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NOW, BEFORE THIS COMMISSION, through undersigned counsel, comes Florida Power & Light Company (“FPL” or the “Company”), and pursuant to Sections 366.04 and 366.05, Florida Statutes, Rule 25-6.0143, Florida Administrative Code, and relevant orders of the Florida Public Service Commission ("PSC" or the "Commission") submits its Petition for Authority to Recover Prudently Incurred Storm Restoration Costs Related to the 2004 Storm Season that Exceed the Storm Reserve Balance (the “Petition”).  Hurricanes Charley, Frances and Jeanne struck FPL's service territory over an approximately six-week span between mid-August and late September, resulting in power outages to millions of FPL customers.  In restoring power to its customers in an expeditious and safe manner, FPL estimates that it incurred extraordinary storm-related costs of approximately $710 million, net of insurance proceeds, which will result in a negative balance of approximately $356 million (system) in the Company’s storm reserve at the end of December 2004.
  

FPL proposes to initiate recovery of the estimated deficit through a monthly surcharge to apply to customer bills based on a twenty-four month recovery period commencing January 1, 2005.  The impact to the average residential customer bill (1,000 kWh per month) is expected to be $2.09 per month over the twenty-four month period.

Approval of FPL’s request is consistent with prior Commission precedent and policy and is in the public interest, enabling FPL to continue to fulfill its statutory obligation to serve by safely and expeditiously restoring power for its customers in the event of storms, with the understanding that FPL will be timely reimbursed for its reasonably and prudently incurred storm-related costs.  Further, such approval will reduce regulatory uncertainty associated with the extraordinary storm-related expenditures, and the resulting negative storm reserve due to an unprecedented hurricane season.  

In further support of the Petition, FPL states as follows:

1.
FPL is a public utility subject to the jurisdiction of the Commission under Chapter 366, Florida Statutes (2002).  FPL’s General Offices are located at 9250 West Flagler Street, Miami, FL 33174.

2. Any pleading, motion, notice, order or other document required to be served upon 

the petitioner or filed by any party to this proceeding should be served upon the following individuals:



William G. Walker, III

R. Wade Litchfield



Vice President



Senior Attorney


Florida Power & Light Company
Florida Power & Light Company



215 South Monroe Street

700 Universe Boulevard



Suite 810

Juno Beach, Florida 33408-0420



Tallahassee, FL 32301-1859

(561) 691-7101



(850) 521-3900

(561) 691-7135 (telecopier)



(850) 521-3939 (telecopier)

3.
FPL is not aware of any disputed issue of material fact.  This Petition is not filed in response to any agency decision.
Background
4.
FPL serves approximately 4.2 million retail customers in its service area in Florida.  Its service area comprises approximately 27,000 square miles in 35 of the state's 67 counties, encompassing the cities of Daytona Beach, Ft. Lauderdale, Ft. Myers, Miami, Naples and West Palm Beach and other densely populated areas on the East and West coasts of Florida. Further, FPL serves a number of less densely populated areas, including all or portions of Martin, St. Lucie, Indian River, Brevard, Charlotte, Desoto, Columbia, Highlands, Okeechobee, Seminole and Union Counties.
5.
Pursuant to prior Commission orders and consistent with Rule 25-6.0143, Florida Administrative Code, FPL has established a storm and property insurance reserve (“Storm Reserve” or “Reserve”).  The Commission has agreed that the establishment of the Storm Reserve provides an appropriate means of self-insurance, particularly where no reasonable commercial insurance market exists to cover the costs of repairing and restoring its transmission and distribution system in the event of hurricane, storm damage or other natural disaster.  See In Re: Petition to implement a self-insurance mechanism for storm damage to transmission and distribution system and to resume and increase annual contribution to storm and property insurance reserve fund by Florida Power & Light Company, Docket No. 930405-EI, Order Nos. PSC-93-0918-FOF-EI (issued: June 17, 1993)
 and PSC 95-0264-FOF-EI (issued: Feb. 27, 1995);
 In Re: Petition for authorization to increase the annual storm fund accrual commencing January 1, 1995 to $20.3 million; to add approximately $51.3 million of recoveries for damage due to Hurricane Andrew and the March 1993 Storm; and to re-establish the storm reserve for the costs of Hurricane Erin by increasing the storm reserve and charging to expense approximately $5.3 million, by Florida Power & Light Company, Docket No. 951167-EI, Order No. PSC 95-1588-FOF-EI (issued: Dec. 27, 1995);
 In Re: Petition for authority to increase annual storm fund accrual commencing January 1, 1997, to $35 million by Florida Power & Light Company, Docket No. 971237-EI, Order No. 98-0953-FOF-EI (issued: July 14, 1998).
  
