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PREBEABING ORPBB 

I. CASE BACKGROUND 

Historically, Florida's electric utilities relied on oil as 

the primary fuel for electric generation. After the "oil shocks" 

of 1973 and 1979 the United States and Florida made the strategic 
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decision to reduce the reliance on oil as an energy source, 

especially oil from foreign so\ r ces. 

To implement this strategic decision, the Florida Public 

Service Commission enacted Rule 25-17.016 , Florida Administrative 

Code, the Oil Backout Cost Recoyery Factor. Sut:paragraph 2 (a) 

states that the purpose of the rule is to provide " . • . for the 

recovery of costs of implementing ••. supply side oil conservation 

measures the primary purpose of which is the economic displacement 

of oi l generated electricity in Florida." 

Qualified projects include : 

1) Conversion of an existing oil-fired, steam cycle, 

generating unit to also burn a non-oil fuel, a combination of 

non-oil fuels, or a non-oil/oil fuel mixture. 

2) Construction of transmission lines including any related 

land and land rights, substations, and support electrical 

equipment, within Florida when the primary purpose of the 

construction of the lines is to increase the importation or 

transfer of non-oil derived electrical energy on either a firm or 

a non-firm basis. 

3) At the discretion of the Commission, other major 

supply-side oil conservation measures whose primary purpose is the 

economic displacement of oil-fired generation in the State of 

Florida. 

The rule specifically excludes recovery for the costs of a 

project if "the primary purpose .• is to serve increased megawatt 

demand or for the recovery of the costs of a new generati "'lg unit." 

To qualify under the rule, the utility must prove: 

1. The primary purpose of the proposed project is the 

economic displacement of oil-fired generation in the 

State of Florida; 
2. It has been shown by a preponderance of the evidence 

that there will be a positive cumulative Present Value of 

Expected Net Savings to retail customers in Florida 

within the first ten (10) years of commercial operation 
of the proposed project; and 
3. It has been shown by a preponderance of the evidence 

that a proposed project is the most economical 

alternative available. 
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The Commission has previously approved two projects for cost 

recovery under the clause: 

1) The accelerated construction of Florida Power and Light 

Company's two 500 kv transmission lines from the Florida-Georgia 

interface south to Martin County (Order No. 11217 !~sued October 1, 

1982 in Docket No. 820155-EU. This enabled FPL to purchase 

siqnificant amounts o f lower cost coal-fired capacity from the 

Southern Companies and thereby displace existing oil-fired 

generation; and 

2) The conversion of Tampa Electric Company's Gannon Units 1-4 

to burn coal instead of oil (Order No. 11223 issued October 5, 1982 

in Docket No. 820055-EU. 

on April 22, 1994 Florida P ower and Light Company filed the 

petition which initiated this docket. FPL is seeking approval, 

pursuant to the oil backout rule, to recover the costs of 

converting its two 783 megawatt Manatee units to burn Orimuls ion, 

rather than oil. 

Orimulsion is the trademark name for a hydrocarbon (fossil) 

fuel found in the Orinoco river basin of Venezuela. It is mixed 

with water and other materials to form an emulsion. It i s then 

transported via pipeline to various ports and shipped in tankers 

for use as a boiler fuel. Whether or not it is a "non-oil fuel" as 

defined by Rule 25-17.016(1) (a), F.A.C. is among the issues 

identified for resolution in this proceeding. 

The final hearing is set for August 12, 1994. 

II. PROCEDURE FOR HANDLING CONFIDENTIAL INFORMATION 

A. Any information provided pursuant to a discovery request 

for which proprietary confidential business information status is 

requested shall be treated by the Commission and the parties as 

confidential. The information shall be exempt from Section 

119.07(1), Florida Statutes, pending a formal ruling on such 

request by the Commission, or upon the return of the information to 

the person providing the information. If no determination of 

confidentiality haa been made and the information has not been used 

in tbe proceeding, it shall be returned expeditiously to the person 

providing the information. If a determination of confidentiality 

has been aade and the information was not entered into the record 

of tbe proceeding, it shall be returned to the person providing the 

information within the time periods aet forth in Section 

366.093(2), Florida Statutes. 
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B. It is the policy of the Florida Public Service Commission 

that all Commission hearings b 1 open to the public at all times. 

The Commission also recognizes its obligation pursuant to Section 

364.183, Florida Statutes, to protect proprietary confidential 

business information from disclosure outs i de the proceeding. 

In the event it becomes necessary to use confidential information 

during the hearing, the following procedures will be observed: 

1) Any party wishing to use any propri etary 
confidential business information, as that term is 
defined in Section 366 . 093, Flori da Statutes, shall 

notify the Prehearing Officer and all parties of 
record by the time of the Prehearing Conference, or 
if not known at t hat time, no later than seven ( 7 ) 
days prior to the beginning of the hearing. The 
notice shall include a procedure to assure that the 
confidential nature of the information i s preserved 

as required by statute. 

