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Belore tbe 

Florida Public Senke Commiuloa 

In Re: Petitloa of tbe fllorida Ia tlllrial ) 
Power Users Group to Dltcolltia a Florida ) 

O~IGINAL 
mco.or 

Power & upt Compaaf1 011 ..... Colt ) Docket No. 890148-EI 
Recovery Factor ) 

Jlchlttll Tnd'PV of ldl'a Pollodt 

PLEASE STATE YOUIIWE MD MIIESS ADDlES$. 

Jeffry Pollock, 12312 Oltve Boulevard, St. louts, Mi ssouri. 

ARE YOU THE SME JEFm POU.OCl 11110 HAS PREVIOUSLY SUIIUTTED AN 

AFFIDAVIT MD PIEFILED DIRECT TESTIMIY Ill THIS DOCKET ON BEHALF OF 

FIPUG? 

Yes. 

7 Q WHAT IS THE PURPOSE OF Ycut REIUTTAL TESTIIIOIIY? 

8 A 

9 

10 

11 

12 

13 

I shall respond to various allegations and atsstata.ents contained 

in the test1aony of Sa.uel S. Waters, on behalf of FPL. Predictably, 

FPL has chosen to rehash the past to support its contention that the 

OBCRF should continue in effect. Specifically, FPL has relied upon 

the 1982 qualification proceedings in general, and the original 

Pri•ary Purpose Test, tn particular, to assert that the Project has, 

DOCUMENT HLIY.BER-0:\ TE 
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and continues to, econo.ically displaced oil-fired generation. That 

test is inapplicable under present circuutances, as discussed 

beginning on Page 19 of IIY direct testt•ny. There are, however, 

significant flaws in FPL's arpltcation of the Test, as described 

later in lilY rebuttal testi.at.Y. 

FPL also continues to as art, without factual support, that 

Hartin coal-fired Unit Nos. 3 and 4 would have been built and placed 

in-service in June, 1987 and Otcelber, 1988, respectively, had the 

Project not been constructed and had fir. coal-by-wire capacity not 

been aade available through the UPS Ag~ts. FPL's assertions 

about the Hartin units are speculative. 

Finally, FPL has asserted 1 novel rate-aaking theory that 

because neither FIPUG nor Publtc Counsel has COIIPlafned about he 

OBCRF since the qualification docket, neither party 1s entitled to 

do so now. FIPUG disagrees with FPL's •estoppel• theory. 

IS THIS CASE PRIMARILY ABOUT THE PAST? 

No. Except for the $285 •illion of accelerated depreciation which 

FIPUG contends was 1~roperly recovered fro. ratepayers, this case 

is pri•arily about the future. 

Presently, FPL states that the Southern Company purchase will 

provide a fuel cost savings to its custa.ers of $214,515,000 for the 

calendar year 1989. To obtain this savings, it is presently charg­

ing its custOtDers at the rate of $540,000,000 a year . It appears 

that t he ti.a has come to re-ex .. tne the justification for continuing 

DML£N ·Bit.utAit£1t. • AssoceAns. INc 
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this unique rite-•aking procedure which requires customers to pay 

rates based on a generating plant that is not in useful service and 

to require FPL's present custa.ers to subsidize future custa.ers by 

paying the full cost of a tra"s.ission lint that will be used for at 

least twenty .are years . S~~iftcally, FIPUG contends that: 

(1) The continuation of the OBCRF ts unwarranted 
because the extraordinary ctrcuastances 
giving rise to the Factor--high and escalat­
ing on prices and the ever widening cost 
differential betwen coal and otl-ftred gen­
eration--no longer prevail; 

(2) Because the prt.ary function of the Project 
1s to enable FPL to .atntain syst• relta­
btl tty and to 111P0rt capacity nudtd to Met 
the growing electrical ~nds of tts ser­
vice territory, continuation of the OBCRF 
would be contrary to Rule 25-17.016, F.A.C.; 

(3) The continuation of the OBCRF would be un­
just and unreasonable because FPL 1s recov­
ering .ore than its actual costs (e.g., a 
15.6~ return on equity, et cetera) and be­
cause the inclusion of deferred capacity 
carrying charges--in addition to the UPS 
capacity charges--.. ans that ratepayers are 
not only paying for capacity which is not 
used and useful (e.g., Martin Unit Nos. 3 
and 4), but they are p_,ing for the s~~~e 
capacity twice; 

(4) Because of the substantial capacity-related 
benefits now and in the foreseeable future 
derived fr<MI the Trans.tsston Project and 
the continuation of the UPS Agree.ents, in 
equal cents per ktlowatthour allocation 
would be unduly discri•inatory against high 
load factor cust011rs and it would now be 
appropriate to treat the Oil Backout costs 
the same as FPL's other non-nuclear power 
supply-related costs; and 

(5) If the Project is to be co.pletely written 
off by October, 1989 (as suggested in FPL's 
response to FIPUG's discovery requests), the 
Rule requires that the OBCRF be ter.tnated, 

DMZ EN · 8RUIAKU. • Assoc tATE5. INC 
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and the costs •st be recovered through 
present base rates unless FPl can justify a 
base rate increase in a separate docketed 
proceeding before the Co.tssion. 

