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Thank you for your assistance in connection with this matter.
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TAMPA ELECTRIC COMPANY
DOCKET 960409-EI
SUBMITTED FOR FILING 5/7/96

BEFORE THE PUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
oF
JOHN R. ROWE, JR.

Plrase state your name, occupation and business address.

My name is John R. Rowe, Jr. I am Vice President - Staff,
Regulatory and Business Strategy for Tampa Electric
Company. My business address is 702 North Franklin Street,

Tampa, Florida 33602.

Please describe your educational background and business

experience.

I graduated from the Georgia Institute of Technology in
Atlanta, Georgia in 1962 with a bachelor of science degree
in Industrial Management. In 1971, I graduated from the
University of South Florida in Tampa with a master of
Buginess Administration degree. I am a Certified PFublic
Accountant licensed in Florida. I am a member and past
president of the Florida Institute of CPAs and a member of

the American Institute of CPASs.

In July, 1962, I was employed by Tampa Electric Company as
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a management trainee. I held various positions in the
management development, customer service, business systems
and accounting departments until 1974, when I was elected
Assistant Controller. I was subsequently elected

Controller in 1981, Assistant Vice President in 1984, and
Vice President in 1990. I assumed my present duties in
December of 1994. In my current positic.a, I am responsible
for the study of and for making policy recommendations on

various complex regulatory and business issues.

Have you prepared an exhibit in support of your testimony?

Yes. Exhibit No. __ (JRR-1) consisting of eight documents

has been prepared under my direction and supervision.

Have you previously testified before this Commission?

Yes. A listing of dockets in which I have testified is

provided in Document No. 1 of my attached Exhibit.
wWhat is the purpose of your testimony?
My testimony proposes the appropriate regulatory treatment

for the coste of Polk Unit One and for the Port Manatee

plant site. I also explain how Tampa Electric developed,
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negotiated and obtained agreement and approval for a
unique, innovative and effective plan to reduce its costs,
to accumulate the savings derived to offset the costs of
Polk Unit One and to provide the company with incentives to
maximize its cost savings, all of which is relevant to the

deliberations of this proceeding.

Mr. Rowe, will you please describe the broad regulatory
policy issues that may be involved in this docket and
provide the fundamental consicarations that the Commission
should take into account as it sets about the task of

reviewing the Polk Power Station project?

Yes, I will. If the Commission determines it is necessary
to review certain aspects of Polk Unit One prudency, a
fundamentally important consideration in this docket should
be the Commission's standard of review in evaluating the
prudence of utility decision making. A determination of
prudence or imprudence calls for an inquiry into whether
there was a rational basis for the decisions made by
management. This standard is essentially the same as the
competent substantial evidence standard the Supreme Court
of Florida applies when reviewing decisions made by this

Commission.
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In applying this standard when reviewing the Commission's
orders, the Court recognizes that reasonable people can
come to different conclusions after reviewing the same
facts. The exact same standard applies in the Commission's
review of management decisions. The Commission should not
determine prudence by reference to what it might have done
if it had been exercising the power of management. The
question is whether there is any rational basis for the
decision that was made, and not whether another reasonable
person confronted with the same facts would have made a

different decision.

In appraising whether there is a rational basis for the
utility's actions, the Commission's role is to review a
utility's decisions solely in light of the facts known or
which should have been known at the time the decision was
made. Stated differently, the Commission may not apply the
twenty-twenty vision of hindsight when determining whether
a utility acted prudently under any given set of

circumstances.

Given these standards, what implications for Polk Power

Station prudency are important to understand?

It follows, logically, that in reviewing a project like the
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Polk Power Station which, over a significant time line has
a number of decision points, each decision to proceed with
construction must be evaluated based on information that
utility management knew or should have known at the time
the decision was made. Consequently, each decision to
proceed forward with the project must be based not only on
prospective alternatives and their consequences, but on a
recognition of the amount of sunk costs which have already
been expended and the costs to adapt to some new plan as
well as the cancellation costs that would be incurred if
construction commitments were materially changed or
terminated. In the case of Polk Unit One, these potential
cancellation costs include the cost of abandoned equipment,
damages on outstanding contracts, and the potential loss of

U.S5. Department of Energy funding.

Any decision to delay or stop construction of a certified
unit must also be made in view of the continuing need for
the unit and the extreme conseguences of failing to
reliably serve the electric needs of the utility's
customers. The benefit of any doubt of whether to continue
construction of a unit, the need for which has been
certified, should be to continue with the construction of
the unit in order to assure the public that reliable

service will be available to them as expected.
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How is a determination of prudence affected by changes in

the real world which occur over time?

The Commissicn should expect that assumptions, forecasts,
and plans for any large project may change over time. Even
a consensus forecast of the future is no guarantee that the
future will turn out to be as expected. Nevertheless,
plans and commitments based on reasonable forecasts must be
made, or long-lived construction projects will not come to
fruition. Tampa Electric recognizes that it has a
responsibility to review its plans after implementation has

begun and to construct its facilities in a cost-effective

way.

Finally, I would like to point out that the purpose of this
hearing 4is not to retry the Certification of Need
proceeding. After an exhaustive effort by all parties, the
Commission reached ite decision on the need for Polk Unit
One and certified that the company could proceed with
building an integrated coal gasification plant at the Polk
County sasite. If the Commission determines that this
hearing should address prudency, this hearing should focus
on whether Tampa Electric's management acted prudently

after the certification order.
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Through the evidence presented in this docket, I believe
the Commission will gsee that Tampa Electric regularly
reviewed the changes in assumptions, forecas.s, and plans
subsequent to the need certification process, that it re-
evaluated and determined the most cost-effective opticns
taking into account the funds expended, committed, and
necessary to change options, and that the actions to
construct the plant and put it into commercial operation
were and are being done competently. The company will
continue to monitor all these factors as it proceeds on
with the plant's conatruction, which is expected to be
completed on time and ready for commercial operation in

October, 1996.

How does Tampa Electric propose to treat the costs of the

Polk Power Station for all regulatory purposes?

Tampa Electric believes that the actual costs of the Polk
Power Station, net of any Department of Energy (DOE)
funding provided, should be recognized and approved as part
of Tampa Electric's rate base and operating expenses for

all regulatory purposes.

The specific dollar amounts that should be considered for

inclusion in the company's rate base and operating expenses
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are described in the testimony of Ms. Elizabeth Townes. I
believe the Commission will be well served in this
proceeding by reviewing the projected annual costs of Polk
Unit One as being representative of the potential financial
impact of the unit on customers. As I will explain later
in my testimony, that financial impact has been deferred

through 1998 and Tampa Electric is continuing its efforts

to mitigate that impact beyond 1998.

How do you propose to treat for regulatory purposes the
Polk Unit One funding that is provided pursuant to Tampa

Electric's cooperative agreement with the DOE?

The DOE funding should be treated as a direct offset or
reduction to the costs of Polk Unit One. Capital cost
funding should be credited against actual capital costs and
the net figure should be included in actual rate base.
Operation and Maintenance (0&M) funding should be credited

against actual O&M expenditures, the net of which should be

recognized as actual O&M for the period.

Why do you believe the actual net costs of Polk Unit One
should be allowed in rate base and operating expenses for

all regulatory purposes?
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The Commission has already determined the prudence of
proceeding with the construction of the plant in its Order
No. 92-002 regarding the Determination of Need. I believe
that the Commission will find as a result of the evidence
presented in this Docket that Tampa Electric acted
prudently after the need for the plant was approved. If
the Commission agrees, I then believe that the appropriate
costs to be included are one hundred percent of the actuai

costs incurred.

Why is it necessary to address the regulatory treatment

related to the Polk Power Station at this time?

Pursuant to the stipulation between the Office of Public
Counsel (OPC), the Florida Industrial Power Users Group
(FIPUG) and the company approved April 30, 1996, the
calculation of actual earned return on equity at December
31, 1996, 1997 and 1998 requires a determination of the
regulatory treatment of tne Polk Power Station costs. A
copy of this stipulation is provided in Document No. 3 of
my Exhibit. In addition to being necessary to implement
the stipulation agreement, it is also important to assure
investors that the Commission has approved the regulatory
treatment of this significant addition to the company's

investment.
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1s approval of the regulatory treatment of Polk Unit One in
this docket similar to approvals granted previously by the
Commission to other utilities who have added generating

capacity to their systems?

Yes. Approval of the regulatory treatment of Polk Unit One
is similar to the requests by other utilities to include
capacity investments in rate base and to allow capacity
operating expenses in net operating income. Since 1580,
the first year following the passage of the Florida
Electrical Power Plant Siting Act (PPSA), Gulf Power
Company, Florida Power Corporation, Florida Power and Light
Company and Tampa Electric have all made such requests to
the Commission, and the Commission has acted on each such
request in light of the facts and circumstance presented in
evidence in each proceeding. In most igatan:es. these
requests were made in full base rate revenue proceedings,
in which the utility sought additional base revenue to

support the new costs of the capacity it owned.

However, in 1990, Florida Power and Light Company
petitioned the Commigsion to include its purchase of some
76% of Scherer Unit No. 4 in rate base as it was acquired
from Georgia Power Company in installments over the 1991-

1995 period without petitioning for an increase in its base

10
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rates. In the FPL-Scherer case (Docket No. 900796-EI), the
Commission addressed three main issues: (1) whether ¥rPL
had demonstrated the need for the Scherer generation, (2)
whether the purchase of Scherer was reasonable and prudent,
and (3) whether the acquisition adjustment should be given
hase rate treatment. The Commission found in its Order No.
24165 that FPL's purchase of 76% of Scherer Unit Four
appeared to be the most cost-effective alternative
available to FPL to meet its forecasted lcad, that FPL's
forecasted investment in Scherer Unit Four was a reasonable
and prudent investment, and that FPL should be allowed to
include its investment in Scherer in rate base as a prudent
investment. A copy of Order No. 24165 is provided as
Document No. 4 of my Exhibit. The issues in this docket
(No. 960409) are similar to those in the FPL Scherer docket
in that in neither case was an increase in rates sought in
connection with the docket. In this docket, however, the
need determination of Polk Unit One has already been made

and there is no acquisition adjustment issue.

In 1994, FPL completed the construction of its Martin Plant
Units Three and Four. The need for these units had been
previously certified by the Commission inm 1550 in Docket
No. B90974-EI. A copy of Order No. 23080 in Docket No.
890974-EI is provided in Document No. S of my Exhibit. When

11
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the projects were completed, FPL reflected the cost of the
projects in its rate base and the operating expenses of the
new capacity in its operating income without petitioning
the Commission for additional base rates. No reqguest by
FPL was made nor was a finding made by the Commissicn as to
che prudence of either the Martin project or of the
Lauderdale repowering project. The estimated cost of the
Martin project at the time of the need determination in

1989 was in excess of §$600 million.

The issues in this docket (560409-El1) are similar to those
in the Martin-Lauderdale docket for FPL in that a need
hearing had previously certified the need for the capacity
and no increase in rates was sought at the completion of
the project(s). However, the Commission did not initiate
a docket to determine the prudency of the Martin or

Lauderdale projects.

In your opinion, what is the proper scope of this

proceeding?