6.
Pursuant to these and other Commission Orders, FPL has been operating under a self-insurance plan for storm-related costs in which the accrual and target amount of the Storm Reserve were intended to cover costs due to most, but not all, major storm events.  In the event that the Storm Reserve proved to be inadequate due to an extraordinary event or storm season, it was expressly contemplated that FPL would have the ability to seek recovery of reasonable and prudently incurred storm restoration costs in excess of the Storm Reserve.  Funds allocated to the Storm Reserve are accumulated by FPL in Account No. 228.1, Accumulated Provision for Property Insurance, which is intended to provide the reserve necessary to cover the costs of damage from storms, net of insurance proceeds.
  As of August 31, 2004, the balance in the Storm Reserve was approximately $345 million.  As described more fully below, due to the extraordinary 2004 Storm Season and the massive impact on FPL’s service territory, restoration efforts and costs will greatly exceed the Storm Reserve.  FPL currently estimates that the deficit, net of insurance proceeds, will be approximately $356 million (system) at the end of December 2004, taking into account accruals and projected earnings on the declining fund balance through year end.
An Unprecedented Storm Season
  
7.
By any measure, Floridians endured an unprecedented Storm Season in 2004, the effects of which were widespread and, on certain levels, catastrophic.  It is important to note that FPL's emergency preparedness plans are initiated well in advance of any projected storm impact to its service territory.  During the 2004 Storm Season, these plans were repeatedly executed within the six-week span. Before storm season, FPL conducts extensive training, various system tests and a mock hurricane drill to practice its emergency preparedness plans.  When a storm threatens FPL’s service territory, FPL takes well-tested actions at specified intervals prior to landfall.  At 72 hours, the Company's state-of-the-art Command Center is activated, storm personnel are alerted, initial restoration plan and resource requirements are forecast, contingency resources are activated and mutual assistance utilities are contacted.  At 48 hours, commitments are sought for restoration personnel, materials and logistics support. Computer models are run based on the projected intensity and path of the storm to forecast expected damage, restoration workload and potential customer outages.  Before storm season, agreements are negotiated for staging site locations.  These locations are then identified and confirmed based on the storm's expected path.  At 24 hours, the focus turns to getting personnel and supplies in position to begin restoration as soon as it is safe to do so.  The Company also provides information to the news media and customers focused on the storm preparation, possibility of extended outages and public safety.  These efforts prefaced each of the storms that threatened FPL’s service territory in 1004.  The impacts of the three storms that in fact struck FPL’s territory are described below.
8.
On August 13, 2004, Hurricane Charley struck the Southwest Florida coast at Port Charlotte with sustained winds of up to 140 miles per hour making it a strong category four hurricane.  It continued through 22 of the 35 counties served by FPL before exiting at Daytona Beach on the East coast, resulting in a loss of power to 874,000 FPL customers.  Hurricane force winds were 60 miles wide and tropical storm force winds were 210 miles in diameter.  Hurricane Charley inflicted extensive damage throughout FPL’s service territory, completely destroying portions of the Company’s electric distribution system.  Port Charlotte, Punta Gorda and Arcadia, all communities just north of Fort Myers, experienced severe damage similar to that incurred during Hurricane Andrew.  Due to the massive destruction, FPL has had to completely rebuild most of its electrical facilities in these areas.  Significant restoration efforts also were required in other areas hard hit by Hurricane Charley, including counties on the Eastern coast, ranging from as far south as Brevard to as far north as St. Johns near Jacksonville.
9.
Hurricane Charley restoration efforts involved enormous quantities of materials and supplies, and a dedicated work force of more than 11,200 individuals in the field performing repairs and reconstruction or directly supporting those tasks.  For example, more than 7,100 poles, 5,100 transformers, and 900 miles of conductor were required to repair and rebuild the electrical system following Hurricane Charley.  