5 PRIMARY PUBPQSE TEST 

6 Q AT PAGES 9 1'HIOUM 13 Of 1ltt TESTIMOIIY, •• WATERS RESUR.rtECTS THE 

7 PRIMARY MPOS£ TEST UTILIZED I ii COMJSSION 0011• THE QUALIFI-

8 CATION HEARitm - CIITJCIUS fiPUI FOil DISTOITI. THE TEST. HOW 

9 DO YOU RESPOII) TO •• NATEIS' TDT11101Yt 

10 A 

11 

12 Q 

13 

14 

Hr. Waters has •ischaractertzed FIPUG's posttton as explained begin­

ning on Page 15 of ~ direct testi.any. 

AT PME 16 OF HIS TESTIIIOIY, •• WATERS CLAIIIS THAT THE PllOJECT 

WOULD PASS THE TEST TODAY lASED • ACTUAL DATA All) ON FPL' S LATEST 

PROJECTIOIIS. ME THO£ MY ..... VITH MY OF THE ASSUMPTIONS 

15 UII)ERlYJ. FPl'S APPLICATIOII Of 1IE PlliMlY MPOSE TEST? 

16 A 

17 

18 

19 

20 

21 

22 

Yes. As stated in ~ direct test110ny, I .. very skeptical about 

several of the para.eters and ISSIIIIPtions ude by FPl in reconsti­

tuting the Priury Purpose Test. Specifically, 1t appeared that the 

revenue requtr ... nts associated with the Transmission Project were 

too low and that the clailed avoided energy cost savings were too 

high . A review of the discovery responses received subsequent to 

the f11 ing of ~ direct testiiMHly confirws these proble11s . 

OII.AZtN· 8 k UIAI(U . • AsSOCIATES. INC 
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WHAT IS THE BASIS FOR YOUR CGIITEIITICII THAT FPL HAS lii)WTATED THE 

REVEJIJE REQUIREJIEJfTS OF THE TUIISIIISSICII PROJECT? 

The reason why the current $300 •111ton revenue require.ent 1s 

nearly 501 below the 1984 esti ated cost of $578 •ill ion is that the 

former includes the effect ot accelerated depreciation. According 

to FPL' s analysis, the Project tld be COIIPletely written off by 

October, 1989. This is because, with the inclusion of capacity 

deferral benefits associated with Martin Unit Nos. 3 and 4, the 

utility is c1ai•1ng that substantial net savings--two-thirds of 

which (or $285 •1111on through S.pttllber, 1989)--can be taken as 

accelerated depreciation. FPL's version of the Priury Purpose 

Test, thus, COIIPares actual/projected net energy cost savings 

against the cost of the Project reduced by two-thirds of the antici­

pated net savings. Not only 1s this COIIPirhon circular reasoning, 

it is contrary to the Test because the effects of the capacity de­

ferral benefits have been intertwined with the net energy cost sav­

ings. 8y contrast, the Ca..ission (in Docket No. 820155-EU) and FPL 

(in its direct testh~any tn this Docket) separated the fuel and 

capacity costs and savings in applying the Pri•ary Purpose Test. 

WHAT WOULD THE REYEJIJE REQUIIBEJfTS OF THE PROJECT HAVE BEEN IF 

ACCELERATED DEPRECIATION HAD NOT IEEII INCLOOED? 

Assu•ing no accelerated depreciation, the revenue requtre.ent of the 

Project during the first ten years of ca..ercial operation would be 

about $156 mi llion higher than FPL's estiute. 

DJt.AZEN -b .UIAJ:.U.. AsSOCIATtS, INC 
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IS THERE AMY INEQUITY IN THE FACT THAT THE PROJECT VOUlD BE COM­

PLETELY WRITTEN OFF IY OCTOIER, ltlt, ACCOIDIM TO FPL 'S ANALYSIS? 

Yes . The costs of the Transatsston Project would be CCMipletely 

borne by past and present •atepayers despite the fact that the 

trans•t sst on lines wtll pro tde continuing benefits for uny yens 

to ca.e. By contrast, the oft , n stated justification for noruliz­

tng tncOM tax expense ts to preserve tnttr-gtntrattonal equity; 

thit is, to ensure that the costs of a project are spread over tts 

useful 11fe and thereby avoid subsidization of present ratepayers by 

future ratepayers. Just the oppos 1 te 1s true wt th respect to the 

011 Backout Project: un 1 ess the accelerated deprec tat 1 on is re­

versed, present ratep~yers will have subsidized future ratepayers. 