2) Failure of any party to comply with 1) above shall 
be grounds to deny the party the opportunity to 
present evidence which is proprietary confidential 

business information. 

3) When confidential information is used in the 
hearing , parties must have copies for the 

Commissioners, necessary staff, and the Court 

Reporter, in envelopes clearly marked with the 
nature of the contents . Any party wishi ng to 
examine the confidential material that is not 
subject to an order granting confidentiality sh~ll 

be provided a copy in the same fashion as provided 

to the Commissioners, subject to execution of any 
appropriate protective agreement wi th the owner of 

the material. 

4) Counsel and witnesses are cautioned to avoid 
verbalizing confidential information in such a way 
that would compromise the confidential information. 

Therefore, confidential informati on should be 
presented by written exhibit when reasonably 
possible to do so . 

5) At the conclusion of that portion of the hearing 
that involves confidential information, all copies 
of confidential exhibits shall be retur ned to the 
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proffering party. If a confidential exhibit has 

been admitted into evi dence, the copy provided to 

the Court Reporter shall be retained in the 

Commission Clerk's confidential files. 

Post-hearing procedures 

Rule 25-22.056 ( 3) , Florida Administrative Code, requires each 

party to file a post-hearing statement o f issues and positions. A 

summa ry of each position of no more than 50 words, set off with 

asterisks, shall be included in that statement. If a party's 

positi on has not changed since the issuance of the prehearing 

order, the post-hearing statement may simpl y restate the prehear ing 

pos i tion; however, if the prehearing position is longer than 50 

words, it must be reduced to no more than 50 words. The rule also 

provides that i f a party fails to file a post-hearing statement in 

conformance with the rule, that party shall have waived all issues 

and may be dismissed from the proceeding. 

A party's proposed findings of fact and conclusions o f law, if 

any, statement of issues and positi ons , and brief, shall together 

total no more than 60 pages, and shall be filed at the same time. 

The prehearing officer may modify the page limit for good c ause 

shown. Please see Rule 25- 22.056, Florida Administrative Code, for 

other requirements pertaining to post-hearing filings. 

III. PREFILED TESTIMONY AND EXHIBITS 

Testimony of all witnesses to be sponsored by the parties has 

been prefiled . All testimony which has been prefiled in this case 

will be inserted into the record as though read after the witness 

has taken the stand and affirmed the correctness of the testimony 

and associated exhibits . All testimony rema ins subjec t to 

appropriate objections . Each witness will have the opportunity to 

orally summarize his or her testimony at the time he or she takes 

the stand. Upon insertion of a witness' testimony, exhibits 

appended thereto aay be marked for identification. After all 

parties and Staff have had the opportunity to object and cross

examine, the exhibit aay be aoved into the record . All other 

exhibits aay be similarly identified and entered into the record at 

the appropriate time during the hearing. 

Witnesses are reminde d that, on cross-examina tioP, respo nses 

to questions call ing for a simple yes or no ans wer shall be so 
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answered first, after which the witness may explain his or her 

answer. 

IV. ORPER OF WITNESSES 

Witness Appearing For Issues # 

Direct 

R. Silva FPL 1- 11, 20- 23, 
25, 26 

K. M. Davis FPL 12 - 19, 24, 27 

Hugh Larkin, Jr. OPC 13, 14, 17, 18, 
20-24 

Rebuttal 

R. Silva FPL 20 - 23 

K. M. Davis FPL 13, 14, 18, 24 

V. BASIC POSITIONS 

H.L..l The proposed conversion of FPL' s Manatee Plant to use 
Orimulsion will result in total projected net savings to 

customers of $2 . 6 billion over twenty years, present 

valued to 1998, while reducing FPL's oil use by J5t . The 
conversion of the Manatee Plant •eets the requirements of 

Rule 25-17.016. The Commission should grant approval for 
FPL to recover the costs of the proposed Orimulsion 

conversion under the Oil-Backout Cost Recovery Factor and 
establish a funded reserve to offset FPL' s potential 
liability for the Pollution Control Equipment. 

In addition, in its Order No. 14546, the Commission 
concluded that a utility could properly recover through 

the Fuel Cost Recovery Clause, fuel-related costs 

"normally recovered through base rates but which were not 
recognized or anticipated in the cost levels used to 
determine current base rates and which, if expended, will 

result in fuel savings to customers." Therefore, 
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although FPL believes that recovery is aost appropriate 

through an Oil-Backout Cost Recovery Factor, the cost of 

converting Manatee Units 1 and 2 to burn Orimulsion as a 

primary fuel would .. lso qualify for recovery through 

FPL' s Fuel and Interchange Cost Recovery Clause, pursuant 

to Commission Order No. 14546. 

Initially, FPL ' s petition to recover the conversion costs 

to burn Ori mulsion at its Manatee Units 1 and 2 seemed to 

satisfy the spirit of the Oil-Backout Rule, even though 

Orimulsion is not listed as a non-oil fuel in the rule. 