In my opinion, the Commission should first examine the
implications of any precedents in its treatment of FPL'®e
Scherer and Martin-Lauderdale additions. If the Commission

then determines that an examination of prudency for Polk

12
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Unit One is appropriate for Tampa Electric, this proceeding
should focus on the prudency of Tampa Electric's actions
regarding Polk Unit One between the approval and
Certification of Need for Polk Unit One and the present as
further input to determining the overall prudency of Polk
Unit une. The Certification of Need hearing has already
determined that the capacity was needed and that an
integrated gasification combined cycle unit located at the
Polk Power Station site was the most cost-effective
alternative available to meet that need. The Commission
should rely on its earlier decisions and utilize this
proceeding to examine the prudence of the company's
implementation of the construction of plant. The
Commission should take Tampa Electric's innovative
ratemaking treatment for 1995-1998 approved on April 30,

1996 into consideration as it makes its determinations.

What is your understanding ot the intended purpose of the

Florida Electrical Power Plant Siting Act (PPSA or ‘The

Act")?

The PPSA was intended to assure the public that the only
power plants to be built in Florida after the passage of
the PPSA were those which were certified to be needed and

to be cost-effective and those which met the State's

13
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environmental standards. The PPSA also intended to prevent
unnecessary disputes that might arise between utilities and
the Commission regarding the propriety of proceeding to
build a certified power plant which the utility's customers
later had to support. The Act also assured utilities that
o..ce the need and cost-effectiveness of proposed capacity
had been certified by the Commission, they could proceed

with construction and reasonably expect to recover the

costs of the new capacity.

How has this Commission carried out its responsibilities to

review the generation capacity needed in Florida?

The Commission has instituted a number of regulatory
processes in connection with its responsibilities to review
generation capacity needs. Among these processes are the

following:

1. Periodic hearings on load forecasts.

2, Ten Year Site Plan reviews,

3. Conservation program load growth analyses.
4. Plant-specific need determination hearings.
5. Audite of construction work in progress.

6. Examinations of capacity costs pursuant to full rate

capes.

14
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7. Examinations of capacity needs and costs in the

Purchased Power Clause hearings.

These processes have kept the Commission advised of the
capacity needs in Florida and of the various means by which
utilities are meeting the needs. A number of states which
have higher electric costs than Florida are only today
seeing the wisdom of PPSA legislation and the processes
which implemented it, and they are now following Florida's

leadership some 15 years later.

Did the Commission specifically approve the need for the

generating capacity represented by Polk Unit One?

Yes. In Order No. PSC-92-002-FOF-EI (“Order 92-002") dated
March 2, 1992, in Docket No. 91083-El1, the Commission
certified the need for Polk Unit One. This order is
included in Document No. 6 of my Exhibit. On page 4 of the

Order, the Commission found:

“TECO's reliability criteria will not be met
unless the proposed IGCC unit is completed
in the time frame requested. TECO would
also risk losing the DOE funding it will
receive for design, construction, and
operation of the unit, Thus, any delays in
the construction of the plant could
ultimately cost TECO its most cost-effective
alternative for meeting future capacity
needs.”

15
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Did the Commission also approve the type of generation
represented by Polk Unit One as being the most cont
effective of the projections among all the feasible

alternatives?

fes. The Commission, on page 9 of Order No. 82-002,
specifically found that Tampa Electric had demonstrated
that the proposed integrated gasification combined cycle
unit is the most cost-effective alternative to provide the
additional needed capacity for Tampa Electric and
peninsular Florida. This conclusion was supported by the
Commission's further finding that Tampa Electric had
adequately explored the construction of alternative
generating technologies, including the initial evaluation
of 46 different technologies and a detailed economic
optimization analysis of seven different technologies that

survived the initial screening. (See Order No. 92-002,

page 12.)

How has Tampa Electric continued to review its generating
capacity plans after the issuance of Order No. 92-002 in
order to verify that the development of Polk One remains

cost-effective?

As Mr. Hernandez explains in his testimony, Tampa Electric

16
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has regularly re-examined its assumptions and plans
regarding Polk Unit One and found the construction of this
unit to be in the best interests of its customers, The
costs of the capacity and the need to meet customer
reliability have been reassessed as updated assumptions,

facts and conditions evolved.

Did Tampa Electric use its effective cost control system to

prudently manage the costs of constructing Polk Unit One?

Yes. An effective project management organization was set
up early in the development of Polk Unit One to insure that
the plans were implemented in a cost-effective manner. Mr.
Charles R. Black discusses in detail the processes used to
prudently manage the costs of Polk Unit One in his
testimony. As an example, despite the fact that Polk Unit
One is a coal gasification plant and the first such plant
of its size to be built, the net construction costs of Polk
Unit One (omitting AFUDC and land/site development costs to
make comparisons comparable) are projected to be less than
5% from the pre-engineering estimate made in Tampa
Electric's Need Certification hearing as explained by Mr.
Black. Polk Unit One is expected to begin to supply
customers' needs full time in October of 1996, on time and

very close to budget.

17
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Q.

A.

Have you prepared a document which provides specific

information about the “Port Manatee” site?

Yes. A map showing the location of the Port Manatee site
and specific information regarding the site's size, current

book wvalue and use is provided in Document No. 7 of my

Exhibict.

What is the anticipated use of the "Port Manatee” site by

Tampa Electric?

The Port Manatee site is still being held as a potential
gite for a future power plant. Although a Citizens' Siting
Task Force recommended the present Polk Power Station site
as being the preferred site for this plant by the
community, they recognized the advantages of the Port
Manatee site to future electric customers. Viable and
cost-effective sites for power plants in Florida are a
scarce and valuable commodity. If Florida's utilities are
to have viable options for plant locations in the future,
they must plan for those options now. Retention of the
Port Manatee site at its relatively low book value together
with the availability of expansion room at the Polk Power
Station site provide important assurance to Tampa

Electric's customers that needed generation can be sited in

18
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the future. Tampa Electric would notify the Commission

promptly if other uses were to be made of the Port Manatee

gite.

What is the appropriate regulatory treatment for the Port

Maratee site?

Because the site has always been used as a future power
plant site since its acquisition, the actual book value of
the Port Manatee site should continue to be classified in
‘Property Held for Future Use” and be included in the rate
base of Tampa Electric. The Commission found this to be
the case in Tampa Electric's 1992 rate case in Docket No.
920324-EI. Relevant excerpts from Order No. 93-0165 in
Docket No. 920324-EI are provided in Document No. 8 of my

Exhibit.

What is the appropriate regulatory treatment of the coal,
oil and/or pet coke feedstock to be used in the operation

of Polk Unit One?

While the specific dollar amounts to be approved should be
a subject to be addressed in the Commission's semi-annual
fuel hearings, the regulatory treatment of Polk Unit One

feedstocks should be to allow the recovery of the actual

19
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feedstock costs of coal, oil and/or pet coke incurred in
operating Polk Unit One. This will be accomplished through
the normal estimation and true-up process administered in

the Commission's fuel clause docket.

What is the appropriate regulatory treatment of the seven-
year tax life proposed for use in calculating Polk Unit One

depreciation?

Tampa Electric believes Polk Unit One will gqualify for a
seven-year life under the Internal Revenue Service (IRS)
code. This is an assumption and practice which benefits
our customers because it results in lower revenue
requirements than a longer tax life would. Our customers
will enjoy lower revenue reguirements as a result. We
propose to utilize a seven-year life for this reason.
Ultimately, the IRS will audit and rule on the use of «
seven-year life. Tuampa Electric asks the Commission to
support this treatment in order to minimize costs to

customers.

Does Tampa Electric now seek increased base revenues from
its customers to recover the annual revenue regquirement

effecte of the Polk Power Station?

20
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No. Tampa Electric does not seek an increase in its base
rates at this ctime. Tampa Electric will not file a
petition to change its base rates before July 1, 1998, in
accordance with the terms and conditions of the stipulation
approved in Docket No. 950379-EI. Under the terms of the
stipulation among the Office of Public Counsel (OPC), the
Florida Industrial Power Users Group (FIPUG), and the
company, no interim or permanent increase in base rates is
permitted before January 1, 1999. As mentioned earlier in
my testimony, a copy of the approved stipulation is

included in Document No. 3 of my Exhibit.

Traditionally, Tampa Electric has sought increased base
revenues when new capacity has been added, but because of
this Commission's approval of the proposed 1995 revenue
deferral plan reflected in Order No. PSC-95-FOF-81 in
Docket No. 950379-EI and its more recent approval of the
provisions of the stipulation on April 30, 1996, no
increase in base revenues for the Polk Power Station is
necessary at this time. The effects of adding the Polk
Power Station to the company's investment in capacity was
the principal reason the April 30th stipulation was
negotiated and approved, and the interaction of Polk Fower
Station accounting with Tampa Electric's regulatory status

before this Commission were integral to the negotiated

21
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stipulation.

The company is doing everything reasonably possible to
control and reduce its costs so that it will not have to
geek an increase in its base rates in the future. Tampa
Electric believes that it should and would be allowed to
put the entire actual cost of the Polk Power Station in
rate base even if no extraordinary efforts had been taken
to change our way of doing business and to accumulate
deferred revenues. The company also believes that the
extraordinary work it has done in mitigating the impact of
this new plant on its overall revenue requirements should
be recognized by this Commission and that it should provide
an important additional reason that the entire Polk Power

Station investment should be placed in rate base.

How will Tampa Electric be able to add the Polk Power
Station investment to its rate base without increasing

prices to its customers?

In anticipation of Polk Unit One coming into commercial
gervice in late 1996, Tampa Electric's officers determined
in mid-1994 that it should undertake extraordinary efforts
to mitigate the revenue effects of the new unit on ite

customers. Tampa Electric, in effect, designed and

22
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initiated its own "alternative regulation plan® to reduce
and mitigate the effect on the prices our customers pay for
electric service of Polk Unit One being placed in-service.
As part of a unique initiative, plans were made to
undertake an extraordinary effort to remove significantly
large amounts of cost from the business by doing business
in new ways. By so doing, when Polk Unit One did come into
service, the reduced costs of doing business would offset
the increased costs needed to support the new capacity and
avoid the service's effects of an increase in rates on our
customers. We further determined that if these
extraordinary efforts could become effective well before
Polk Unit One went into service, that the accumulated
savings in the interim could be used to offset the Polk
Project costs after the Polk Power Station entered service

ag well.

The savings that would ensue from these efforts would be
captured above some reasonable level of return and later
used to offset the revenue effects of the plant wihen it was
ready to enter service, thereby reducing the need for
higher prices. It is important to recognize that, except
for the beneficial revenue effect of unanticipated abnormal
weather, no deferred revenues would have occurred had it

not been for the extraordinary cost cutting efforts

23
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initiated and implemented by the company itself.

These cost control efforts coupled with this Commission's
approval of the innovative plans for the earnings of Tampa
Electric from 1995 through 1998 have enabled Tampa Electric

to add Polk Unit One to its rate base without increasing

its base rates.

The development, negotiation and implementation of those
innovative plans to mitigate the revenue effects of Polk
Unit One are clear evidence that at Tampa Electric, it has
not been “business as usual.” The results to date benefit
both our customers and our investors, and we are proud of

them.

Have you considered any alternative ratemaking treatment

for Tampa Electric's Polk Unit One investment and expenses?

Yes, we have. However, the stipulation approved by the
Commission on April 30, 1996, is itself an innovative
alternative ratemaking treatment of Polk Unit One which
effectively deals with the potential revenue effects of the
plant through December 31, 1998. Under the plan approved
by the Commission, Tampa Electric has guaranteed that it

will not increase its base rates before January 1, 198%9,
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and that the Company will make a substantial refund
beginning in October, 1996. This aliernative ratemaking
treatment provides a wvery beneficial result to Tampa
Electric's Customers. As described earlier in my
testimony, Tampa Electric is continuing ite cost control

efforts so that the effects of this settlement have an

opportunity to extend into the future.