WHAT IS THE SECOND FLAil VITH FPL'S APPLICATION OF THE PRIMARY PUR­

POSE TEST? 

As discussed tn •Y direct testi.any at Pages 20 through 24, FPL has 

made the erroneous assuaptton that each and every kilowatthour of 

coal-by-wire energy econo.tcally d~ splaces oil-fired generation. 

This assu.ption is unwarranted because of the operational realities 

of the UPS Agreeaents and the substantial decl tne in oil prices 

relative to coal. In fact, for other purposes, FPL assumes that it 

would have to schedule at a •1ni.u. between 15~ and 25~ of i ts unit 

capacity entitlement in its PROMO() runs. 8eciuse bise energy is 

typically the .ost expensive coal-by-wire purchased, it is unlikely 

0M.ZlN· BilUIAU.Il a As~ ATES. INC 



... 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 Q 

4 

5 

6 

7 

8 A 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Page 7 
Jeffry Poi 1 ock 

that these •int.u. purchases would alWtYS be .ore econo.ical than 

oil -fired generation, as FPL assu.es. 

ON PME 14 Of HIS TESTI.W* •• IMTEIS UIEIS AS mu FIM'S 

CCIITEITI. THAT TIE .. BT US FAILED TO IIE£T m .. IIICINL M­

POSES DUE TO UIB ,_ fMBli:I IIL IIICES _, TIIAT liE aiiiiSSI. 

IRIED • Fft. 'S F.asT 11 ... Iff liE IINECT. IS •• MATOS 

CGIIECT? 

As to Rr. Vaters' ceatatt• tlaat the ca.tssion relttd on several 

forecasts, •t all of _.tclt wre prepared by FPL, he 1s technically 

correct. Thts is, howver, 1 .. n potnt because tt was FPL who 

chose the spectftc forecasts prepared by others to be included 1n 

its presentation . 

With respect to his first contention, Mr. Vaters would clai• 

the Project to be a success because, according to his .easure.ent, 

it resulted tn stgn1f1cant fuel cost savings. Mr. Vaters' notion of 

success is analogous to a sports teu continuing to pay top dollar 

for a htgh draft choice even though his rerforaance fails to live up 

to the •nageaent's extraordinary expectations. What he overlooks 

1s the reality that a significant portion of the projected $3.5 

billion of net fuel savings--which the Co.aission dee.ed to be con­

servative--have failed to uterta11ze. It was the extraordinary 

nature of the projected net savings which, in ~ opinion, swayed the 

Commission to adopt the OBCRF and to recover the costs of the Proj­

ect and of the UPS Agree.ents on an oqual cents per kilowatthour 

DMZ EN · 8kUIAl£1. a AUOCIATE.S. INC. 
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basis. The OBCRF is , after all, an extraordinary rate-aaking .ech­

antsa. Quoting t he fon~er Chairaan of the Co.tssion, 

•Mr. McGlothlin addresses the question of how to 
recover it. And I believe that obviously it ought 
to be recovered on a ce •• ts per kilowatthour basts 
because the priury purp"se 1 s reduct ton t n energy 
costs and if you are go ng to start spending aoney 
to reduce energy costs, ~.hen you are going to take 
those dollars and so.eho. allocate thea on a de-
und basts. It seeas to ~ h the benefits are 
atsapproprtated.• (Transcript of Agenda Confer-
ence, Page 751) 

In other words, because the projected cost savings were supposed to 

offset the projected costs, the Project would have 11et the •no­

losers• test. In reality, the Project has failed to live up to its 

•extraordinary• expectations because $2.2 billion of fuel cost sav­

Ings have failed to aatertaltze and because the tangible costs of 

the Project have exceeded the tangible benefits. Therefore, the 

OBCRF- -which was iapleaented as an extraordinary response to combat 

20 extraordinary c1rcuastances~ -should be terainated. 

21 Q 

22 

23 

24 A 

25 

26 

27 

28 

ON PAGE 15 Of HIS TESTIMONY, ... WATERS OFFERS AM OPINION lltAT IT IS 

IMPROPER TO •R£QUALIFY• A PROJECT THROU&H HIII)SIGHT All) TO DO SO IS 

DIFFICULT AND UNFAIR. IS FJPUQ PROPOSING TO REQUALIFY THE PROJECT? 

No. Hr. Waters' t estiltony catscharacterizes FIPUG' s posit ion . FIPUG 

1s not saying that t he Project should be requalified, nor is it 

saying that FPL i s not enti t led to recover the legiti• ate costs 

associated wi th t he Proj ect, including the carrying charges at a 

reasonable rate of return, O&H expense and the UPS capacity and 

DMZt:N · BlluaAKU. a MSOCIATU. INC 
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wheeling charges. What FIPUG ts saying is that the approprhte 

level of these costs should be recovered through base rates . 

