cas pe1d to tied compenoos. 

In the M erch 1 998 fuel cost recovery doc ket , fuel prices approved for the purchase 

o f cool by the four largest IOUs ranged from $ 15.60 por mwh for coal purchased on 

the competit ive market place to $21.80 for tho utility which buys primarily from ots 

coal mining company and ships i t by way of 1ts shoppong company. The current publoc 

filings do not disclose whether this 40% mark up has any rolat1onshop to the fact that 

the utility buys from Its tied effillatos. Truncated annual hearings ond con fodentoohty 

orders w ill provido less of an opportunity for 1ntorested consumors to d1scovcr of the 

price differentials are related to swoethaen ttadong. 

5. Tho GPIE rpword1 ob1oltte tpchoo!ogv, In tho early 1980's, tho 

r::ommission developed the Generating Performance Incentive Factor IGPIFI to rewllrd 

util1toes for tho efficient operation of thoor generating plants. Tho Publtc Urtltty 

Regulatory Policy Ac t was enacted about tho some time. Under tho oogos o f that Act. 
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independent power producers began to build power plants :. o tho last 15 yaors, tho 

efficiency of power plants has improved dramatically. New combined cycle generators 

produce a kwh of electricity by burning only 6700 btus of fu&i. The GPIF rewards 

regulated utilities by authorizing bonuses for utllit les which burn 10,000 btus of fuel 

to croete a single kwh of electricity. Thou tilit oos ere presently allowed to earn molhons 

of dollers In reward when they ere burning 33% more fuel to create electricity than 

modern technology would provide. 

At the 111me t ime that the GPIF " incants• uulitoes to perform eftociently, 

the uulities ere protected from competition which would require them to bo eftoc•ent 

in order to compete for end retain customers. 

6. Cuaeot coat recovery procttdingt ore o one·wov ttrell. UulitJos control 

most of the information concerning their fuel ocquosiuon cost end oro allowed to keep 

much of the information from public scrutiny by obtaining confidentiality orders from 

the Commission. If there is o forecast error that results in hogher than expected fuel 

costs, they can got Immediate relief through e true·up proceeding. Customers do not 

have the same opportunity to get relief from over collec tions because the facts are not 

readily available to them. 

7. Rotet eot uajog long rang' forecottl will yioloto Florida low. Section 

366.06, Floridll Sr11rutos, govornt tho way utility rates are set. It requires rates to be 

set based on •actual legitimate costs. • The proposed procedure w olf requore the 

utilities to forecast costs up to 16 months In advance. The Florida Supreme Cour t 

held that tho Commission erred when i t used an actual year-end rate base when 
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selling rates prospectively In tho General Telephone case. Citizens of Florida v. 

Hewkins, 366 So.2d 264 (Fla. 1978). Yo.ar-ond rate bases con only be used in t1mes 

of extraordinary growth end infl~tion. It seems to FIPUG that set ting rates to cover 

costs up to 16 months before the costs are actually incurred would be even more 

suspect In tho eyes of the Coun. 

8. The new oroC41duro would deov cooaume[f due orocua. Tho Florida 

Constitution, the Administrative Procedure Act, tho Florida Rules of Civil Procedure 

and the Commission's own rules require due process in the selling of utility rates. It 

is doubtful that ut ility filings made by 14 gos ond electric utilities simultaneously 

seeking to collect over $4 billion sat for hearing the month after filing provides 

sufficient time to study the filings much less d•scover materiel omitted 1nlormat1on and 

prepare for hearing. A March 20"' StaH study of proposed legislation to prov1do 

customer choice opined that two years would be Insufficient time to develop proper 

rates for unbundled electric utility distributton systems, yet the proposal under 

considerotion in this docket contemplates a larger undertaking in loss than 60 days. 

A prominent analyst once observed the( there are two ways to confuse decision 

makers. One · supply too lillie Information. Two ·supply too much informat1on w1th 

too little time to study it. The prop~sed procedure w ill do both. 

9. Thora Is no way to tell if caooclty purchosu ore prydent. Thoro Is no 

mechanism In place to evaluate the prudency of capacity surcho JOS. Except for 

PURPA purchases, where utilities are paid based on a CommiSSIOn determination of 

avoided cost end utiliti:ts' competitively negottatod contracts, thoro IS no wuy under 
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the present procedure and filing forms, for consumers to dotermin ~ If the utility bought 

from a tied affiliated company when there was economy power available at lower 

prices. There is no explanation of why o regulated utility engaging in the competitive 

wholesale market may pay a wholesale municipal customer 3 times mora for power 

it purchases from the municipal then it charges for power it sells to that utility. 

However, a public explanation would seem to be in order when retail customers pick 

up the full cost of purchased power, subsidize tho power plants that generate the 

power, and pay more for fuel cost then clhBrged the municipals at the some moment 

in time. Thoro will be no time for discovery under the proposed procedure and 

informat ion on incremental power costs has been kept confident ial from customers 

who might challenge the sales they subsidize. While the current semi·annual 

procedure is expedited, it functions fai'rly well in practice. Typically problems 

identified in a filing are deferred six months enabling interested parties ample time to 

discover facts end fine tune the issues before the next semi·annuel proceedmg. 

10. Independent fuel cott recoyery proceedings may no longer be necessary. 

The proposed procedure indicates that fuel costs ore not as volatile as thoy were when 

the forecasted collection prucedure was implemented. Therefore, the best <:ourse may 

be to return them to base rates or recover such costs on a historic, not prorected. 

basis. 