Please summarize your direct testimony.

My testimony proposes the reqgulatory treatment of the Polk
Power Station costs for all requlatory purposes, including
how specific dollar amounts should be considered to help
the Commission conclude that the actual costs of the Polk
Power Station should be included in rate base and operating
expenses. 1 propose that, if the Commission finds that
Tampa Electric was prudent in carrying out its
respongibilities after the need for Polk Unit One was
approved, one hundred percent of actual Polk Power Station
costs be included. I describe the appropriate regulatory
treatment for the funding of Polk Unit One provided to
Tampa Electric pursuant to its Cooperative Agreement with
the DOE, saying that the funds received should be directly
credited to the category of expenditures they are intended
to subsidize and that the Commission should recognize the
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net costs in rate base and operating expenses for

regulatory purposes.

In my testimony, I describe the relevance of the Florida
Electrical Power Plant Siting Act and the company's
Determination of Need proceeding to the regulatory
treatment to be afforded Polk Unit One. 1 provide a brief
description of the Commission's treatment of owned capacity
additions to rate base by Florida utilities since 1980. 1
also speak to the appropriate regulatory treatment of the
Port Manatee site in my testimony. Finally, I describe in
my testimony how Tampa Electric's innovative planning and
extraordinary cost control have resulted in an approved
alternative ratemaking treatment for the Polk Power Station
which defers the need for additional base rates from our

customers until 1999 or beyond.

Does this conclude your direct testimony?

Yes, it does.
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PREFACE

PAGE 1 OF 3

PREFACE

Several important points need to be underscored at the outset as a preface to Tampa Electric’s
answers to each of Stafl's Interrogatories Nos. 1 - 14 in Docket No. 950379-EL

First, readers of these responses should bear in mind that the construction of the Polk One unit marks
a new era in power plant construction in Florida. In meeting its statutory obligation to serve its
customers, a utility in Florida can no longer plan or implement the construction of a power plant
without the consent and cooperation of the communities it serves and the communities in which the
facilities are located. For the first time in Florida, a Citizens Advisory Group reviewed the facts,
recommended that the plant was needed. and that an inland site in Polk County should be used rather
than an already-acquired less costly site on Tampa Bay. They did so, recognizing that although the
project may cost more, it was of the type and location acceptable to them. Without the advice and
consent of the community, years of costly litigation would have ensued. In adopting the Polk site,
Tampa Electric Company acquired a site that is intended to be used for the next several generating
units that may be required, and a site with which its customers are satisfied.

Second, readers should be reminded that fuel diversity is of strategic importance 1o the state of
Florida. In a time when oil and nuclear fueled capacity can not be built, Florida's primary choices left
are between coal and natural gas. Coal is a fuel with a plentiful domestic supply, but its use must
meet ever-tightening environmental standards. The adequacy of domestic proven natural gas supplies
are not certain, and there is substantial debate as 10 the level of prices for natural gas in the future as
demand increases and the viability of gas transmission facilities is considered. There are clear and
vital reasons to assure fuel diversity in the state. Development of technologies which produce power
from coal in a cost effective and environmentally acceptable way is very important to Flonda's
security. The development of these technologies has been recognized as an important part of the
national agenda for several years, so important that the U. S. Department of Energy has committed
over $130 million in funding for the project. The Polk One plant is among the first of a generation
of coal gasification power plants that meet these criteria. The technologies employed iz his new
plant are still developmental, but as a matter of strategic direction, it is vitally important to make these

technologies work.

February 15, 1996
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Thud, the company's decision to construct Polk One was made with great care and with detailed
consideration of a wide variety of alternatives. The determination of need proceeding before this
Commission was an exhaustive effort by Tampa Electric, the Commission, the Staff and the various
intervenors. This process ultimately resulted in the Commission's determination that Polk One is the
most cost-effective alternative to enable Tampa Electric to reliably meet the needs of its customers.
That determination of need proceeding created a statutory presumption of public need and necessity
for the unit. The commission's decision was later confirmed by the Supreme Court of Florida.

The statutory process that resulted in approval of the Polk One Project not only assured the public
that new generating capacity was needed and that the type of capacity was cost effective, but it
provided assurance to the company, its suppliers and investors that construction could proceed
without the undue regulatory risk that the large investment would not be fully recoverable. Tampa
Electric proceeded with its financial commitments based on the findings of the need centification
process

The construction of a major power plant is clearly an extremely complex, dynamic and time
consuming undertaking. The process requires years of planning, engineering, and construction. Such
a project also involves numerous contractual commitments that must be made early in the project.
These commitments generate costs if the project is curtailed or significantly modified, and these costs
must receive constant consideration as the project plans develop. By their very nature, contractual
commitments constrain the flexibility of the contract parties

Another fundamentally important consideration in examining any change of plans involves the
Commission’s standard of review in evaluating the prudence of utility decision making A
determination of prudence or imprudence calls for an inquiry into whether there was a rational basis
for the decisions made by management. This standard is essentially the same as the competent
substantial evidence standard the Supreme Court of Florida applies when reviewing decisions made
by this Commission. In applying this standard when reviewing \he Commission’s orders, the Court
recognizes that reasonable people can come 1o different conclusions after reviewing the same facts

The exact same standard applies in the Commission’s review of management decisions. It is not for
a Commission to determine prudence by reference to what it might have done if it had been exercising
the power of management. The question is whether there is any rational basis for the decision that
was made and not whether another reasonable person confronted with the same facts would have
made a different decision

[y

February 15, 1996
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In appraising whether there is a rational basis for the utility’s actions, the Commission's role is to
review a utility’s decisions solely in light of the facts known or which should have been known at the
] isi Stated differently, the Commission may not apply the twenty-twenty
vision of hindsight when determining whether a utility acted prudently under any given set of

circumstances.

It follows, logically, that in reviewing a project which, over a significant time line has a number of
decision points, each decision to proceed with construction must be evaluated based on information
that utility management knew or should have known at the time the decision was made.
Consequently, each decision to proceed forward with the project must be based on a recognition of
the amount of sunk costs which have already been expended and the costs to adapt 10 some new plan
as well as the cancellation costs that would be incurred if construction commitments were matenally
changed or terminated. In the case of Polk Unit One, these cancellation costs include the cost of
abandoned equipment, damages on outstanding contracts, and the potential loss of U. S. Department
of Energy funding.

Any decision to delay or stop construction of a certified unit must also be made in view of the
continuing need for the unit and the extreme consequences of failing to reliably serve the electric
needs of the utility's customers. The benefit of any doubt of whether to continue construction of a
unit, the need for which has been cenified, should be to continue with the construction of the unit,
in order to assure the public that reliable service will be available to them as expected.

Finally, the reader should expect that assumptions, forecasts, and plans for any large project may
change over time. Even a consensus forecast of the future is no guarantee that the future will be as
expected. Nevertheless, plans and commitments based on reasonable forecasts must be made or long-
lived construction projects will not come to fruition. Tampa Electric recognizes that it has a
responsibility to review its plans after implementation has begun and to meet its obligations in the
most cost-effective way. As the responses to the Stafl's questions are reviewed, the reader will see
that Tampa Electric regularly reviewed the changes in assumptions, forecasts, and plans susequent
to the need certification process, and that it re-evaluated and determined the most cost effective
option taking into account the funds expended, committed, and necessary to change options. The
Company will continue to monitor such information as it proceeds on with the plant’s construction,
which is expected to be completed on time and ready for commercial operation in October, 1996

February 15, 19% 5
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What is the current market value of the Cockroach Bay site and what does TECO plan to do

with this property in the future”?

Tampa Electnc Company does not have a current market value appraisal of the Port Manatee
(Cockroach Bay) site The book value recorded in Account 105, Property Held For Future

Use, as of December 31, 1995, is $4,874,999.75.

hased the Port Manatee site s 3 future power plant site While
the Siting Task Force favored a plant site in Polk County, the Port Manatee site was still
considered a viable site for the future. Tampa Electnic Company believes that technological
advances in both the design and operation of new electric generating plants, as well as the
evolution of environmental concermns (water use, etc.), may result in the designation of the
Port Manatee site as the next power plant site of choice.

Tampa Electric Company purc

4-El, Order No. PSC-93-0165-FOF-EI, the Commission Stated that
“By allowing the Port Manatee site to remain in the rate base, Tampa Electric will already
have a viable generating site for future power plants. The Power Plant Siting Task Force
recognized that the Port Manatee location was a viable generating site, although the task
force ultimately recommended the Polk County location for Tampa Electric’s next plant.”

In Docket No. 92032
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In re: Investigation into DOCKET HD
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BTIPULATION

The Office of Public Counsel ("CPC"), Florida Industrial Power
Users Group ("FIPUG") and Tampa Electric Company {("Tampa Electric"
or "the Company"), (collectively referred to as the "Parties"),
enter into this Stipulation which represents their agreement to a
comprehensive rate settlement covering Tampa Electric's base rates
and rate of return for the period January 1, 1996 through December
31, 1998, Accordingly, as described in nore detail below, the
Parties have agreed as follows:

1) Tampa Electric's existing base rates will be frozen at

current levels through December 31, 1998;

2) Any base rate increase, including any base rate increase
associated with the commercial operation of Tampa
Flectric's Polk Power Unit One plant addition, is avoided
at least through December 31, 1998;

3) The Commission will be reguesced to immediately set a
procedural schedule for hearing néd decision on the Polk
Power Station by October 31, 1996. In an effort to avoid
the need for such a hearing, the Parties will negotiate,
in good faith, a jeoint recommendation specifying the
regulatory treatment for the Polk Power Statien for

Commission approval.

IVED & FILED
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4) Tampa Electric will refund $25 million plus interest to
its Customers over a pericd of one year, commencing on
October 1, 1996, with the possibility of additional
refunds in 1999;

5) Tampa Electric will have a reasonable opportunity to earn
a fair rate of return.

This Stipulation, as proposed, reflects the Commission's
policy of encouraging parties to negotiate an amicable resolution
of potentially contentious issues. As 1s the case with most fair
and reasonable settlements, this Stipulation represents a very fine
balance of benefits and burdens for all concerned. Therefore, the
parties respectfully request that the Commission approve and adopt
this Stipulation in its entirety, without change or modification,

at the earliest possible time.

Refunda

s The Parties agree that Tampa Electric shall refund $25 million
to Customers plus interest. The refund will be composed of 3515
nmillion derived from Tampa Electric's 1996 revenues and 510 million
derived from those Tampa Electric revenues deferred in accordance
with Order No. PSC-95-0580-FOF-EI ("Order $5-0580") issued May 10,
1995. The $25 million refund plus interest will be reflected as a
credit on customer bills starting with the effective date of the

new fuel adjustment charge beginning the first billing cycle for

October, 1996.



Any portion of the 325 million refund not refunded shall
accrue interest beginning Octcber 1, 1996 at the thirty day
commercial paper Tate as specified in Rule 25-6.109, Florida
Administrative Code. The refund credit will be reflected as a
credit on Customer's bills calculated by nultiplying a levelized
factor adjusted for line losses times the actual KWH usage during
the period of the credit. The total credit shall be spread over a
12-month period. However, in the event judicial review is scught
by any person not a party to the stipulation of the Commissicn
order approving this stipulation or the continuing wvalidity
thereof, Tampa Electric shall not be required to commence oOr
continue any refunds until the matter is finally resolved. Any
over or under collection associated with the credit will be handled
as a true-up component in the normal course of Tampa Electric's

fuel cost recovery proceedings.