AT VARIOUS PLACES Ill HIS lt:STIIIIIY--SPECIFICALLY, PMES 7-8 Nl) 

PMES 18-19·-·· VATW ASS!ITS THAT fiPUI HAS HAD THE OPPORTUIIITY 

TO CHAl..l.a.E THE OICif 10TH IM TIE QUALIFICATION HEARIM&S Nl) 

IUtiJIQ IECSIT lEAilE Ill IIIICIITIE CGIIIISSIOII AUTHORIZED A SPECIFIC 

FACTOR. IS THIS TDTIIIOIIY 1£1.£YMT? 

No . The only relevance that I ... is that FPL is using the past to 

assert that FIPUG's Petttton .. rely rehashes Issues which have al­

ready been decided. In other ~~. btcause the 500-kY transaisston 

lines were previously qualtftld as an oil backout project and be­

cause the Ca..ission has alreadY adopted specific recovery factors, 

which included capacity deferral benefits, FIPUG is •estopped• fra. 

challenging the recovery -.chants.. FPL's assertion atscharacter­

tzes FIPUG's Petition because, as I previously testified, this case 

1s not about the past, but it ts prt .. rily about the future . 

DO YOU MR£E WITH FPL'S ESTOPPEL TIEOIYt 

No. I a advised by Counsel that the Ca.tssion has continuing 

review over all costs recovered under the various adjustment 

clauses, including the OBCRF. Further, the propriety of establish­

ing the OBCRF tn 1982 and the prudence of the Trl .. sa1sston Project 

and UPS Agreeaents are not at issue. Taking FPL's estoppel theory 

to its l ogical conclusion, the Coaatsston would be prohibited from 

0MZlN·8-.uiAilU. I MSOCIATU. INC 
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reducing a utility's allowed return on equity in response to lower 

2 interest rates and the c1rc..stance that the utility's stock was now 

3 selling at substantially above book value. Just as the Co..ission 

4 is not estopped fr011 reconsh.ering a utility's ROE in every base 

5 rate case, it also has the <lUthority to deterwine whether 110nies 

6 were appropriately recovered through an adjust.ent clause and 

7 whether the continuation of an extraordinary rate-uking prac-

8 tice--i.e., the OBCRF--are warranted even though the extraordinary 

9 c1rcu.stances that gave rise to this practice no longer prevail. 

10 DEfERRED CAPACilY 

11 Q 

12 

13 

14 

15 

16 A 

17 

18 

19 
20 
21 

22 
23 
24 
25 

IEGI .. IMG Ole PM£ 18 OF HIS TESTIIDIY, ltR. VATElS TESTIFIES THAT 

FPl'S eJUSTIFICATI. FOR USI. TIE UlliN COAL liiiT TO QUANTIFY THE 

CAPACITY DEFEIIALIBIEFITS IU IUMISE T1ESE VERE THE liiJTS DEFERRED 

AS A RESULT OF TIE Pllo-J£CT _, THE RElATED UPS MREEJWfT$ WITH THE 

SOUTHERN COIIPMIES. IS THIS A VALID JUSTIFICATIOIC? 

No. As stated 1n ~direct testi.ony (beginning 1t P1ge 34), in­

creasing the OBCRF to reflect the 'ssu.ed costs of the Martin coal 

units is inappropriate because: 

(1) The M1rtin units are not used and useful -­
both today and tn the foreseeable future; 
and 

(2) Collecting deferred capacity carrying 
charges in ldditfon to the UPS capacity 
charges is tanta.ount to paying twice for 
the sa.e capacity. 

0MZ£N· BkUIAl£k •1\jSOCIATU. INC 
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Further, I take issue with FPL's assu.ptions that : 
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Jeffry Pollock 

(1} The co.ercill tn-servtce dates of these 
units would have ,....tned the same as was 
originally projected tn 1981 despite a de­
cline fn peak lc\d forecasts that followed; 
and 

(2) They would havt: been •re expensive than 
si•ilar untts actl \lly placed tn ca..ercial 
operation and cost esti.ates provided fro. 
alternat tve sources, including FPL' s .ost 
recent APH filing. 

WOULD YOU PLEASE MPLIFY YOUI CCIITENTION ABOUT THE COMMERCIAL IN­

SERVICE DATES OF THE MRTIN COAL UNITS? 