FPL said the 1% sulfur oil used in these units would be 

replaced with a less expensive •non-oil fuel," an 

emulsion o f •solid" bitumen and water which would 

economically displace 135 million barrels of oil-fired 

generation. Public counsel's concerns, and the prefiled 

testimony of his witness, were directed mostly to the 

funded reserve for pollution control equipment which was 

not contemplated by the rule. 

Consideration of the underlying purposes of the Rule and 

the physical characteristics of orimulsion , however, 

indicated some problems and inconsistencies. The rule 

was apparently i ntended to reduce the use of, and 

dependence on, foreign oil. Alternative fuels s u ch as 

coal, nuclear and natural gas were available 

domestically. Does the rule contemplate treating an 

imported, liquid, high-sulfur hydrocarbon which can be 

extracted, shipped, piped, stored and burned like oil as 

a non-oil fuel? 

FPL's petition to allow oil-backout treatment is based 

entirely on the fact that the hydrocarbon extra~ted from 

the Orinoco River basin of Venezuela has been given the 

appellation •bitumen• instead of •heavy crude.• Yet, 

bitumen is, essentially, just extra heavy crude oil . In 

fact, PDVSA, the state owned oil company, referred to the 

deposits as •heavy oil• until approximately 1987 (long 

after the Oil-Backout Rule was adopted in 1982) when it 

•witched to •bitumen• to help keep the reserves exempt 

from OPEC oil production quotas. Application of the 

rule, however, should not turn on such subtleties. 

Moreover, the !uel aupply contract calls for Bi tor 

America to provide either Orimulsion or high-sulfur fuel 

oil at the same price . Manatee Units 1 and 2 will not be 

•converted• to burn a non-oil fuel; they will be modified 
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to burn a cheaper, high-sulfur oil. FPL is to be 

commended for initi ating a plan to lower its fuel costs, 

but there will be no •economic displacement of oil" as 

those terms are used in the Oil-Backout Rule . 

JIANASOTA: FPL is not enti tled to any oil-backout cost recovery 

factor. FPL' s proposed conversion to using Orimulsion as 

a fuel at its Manatee Units 1 ' 2 is not the most 
economical alternative. FPL' s proposed purchase of 
Orimulsion a nd the conversion of its Manatee Units 1 and 

2 to burn Orimulsion is not reasonable and prudent. 

STAfF: Staff takes no basic position on the Petition, pending 

further review of discovery, the evidence adduced at 
hearing and the post-hearing briefs of the p a rties. 

Staff's position on the issues are preliminary and based 

on materials filed to date by the parties and on 

discovery. Where Staff has taken preliminary positions, 

they are offered to assist the parties in preparing for 

the hearing. Staff's final positions will be based upon 

the record evidence and post-hearing argument and may 

differ from the preliminary positions . 

VI. ISSUES AND POSITIONS 

Issues preceded by an asterisk are fully stipulated by all 

parties taking a position on those issues. 

*ISSUE 1: Is Orimulsion a viable fuel for purposes of electric 

generation in Florida? 

Yes. Orimulsion is a viable fuel for purposes of 

electric generation in Florida. 

KAI)BQTA: No position. 

*ISSQJ 2: Are there sufficient proven reserves of Orimulsion to 

aeet Plant Manatee's fuel requirements for the term of 

the contract? 

Yes. There are sufficient proven reserves of Orimulsion 
to meet Plant Manatee's fuel requirements for the term of 

the contract. 
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ISSUI 3: Will the use of Orimulsion contribute to fuel diversity 

for Florida Power and Light Company's system and for 

peninsular Florida? 

tELL Yes. Orimulsion add~ another fuel to the fuel mix, and 

reduces both FPL and peninsular Florida's dependence upon 

oil. 

No. Orimulsion should be viewed as a high-sulfur fuel 

oil. 

KANASQTA: Aqree with Public Counsel. 

STAll: Yes. Orimulsion will further diversify both FPL's and 

peninsular Florida's fuel mix. 

ISSVB 4: Are Florida Power and Light Company's fuel price 

forecasts reasonable for planning purposes? 

Yes. FPL's base forecast of "commodity" or market fuel 

prices was prepared by DRI/McGraw Hill (DRI ) , a 

recognized energy market and economic consulting firm, 

and reflects DRI's view of future energy market 

conditions. FPL applied the terms of its long-term fuel 

supply and transportation contract, as appropriate, to 

DRI's forecast of fuel aarket prices to determine 

projected delivered costs of fuel oil, natural gas and 

coal to FPL's generating plants. The delivered price of 

Orimulsion was calculated applying the price formula in 

the Orimulaion Supply Contract to the projected delivered 

cost of coal at St. John's River Power Park. 