Rate Freeze
2. The Parties agree that Tampa Electric's current base rate

level shall be frozen during the period January 1, 1996 through
December 31, 1998. OPC and FIPUG agree that they will neither seek
nor support any reduction in Tampa Electric's base rates between
January 1, 1996 and December 31, 1998 unless such reduction is
sought by Tampa Electric. The Parties further agree that Tampa
Electric will not use the various recovery clauses which shall
continue to be available to it in 1996, 1997 and 1998, to recover

through such clauses capital items that normally would be recovered
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through base rates. However, the Parties agree, for example, that
Tampa Electric may recover its prudent expenditures associated with
compliance with environmental laws and regulations through the
environmental cost recovery clause. However, during the term of
this stipulation, the environmental cost recovery clause will not
be used to recover any of the costs incurred relative to Polk Power
Station, except CoOsts atcributable to changes in envircnmental laws
or reqgulations or any change in the application or enforcement
thereof occurring after October 15, 1996. Tazmpa Electric will not
seek to make any base rate increase effective on or before December
331 Ilaga, including any increase to reflect the major plant
addition resulting from commercial operation of Tampa Electric's
new Polk Power Unit One which is scheduled to commence service in
October 1996. Provided further Tampa Electric shall not file
before July 1, 1998 a petition and rate schedules initiating a base

rate increase proceeding for rates to be effective after December

31, l998.

Treatment of Base Revenues; 1996-1998

i B As part of this agreement, the Parties have settled on a
disposition of certain deferred Tampa Electric revenues which
accrued in 1995 and pursuant to this Stipulation will continue to
accrue through 1998. In Order $5-0580, the Commission approved the
deferral of certain of Tampa Electric's 1995 revenues to periods
beginning January 1, 1997. As part of its order, the Commission

required Tampa Electric to either file for a rate increase or

11




petition for the disposition of the 1995 deferred revenue by
December 1, 1996. In addition, on January 3, 1996, the Commission
approved Tampa Electric's proposal to hold certain 1996 revenues
subject to the Commission's jurisdiction. This order accepting
Tampa Electric's proposal was protested by OPC and FIPUG, the
signatories to this Stipulation and settlement.’ The Parties have
now agreed on the treatment of Tampa Electric's base revenues and

accumulated deferred revenues for 1996, 1997 and 1996 as set forth

below.

199¢
4. After accounting for the $15 million refund contemplated

in paragraph 1 hereof, any actual Tampa Electric net revenue
contributing to a ROE in excess of 11.75% on an FPSC adjusted
pasis, as specified in Tampa Electric's December earnings
surveillance report for calendar year 1996, will be split 60%/40%.
60% of such revenues shall be deferred to periods beginning in

1997. The remaining 40% of such revenues shall be retained as

earnings of the Company in 1996.

‘The commission's January 3, 1996 decisions were
incorporated into Order PSC-96-0122—-FOF-EI ("Order 96-0122")
issued January 23, 1996. The commission on February 26, 1996
entered procedural Order No. pSC-96-0272-PCO-EI ("Order 96-0272")
establishing a schedule for a hearing on varicus issues raised by
oPC and FIPUG in protests of the Commission's Order 96-0122.

In order to give the Parties time to negotiate, the
commission's consideration of this matter was deferred from the
Commission's March 5, 1996 Agenda. The Parties have now agreed
on the treatment of Tampa Electric's base revenues and
accumulated deferred revenues for 1996, 1997 and 1998 as set

forth below.

12




1997
5. Tampa Electric shall have the discretion to reverse and

add tc the Company's revenues in 1997 all or any portion of the
balance (remaining after the refunds required under paragraph 1 of
this agreement) of the 1995 revenues deferred to periods beginning

1997 under the terms of order 95-0580 and the 1996 deferred

revenues described in paragraph 4 above.

6. The actual 1997 Tampa Electric net revenues which

contribute to a ROE in excess of 11.75%, up to a net ROE of 12.75%
for calendar year 1997, will be split 60%3/40%. Sixty percent of
such revenues shall be deferred and added to the revenues of the

Company in 1998. The remaining 40% of such revenues shall be

included in the earnings of the Company in 1997. The actual

revenues contributing to a net ROE in excess of 12.75% for calendar

year 1997 shall be deferred to calendar year 1998 and added to the

revenues of the Company in 1998.

1998
7. The balance of all nﬁcumulqtad deferred revenues which

were not reversed in 1997 will be deferred to calendar year 1998

and added to the revenues of the Company in 1998.

8. The actual 1998 Tampa Electric net revenues which

contribute to a ROE in excess of 11.75%, up to a net ROE of 12.75%

for calendar year 1998, will be split 60%/40%. 40% of the actual

net revenues resulting in a ROE in excess of 11.75%, up to a net

12.75% ROE, shall be retained as earnings of the Company in 1998.

The remaining 60% of the actual net revenues resulting in a ROE in

- 6 =
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excess of 11.75%, up to a net 12.75% ROE for calendar year 1998 and
all of the actual! 1998 ravenues rasulting in a net ROL in excess of
12.75% shall be refunded to Custcmers. All of the monies held
subject to refund after 1998 under this paragraph shall be refunded
th.rough a credit on Custcmer's bills calculated by multiplying a
levelized factor adjusted for line losses times the actual KwH
usage during the period of the credit. The credit shall include
interest on the unamortized amount of the refund calculated in
accordance with paragraph 9 herein. The refund period shall begin
concurrently with the first fuel adjustment period following a
final determination of the amount to be refunded, if any, and'shall
extend over a l12-month period. However, no refunds contemplated
under this paragraph will be commenced until a final, non-
appealable order (by the Commission or a court as the case Ray be)
has been issued resolving all issues with respect to the
calculation of earned ROE during the periods covered by this
agreement, including the appropriate regulatory treatment of the
Polk Power Station, all as set forth in paragraph 17 below. Any
over or under collection associated with the proposed refund credit

will be handled as a true-up component in the normal course of the

fuel cost recovery proceedings.

General Provisions

9. The revenues held subject to refund and the deferred
revenues provided for herein shall accrue interest at the thirty

day commercial paper rate as specified in Rule 25-6.109, Florida

14



Administrative Code. These revenues shall be treated as if
collected evenly throughout the year.

10. The Company plans to take a position regarding the tax
life of its Polk Power Station intended to minimize its revenue
requirements and to provide maximum penefits to its Customers. The
Parties agree that any interest expense that might be incurred as
the result of a Polk Power Station related tax deficiency
assessment will be considered a prudent expense for ratemaking
purposes and will support this positien in any proceeding before
the FPS5C.

11. fThe calculations of the actual ROE for each calendar year
will be on an “FPSC Adjusted Basis" wusing the appropriate
adjustments approved in Tampa Electric's full revenue requirements
proceeding. All reasonable and prudent expenses and investment
will be allowed in the computation and no annualization or prcforma

adjustments shall be made.

12. This agreement does not preclude the review of the
investment in and expenses of the Polk Power Station and the Fort
Manatee site. However, the Parties agree to negotiate in gocd
faith a joint recommendation specifying the regulatory treatment of
the Polk Power Station and Port Manatee site investment and
expenses.

A. The Parties further agree to use their best efforts to
obtain approval by the Commission of their joint
recommendation or, in the absence of a jeint
recommendation, to seek a final resolution of the Polk

Power Station and Port Manatee site regulatory treatment.

is



B. The timing of the resclution of the ratemaking treatment
of the Polk DPower Station and Port Manatee site
investment is important to the Parties. The Parties
request that the Commission immediately st a procedural
schedule for hearing and decision on the Folk Power
station and Port Manatee site by October 31, 1996. The
need for a hearing will be obviated if the Partles
negotiate a resolution of the regulatory treatment nf the
Polk Power Station and Port Manatee site which s
approved by the Commission.

13. The calendar years 1996, 1997 'and 1998 surveillance
reports on which the refunds and the revenue deferrals provided
herein will be based are subject to audit by the FPSC staff and
true-up.

14. The Parties agree that this Stipulation is intended to
and shall settle the dispesition of the Company's 1995 revenues
deferred by Order 95-0580 and shall obviate the need for the
hearings scheduled by Order 96-0272.

15. The provisions of this stipulation also resolve issues
related to Tampa Electric's existing base rate levels, allowed
return on equity, the procedures for the determination of Tampa
Electric's earnings and the disposition of revenues earned above
certain levels specified herein for the period 1996-1998.

16. The Parties agree that this docket shall remain open
solely for the purpose of: resolving any issues pertaining to the
calculation of earned ROE for the periods covered by this

agreement; implementing the refunds provided herein; and
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determining Tampa Electric's earnings for purpcses of revenue
deferral and sharing as set forth herein.

17. The Parties agree that any dispute relating to this
stipulation shall be addressed by the FPSC in the first instance.
Except as provided in paragraph i? hereof, each Party reserves any
rights it may have to seek judicial review of any ruling concerning
this Stipulation made by the FPSC. In the event judiclal review is
sought by any party hereto or any third party, in connection with
this Stipulation, the Commission's approval thereof, the joint
recommendation of the Parties concerning the Polk Power Staticn
contemplated herein, or any action of the Commission or any party
hereto under this Stipulation, whether relating to the calculation
of earned ROE or otherwise, the Company shall not be required to
commence or continue any refunds under paragraph 8 of this
stipulation until the matter is finally resolved.

18. This Stipulation shall be effective upon Commission
approval. The Parties agree that if the FPSC does not adopt this
stipulation in its entirety, without modification, this Stipulation
shall become null and void and of no effect.

19. The Parties agree to actively support the approval of
this Stipulation by the Commission at the earliest possible time in
order to avoid the time and expense of litigation. The Parties
agree not to protest, seek reconsideration or judicial review of
the Commission's approval of this Stipulation or to seek
modification of this settlement and Stipulation subsequent to final

Commission approval, except by mutual agreement.

- 10 -
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20. The Parties acknowledge this Stipulation is being entered
into for purpcses cf settlement only and that the Parties are
entering into this Stipulation to avoid the expense and length of
further legal proceedings and the uncertainty and risk inherent in
any litigation. Neither this Stipulation nor any action to reach,
effectuate or further this Stipulation may be construed as, or may
be used as an admission by or against any party. Entering or
carrying out this Stipulation or any negotiations related thereto
shall not in any event be construed as, or deemed to be evidence
of, an admission or concession by any of the Parties as a waiver cf
any applicable claim or defense, otherwise available.

21. The Parties participated jointly in the drafting of this
stipulation and, therefore, the terms of this Stipulation are not
intended to be construed against any Party by virtue of

draftsmanship.

22. This Stipulation may be executed in several counterparts,
each of which shall constitute an original and all of which

together constitute as ore and the same instrument.

-11 -
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IN WITNESS WHEREOF, this Stipulation has been executed on the
25" day of March, 1996 by the undersigned counsel of record

for the Parties hereto and/or by the Parties themselves in counter

patts each of which shall be deemed an original.