Hr . Waters contends (at Page 23 of his testi•ny) that had FPL not 

15 co..1tted to the Project and to the UPS Agrea.ents, it would have 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

had to construct Martin Unit Nos. 3 and 4, and these units would now 

be in operation. Consistent with FPL's OBCRF filings, Mr. Waters 

has assu.ed that these units would have been placed into service in 

June, 1987 and Oece.ber, 1988, respectively. These are the same 

dates that were also assumed during the 1982 qualification Docket . 

Considering all factors that have transpired since 1982, FPL 's 

assu.ptton that the in-service dates would have re.ained identical 

for so long a period ignores the dyn .. ics of the generation planning 

process. First, there is never any assurance that a project of this 

magnitude--with an over $2.8 billion price tag --could have been 

completed in the required ti.e fra.e especially since these w~re the 

first coal-fired units constructed by FPL. Second, it is also not 

clear whether FPL would have had the financial wherewithal to begin 

0MZEN· 8kUtAI.U. a MSOCIATH. INC 
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constructing these units in the early 1980's, when FPL was also in 

the midst of ca.pleting St. lucie Unit No. 2, and it was also seek­

ing substantial rate relief. FPL had even requested CWIP treat.ent 

for the deferred units duri~ the i~le.entation of the OBCRF in 

order to maintain its financ ~1 integrity. 

WOULD THE MRTIN UNITS HAVE IEEJI NEEDED FOR CAPACITY IN 1987 Nl) 

No. Based on FPL's own load forecast s conducted subsequent to 1982, 

these units would not have been needed for capacity tn 1987 and 

11 1989, respectively, because of reduced peak load forecasts. The 

12 
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20 
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chart below su.urtzes the projected reserve urgins based on fore­

casts ude by FPL during the period 1983 through 1986: 

FPL'a Projecdou of S.•·• Peak Reserve MarJiu 
IDdudlng the Martba aad Uulted Coal-F1red Units• 

Metlc Sabtcc.r-eat to 1982 

Year of Forecast 

1983 
1984 
1985 
1986 

*In-Service Oates: 

mz na 
(1) (2) 

291 25S 
38 33 
34 29 
33 29 

Martin 3 - June, 1987 
Martin 4 - December, 1988 
Unsited 1 - January, 1990 

0R.AZ£N · 8-.ue,.KU. a M 50CIATU. INC 
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39 
35 
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ill2 
(4) 

341 
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For exa.ple, with Martin Unit No.3 in-service in June, 1987, FP~'s 

1987 su.er peak reserve urgin was projected to r1n9e fr011 291 to 

381. St•ilarly, with both the Martin units tn-service, FPL's 1989 

su.er peak reserve urgtn wa; projected to range fro. 31~ to 391. 

The corresponding 1990 rese -ve aargins, with Unsited Unit No. 1 

in-service, were projected to be 34~ to 421. These are well in 

excess of FPL's planning reserve aargin. 

WHEN WOULD THE MRTIIt tiiiTS HAY£ IEEI IIEEDED FOR CAPACITY Wm ON 

FPL'S M PEAK DEIWI» FORECASTS? 

As shown tn the chart below, the Martin coal-ftred units would not 

11 have been needed until 1991 and 1992, respectively, at the earliest, 

12 

13 

14 

15 

16 
17 
18 

19 
20 
21 

22 
23 
24 
25 

based on FPL's projected s~r peak deunds and a 15~ atnt ... phn­

ning reserve aargin. FPL's 1986 forecast, by coapartson, shows that 

the units would not be needed until 1994 and beyond. 

Year Whea Martla Ulllt Nos. 3 aad <4 
Woald Haft Beea Needed for Capacity 

Bated Oil FPL't Projected 8-•wer Peak Deaaaadl 
gd a 1ft Mlplwq "''''• Bacm Maqia 

Martin 
Year of Forecast ~3-=--­

(1) 

Martin 
4 

(2) 

1983 
1984 
1985 
1986 

1991 1992 
1993 After 1993 
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DO THE ABOVE FACTS SUGGEST THAT, £YEll II THE AISDICE OF THE UPS 

AGREEJtEJITS, FPL COULD HAVE D£FEII£D .. ILDIM THE MITJN COAL-FIRED 

UNITS? 

Yes. Given that FPL's own forec st suggested that it would have had 

substantial excess generating ~apacity and because inflation rates 

had begun to decline, deferral of the Mlrttn units beyond 1987 and 

1988 IHY have been both prudent and consistent with to.1ssion policy 

as articulated in 1982: 

•ttowever, no wttness disagreed wtth the trutSII 
that as long as the tncnased cost of construction 
does not exceed the increased cost of capital, 
deferral of the construction of a generation fa­
en tty, unt11 th cf.Paclty is IIHded, ts a prudent 
econ011ic dectsion, and tn the best interest of the 
ratepayers. • (Docket No. 820155-EU, Order No. 
11217, Page 8, 811Phas1s added) 

IF FPL HAD DEFERIED THE aiiSTIUCTI .. OF THE MITJI All) liiSJTED COAL 

UNITS II RESPOMSE TO LMI P£Ait LMD FGIECASTS, WOULD THE liiJTS HAVE 

BEEN MORE COSTLY TO .. ILD? 