In order to address the uncertainty of fuel prices in the 

future, FPL performed the economic analys j s of the 

Orimulsion project using the "base case" forecast, as 

well as a "low fuel price" and . a "high fuel price" 

forecast that provide a reasonable range of what energy 

prices will be in the future. The "low fuel price" and 

"high fuel price" forecasts reflect the views of energy 

experts who expect fuel prices to be lower, or higher 

than DRI 's view. The use of a well developed "base case" 

forecast, as well as alternate scenario forecasts, 

results in an effective analysis that is reasonable for 

planning purposes. 

No position. 
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MAHASQTA: No position. 

STJUPl; The application of the 1993 FPL/DRI f orecast of 

"commodity" or market fuel prices prepared by DRI/McGraw 

Hill (DRI) results in over-escalation of projected 

delivered costs of fuel oil, natural gas, coal and 

orimulsion to FPL 1 s generating plants. FPL has since 

provided a 1994 updated version that projects the price 

of all fuel types to be noticeably l,wer than the 

previous year 1 s projections. This reaffirms Staff's 

belief that the 1993 "low fuel price" forecast is more 

representative of current market and future operating 

conditions than the 1993 "base case". However, since 

FPL 1 s "low fuel price" also demonstrated that the 

Orimulsion conversion project is cost-effective, Staff 

agrees that a reasonable fuel price forecast was used in 

FPL 1 s evaluation. 

*ISSUE 5: What is the appropriate on-site inventory level of 

primary and secondary fuel? 

FPL currently projects that its total inventory of 

primary fuel will be approximately 1. 3 million barrels of 

Orimulsion. The inventory will be stored at the Manatee 

Plant and the storage facilities at Port Manatee. This 

volume is sufficient to provide approximately twenty days 

of operation at an average capacity factor of 83%. In 

addition, FPL plans to maintain sufficient 1.0% sulfur 

residual fuel oil inventory on hand during certain months 

of the year to operate both Units at full power for one

hundred-ninety-two (192) consecutive hours. 

It is not necessary or appropriate to predetermine a 

specific inventory level for the primary fuel at the 

Manatee Plant. Various factors will impact the level of 

inventory to be held. These factors will vary on an on

going basis, and include such things as, the size and 

time of the deliveries, plant maintena nce schedules and 

the projected need for switching to fuel oil. 

No position. 

IAKASQTA: No position. 

*ISSVI 6: Is the Fuel Supply Contract adequate to ensure Florida 

Power and Light Company 1 a retail customers a reliable and 

coat-effective fuel supply? 
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The Fuel Supply Contract between Florida Power and Light 

Company and Bitor is adequate to ensure Florida Power and 

Light Company's retail customers a reliabl e and cost

effective fuel supply. 

No position. 

MAMASQTA: No position. 

*ISSOJ 7: Is the Conversion Services Contract adequate to ensure 

Florida Power and Light Company's retail customers 

reliable and cost-effective service from Plant Manatee? 

Yes. The Conversion Services Contract is adequate to 

ensure Florida Power and Light Company's retail customers 

reliable and cost-effective service from Plant Manatee . 

No position. 

MAHASQTA: No position. 

*ISSUI 8; Does the conversion of the Plant Manatee units to burn 

Orimulsion represent the most economical alternative 

available to Florida Power and Light Company? 

Yes. The conversion of the Plant Manatee units to burn 

Orimulsion represents the most economical alternative 

available to Florida Power and Light Company. 

No position. 

MAMJSQTAi No position. 

*ISSVI ?; Does the proposed pollution control equipment consist of 

mature and viable technologies? 

Yes. The pollution control equipment planned for the 

Manatee Units are similar to the equipment tested 

successfully at Northern Indiana Public Service 

Corporation's Bailey station under the Federal Clean Coal 

Technology Program. 

No position. 

MIIJSQTA: No position. 
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•ISSQJ 10: Does the proposed Orimulsion project at 
Power and 

Plant 
Light Manatee adversely affect Florida 

Company's 1994 expansion plan? 

No. The proposed Crimulsion project at Plant Manatee 

does not adversely affect Florida Power and Light 

Company's 1994 expansion plan . 

No position . 

KAHASQTA; No position. 

*ISStll 11: Is it appropr iate to use demand side management 

(DSM) for the period 1998-2017 to fulfill equivalent 

availability shortfalls due to increased planned 

maintenance from burning Orimulsion in the Manatee units? 

Yes. Is it appropriate to use demand side management 

(DSM) for the period 1998-2017 to fulfill equivalent 

availability shortfalls due to increased planned 
maintenance from burning Orimulsion in the Manatee units. 

If there is a degradation of performance, DSM i s one 
method which could be used t o offset the potentially 

lower equivalent availabi lity. 

No position. 

KANASQTA: No position . 

*ISSVB 12: How should the rate of return on the utility's 

unrecovere d investment be calculated? 