10.
On September 5, Hurricane Frances struck the Eastern coast of Florida with sustained winds of up to 105 miles per hour, making it a strong category two hurricane.  As reported by the National Weather Service, the hurricane force wind swath extended 145 miles across, and tropical storm force winds extended 345 miles in diameter, making Frances’ reach immense, affecting the entire East coast of Florida and virtually all 35 counties within FPL’s service territory.  The slow moving storm sat on top of much of the state for more than 60 hours, allowing winds to batter the electrical system over an extended period of time, toppling thousands of poles and downing hundreds of miles of power lines.  The damage inflicted was extensive.   Nearly 2.8 million of FPL’s 4.2 million customers lost power during the storm – the largest known number of customer outages ever experienced by a single U.S. utility from a single event.  

11.
Again, restoration efforts required enormous quantities of materials and supplies.  More than 16,700 personnel worked throughout FPL’s service territory to effect repairs to the electrical distribution system.  Materials and supplies required included more than 3,800 poles, 3,000 transformers, and 550 miles of conductor.  Despite the impact, within three days of Hurricane Frances having left FPL’s service territory, FPL had restored power to 75 percent of those who had lost power, or 2.1 million customers.  Within one week, FPL had restored power to 92 percent, or 2.6 of the 2.8 million who had lost power.  FPL completed its Hurricane Frances restoration efforts on September 17, 2004.  

12.
On September 9, 2004, with Hurricane Frances restoration efforts ongoing, FPL filed a petition for Commission approval to establish a regulatory asset (“Regulatory Asset Petition”).  See In re: Petition for approval to establish as regulatory asset any costs charged to Account No. 228.1 in excess of Storm Reserve, by Florida Power & Light Company, Docket No. 041057-EI.  As of that date, FPL had not yet drawn upon the Storm Reserve as the costs associated with Hurricanes Charley and Frances continued to be collected.  FPL expected that the costs of Hurricane Charley would deplete roughly half of the Storm Reserve.  While not as intense a storm, the geographic scope of damage caused by Hurricane Frances was much broader than that caused by Hurricane Charley, resulting in more than three times the number of power outages than occurred during Hurricane Charley.  Therefore, FPL believed that it likely would incur expenditures in excess of the Storm Reserve and insurance coverage.  Consequently, FPL requested that the Commission enter an order that FPL could recover prudently incurred costs in excess of the Storm Reserve balance.  FPL’s intent in making the request was to obtain an order from the Commission enabling FPL to record these costs as a regulatory asset in conformance with Statement of Financial Accounting Standards No. 71, Accounting for the Effects of Certain Types of Regulation.  
13.
The Commission addressed the Regulatory Asset Petition at the September 21, 2004, Agenda Conference.  The Commission voted to approve with modification the Commission Staff’s (“Staff’s”) recommendation that FPL’s petition be denied, stating in its order that “[i]t is unnecessary to create a separate regulatory asset . . . because allowing a negative balance to be recorded in the Storm Reserve (Account No. 228.1) serves the same purpose and is contemplated by Rule 25-6.0143, Florida Administrative Code.  See In re: Petition for approval to establish as regulatory asset any costs charged to Account No. 228.1 in excess of Storm Reserve, by Florida Power & Light Company, Docket No. 041057-EI, Order No. 04-0976-PAA-EI (issued: Oct. 8, 2004).  The Commission concluded that through the application of Rule 25-6.0143, FPL could defer storm restoration costs in excess of the Storm Reserve and recover prudently incurred costs through a means to be determined at a later date upon application by FPL.​ Id., at 2.
14.
Four days after the September 21, 2004, Agenda Conference, and almost exactly three weeks after Hurricane Frances struck Florida, a third hurricane, Hurricane Jeanne, struck FPL’s service territory, making landfall at almost the identical point Hurricane Frances came ashore.  Though Hurricane Jeanne moved across FPL’s service area more quickly than Hurricane Frances, -- in about 45 hours --, Hurricane Jeanne was a stronger hurricane and almost as large, again affecting customers in all 35 counties served by FPL.  As reported by the National Weather Service, Hurricane Jeanne struck with sustained hurricane force winds of 120 miles per hour, rendering it a category 3 hurricane.  Hurricane force winds extended 125 miles across, while tropical storm force winds extended 315 miles in diameter.  More than 1.7 million of FPL’s 4.2 million customers, or 41%, lost power during the storm.  