The Office of Public Counsel Tampa Electric Company

LY
EY -"'--“F?r "-? -\-..h'?.:.-' A_._..f "'}/:.' t b
Gordon L. Gillette

Vice President, Regqulatory

and Business Strategy

ack Shreve,’Public Counsel

Florida Industrial Power Users Group

&

Joseph A. McGlothlin
Vicki Gordon Kaufman
~—Attorneys for Florida Industrial
Power Users Group

- 1l2 =-
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CERTIFICATE OF SERVICE

1 HEREBY CERTIFY that a true copy of the foregoing Stipulation
has been furnished by U. 5. Mail or hand delivery () on this 1g7+
day of March, 1996 to the following:

Mr. Robert V. Elias»

Staff Counsel

Division of Legal Services

Floridz Public Service
Commission

2540 Shumard Oak Boulevard

Tallahassee, FL 323199-0850

Mr. Joseph A. McGlothlin

Ms. Vicki Gerdon Kaufman

McWhirter, Reeves, McGlothlin,
Davidson, Rief & Bakas

117 8. Qadsden Street

Tallahassee, FL 32301

@

Mr. Jack Shreve

Mr. John Reger Howe

Office of Public Counsel

c/o The Florida Legislature
111 West Madisonr Street - 3812
Tallahassee, FL 3223%9-1400

Mr. John W. McWhirter, Jr.

McWhirter, Reeves, McGlothlin,
Davidson, Rief & Bakas

100 North Tampa Street

Suite 2800

Tampa, 33602
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PEFORE THE FLORIDA PUBLIC SERVICE COMMISSICH

DOCKET NO. S00796=-EI
CRDER NO. 24165
ISSUED: 1=26=61

e

L

In re: Petition of Florida Power &
Light Company for inclusion of the
Scherer Unit No. 4 purchase in rate
base, including an acquisition
adjustment.

T T B S

The following Commissicners participated in the disposition of
this matter:

CHATRMAN, THOMAS M. BEARD
MICHAEL McK. WILSON
BETTY EASLEY
FRANK 5. MESSERSMITH

Pursuant to notice, the Florida Public Service Commission held
hearing in Tallahassee, Florida on December 12, 13, and 14, 1950.

APPEARANCES:

MATTHEW M. CHILDS, ESQUIRE, JOHN T. BUTLER, ESQUIRE, and
CREGCORY M. ANDERSON, ESQUIRE, Steel, Hector and Davis, 21§
South Monroe Street, Suite 601, Tallahassee, Florida 232301~

1804
on behalf of Florida Power & Light Company

JACK SHREVE ESQUIRE and JOHN ROGER HOWE, ESQUIRE, Office of
Public Counsel, 111 West Madison Street, Room B1l2Z,
Tallahassee, Florida 121399

on behalf of Office of Public Counsel

JOSEPH A. McGLOTHLIN, ESQUIRE and VICKI GORDON KAl
ESQUIRE, Lawson, McWhirter, Grandoff and Reeves, 522 Eas
Avenue, Suite 200, Tallahassee, Florida 32301

On behalf of Nassau Power Corporation
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£t Park

FREDERICK J. MURRELL, ESQUIRE, Schroder & Murrall, The Barnett
Center, Suite 375, 1001 Third Avenue West, Bradenton, Florida

J4205
On behalf of Ccalition of Leccal Governments

FREDERICK M. BRYANT, ESQUIRE, Moore, Williams, Bryant, Peebles
and Gautier, 101 East College Avenue, Post Office Box 1169,

Tallahassee, Florida 1321302
On behalf of Florida Municipal Power Agency
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M. ROBERT CHRIST, ESQUIRE and EDWARD A. TELLECHEA, ESQUIRE,
Florida Public Service Commission, 101 East Gaines Street,
Tallahassee, Florida 212399-0863

On behalf of the Commission Staff

PRENTICE PRUITT, ESQUIRE, Florida Public Service Commissicn,
office of the General Counsel, 101 East Gaines Street,
Tallahassee, Florida 232399-0862J

Counsel to the Commissioners

W Y ¢
BETITION TO INCLUDE THE SCHERER UNIT NO. &
PURCHASE IN RATE BASE, INCLUDING
ACQUISITION ADJUSTMENT
BY THE COMMISSION:
BACKGROUND

This docket was initiated by Florida Power and Light Company
(FPL) on September 28, 1990, when it filed a Petition of Florida
Power & Light Company For Inclusion of the Scherer Unit No. 4
Purchase in Rate Base, Including an Acquisition Adjustment. FPL
proposed to purchase 76.36% (646 MW) of Unit No. 4 of the Robert
Scherer Generating Plant (Scherer), a coal-fired generating unit
located in Monrce County, Georgia. The total purchase price, as
reflected in a letter of intent, is estimated to be $615,6504,000,
which exceeds the depreciated book cost for the portion of the unit
to be purchased by FPL by an estimated $111,362,307.

The purpose of FPL's petition is to cobtain the Florida Public
Service Commission's (the Commission) prior approval to phase 1in
FPL's share of the actual purchase price of the unit in rate base
as FPL makes four installment payments. The installment.payzments
are scheduled for January 1, 1991; June 1. 1993; June 1, 1994; and
June 1, 1995. FPL did not, however, petition the Commission for
any change in rates or charges to its custozers.

when the Petition was filed, FPL was in the process of
negotiating the purchase, and thus, there was no final purchase
contract with Georgia Power Corporation (GPC) and the Southern
Companies (Southern). Contract negotiations continued during and
after the hearing. There was, however, a non-binding letter of
intent entered into by GPC, Southern, and FPL which provided an
estimated purchase price. The letter of intent was relied upon by
FPL throughout the proceedings in this docket.
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The following parties filed notices ¢of interventlion or
petitions for leave to intervene: the Office of Public Counsel
(OPC), Nassau Power Corperation (Nassau), Coalitlien of Local
Governments (CLG), and the Florida Municipal Power Agency (FMFA).
All parties were granted permission to intervene in this docket.
OPC, Nassau, and CLG opposed the inclusion cf Scherer in rate base

for various reasons.

The hearing was held on December 12, 13 and 14, 1990. All the
parties participated and some presented evidence. All the parties,
excluding FMPA, filed briefs and post-hearing statements of issues

and positions.

In order to dispose of this Petition, we find it necessary to
address three primary issues. The three issues are as follows:

1. Has FPL demonstrated that there is a nced for the
additional generation capacity that will be provided
by Scherer?

2. Is the purchase of Scherer a reascnable and prudent
investment?

3. Should the Acquisition Adjustment be given rate
base treatment.

This docket also involves sub-issues that are subsumed by the
abovementioned primary issues. All other issues raised in this
proceeding and not specifically addressed herein are deezed
unnecessary for the resolution of this case or have been considered
and been found to be without merit. The following provides an
analysis of both the primary and sub-issues.

NEZD

By necessity, the Commission nust make a determination of need
for the additional capacity that will be provided by Scherer before
a determination of prudence is made. While this is not a
traditional need determination proceeding under section 403.519,
Plorida Statutes, the same type of elements that are taken into
account in the more traditional proceedings were considered in this
docket. We have analyzed those elements and the evidence
demonstrates that FPL, as an individual utility interconnected with
the statewide grid, has shown a need for the additional capacity

that will be provided by Scherer.
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Reliability and Integrisy

FPL asserts that its objective in its planning process was to
provide adequate resources to reliably meet its customers' future
demand for electric power in a cost-effective manner. To deal'with
unforeseen changes in conditions that =might affect these
objectives, FPL uses diversity and flexibility in its planning
process, FPL uses two reliability criteria cozmonly accepted in
the utility industry to determine the gquantity of resources to
maintain system reliability: (1) summer peak reserve margin of
15%, and (2) a maximum loss-of=-load probability (LOLP) of 0.1 days
per Yyear. FPL maintains that it needs approximately 5,400 MW of
resources to satisfy these criteria and to meet it's projected
demand through 1997. The following table reveals how FPL plans to

satisfy it's projected demand:

Demand Side Management Programs 1,137 MW
Repover Lauderdale/Martin No. 3 and 4 1,342 MW
Southern Company UPS S11 MW
QF approved/to be signed 590 MW
QF additional projected 600 MW
IécC Martin No. 5 and 6 768 MW
Total 5,286 MW

The Petition requests a phased in approval of the 646 MW
Scherer purchase in the following manner:

Phase ip Date MWs 4 v
6=1-91 150 16.3%
6=1=-913 266 22.1%
6-1-94 140 23.0%
6-1-55 Qa0 23.2%

Total 646 MWs

The result of the Scherer purchase will be to defer the first
Martin No. 5 IGCC unit (this, in effect, will remove the Martin
IGCC Unit ocut of the 1991-97 time frame) and subsegquent facilities.
That would result in avoiding the construction of one 646 MW IGCC.

This generation expansion plan was initially introduced in
Docket Nos. B890974-EI and B890973-EI. In Order No. 23080, the
prehearing officer ruled that no factual findings would be made in
the above referenced docket regarding Martin Units 5 and 6 until
FPL's request for power supply proposals (RFP) process was

completed.
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The RFP procass bagan In June, 1989 and FPL received 34
proposals totalling 10,79) MWs. The RFP process vas eventually
completed with tha selectlon of the Scherer UPS cption. Hovever,
upon cosparing the Scherer purchase option with the Scherar UPs

s, the discounted and full standard offer contracts, and the
Martin IGCC units, the analysls demonstrates that the Scherer
purchasa is thas most cost-effective alterpative vhan taking inte
account esimslon cradits and other non-quantifisble benefita.
According to FPL, the phased purchase of Scharer will give it
acceas to additional capacity to meet the need created in 1991 by
the outags at Turkay Polnt WMuclear Station, and allow for
flexibility in responding to changes in load conditions and/or
constructicn requiresents resulting from changes in conservation
and qualifying facllity forecasts that hava occurred since FPL
presented its expansien n in Dockst Nos., 090971-EI and 8%0974-
El. In summary, the evidence shows that the purchase of Scherer
will allow FPPL to maintain adeguate system rellability and

integrity.

or Capacity

FPL's gensration expansion planning process used in svaluating
tha Scherer purchase consldered three socurces of supply-sidas
resources! gqualifying facllities, purchased powver, and nav
generating units. After demand-side activities have been

atud, FPL's base expansjon plan included 530 MWW of
gualifying facilities iﬂrl} that hava signed contracts with FPL and
have raceived Commisslon approval or for which they anticipate
Commnission spproval. FPL's ferachst docusent projects an
additional 590 MW of QF capacity by 1957, which reflects FPL's bast
sstipate of thes nuabsr and total capacity of QFs that will be able
to provids cost-sffective powver to FPL. FPL did not, hovaver,
include Nassau's 435 MW standard-ocffar contract In its generation
sxpansion planning, while including the Indiantown Cogenaration
project. Tha mpproval of the proposed Scharer purchase to meet a
portion of FPL's 1996 nasd may possibly not accommodate Hassau's
rojsct, and consequantly, Nassau argues that its project should be
nocluded in FPL's {dentification of QF fecilities whiuh will be
available in 1996. We find, howevar, that guestions concerning
wvhether Hassau's project should be included in FPL's ldentiflcation
of QF facllities for 19%6 are more appropriately reserved for a
specific detarmination of need proceeding.
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Demand Side Options

FPL has also demonstrated that a wide range of conservation or
other demand-side alternatives, that would mitigate the need for
the capacity represented by the purchase of Scherer, were
adequately taken into consideration in its power sugply plan. As
part of FPL's capacity planning process, FPL includes cost-
effective demand side programs. These programs are the first type
of resources included in their capacity expansion plan and are
considered well before any other type of resources are inserted

into the plan

Some of the intervenors expressed their concerns over FPL's
treatment of demand side alternatives and their concerns were
heightened by the passage of the 1990 Clean Air Act Amendments.
However, prior to the opening of this docket, FPL prepared and
submitted to the Commission an extensive demand side management
plan comprising of 21 programs which were approved in Order Nos.
23560 and 23667, Docket No. 900091-EG. For example, in Appendix A,
Order No. 23560, FPL reveals that it has implemented a
Commercial/Industrial thermal storage program and are actively
pursuing research and development projects for residential thermal
storage systems and commercial or industrial stored water heating.