If the Orimulsion conversion costs for Plant Manatee a re 

approved for recovery through an adjustment clause 

mechanism, the Rate of Return will be calculated using 

the ratio of Long-term Debt, Short-term Debt, Preferred 

Stock and Common Equity as a percentage ot investor 
sources included in the last rate proceeding, and the 

actual Deferred Taxes and ITC, if any, directly 

attributable to the project. The cost rates utilized for 

Long-term Debt, Short-term Debt, Preferred Stock and 

Common Equity will be based on the weighted average of 

the cost rates from the last rate proceeding and the 

aidpoint for Common Equity as approved by the Commission 

for all purposes. Prepaid deferred income taxes will be 

included in the rate base rather than the capi tal 
structure. 
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No position. 

MAHASQTA; No position. 

ISSUE 13: Is it appropriate for Florida Power and Light Company to 

establish a reserve for the pot ential liability of the 

pollution control equipment? 

Yes. The Oil-Backout Rule allows a company to retain 

two-thir ds of the positive net savings as accelerated 

recovery of its i nvestment in an Oil-Backout project. 

However, in this case FPL will not own the pollution 

control equipment, but under certain conditions, may be 

required to pay termination char ges or to purchase the 

pollution control equipment. The funded reserve FPL is 

requesting will protect FPL's customers and shareholde r s 

against this potential liability. This is important 

since Orimulsion promises significant current and future 

benefits to the customers. In the event that Orimulsion 

is no longer a viable fuel and FPL is required to 

purchase the pollution control equipment and burn f ue l 

oil at the Manatee plant , the future savings from t he 

project could be reduced. Therefore, without u s e of the 

funded reserve, f u ture cus tomers could be required t o pay 

the remaining liability at a time when benefits o f the 

cheaper fuel could be eliminated or significantly 

reduced, if all of the net savings go to the benefit of 

the current customers. 

No. FPL will only have to invest in pollution control 

equipment if circumstances cause it to burn oil, i nstead 

of Orimulsion, at Manatee . As s uch, it cannot be an oi l 

backout cost. 

lll\NASO'l'A; Agree with Public Counsel. 

STAll; There are inter -generational concerns, along with other 

aatters regarding the appropriateness of the reserve for 

the pollution control equipment that need to be addressed 

through the hearing process. 

ISSUI 14: It a reserve for the potential liability of the pollution 

control equipment is appropriate, should it be a funded 

or unfunded reserve? 
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Funded. FPL is proposinq an external funded reserve 

rather than an internal unfunded reserve to provide 

better assurance that the funds necessary to meet FPL ' s 
potential liability , should it be required to terminate 

the Orimulsion contract, would be more readily available. 

If a reserve is appropriate, it should be a funded 
reserve . 

BANASOTA: No position . 

STAll: If a reserve i s appropriate, an unfunded reserve with a 
dedicated line of cre dit appears to be most cost

effective. 

*ISSVB 15: What is the appropriate depreciation rate(s) to be 
used for the investments being added as a result of 

Orimulsion? 

The depreciation rate should be 5% based on a projected 
twenty year life of the project. If there are any 

interim retirements durinq the term of the contract, all 
costs associated with t he interim retirement and 

replacement equi pment will be recovered in the same 

manner as the oriqinal conversion costs . 

KANASOTA: No position. 

*ISSUE 16: How should Florida Power and Liqht Company recover 

the undepreciated value of the retirements and the 

related cost of removal associated with the conversion o f 

Manatee Plant to burn orimulsion? 

The undepreciated value of the retirements and the 

removal costs associated with the assets beinq retired as 

a result of ti1e conversion process, of approximately $2.1 

million, should be accounted for as interim retirements . 

If this project is approved for recovery throuqh an 

adjustment clause aechanism, these costs should be 

recovered consistent with the other conversion investment 

th.rouqh applicati on of two-thirds of the net savinqs. 

IANASQTA: No position. 
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*ISSQJ 17; How should Florida Power and Light Company account 

for the Orimulsion project, exclusive of the pollution 

control equipment r r serve? 

For accounting purposes, there are three types of costs 

associated with the Orimulsion project: (i) the estimated 

costs FPL will incur to convert the Manatee Plant to burn 

Orimulsion; ( ii) fuel costs that include the costs for 

the use of the pollution control equipment owned by Pure 

Air of Manatee under the Pollution Control Service 

Agreement and; (iii) incremental O&M costs incurred as a 

result of burning Orimulsion. FPL will record the 

capital costs to convert the plant to plant-in-service . 

The costs of the Orimulsion fuel, including the costs of 

pollution control services provided by Pure Air of 

Manatee will be accounted for as fuel costs. The 

incremental O&M costs associated with the Orimulsion 

Project will be accounted for as O&M expenses. In 

addition, if the project is approved for recovery through 

an adjustment clause mechanism, the revenues and expenses 

associated with the project will be recorded in 

subaccounts consistent with the Oil Backout Rule, 25-

17.015, F.A.C . 

MAHASOTA: No pos ition. 

*ISSUE 18: If approved, how should Florida Power and Light 

Company account tor the reserve, whether funded or 

unfunded, for the potential liability of the pollution 

control equipment? 