15.
Yet again, FPL’s employees and partnering crews were called to restoration duty.  More than 16,500 personnel worked to effect repairs to the electrical system.  Again the amount of materials and supplies required was enormous, including more than 2,300 poles, 3,000 transformers, and 250 miles of conductor.  FPL completed its Hurricane Jeanne restoration efforts on October 4, 2004, just eight days after the storm left FPL’s service territory. 

16.
Never before have three hurricanes struck the area served by FPL in a single year.  Jeanne was the fourth hurricane to hit Florida this year, something that no state has had to endure since four hurricanes struck the state of Texas in 1886, almost 120 years ago.  The impact has been staggering.  Within less than an eight-week period, these storms forced FPL to restore service to a total of nearly 5.4 million customers, requiring service restoration effort of immense scale that is unprecedented in the history of the United States.  In the aggregate, the efforts required thousands of man hours of labor, and massive quantities of materials, including approximately 12,900 poles, 11,700 transformers, and 2,000 miles of conductor.  
17.
Although FPL continues to gather the final costs associated with restoration work, FPL has compiled cost estimates for each of the three hurricanes.  Current estimated restoration costs, by storm, are shown on the schedule attached as Appendix A.  FPL’s best estimate as of this filing date is that total restoration costs for all three storms will be approximately $710 million, net of insurance.  Insurance proceeds are expected to cover approximately $108 million in damages to FPL’s nuclear generating plants and associated facilities.  Since Hurricane Andrew, and particularly in the post-September 11, 2001 era, insurance for transmission and distribution facilities is not practically available.  FPL currently anticipates that storm restoration costs, net of insurance proceeds, and including on-going accruals and estimated earnings from the fund will exceed the Storm Reserve balance as of December 31, 2004 by approximately $356 million (system). 
Storm Restoration Surcharge

18.
FPL respectfully requests that the Commission enter an order allowing FPL to recover, subject to true-up, an amount equal to the difference between the amount in the Storm Reserve as of August 31, 2004 , adjusted for the monthly storm fund accruals and the storm fund earnings through the period September 1, 2004 to December 31, 2004, and the actual amount of prudently incurred storm restoration costs associated with storms occurring during the calendar year 2004, net of insurance proceeds, (the “Storm Reserve Deficit” or “Deficit”).
  FPL proposes to initiate recovery of the jurisdictional portion of the estimated Storm Reserve Deficit of $356 million (system), or $354 million (jurisdictional), through a monthly surcharge “Storm Restoration Surcharge” to apply to customer bills based on a twenty-four month period (the “Recovery Period”).  FPL proposes that the recovery period commence January 1, 2005.
  
  
19.
The computation of the proposed surcharge is shown on the attached Appendix B, Storm Restoration Surcharge Computation.  FPL proposes to allocate the Storm Restoration Surcharge among rate classes using the same method of allocation used for similar costs in the utility’s cost of service study as filed in Docket No. 001148-EI.  SEQ CHAPTER \h \r 1 The application of the Storm Restoration Recovery Factor will result in a Storm Restoration Surcharge of $2.09 to a 1000 kWh monthly residential customer bill.
  