No, not necessarily. FPl, in a 1984 analysis, identified several 

factors which indicated that sltpptng the construction schedule could 

have • ade the units less costly to butld. For exa.ple: 

•1. The escalation projections used to develop 
the 011 Bacltout esti .. tes are significantly 
higher than the escalation projections used 
tn Co-Generation . Stnce Co-&eneration cash 
flows reflect a 5.\ year defe....,t of Martin 
Unit 13, planned expenditures are occurring 
during a pertod of tiM tn Witch FPL ts pro­
jecting a stgntftcantly lo.r inflatton 
rate. Conversely, the 011 Backout cash 
flows refl ect the htgh inflation that we 
experienced tn the 1980-83 tt.a fra.e, and 
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higher than currenth projected in flat ion 
for the 1984 to 1988 ti.a fra.a. 

The 011 Backout estiaates for Martin Coal 
reflected construction perfor.ed on a ~ 
Account Labor bas is, with contracts on aajor 
specialty work; i .e. , turbine & boiler erec­
tion, etc. To the co•trary, the Co-Genera­
t ion esttaates refler t alOOS contract llii:. 
a (lUIIIP su. bidding: concept, which li•its 
FPL's cost overrun ex~5ure and also reduces 
FPL risk in general. Th~ thodology was 
changed to take advantage of the highly co.­
petittve and depressed •rket conditions 
that exists in today's power plant construc­
tion industry, whtch brings wtth it signifi­
cantly lower proftt •rgtns btd by llljor 
contractors. Thts shift tn lower proftt 
.argtns ts visible on the St. Johns River 
Project, where btds are ca~tng tn signifi­
cantly lower than ortgtnally estt•ttd. 

The change to a contract package - lu.p su. 
bidding approach, also ii!pacts the cuh flow 
curve by pushing heavier construction expen­
ditures out later in ti .. , to allow for the 
c011pletion of engineering drawings and spe­
cifications which are required for obtaining 
lu.p su. bids. The force account approach 
reflected in the Oil Backout esti•ates al­
lows construction to start earlier in the 
project cycle, where engineering 1 s approxi­
.ately 351 to 451 ca.plete, versus 8~ to 
951 co.,lete required for a contract package 
job. The shifting of cash f1 ow occurring tn 
the contract package approach (Co-&entratton 
estt.at es) wtll reduce the acCUIUlation of 
AFmC charges and tend to reduce tota 1 proj­
ect cost. 

The Co-Generat ton est t111tes reflect .I..mw: 
base prices for • ajor equi~nt and material 
co.adi t ies which i s due to the depressed 
•arket condit ions and curta i l .. nt of •any 
power generation proj ects . In other words 
the stantftcantlY decreased dwnd for power 
plant eo~~ponents has •de it a •buyer's •r­
ket• versus the •sel ler's •rket• that ex­
isted in the late 1970's and early 1980's 
when the original Martin Coal project estt­
•ate was prepared (the oil backout estt .. tes 
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were based on estt .. tes prepared by Bechtel 
in 1979). 

5. The Co-Generation esti.ates reflect a lower 
and .are realistic cost allowance for the 
FGO Systetl , due t n a fi n~ing up of FGO 
design concepts and associated costs. The 
o11 backout esttMtes, an tht contrary, in­
cluded very conserv. t tve cost allowances for 
an F&D syst• that war relatively new to the 
power industry at tht t i• the ortgtn&l Mar­
t1n Coal Plant eonc.ptu&l estt•tes wert 
developed.• 

(Source: Mello rand• to Mr. E. Hoffa&n, fr011: 
Project Managa.ent Oep&rblent, dated October 11, 
1984, Attac~nt •a•--e.phas1s added) 

WHAT CONCWSIONS CAN BE DMII VJTH RESPECT TO THE TUUN8 All) COST OF 

17 rHE MARTIN COAL-FIRED tleiTS? 

18 A 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Contrary to FPL's assertions that FIPUG •tsunderstands the dyna.ics 

of t he generation planning process, it is FPL who is guilty of •sta­

tic• thinking . Based on the above facts, it 1s certainly not a 

forgone conclusion t hat the Martin coal units would have been built 

and pl aced in ca.mercial operation in June, 1987 and December, 1988, 

respectively. Nor is i t evident that tnese units would have been as 

expensi ve particularly 1f the tn-servtce dates had been delayed 

several years . FPL ' s own analysts suggests that const ruction costs 

would have been lower because of changes in the industry, the use of 

a different construction procedure (i .e. , 10~ contract package 

rather than force account labor ) , lower inflation and a lower and 

29 more realistic cost allowance for t he FGO System. By locking in on 

30 the •very conservative cost allowances for an FGO System that was 
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relati vely new to the power industry at the tt.a the original Martin 

coal plAnt conceptual esti81tes were developed• in 1979, FPL has 

overstated the construction cost--and, consequently, the capacity 

deferral benefits- -of the Marttr coal units. 