To establish a funded reserve for the potential 

liability, in accordance with Commission Rule 25-6.0143, 

Use of Accumulated Provision Accounts 228.1, 228.2 and 

228.4, FPL would record a credit, for the associated 

revenues received, to the reserve in a newly established 

subaccount of account 228.4; Orimulsion Project Reserve, 

with a corresponding debit to an expense account. A 

subaccount of Account 190; Accumulated Deferred Income 

Taxes - Orimulsion Project Reserve would be established 

tor the deferred income taxes resulting from taxes paid 

on the revenues received to fund the reserve. The after 

income tax amount would be contributed to the fund and 

recorded to a newly established subaccount of Account 

128.3; Other Special Fund - Orimulsion Project Fund. 

Earnings on the fund would be recorded in the fund on an 

after income tax basis, with the Reserve reflecting the 
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qross of income tax amounts and the deferred tax effects 

being recorded by deb i ting Account 190, Deferred I ncome 

Tax account. As t '"le reserve is flowing back to the 

customers the reserve will be debited and the fund and 

the 190 Deferre d Income Tax account will be credited 

until all accounts are zero . All of the accounts 
established to account for the funded ~eserve will be 

removed from rate base for determination of revenue 

requirements . 

The entries to establish an unfunded reserve would be the 

same except that Account 135, Cash is used in place of 

Account 128.3, Other Special Fund -orimulsion Projec t 
Fund and t here are no earnings on the fund to be credited 

to the reserve. If the reserve is unfunded, the Reserve 

net of Account 190 Deferred Income Taxes will be included 

in rate base for the det ermina tion of revenue 

requirements . 

*ISSQJ 1?: Which taxes, if any, should Florida Power a nd Light 

Company be allowed to recover? 

It is appropriate for FPL to recover all taxes associated 

with the Orimulsion project. Investment tax credi t ( ITC) 

amortization related to ITC for the project, if any, 

should be included in the determination of the 

recoverable tax expense. 

No position. 

KAHASQTAI No position. 

ISSUB 20: Does Florida Power and Light Company's Orimulsion project 

qualify as a supply-side, oil conservation measure 

pursuant to Rule 25-17.016, Florida Administrative Code? 

Yes. The Orimulsion project at Manatee Plant will 

convert two existing oil-fired, steam cycle, generating 

units to burn Orimulsion, a non-oil fuel; it will provide 

economic fuel switching and multi -fuel firing capabi 1 i ty ; 

and its primary purpose is the economic displacement of 

oil-fired generation in the State of Florida. Therefore, 

the purpose of the Manatee conversion is consistent with 

the purpose of the rule. In addition the Orimulsion 

project meets the three tests prescribed by the rule as 
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discussed below in FPL ' s response to Issues 21 through 

23. 

No. FPL has simply switched from using a low sulfur oil 
for which scrubbing is unnecesaary to using high sulfur 

oil for which scrubbers are required. 

KANASQTA: Agree with OPC. 

STAFF; Florida Power and Light Company's proposed Orimulsion 

project meets two of the three qualification criteria. 

The company has demonstrated that the project will 

produce a cumulative present value of expected net 

savings to its retail customers in Florida within the 

first ten years of commercial operation . In addition, 

the company has demonstrated that the proposed project is 

the most economical alternative available. However, the 
primary purpose of the project is not the economic 
displacement of oil-fired generation in Florida. The 

primary purpose of the project is to reduce the cost of 

fuel to FPL's ratepayers. Therefore, this project should 

not be qualified as a supply-side, oil conservation 
measure pursuant to Rule 25-17.016, Florida 

Administrative Code. 

Although Staff does not believe the company's proposed 

Orimulsion project qualifies as an Oil-Backout project, 

Staff believes the project will produce significant fuel 

savings to FPL's ratepayers. Therefore, Staff believes 

the Commission should allow Florida Power and Light 

Company to recover the costs of the Orimulsion project 

through the fuel and purchased power cost recovery 

clause. Recoverable costs should be calculated 
consistent with the cost recovery methodology established 

in Rule 25-17.016, Florida Administrative Code. 

ISSOB 21: Is the primary purpose of the Orimulsion project the 

economic displacement of oil-fired generation in the 

State of Florida? 

Yes. FPL compared the total p r ojected annual system 

energy cost of the twenty year contract period, with and 
without the conversion ot the Manatee Plant to 

Orimulsion . The total projected fuel savings ("gross," 

not considering capital and operation and maintenance 

costs) due to the Orimulsion conversion over this twenty 
year period are approximately $6 . 9 billion in nominal 
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dollars, or $3.1 billion, cumulative present valued to 

1998 . Of the $3.1 ril lion total projected fuel savings, 

$2.1 billion, or 67\, will result from the displacement 

of oil generation, and the balance from the displacement 

of other energy sources. The Orimulsion conversion at 

Manatee Plant is projected to displacg approximately 

87,000 Gigawatt-hour& of oil generation. This is 

equivalent to 135 million barrels of oil, or 35\ of the 

total projected oil use for the twenty-year period. 