The impact of FPL's conservation programs, interruptible rates
and residential load control has been forecasted at approximately
1317 MW through 1997. We find that this demonstrates that FPL's
capacity expansion plan took into account conservation and other

decand side alternatives,

Fuel Diversity

The addition of 646 MW of coal fired power to FFL's capacity
will also serve to enhance fuel diversity among its generaticn
units, according to FPL. The purchase of the Scherer coal-fired
unit will only constitute approximately 6% of FPL's total power mix
but it will start reducing FPL's dependence on oil-fired units

beginning in 1991.

Cost Effective Alternatives

A comparison of the cumulative present values of different
cost component for the different purchase options for Scherer power
wvas presented by OPC during the hearing. Cost comparisons of
Scherer purchase option and the standard offer options (with a 203%
risk and without a risk) were also offered by FPL. [Note: In the
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discussion that follows, all numbers will be in thousands of
dollars.] The conparisons revealed the following cumulative

present value revenue requirements (CPVRR):

Scherer UPS (RFP) option: 542,794,175

Scherer purchase option: $42,813,921]

Standard Offer option (with 20% risk): $43,021,755
Standard Offer option (without 20% risk): $43, 232,952

A comparison of these numbers reveals that the Scherer UPS opticn
is the most cost-effective option in that it offers 2 savings of
$19,748 over the next best option: the Scherer purchase option.

The CPVRR comparison offered by OPC, hovever, was not completae
in that it did not take into consideration Scherer's SO, emission
allowances. As previcusly mentioned, under the 1990 Amendments to
the Clean Air Act, FPL will be entitled to Unit 4's share of
enission allowances that are designated to the entire Scherer
facility. FPL asserts that under the Scherer purchase option, it
will be responsible for $18,213 in SO, emission allowance costs.
Under the Scherer UPS cption, it will be responsible for $131,067
in S0O; emission allowance costs. When these elements are
considered in the cost comparison, the CPVRR for the Scherer
purchase option is $93,106 less than the CPVRR for the UPS option.
Therefore, we find that the Scherer purchase is the most cost-
effective alternative when taking into account SO, emission credits.

Strategic Concerns

Scherer's SO; emission allowances is just one of the strategic
concerns that we were asked to consider when making thiz need
determination. Other strategic concerns or bPenefits not
specifically quantified in the record were also considered. Sonme
of the additional benefits claimed Ly FFL were:

(1) that the joint participation by JEA in the purchase

of Scherer Unit 4 paved the way for additional transmission
interface capability from JEA. This is important since

JEA owns the remaining transmission capacity currently
available on the Southern/Florida interface.

(2) facilitation of the expansion of the Scuthern/Florida
transmission interface.
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(3) assuming the unit life will extend beyond thirty
years, FPL will not have tc replace the capacity,
as it would under the UPS arrangement.

while these elements may not be quantifiable, they appear to
provide benefits to FPL, its ratepayers, and Florida's general body
of ratepayers. Thus, they should be considered when determining
whether there is a need for the Scherer Unit.

Associated Facilities

No additional transmission facilities or upgrades will be
needed in order to receive energy and capacity subject to existing
contracts or for the Scherer purchase. FPL asserts that there is
sufficient interface capacity to transmit all Scherer power into
Florida. OPC concurs with FPL's assertion.

Based on the foregoing analysis, we find that the capacity
that will be provided by the purchase of Scherer is reasonably
consistent with the needs of Peninsular Florida when taking into
consideration timing, impacts con the reliability and integrity of
the Peninsular Florida grid, cost, fuel diversity, and other

relevant factors.

ACQUISITION ADJUSTMENT

FPL has requested that we approve as a part of the purchase
price of $615,387,000 an acquisition adjustzent in the amount of
$111,362,000, which represents the difference between FPL's
purchase price and the seller's net original cost of the unit.
The Commission policy has been to deny such reguests unless the
utility could demonstrate extraordinary circurstances were present
or prove the transaction results in a net benefit to the

ratepayers. gSee, @.9d., i o 9 e
. " 1088, Docket No. B90324-EI,

Order No. 23536 (FPSC, Sept. 27, 18%0).

In general, the intervenors do not take issue with the
inclusion of an acquisition adjustment in the purchase price but,
object to the approval of the purchase. Our view is that the
amount in question does not appear to be a ordinary acquisition
adjustment. We find the amount in guestion should be evaluated
based on whether the purchase of Scherer is necessary, reasonable,
and the most cost-effective alternative. Because we have
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previocusly made those findings, we find the acount of $111,362,000
should be should be included in rate base on a pro rata basis

consistent with the phased purchase of the unit.

PRUDENCE

A principal issue in this proceeding is whether the purchase
by FPL of Scherer is reasonable and prudent. Intervenors would
have the Commission reject any finding of prudence . They do not
pelieve the record supports such a finding. According to the
intervenors, absent a final contract a finding of prudence is not

warranted.

In resolving this issue, we note that in an earlier portion of
this order we found that the purchase of the unit appears to be the
most cost-effective alternative available to FFL to meet its
forecasted 1996 system load requirements. Accordingly, based on
this finding and FPL's representation that the final contract to
purchase the unit will not differ significantly from the letter of
intent and other evidence presented by FPL concerning this
transaction, we find that the purchase by FPL of Scherer is a
reasonable and prudent investment necessary to enable FPL to neet
is forecasted 1996 system load requirements. Absent a showing that
tha final contract and letter of intent vary to a significant
degree, we do not intend to relitigate this issue in any future
proceeding. Thus, the new plant will be placed in FPL's rate hase
and deemed to be a prudent investment, with rates allowed to
recover the investment in the next applicable proceeding. Issues
we are leaving open for future proceedings invelving the Scherer
purchase and its costs other than a significant variance from the
purchase price are O & M expenses, cost of capital and rate design.

Competent and Sybstantial Evidence

Having reviewed the record in this proceeding, we find that
there is competent and substantial evidence to support our

findings.
In consideration of the foreqoing, it is

ORDERED by the Florida Public Service Commission that Florida
Power & Light Company's Petition For Inclusion of the Scherer Unit
No. 4 Purchase in Rate Base, Including an Acquisition Adjustment is
hereby approved.
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By ORDER of the TFlorida Public Service Comnmission, this
26zh day of FEERUARY : 1991 .

f g

TEVE TRIBBLE, raector
Division of Recocrds and Reporting

(SEAL)

EAT:BMI
SCHERORJ.BMI

APPENDIX A
Rulings cn Proposed Findings of Facts

A The following constitutes the Commission's specific rulings
pursuant to section 120.5%5(2), Florida Statutes (198%), and Rule
25-22.059(1) & (3), Florida Administrative Code, on the Proposed
Findings of Fact submitted by the Office of Public Ccunsel.

) I FPL's petition referred to Section 166.076(1), Florida
Statutes, which is a procedural statute permitting limited
preceedings, but did not identify any substantive statutory
authority for the Commission to give pricr approval for the
purchase of Scherer Unit No. 4.

_ This statement is clearly not a finding of fact but rather a
ronclusion of law. Nevertheless, we will address it. We concur in
part and disagree in part with this conclusion. Section
366.076(1), Florida Statutes, is not solely procedural in nature.
‘ection 366.076(1) is also substantive in that it also authorizes
he Commission to act. We agree with OPC that FPL did not identify
iny substantive statutory authority for the Commission to give
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In re: Petition of Florida Power &
Light Company for inclusion of the
Scherer Unit No. 4 purchase in rate
base, including an acgquisition
adjustment.

8
3
13

The following Commissioners participated in the disposition of
this matter:

THOMAS M. BEARD, CHAIRMAN
BETTY EASLEY
FRANK S. MESSERSMITH
MICHAEL McK. WILSON

BY THE COMMISSION:

On February 26, 1991 Order No. 24165, Order Granting Florida
Power & Light Company's Petition to Include The Scherer Unit No. &
Purchase in Rate Base, Including Acquisition Adjustment, was
issued. To more accurately reflect the intent of the Florida
Public Service Commission, the first chart following the first full
paragraph on page 4 of Order No. 24165 should be deleted and
replaced with the following chart:

Demand Side Management Programs 1,317 MW

Repower Lauderdale/Martin No. 3 and 4 1,342

Southern Company UPS 911

QF approved/to be signed 538 MW

QF additional projected 590 MW

IGCC Martin No. 5 and 6 768 Mw
Total 5,466 MW

Furthermore, the second and third sentences in the second complete
paragraph on page 5 of the same order should be deleted and
replaced with the following sentences:

32
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After demand-side activities have been incorporated,

FPL's base expansion plan included 538 MW of qualifying
facilities (QFs) that have signed contracts with FPL

and have received Commission approval. FPL's forecast
document projects an additional 590 MW of QF capacity

by 1997, of which FPL has signed negotiated contracts
totalling 352 MW which have not yet received Commission
approval. This reflects FPL's best estimate of the

number and total capacity of QFs that will be able

to provide cost-effective power to FPL.

In consideration of the foregoing, it is
ORDERED by the Florida Public Service Commission that the

first chart following the first full paragraph on page 4 of Order
No. 24165 should be deleted and replaced with the following chart:

Demand Side Management Programs 1,317 MW
Repower Lauderdale/Martin No. 3 and 4 1,342 MW
Scuthern Company UPS 911 MW
QF opproved/to be signed 538 MW
QF additional projected 590 MW
IGCC Martin No., 5 and 6 768 MW

Total 5,466 MW

It is further

ORDERED that the second and third sentences in the second
complete paragraph on page 5 of the same order should be deleted
and replaced with the following sentences:

After demand-side activities have been incorporated,

FPL's base expansion plan included 538 MW of qualifying
facilities (QFs) that have signed contracts with FPL

and have received Commission approval. FPL's [forecast
document projects an additional 590 MW of QF capacity

by 1997, of which FPL has signed negotiated centracts
totalling 352 MW which have not yet received Commission
approval. This reflects FPL's best estipate of the

number and total capacity of QFs that will be able

to provide cost-effective power to FPL.
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By ORDER of the Florida Public GService Commission, this
Ist day of March , 1991

L
STEVE TRIBBLE/, Mirector
Division of Récords and Reporting

{( SEAL))

EAT:bmi
SCHERAD. EAT

i VIEW

The Florida Public Service 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 the Commission's final action
in this matter may request: 1) reconsideraticn of the decision by
filing a motion for reconsideration with the Director, Division of
Records and Reporting within fifteen (15) days of the issuance of
this order in the form prescribed by Rule 25-22.060, Florida
Administrative Code; or 2) judicial review by the Florida”Supreme
Ccourt in the case of an electric, gas or telephone utility or the
First District Court of Appeal in the case of a water or sewer
utility by filing a notice of appeal with the Director, Division of
Records and Reporting and filing a copy of the notice of appeal and
the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900 (a),
Florida Rules of Appellate Procedure.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISION

In re: Petition of Florids Power and ] DOCEET WO, 8909 74-E1
Light Company to determine need for ) "
electrical power plant - Martin ) ORDER MO. 23080
)
)

expansion project.
IS5UED; DEs15/90

The following Commizsioners pacticipated in  the
disposikion of thie matter:

MICHAEL McK. WILSON, Chalrman
THOMAS M. PEARD®
BLITY EASLEY
GERALD L. GUNTER

*Commlssloner Beard did not pacticipate in the
disposition of the Motisn for Reconsideration filed by Browsrd
County or the Petltion [or Clacificetion ands/or Reconsiderstion
tlled by rlorids Power and Light Company.