DID FPL PlEVIOUSLY ATTEII'T TO L.Q:l-111 TIE ASSIWTIOIIS ASSOCIATED 

WITH THE CALCULATIOII OF D£FOIED CAPACITY IEIIEFITS? 

Yes . In Docket No. 820001-EU, FPl 81de such a proposal. The COli­

mission, however, responded that: 

•ve do not agree with that proposal. None of the 
assUIIPtions are such that we cannot ftx th• .,re 
accurately through retrospection than thro119h pro­
jection. Ve do not consider it appropriate to 
lock ourselves into ass~tions prior to the ti.a 
we wil l be applying t"-. (Order No. 11210, Doc­
ket No . 820001-EU, Page 9) 

IF THE MRTIN liUTS COULD HAVE IEEII DEfEIUtED, EVEN IN THE ABSENCE OF 

THE UPS MREEJIENTS, IUIHT THIS HAVE IICMafT FPL TINE TO MORE CLOSELY 

EXAMINE OTHEl Al TEIMTIVES? 

Yes . It i s possible that FPL could have considered other supply and 

de.and-side alternatives. The supply-side alternatives •ight have 

included purchutng surplus 1n-shte coal-fired capacity (e.g., 

TECO) , iiiPorti ng nonfi r11 energy fr011 the Southern CCJIIPany (e .g. , 

Schedule E), pro.ot tng the develo~nt of qualifying facilities And 

examining alternat ive generating technologies. FPl could also have 

25 more aggressively pursued load .anaglll8nt and interruptible rates to 

26 m1nill1ze the need for additional generati ng capacity. Deferral, 

DMZ EN· Bku• ·...:u . a AsSOCIATU. INC 
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I 
I 1 thus, could have bought sufficient ti.e to enable FPL to deter.ine 

2 whether any of the above supply and d ... nd-side options would have 

I 3 been cheaper prior to the ti .. that it would have incurred substan-

I 
4 tial expenditures to construct t·~ Martin units. 

I 5 Q WAS A SIMILAR PROPOSITION RAISED N THE QUAL I FICATI 011 DOCKET? 

6 A Yes . FPL Wttness, Mr. J ... s E. Scalf, testified: 

I 7 •Jt would be our hopes that in that ti.e 
8 fraM (between now and 1985] we •tght see 

I 
9 so.e change tn the ca..erctal availability 

10 of alternatives that lilY f:roduce cheaper 
11 types of construction. A so, that there 
12 •tght be SOle easing of the capital ~rket 

I 13 so that the financing would be less severe . 

14 Q (By Chat,...,. Cresse): You have .entioned 

I 
IS two candidates that 1111 possibly beco.e 
16 lower costs betWHn now and 1985. Are there 
17 any other potential cost CCJIIPOnents that you 

I 
18 thtnk have a good chance of lessening in 
19 that tt .. fr ... ? 

20 A Well, we certatnl1 would not rule out addi-

I 21 tional purchases as an alternative, to bring 
22 th• tn tn that ti• fr~~~e, tf tn fact there 
23 are quantities of .,O..r that would be avail-

I 
24 able and that tt would be ttte econ011ic dec1-
25 sion. 

26 Q (By Cha i run Cresse) : Okay. Of those 

I 27 three, that is t_,rove.ents in technology 
28 that would allow you to bring the unit in at 
29 a loweT cost, a lower cost of capital and 

I 30 additional coal-by-wire purchases, which do 
31 you think is the .ost ltkely to happen be· 
32 tween now and 1985? 

I 33 A I would be in hopes that all three would. 
34 J ' 11 not sure that I cou 1 d say wh 1 ch one 
35 would be the .ost likely to occur. 

I 36 Q (By Chain:~an Cresse) : Do you seriously 
37 ant ictpate that any of those three events 

I 
38 wi l l occur? 

I 0 RAZ£N · 8kUtAUk t MSOCIATU. INC. 

~ 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 
2 
3 
4 
s 
6 
7 
8 
9 

10 
11 
12 

13 Q 

14 

IS A 

16 

17 

18 

19 

Page 19 
Jeffry Pollock 

A Two I would and the third Mr. Howard •ight 
be able to co..ent on the capital costs . I 
think there 1s significant progress being 
•ade in research today in so.e of the coal 
conversion technologies. To 11ention only 
one as looking pra.lping would be coal con­
version and gasificat on which would then be 
used in a ca.bined ~ycle type plant, which 
should have a .uch .~r capital cost than 
the conventional coa ' units that we see 
today. • (Docket No. 820155-EU, Hearing 
transcript, Pages 395-396) 

IS THERE ANYTHING IRONIC ABOUT M. VATW' CONTENTION THAT THE MAR­

TIN UNITS WERE NEmED FOR CAPACITY? 