Therefore, the conversion of Manatee Plant to burn 

Orimulsion results "primarily" in the displacement of 

oil, and it does so at significant savings. 

No. FPL has simply switched from using a low sulfur oil 

for which scrubbing is unnecessary to using high sulfur 

oil for which scrubbers are required. 

KANASQTA: Agree with OPC. 

STAfF: No. The primary purpose of the Orimulsion project is to 

reduce the cost of fuel to Florida Power and Light 

Company's ratepayers. 

*ISSUI 22: Does a preponderance of the evidence indicate that 

the Orimulsion project will have a positive cumulative 

Present Value of Expected Net Savings to retail customers 

in Florida within the first ten (10) years of commercial 

operation? 

Yes. FPL's system dispatch models show that a positive 

cumulative present value o f expected net savings to 

Florida Power and Light's retail customers ~ithin the 

first ten years is due to displacement of heavy oil, coal 

and natural gas fired generation, as well as savings in 

purchased energy and payments for as-available energy. 

Public Couns el's agreement on this issue should not be 

construed as agreement that Orimulsion qualifies as a 

non-oil fuel. 

*ISSVB 23: Does a preponderance of the evidence indicate that 

the Orimulsion project is the most economical alternative 

available? 

Yes. FPL has compared Orimulsion to the most cost

effective alternatives to reduce FPL's reliance on oil. 

The projected savings to be derived f r om the Orimulsion 

conversion of the Manatee Plant have been compared to 

those of ( 1) converting Martin Units 1 and 2 to us~ 
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pulverized coal or, alter nately, (2) aodifyi ng the same 

Ma rtin Units 1 and • to operate at full power on natural 

gas. These two a l ternatives would enable FPL to replace 

expensive 0.7, Sulfur residual fuel oil with pulverized 

coal or natural gas, respective ly, at FPL's Martin Units 

1 and 2. The Martin Units were selected for these 

analyses as they are comparable in size to the Manatee 

Units. The Marti n Units would also have a lower cos t o f 
conversi on to operate on natural gas due to their 

proximity to the gas pipeline. This comparison shows 

that the net savings generated by the Orimulsion 

conversion at Manatee Plant are much greater than with 

either alternative. 

In addition, ongoing rev iews of the availability and cost 

of other fuels and enerqy sources have not identified 

any other fuel or enerqy source with economi c advantages 

comparable to those provided by the Orimulsion 

conversi on, due to the low, coal-based pric e of 

Orimulsion, and the small conversion cost. See response 

to Issue 8. 

No. It appears to be the most economical alternative for 
reducing fuel costs at Manatee Units 1 and 2, but , s inc e 

Orimulsion should be considered a fuel oil for purposes 
of the rule, it is not an alternative that reduces the 

amount of oil burned at those units or on FPL's system. 

KANASOTA; Agree wit h OPC. 

S'l'Alli Yes, because it is the most economic alternat ive 

avai lable. See Issue 8 . 

ISSQB 24: Is the recovery of dollars to establ~sh a funded reserve 

allowable pursuant to Rule 25-17.016, Florida 

Administrative Code? 

Yes. It FPL had owned the pollution control equipment it 

would have been considered a part of FPL's Oil-Backout 

investment and, therefore, PPL would be allowed, under 

the Oil-Backout Rule to use up to two-thirds of the 

positive net savings as accelerated depreciation. 

Therefore, FPL ahould be peraitted to fund the reserve 
since it chose non-ownership to obtain more benefi ts for 

its customer s and shareholder with less risk. The form 

of the transaction should not impede FPL's ability to 
recover all of its prudently inc urred costs . The 
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pollution control equip•ent, whether recorded as plant

in-service or as a funded reserve for a potential 

liability is necesbary for creation of the $2.6 billion 

in net fuel savings over the life of the contract. The 

net results is that FPL •ay incur a potential plant type 

cost, the recovery of which on an acc~lerated basis is 

consistent with the Oil-Backout Rule. 

No. FPL will not make an investment in pollution control 

equipment unless, and until, circumstances require it to 

burn high-sulfur fuel oil instead of Orimulsion. 

STNP: No. Although the rule does not specifically prohibit the 

establishment of the reserve, the rule does not provide 

for retention of any actual net savings to fund a 

reserve. The rule states that two-thirds of the actual 

net savings associated with the project should be applied 

as additional depreciation of the qualified oil-backout 

project. The rule further states that upon full 

depreciation of the project, cost recovery related to the 

two-thirds of the actual net savings shall terminate and 

only the actual oil/non-oil operating and maintenance 

expense differential of the qualified oil-backout project 

shall be recovered through the Oil-Backout Cost Recovery 

Factor. 

*ISSVB 25: If the Commission determines that Florida Power and 

Light Company's Orimulsion project qualifies as an oil

backout project, should the Company be granted the 

authority to recover the costs of the Orimulsion project 

through an Oil-Backout Cost Recovery Factor? 