 
20.
Within sixty days following expiration of the Recovery Period, FPL would file the final actual costs of the Storm Reserve Deficit.  Any actual over-recovery of the Storm Reserve Deficit based upon such filing would be refunded on customer bills as soon as practicable following a final Commission order accepting the proposed true-up, such refund to be allocated in the same manner as the surcharge was applied.  For any under-recovered portion of the Storm Reserve Deficit, FPL would propose the means by which it would be recovered, at that time.  In addition to identifying the actual, final Storm Reserve Deficit in its filing, and any under or over-recovered amounts, FPL would supply the revised Storm Recovery Factor corresponding to the refund or recovery, as appropriate, in connection with the true-up.

21.
Entry of an order approving this Petition is consistent with Commission precedent regarding hurricane-related expenditures.  FPL’s existing accrual was last established by the Commission in Order No. PSC 98-0953-FOF-EI, issued July 14, 1998, in Docket No. 971237-EI, in which the Commission declined to approve an increase in the $20.3 million accrual to $35 million, but indicated that FPL would continue to be able to petition the Commission for emergency relief, as reflected in its prior Order No. PSC 95-1588-FOF-EI.  Further, in allowing FPL to defer the negative balance in the Storm Reserve for future recovery, Commission Order No. 04-0976-PAA-EI, refers to its decision in Order No. PSC-96-0023-FOF-EI, issued January 8, 1996, in Docket No. 951433-EI, In Re: Petition for Approval of Special Accounting Treatment of Expenditures Related to Hurricane Erin and Hurricane Opal by Gulf Power Company (“Order No. 96-0023”).  In Order No. 96-0023, the Commission addressed Gulf Power Company’s (“Gulf’s”) petition for relief related to two 1995 hurricanes the expenses for which exceeded the amount accumulated in Gulf’s storm reserve.  There, the Commission recognized there could be times when charges to the accumulated provision account could exceed the balance in the account, resulting in a negative balance.  The Commission determined that reasonable and prudent hurricane-related costs could be recovered, including reasonably and prudently incurred costs that resulted in a negative balance.  

22.
Instituting the proposed surcharge, subject to true-up, will provide an appropriate mechanism enabling the Company to begin to recover the Storm Reserve Deficit, while not restricting the Commission’s right to review the prudence and reasonableness of such costs.  Recovering the Storm Reserve Deficit through the proposed surcharge over a two-year period will mitigate the impact on customers’ bills.  As noted above, the estimated monthly surcharge on a 1000 kWh residential bill will be approximately $2.09.  

23.
Bond rating agencies have noted the Commission’s past record of allowing recovery of storm-related costs, but have indicated that ratings of Florida utilities could be negatively affected if a significant amount of costs are not recovered or if the timing of recovery is significantly delayed.  See e.g., Standard & Poors Research Bulletin dated September 21, 2004, attached as Appendix C.  In prior orders, the Commission has indicated that it would act expeditiously to address a utility’s request for recovery of catastrophic losses in excess of its Storm Reserve. See, e.g., In Re: Petition to implement a self-insurance mechanism for storm damage to transmission and distribution system and to resume and increase annual contribution to storm and property insurance reserve fund by Florida Power & Light Company, Docket No. 930405-EI, Order No. PSC-93-0918-FOF-EI (issued: June 17, 1993); In Re: Petition for authorization to increase the annual storm fund accrual commencing January 1, 1995 to $20.3 million; to add approximately $51.3 million of recoveries for damage due to Hurricane Andrew and the March 1993 Storm; and to re-establish the storm reserve for the costs of Hurricane Erin by increasing the storm reserve and charging to expense approximately $5.3 million, by Florida Power & Light Company, Docket No. 951167-EI, Order No. PSC-95-1588-FOF-EI (issued: Dec. 27, 1995).  Timely implementation of the proposed surcharge mechanism will provide appropriate signals to the investment community.  
Conclusion

24.
FPL believes that Commission approval of the Storm Restoration Surcharge described above is an appropriate mechanism for recovery of FPL’s Storm Reserve Deficit.  This will enable FPL to recover the significant and extraordinary hurricane-related costs FPL incurred to repair the massive damage and destruction caused to FPL’s transmission and distribution system by the unprecedented storm season in which three major hurricanes struck FPL’s service territory, while at the same time preserving the Commission’s right to review the prudence and reasonableness of the storm restoration costs recovered through the surcharge.  Such action is consistent with Commission precedent and policy and will reduce regulatory uncertainty associated with the severe impacts of an extraordinary storm season.