DER_APPRQV EED DETERMINATI
and DENY1 TIONS FOR_RTCONSIDERATION

BY THE COMMISSION:

On July 25, 1989, Florida rower snd Light Company
(FPL) tiled Its petltion for s constructlon of Martln Units 3,
4. 3 and § aslmulteneous with the Elling of & motion to
consolidate this need Jdetermination petition with FPL's need
determination petition for the tepovecing of its Leuderdale
Units 4 and 3 (Docket Mo, B890971- EI). Order Fo., 227167, issved
on December 35, 1989, pactially denied FPL's request for
consolidetion of the two dockets and limited tha (fasctusl
gindings in this proceeding to those sssocisted with the
Lavderdele repowering and Martin Units 3 and 4. Although
evidence was presented on Martim Unics 5 and &, it weas for
Informationel purposes only., per Order No. 22267 st 3, 5.

Direct testimony wes flled by FPL on Decembar 8, 1989;
by Hadson Oevelopwent Corporation, Cherles Srunson, and the
Otfice of Public Counsel (OPC) on Janusry 29, 1990:° end by
Browsrd County (Broward) on Februsty 7, 1930, Prehearing
statements were filed by Browsrd, OPC, Steff, Chacles Bronson,
Hadson Development Corporation and FPL on Februery - 12, 1990.
Rebuttal testimony was filed by FPL and Browsrd on February 16,
1990,
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At the prehearing conference In this docket held on
Februacy 21, 1990, Commiasiones Easley granted joint
Intervention atatus to MWadson Development Cocpocration and
Charles Bronson (Bronson-Hedson) until such time as thei:r
interests became noncompatible. The (Issues and positions
enumerated In thu dratt piehesring order were also revieved at
the preheardlng confecrence and  additionsl lasues were
considered. Commigsioner Casley ruled that cectaln of Broward's
and Beonson-Hadson's lasues would  be excluded from
consideration in  this proceeding. At  the peehearing
conference, at the request of FPL and Bronson-Hadson, all
parties agrewd to an expedited schedule lor the consideration
by the Eull panel of the prehesring offlcec’'s ruling. This
expedited schedule was approved by Chalrman Wilson on Friday.
February 23, 19v0.

Pursuant to that schedule, Proward and DBronson-Madson
filed thelr written motlons for reconsidecation of the tuling
on Mondey, Februsry 26, 1990; the response of FPL oppusing
reversal of the ruling was flled on Wednesday, Februacy 28.
1990; and Staff's recommendation was filed on Friday. Match 2,
1990. Slmyltaneous with the (filing of the motions fos
reconsideration, Broward and Bronson-Hadson also filed roquests
for oral arqument before the [(ull panel. Pursuant to
Comalssion procedure, Commissionar Essley denied that request
on Thuraday, Macch 2, 1960, in Order Mo, 22631. When Broward
wes notified of this ruling, rounsel indicated that HBroward
wished to szeek full panel review of this declslon also.

At itz PMerch 6, 1990 agendw conference, the full
Commisslon voted to affirm Commissioner's Easley's culing
denylng oral srgument and ezcluding certaln lssues from
consideration in thia docket. [Order Mo. 22826, issued On April
16, 1990.] The hesring in this docket was held on Macch 21-21,
1990 with testimony offlered on behslt of FPL. Broward,
Bronson-Hadson and OPC. Briefs wers filed by the partles on
Apcll &, L1990, i

In additlon to Its mnonconfidential brief tiled on
Apell 6, 1990, Droward also flled Appendix C to its brief.
Appendix C contains cefecences to mateclal which was the
subject of a pending requeat tor confidentiality on April 6,
1990. Gubsequent to the [iling of Appendlx C, Commlssioner
Essley, as prehearing officer, ruled thet the matecrials
teferred to In Appendlx C are not conlidential, ([Ocder Ho.
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27850, lssued on April 23, 19%0.]) Likewise, Commisslione:
Easley ruled on the contidentlality of the other documents
contained In Compoalte Exhiblt 11 entered into the record in
this proceeding. (Order Wo, 22851, issued on April 23, 1990.]
All of the documents, with the exception of portions of the
Strateqglc Energy Information, Troplcana Products, Inc.., Florida
Power and Light Study, dated June €, 1988, wera found by
Cnmi?llunlt Easley to be nonconfldential, [Order MNe. 228%1 at
1- 5.

The Commission wvoted on FPL'S need determinstlion
applicetions In this docket and Dochet No. 890974-EI at a
properly notlced speclal agende conference held on April 23,
17%0. Pursvant to Commission rules, FPL and Droward £{led
timely motlonas for reconsidetationsclariflcation on April 130,
1990. Responses to Lhe motions for ceconsiderstion werm [iled
on May 2, 1990 by FPL, Droward and Oronsen-Ksdson. The Staff
cecommendation addressing the motlons for reconsideration was
{iled on May 4, 1990 end the matter was considered by the full
Commission st fts reqularly scheduled agends conterence on May
15, 1990. This order will reflect the Cormisslon's I(nitisl
vote on April 23, and {ts May 15 vote on the motions for
teconiideration,

BEED

In its petltion of July 23. 1989, FPL requested thet

it be allowed to construct two new 400 MW class units st its

ing Mactim site. These units will be 38% MW adranced

oed cycle wunits fired primsrily by nstural gas, with

distillete oll as an alternste fuel and the cepability of

future conversion to burn coal ges. These units have peojected

commercisl operstion dates of December 31, 1993 and December

J1. 1994, respectivelry. After tha completion of both units,
the capscity on FPL's system will be incresand by 770 MM,

Reliability and {ntegrity

FPL'® 1%\ summeér cea~rve margin and 0.1 day/year loss
of load probsbility (LOLP) @fe satisfactocry reliability
critecrion given their Individus|l system conflquration and
Interconnectiony with other utilities., LOLP 18 the criteris
driving the need for power in the 1991 timafreme. and
appropriately 3o, as it is celculsated on peak losds for sll
twelve months. Thus, It tell=cta the sdequscy of capscity to
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serve both summer and winter pesk needs. That beiny the case.
wa Cind thet Lhe teliability criterion used by FPL to determine
its need fLor 770 MY of capaclty Im 1994 and 1993 1o bhe
reasonable for planning purposes.

FPL's load forecast |3 based on nistorical demand asnd
customer growith In thelr service tercltory. FPL's projectiuns
teke Into account the uncertaintles of (fulure economic
conditions and population estimates through the use of high,
low end mid-band forecasts of energy and demand. Thus, we [(ingd
that the mid-band load forecast used by FPL to determine {ta
need for Martin Units 3 and 4 la adequate for planning purposes.

FPL's Base Flan, set forth In this dockst and the
companion need determlinalion docket, Docket 8909731-El. proposes
572 MW of capacity installstion by 1993 (the Lavderdale
repowecling); 770 MW of new capscity construction (Mactin Units
3 and 4); and over 1,000 MW of non-construction altermatives,
including load manesgement, intecruptible losd, purcheses from
QFs, Scuthern Company purchases, and additlons]l consesvation.
Ho party to this docket disputes the fact that FPL has a need
for capaclty In the 1991 to 1995 timelrame. The only
disagreement is ‘how that need (s most sconomically Cilled.

A one-yest delay In the in-service dete of Martin Unit
3 wvould cause FPL's 1994 LOLP to fall to be 0.19., & level
significantly above an adeguate reliabllity critecis of 0.1. A
similar delay in mMarin Unit 4 would cause system LOLP to
daterlorate to 0.40, clescly an unaccepatable leval of
reliability cisk te FPL's catepesyers.- Thus, we [ind that FPL
does exhibit a need for .uui’m: capacity im 1994 and 1993
and would suffer an unacceptable level of cisk should Mectin
Unlts 3 end 4 not be approved,

Broward asnd Bronson-Hsdson argue that FPL's choice of
technology tor Cilling lts capecity needs in L1¥54 snd 1995 is
unproven and besed on wunreliable fuel supplies. The
avallability of natural gas to flre the proposed units &nd the
type of technology chosen will be addressed later in this
order. FPL 3tates In its position on the issum of electrle
system rellsbility and Integrity thst *(w)lhile Mertin Unlt WNo.
4 will contribute to meeting FPL's rellabliliity nesd in 1995,
the current Fforecast Indicaces thet it will be necessary to
accelecaste tha consttuction of the combined cycle portien of
Marktin Unlt Mos. % and & In order to meet FPL°s cellability
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criteris at the time of the 1995 summer pesk.” We note hege
that FPL will not recelve 8 determination of need for Meciln
Units % and €& in thls or the companion proceeding, Docket No.
8%0973-E1, and that the cesults of the AFP may provide capscitiy
in 1995 to offaet this proposed construction,

Witness Gillette testiflied on behslf of the Florida
Electric Power Coordinsting Group (FCG) that Peninsulasr Florida
hes » need Cor approximately 3,015 MW of new generating
capacity in the 1992-1993% timeframe, comprised of 2,640 MW of
combined cycle capscity and 375 MW of combustion turbine
capacity, FPL'3 1994- 199% need for Hartin Units 3 and 4, two
185 MW comblned cycle units, §s thus consistent with Penlnsular
Florida generstion needs. Based on the facts stated shove, we
find th't the proposed Martin Units 3 and & will provide for
electric system reliability and lIntegrity to both .FPL and
Peninsular Floride,

Adeqyate Electiicity ot Rensonable Copt

FPL's Bsse Plan., whleh includes the Lauderdale
tepowering, Martin Units 3 and 4, Martin Units S snd 6, and
over 1,000 MW of non-constructlion sltecnatives, shows the best
present velue of revenus reqilrements of any plan examined
using FPL's PROSCREEN analysis. FPL's Base Case is also the
optimum plan when snalyzed using metnods similar to those used
in the last annusl planning heaclig. That i3, che Lauderdsla
repowering followed by Mertim Units 3 and 4 remsins the best
combination of generating esdditlons for 1993-1995, evep 1t
Martin Units S and 6 are rtemoved (rom the Base Plan for
purposes of ansliysls.

The estimsted totsl Instelled cost of Mectin Units 3
and 4 is 3832 million, or $82Z1/incremental KW. On snd off-3ite
transmission Cacilities are estimeted at an additions]l S$44
million. The totel project cost is $676 millien, or SB7R/FEW
including transmizaion.