Yes. It 1s ironic in the extre~~e that FPL can chi• that, on the 

one hand, the Martin units (i.e., the deferred capacity) would have 

been needed to enable FPL to .eat projected load growth and to pro­

vide an adequate reserve .argin while, on the other hand, the pri ­

mary purpose of the Trans•ission Project and the coal-by-wire capac-

20 1ty mde available under the UPS AgreMents continues to be oil 

21 

22 

23 

24 

displacement. The two objectives cannot coexist in the Salle time 

frame. It is impossible to .aet inc~ased megawatt load growth 

while, at the same time, to econa.ically displace oil-fired genera-

tion. If anything, this supports FIPUG's contention that, in the 

25 future , FPL will have only 11•1ted opportunity to displace oil and 

26 

27 

28 

that all resources will be needed to meet increased .agawatt load 

growth. In other words, the primary purpose of the 500-kV transmis­

sion lines has fundamentally changed since the qualification Docket. 

0MZfN· 8"UIM.U. I ASSOCIATES. INC 
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OH PAGES 24 llltouaH 27 OF HIS TESTIIIONY, M. WATW CONTEJI)S THAT 

THE MARTIN r.OAL-FIRED UNITS WOULD HAVE 1£0 T1tE caY ALTEMATIVES 

AVAILABLE TO FPL TO MEET ITS CAPACJn NEEDS. WOULD TillS HAVE NECES­

SARILY BEEN THE CASE? 

No, not necessarily. Mr. Vaters -an only speculate about what •ight 

have transpired had FPL not entered 1 nt~ the UPS Agre88ents. FPl 

7 did not even begin to study the alternattves until February, 1984 . 

8 

9 

10 
11 
12 
13 

14 
IS 

16 
17 
18 

19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

In a report enti1tled •Analysis of Ti•ing and Feasibility of Generat­

ing Technologies,• dated February, 1984, FPL stated that: 

•1n recent years Flortda Power l Ltght (FPL) has 
not produced 1 long-range generation expansion 
plan. This has been due to a cOibinatton of sev-
eral factors: 

1. 

2. 

3. 

Our purcbase of 2,000 fll of unit power fro~~ 
the Southern CQ~Panies; 

Forecasted load growth continuing to decl fne 
due to conservation and other deund-side 
activities; 

FPl (and the State as a whole) is projected 
to have sufficient capacity through the 
early 90's . 

For these reasons, there has not been a critical 
need to develop a long-range expansion plan. 
Because of the uncertainty and uny options avail­
able to FPl, we do need to be ex•ining the issues 
through the generation planning process. Ve need 
to know which of the e~~ergtng new technologies we 
should be pursuing in RID. We need to know the 
impact of unit retire.ents and exa.ine the issues 
surrounding extending the operating life of units. 
Joint projects and untt power purchases need to be 
exa.ined closely. The 18pact of different load 
growth rates should be assessed.• (Introduction , 
Page 1) 
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Mr. Waters' testi.any is also devoid of any discussion concerning 

deund-side alternatives, such as load unage~tent, interruptible 

rates and purchases fro. qualifying facilities. FPL had not even 

imple~nted an interruptible rate progr .. until 1988. Although he 

discusses various supply-st te alternatives, he did not provide a 

quantitative analysts to support his position that the completion of 

the Martin units would have been .are cost-effective than cancella­

tion. Fi nally, Mr. Waters ignored the fact that FPL was not the 

only utility in the State that faced declining load growth in the 

•id-1980's. Other utilities--notably TECO--had plenty of additional 

capacity for sale following the ca.pletion of Big Bend Unit No. 4. 

In s~ry, Mr. Waters' contentions about the Martin coal 

units are based on endless speculations about what would have trans­

pired in the absence of the UPS Agree.ents. Yet, tt is these end­

less speculations about the Martin units--and not higher costs--that 

are prt• artly responsible for the very high level of OBCRF recover­

ies exper ienced since the April , 1987, filing . Because rates should 

be based on cost and not on speculat1on, I believe it 1s inappropri­

ate for FPL to have recovered $285 •1111on of accelerated depreci ­

at1on, which is attributed solely to the inclusion of capacity de­

fe rral benef i ts s ince the Apr il , 1987, f i ling. 

DOES T1US CONCIJI)E YOtlt REIUTTAL TESTIMONY? 

Yes, it does . 
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