25.
In light of the significant deficiency that exists in FPL’s Storm Reserve, FPL respectfully requests that the Commission’s consideration of this Petition be expedited such that implementation of the recovery mechanism could commence effective January 1, 2005.

WHEREFORE, for the above and foregoing reasons, Florida Power & Light Company respectfully requests that the Commission grant this Petition to initiate recovery of reasonable and prudent storm-related costs that exceed the Storm Reserve Balance, subject to the review and true-up mechanism, all as outlined herein above.   
Respectfully submitted,

By:
_____________________________
R. Wade Litchfield

Natalie F. Smith

Attorneys for Florida Power & Light Company

700 Universe Boulevard

Juno Beach, Florida 33408-0420
� 	On a jurisdictional basis, this amount is approximately $354 million.


�  By Order No. PSC 93-0918-FOF-EI, the Commission re-established the annual accrual to fund the Storm Reserve and required FPL to submit a study indicating the appropriate amount that should be contributed to the fund annually.    





�  By Order No. PSC 95-0264-FOF-EI, based on the study filed by FPL and an assumption that commercial insurance also would be available to cover a portion of storm-related costs, the Commission authorized an increase in FPL’s annual accrual to $10.1 million.





�  By Order No. PSC 95-1588-FOF-EI, based in part on the recognition that commercial insurance for transmission and distribution losses had not become a viable option, the Commission approved increasing the annual accrual to $20.3 million.





�  By Order No. PSC 98-0953-FOF-EI, the Commission rejected FPL’s request to increase its storm fund accrual to $35 million, finding that the balance in the Storm Reserve was sufficient to protect against most emergencies, but indicating that FPL would continue to be able to petition the Commission for emergency relief as reflected in Order No. PSC 95-1588-FOF-EI.  





� FPL accounts for the restoration and replacement costs to plant in accord with Order No. 95-0264-FOF-EI, issued February 27, 1995, in Docket No. 930405-EI, consistent with the manner in which replacement cost insurance works.  Specifically, the accounting works to retain the net book value of the affected plant in service at the same level before and after the storm with the full cost of the restoration charged to the storm maintenance account.  This accounting is described in more detail in Order No. 95-0264-FOF-EI at page 5.





�  FPL expects that the balance of its storm fund will be zero by December 31, 2004.  Nothing in FPL’s proposal is intended to alter the operation of the Storm Reserve accrual going forward.





�  FPL is not proposing at this time that the Commission pre-approve a surcharge on customer bills for damages in the event that a future Storm Reserve balance is inadequate; rather, FPL is reacting to an actual, significant shortfall in the Storm Reserve, and seeking appropriate regulatory action to recover reasonable and prudently incurred storm restoration costs in excess of the Reserve.  Cf.  In Re: Petition to implement a self-insurance mechanism for storm damage to transmission and distribution system and to resume and increase annual contribution to storm and property insurance reserve fund by Florida Power & Light Company, Docket No. 930405-EI, Order No. PSC-93-0918-FOF-EI (issued: June 17, 1993).





	� Applying the 30-day commercial paper rate of return to the deficiency is consistent with the Commission’s normal practice of applying the commercial paper rate of return to prudently incurred under-recovered costs of a short-term nature.  See In re: General investigation of fuel cost recovery clause. Consideration of staff's proposed projected fuel and purchased power cost recovery clause with an incentive factor, Docket No. 74680-CI, Order No. 9273 (issued March 7, 1980).








PAGE  
15