Yes. The Orimulsion conversion project will result in 

significant fuel savings to FPL's customers. The costs of 

converting Manatee Units 1 and 2 to burn Orimulsion as a 

primary fuel, including the purchase of Orimulsion and 

pollution control services, were not considered or 

anticipated in determining FPL • s current base rates. 

Therefore, FPL believes that recovery through the Oil

Backout Cost Recovery Factor is appropriate. 

lllUQSQTA: ~To position. 

STAlJP; Yes. 
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*ISSUB 2§; Is Florida Power and Light Company's decision to 

purchase Orimulsion and convert the Manatee Plant to burn 

Orimulsion prudent and reasonable? 

Yes. The Plant Manatee Ori•ulsion conversion project is 

prudent and reasonable. 

VII. EXHIBIT LIST 

Witness Proffered By I.D. No. 

R. SILVA FPL RS - 1 

R. SILVA FPL RS - 2 

R. SILVA FPL RS - 3 

R. SILVA FPL RS - 4 

R. SILVA FPL RS - 5 

R. SILVA FPL RS - 6 

R. SILVA FPL RS - 7 

oescription 

Document 1/Comparative 
Analysis of Orimulsion 
Conversion versus no 
Conversion Case. Expected 
Savings from Conversion 
over 20-Year Term 

Document 2/Comparative 
Analysis of Orimulsion 
Conversion versus no 
Conversion Case Expected 
savings from Conversion 
over 10-Year Term 

Document 3/Projected Oil
Backout Project Savings -
Base Case 

Document 4/1993 FPL/DRI 
Base Case Delivered Fuel 
Price Forecast 

Document 5/1993 
Alternative Cases 
Delivered Fuel Price 
Forecast 

Document 3/Projected Oil
Backout Project Savings
Alternative Cases 

Document 7 /Fuel Supply 
Contract 
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(continued) 

Witness Proffered By I.D. No. 

R. SILVA FPL RS - 8 

R. SILVA FPL RS - 9 

K. M. DAVIS FPL KMD - 1 

K. M. DAVIS FPL KMD - 2 

K. M. DAVIS FPL KMD - 3 

Rebuttal 

R. SILVA FPL RS - 1 

Description 

Document 8/Conversion 
Services Contract 

Document 9/Pollution 
Control Services Contract 

Document !/Calculation of 
Cash Flows From (To) 
customer 

Document 2/Comparison of 
Net Savings to CUstomer 
Assuming Different 
Funding Scenarios 

Document 3/Potential 
Liability and Calculation 
of Fund Excess 

Orimulsion Oil 
Displacement (Manatee 
Plant) 

Parties and Staff reserve the right to identify additional 

exhibits for the purpose of cross-examination. 

VIII. PROPOSED STIPQLATIONS 

lfLL None at this time. 

2fk1. None. 

STAFF; Staff is not aware of any issues that have been 
stipulated at this time. 

IX. PEHDING MQTIONS 

None. 
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X. RULINGS 

c 

ManaSota-88 Inc.'s petit1on to intervene in this d ocket was 

granted at the prehearing conference. 

It is therefore, 

ORDERED by Commissioner Susan F. Clark, as Prehearing Officer, 

that this Prehearing Order shall govern the conduct of these 

proceedings as set forth above unless modified by the Commission. 

By ORDER 
Officer, this 

(SEAL) 

RVE 

of Commissioner Susan 
11th day of _A_u_g.::._.u_s_t _______ _ 

F . Clark, as Prehearing 
1994 

5Gsan F. Clark, Commissjoner 
and Prehearing Officer 
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NOTICE OF fURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Servica Commission is required by Section 

120.59(4), Florida Statutes, to notify parties of any 

administrative hearing or judicial review of Commission orders that 

is available under Sections 120.57 or 120.68, Florida Statutes, as 

well as the procedures and time limits that apply. This notice 

should not be construed to mean all requests for an administrative 

hearing or judicial review will be granted or result in the relief 

sought. 

Any party adversely affected by this order, which is 

preliminary, procedural or intermediate in nature, may request: 1) 

reconsideration within 10 days pursuant to Rule 25-22.038(2), 

Florida Administrative Code, if issued by a Prehearing Officer; 2) 

reconsideration within 15 days pursuant to Rule 25-22.060, Florida 

Administrative Code, if issued by the Commission; or 3) judicial 

review by the Florida Supreme Court, in the case of an electric, 

gas or telephone utility, or the First District Court of Appeal, in 

the case of a water or wastewater utility. A motion for 

reconsideration shall be filed with the Director, Division of 

Records and Reporting, in the form prescribed by Rule 25-22.060, 

Florida Administrative Code. Judicial review of a preliminary, 

procedural or intermediate ruling or order is available if r e view 

of the final action will not provide an adequate remedy. Such 

review may be requested from the appropriate court, as described 

above, pursuant to Rule 9.100, Florida Rules of Appellate 

Procedure. 
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