11 . A orpcedure that would allow Inflexible fuel lectors Is d!scrluilnptory pnd 

dlscouroqea conl§ryotion. The Florida Energv Efficiencv and Conservation Act 

IFEECA) directs the Commission to invoke conservation measures. All ol the 



• • 
conservat ion programs approved ere based on cost incentt,,.: to customers. Section 

366.06, Florida Statutes, directs that rates be nondiscriminatory ond based on cost 

as one of the key ele,ents. Tho cost of fuel burned to generate electricity changes 

hourly even for single fuel utilities and varies seasonally as more costly generators are 

placed In service to meet seasonal demand. If tho new procedure permits a single 

average fuel cost factor to be utilized for a year at a time. like budget billing, 11 w1ll fo11 

to supply price r;ignals that promote consorvat1on and will d1scnminate aga1nst h1gh 

toed factor customers. 

Comment• On Sooclflo Stoff luuee 

Staff !uue 1; Should the Comml$$iOn approve a change 1n the frequency of tho 

fuel and purchasea power coat recovery hearings from a sem1ennuat to an annual 

basis? 

FIPUG: lnflotion has moderated from the double digit rotc that existed in 

1979 during the second OPEC 011 crisis. If fuel costs are no longer 

volatile requiring immediate reaction to price changes to protect 

the public interest, perhaps independent fuel, capacity and 

environmental cost proceedings are no longer nocossary ond tho 

recovery of these expenses should be returned to base rates so 

that all utility costs can be considered simultaneously whon rates 

ere set. This procedure would resolve tho problems recited In 

observations 1. 2. 3, 5, 6, 7, 8, 9 ond 10 abovo and perhaps tho 
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tied u tility evil . It would also afford n.orA due P•.Jcoss and s1mphfy 

procedure. 

lf independent fuol, capacity and envuonmentol cos t 

proceedings are maintained. historic costs should be used ~nsteod 

of forecasted cos ts. The GPIF should btl eliminated and no 1nterest 

should be charged. If the u tilllles improve their costs f rom tho 

h is toric year, they should keep the money as long as they are 

under their authouzed ROE. Th1s provides an ~ncent 1ve to do 

better. If utilit ies do w orse than the preced~ng yeor, they should 

not charge 1ntorost erd should not be allowed recovery unless tho 

utility earnings surveillance reports for the preceding twelve 

months show thot tho u tili ty Is earning less thon tho floor o f 11s 

authorized return. The procedure should keop u tollttos whole, 11 

should not ollow ulllltlos to recover ell fuel costs pius excess 

profits on base charges. Tho p1ocedure should constdor the two 

revenue streams contemporaneously. ln te11m rehof can bo granted 

if tho fuel market or weather changes dramatically. 

lf an a,nual procedure is adopted, monthly reports ohould 

cont~nue and bo expanded to fully disclose toed company 

transact ions. Purchases from affiliated cemponlos should bo 

cloorly 101 out fo• public scrutiny. The October fol~ngs should 

show 10 months actual and 2 months forecasted costs. lnteum 
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fuel charges based on the filings shoulo go into preliminary e ffec t 

in January with hearings held in February. Expanded monthly 

reports w ith discovery open all year w ill provide due process. A 

final order approving the annual cost recovery should issue before 

the end of March making the necessary modifications in the 

factors that went Into effect in January. This procedure will give 

more opportunity for d iscovery end coso preparation. 

Staff lnue 2: Should the Commission approve o change in the frequency o f the 

tlnvlronmental cost recovery hearings for Tempo Electric Company from a semiannual 

to an annual basis? 

E!PUG: No position at this t ime. However, the Commissio11 should 

recognize that this may become one of TECO's most signifi cant 

costs In tho future end probably deserves separate consideratron. 

Steff lseuo 3 : Should the Commission approve a change to calculate the factor 

for the fuel and purchased power cost recovery clause on a calendar yoor bosrs? 

EIPUO: If annual proceedings are selected. tho fuel factor should be 

calcul11ted to recognize seasonal cost differentials or tho foe tor 

should be calculated on o hirnoric basis. Thrs procedure will 

resolve observation 1 1. FIPUG strongly objects to a 12-month 

factor based on projectrons. 

Stoff luuo 4 : Should tho Commission approve a chango to calculate tho foetor 

for the environmental cost recovery clause on o calendar year basis? 

11 



FIPUG: 

• 
Yes. But, it should be based on an historic veer. See comment 

on Issue 1. 

Stoff !uuo 5: Should the Commission approve o change to calculate tho factor 

lor tho energy conservation cost recovery clause on a calendar year basis? 

FIPUG; Yes. But, It should be an histone year. See comment on Issue 1. 

Stoff I nut 6: Should the Commission approve e change to calculete tho I ector 

lor tho purchased gas adjustment lPG AI truo·up on a calendar yeer bas1s? 

EIPUG; 

!uuo 7; 

No position at this time. However. the CommiSSIOn should be 

aware that unbundled fuel costs lor large customers protect them 

from excess charges lor fuel and hove driven tho cos t o f luol 

down for all consumers. Forms should require ges utihi!Os to set 

out tho capecitv reservation allocations included 1n tho PGA to 

ensure that electric/gas ut ilities are not stifling cogeneration 

competition by drytng up p1peline capacity and to ensure that reta1l 

customers do not subs1d1zo the gas ut1hl1os' ventures 1n tho 

secondary cepacity market . The capacity reservations ma1nta1ned 

should compo" With the LDCs' anticipated growth rate. 

Should this docket be closed? 

12 



FIPUG: 

• • 
No. This dccket gives an opp11:tunity to explore tho ef11cacy of 

cost recovery procedure 1n detail without tho necessity of 

examining the substance of tho materia! ::ontoinod In tho filings. 
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