Both Broward and Bronson-Hadson argue that the unlts’
rellance on natursl ges and oll csuses them to be subject to
fuel supply disctuption. The record Indlcates that FPL has flem
923 supply and transportstion contracts In plece to provide
adequate fusl for the units. FPL slso has the abllity to buy
Interruptible ges Crom the plpeline. Thus, we Eind, based on
the recotd before us, thet thece i3 no significant risk of fuel]
Interruptlion,
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Broward futther argues that FPL should be requlced to
immedistely instal]l «coval qasiflcation faclilltles st the
proposed Martin units. Thece L3 no evidence Ln the record of
the cost of DProward'as proposal, FPL's Base FPlan 13 modeled
with gasification facilities being constructed Iln conjuncticn
with the Instellation of Martin Units 5 and 6. When coal
gesification s modeled In FFPL's qencratlon expanalon plen at
an wsrlier date, the results asre not an optimal lesst-cost
generation expansion plan for FPL or Penlnsular Florlda. For
this cresson, given current projections of fuel avallability and
price, we find that Lhe proposed Martin Unlts 3 and 4 will
provide sdequate electricity Lo FPL and Penlnsular Florida at a
reasonable coal,

FPL's fuel torecasts are consistent with other
contemporanecus fuel Cforecasts, “The 30-yesr scenario anslysis
reflects the relatlionship among crude, distillate snd residual
oila, natural gas, and cosl undecr assumed conditlons I[n the
anergy marketa., The most-likely fuel forecast used by FPL In
ity Present Value Revenue Regquirement (PYRR) analysis shows the
expected differentlial between coal pricea and the prlce of
natural ges and oil. It slso accounts for the termination ol
FPL's fictm gas supply contracta in 2002.

We note, however, that the beat (fuel [forecasts ace
only that: educated estimstes of future market condltlons.
And, wa observe thst the ouly thing which i3 absolutely
predictsble in this area Is that no metter who does it or how
'l:lrllullr it ia done, the forecast will be Incorrect. It is
with this caveat that we make the Elnding thar FPL's tuel
forecast la reasonsbly adequete [for planning purposes based
upon the record developed at the hesring in this docket.

FPL has entered into 1%-year flrm gas supply and
transpocrtatlon contrects with Citrus Treding Corporation and
Florida Gas Trcansmission (FGT), respectively, to provide 127
million cubic feet (mcf{)/dey annually to FPL's system. This
quantity of ges is sulflcient to fuel the repowered Lasuderdale
unlts and MHWartin Units 31 asnd 4. After these contiacts
terminste, FPL antlclpates that simller quantities of ges will
be aveilable on » flim or Interruptible bansls.

The repowered Liuderdale units and Martin Units 1 and
4 will burn 292 mcf/day at  100% capascity (net summer
capsbility). Since the wunlts will wot cun at LOOVN capaciry
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factor, thelr sctual burn wlill be gomewhat less, Brovard
argues that these units will consume Lhe bulk of FPL's natural
923 supplies. causing exiating units to rely on oll as their
primary Cuel. This %3 true. FPL will wuse the svellable
supplies of nstural ges in 1tz most efficient units, including
tepouered Lauderdsle end Mactin 3 and 4. Other existing units,
fotmor]ly cun peimarlly on natural gas, will then burnm oll.

Honetheless, the projected ol]l burn on FPL's system in
1999 will cemain less than 1980-8]1 leveis and below FPL'S share
of the Florids Energy and Efficlency Act (FEECA) ell use
reduction goals, These oll consumption levels sssume Gthe
additien of cosl-gas Elred copecity after 1996; Incressed
performance of Turkey Polnt nuclear vnits: snd more efficlent
fuerl use In the repowered Lauderdale and Martin 3 and 4 units.

Through the year 2000, FPL's qas usage Is projected to
remain constant; oll usage ls expected to decline slightly: and
with the sdditlon of cosl-gss [ired capaclty after 1996, coal
usage will {ncreass eignificantly. When purcheses from
Southern snd JEA sre Included. over S0% of FPL's energy
requirements will come from coal and nuclear generatlon, with
the remalnder from natursl gas and oll. This conflguretion of
fuel usage, assuming thet fuel is avallable In the guantities
FPL projects, provides adequste fuel diveralty for FPL's system.

Broward arques that the Lauderdale repowering and
HMarktin 3 and 4 rely cn natural ges which is not steble ass to
price or svallebility. As discussed above, FPL has contcacts
in place for firm gas supply and transpoctation. Barring a
bresch of the FGT pipeline into the state or some
Presidentlslly-declacred emecrgency, svallability and price are
sssured wunder such an arcsngement, Further, FPL's planned
addition of gesified cosl units (IGCC's) to its mystem after
19%9¢ allows the [flexibllity to retrofit cepowared Lauderdale
and Martin 1 and 4 to bucn gasified cosl. This ensures fuel
avallabllity for those wunits oefter the firm gas contracts
tetminate. ‘

Based on the record, we conclude that FPL will have
scdequate supplies of natursl qQas to operste 1ts  units.
efficiently. That belng the case. we [ind that with the
additlon of the proposed Mactin Units 3 and 4 will give FPL
adequate fuel divecslty on its system, The record indicates
that the mix of netural gas and coal- flred generstion proposed
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h{ FPL with the addition of Martin Units 3 and 4 will not
signiticantly affect the overall fuel mix ol the Penlnsula.
Thus, we find that the proposed Martin Units 3 and 4 will also
provida for adequate fuel diversity for Penlnsulac Florida.

Cont-Eflective Alternagjve

As discussed above, FPL's Dase Plen includes 571 MW of
capscity instsllation by 1993 (ths Lasuderdale repowecing): 770
MW of new capscity construction (Martin Units 3 and 4); and
over 3,000 M+ of non-construction slternatives, including losd
management, Intercuptible load, purchases (Crom QFs, Southern
Company purchases. and additlional consecvatlon. This plan is
desligned to meet FPL's projected load growth of approximately
350 MW per year In the 1990°s.

The ongoing Request for Propossls (RFP) process ameks
800 MW of capacity to be supplled in the 1594 to 1997 tipe
perlod, preferably in 1996. It this |3 successtul, Lthe most
likely effect on FPL's Base Plan will be to delay the proposed
Martin Units 5 and & in-service date (1996) for approximately
two years,

The analysis of the Base Plan shows that, over 25- and
J0-year planning horizons, the Bsse Plan hes the best economics
of any expansion plan studied. FPL's cholce of coshined cycle
technology also allows soms acheduling Elexibility should load
growth be faster or slower than forecast. For +.ample, the
In-secvice date of Martin 4 andsor the combined cycle portion
of Martin 5 and € can bw sccelerated Dy one year as requited to
meet changing assumptlons regerding load or non-conatsuction
altecnstives. Likewise, the units can be delayed as requiced.
The Base Plan slspo has the flexibllity to support substitutioun
of coesl gas for natural gas as changes in fuel prices warrant.

Broward arques that “increased emissions from FPL's
planned wunits, Lt =& tel ro s+s” (emphasis
a#dded) may sffect the constcuction of additional generating
capaclty in FPL's load center. We expect that the Florida
Department of Enviconmental Requlation (DER) will determine
sdequate levels ol emisslon control and reguicte FPL to mget
these emlasion control requirements for both new and exisiing
units. Nonetheless, FPL's Base FPlan analysis takes such
conslderations Into account. The proposed IGCC wunits, Cfor
example, havae lower levels of pollutant emissions and use less
water than pulvecrized coal univs.

43 |
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The (flrst use of advanced comrbined cycle technology
should present no undue technical risks., Advanced combined
cycles Incorporate asdvenced combustion turbloe units (CTs).
These CTs differ from conventional CTs prircipally in thelr
highet firing temperatures and Improved hest rates. MWitness
Fries teatified that recently-completed (full load tests of
theae wnita show no  unususl problems, In addition, the
sdvanced CT manulacturer Is providing performance "guarantees
bached by substantisl liguidsted dsmages provisions.

In light of the uncertainties, anvirtonmental,
economic, and demographic, facing FPL and the electric industry
In general, wa find that the record supports the finAing that
Hartin Units 3 wend 4 are the appropriste generating
alternatives for supplying capaclty to FPL In 1994 snd 199%,
We further find that, s3 discussed above, Lhe propased units
are reasonsbly conslstent with the capacity needs of Penlnsulasr
Floridse.

FPL has ldentified the technicsal chagacteristics
Martin Units 3 snd 4 snd provided » detailed cost estimste for
the project. The Mertin site was chosen for the new comblined
cycle unlts after a detalled site evaluation study showed: the
site lacked signiflcant envirohmental constraints; contained o
cooling pond sized for sdditional capecity: was located withln
the scutheast Floride load  center; required  minimal
transportation system upgrades; was o suffliclent size; and hed
competitive modes of fuel delivety avellable. The record slao
Cenconstrstes thet FPL hes the Llnancial capabllity to fipance
constivciton of the proposed units under any ressonshle set of
economic sssumptlons.

Broward erQues thet FPL has €ailed to aspprise the
Commiaslon of the tull cost of environmentsl controls [or the
pioject end costs assoclsted with the new technology of
sdvanced combined cycle unlts, Having reviewed the record
before us, we find that FPL has provided sutficlent informstlion
on the site, design and engineering charscteristics of Martin
Units 3 and 4 to enable us Lo evaluste i(ts propossl.

FPL's Pase Plan lIncludes 911 MW of purchased powver
from the Southern Compeny om its existing Unit Power Salea
{UP5) contracts snd 374 MW of pucchases from JEA's share of the
St. John's River Power Park unit. In sddition, FPL presented
testimony that It contacted every major utility with which ir
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was interconnected to inguite about the avallabllity of pover
in the amount and at the times needed. Testimony was given at
the hearing that the Southern Company was among Cthose 50
contacted In 1988, We note that on Januaty 5, 1990 the
Southern Company rtesponded to FPL'a RFP wlth en olfer to
provide 848 MW of capacity from its existing Scherer Unit 4
coal plant subject to the rights of first refussl of other
exiating UPS contract customers stacting Januacy 1. }!!l-
[Exhibit HMo. 4% st page 9.] Hith that fact In mind, we guallty
our finding thst FPL has adegquately pursued the purchase of
existing capacity from other utilities to €111 (ts capacity
needs as of 1988.

In addition to pursuing the purchsse of existing
cagacity from other utilities tp meet Its needs, FPL la alan
required to explore and evaluaste the availabilicy of capacity
from qualifying facilities (QF3) end non-utlility qencrators
{independent power producers). We conclude, based on this
recocd, that FPL has failed to adequately encouiage
cogeneration and small power production and thus to sdeguately
pursue thla option to meet Its present capecity needs.

Based upon the record .developed In this proceeding, It
sppesrs that FPL's policies treat QF power aa 2 last-cholce
optlon, despite lts duty under Rule 25-17.001())(4). Florida
Administrative Code. to ~aggressively” seek to integrate OQF
capacity lnto lts system where cnst-effective.

FPL's approach as outllned 1n its Strategic Energy
Business Study ls to: to promote enerqy sales (Exhlbit 30 et
24-95), “facilitate” solid waste generation, and "compete” with
self-generation [Exhibit 30 at 13]. Swlf-generatlon is
doscribed #3 @ major “threst™ to FPL [Exhibit 131 at 4, 13,
15]. Tha only mention of deferring generstion is through
expansion of losd management. [(Exhibit 11 at 27]) Wotlceably
sbsent is any concept that conservation of energy i3 2
deslresble goal or that QF cepscity 1n any form should be
encoureged so as to defer genecating capacity.

Ezhibit 42 indicates that FPL requested blids Lor
spproximately 800 MW of capscity in the timeframe 1994-199s; it
recelved blds for 14 projecta with s total of 10,793 WY aover
that same time perlod. A3 the response to TFPL's secent REF
demonstrates, substantial amounts ol viable non=-utilley
capacity are available to # receptive utility.
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Of concern also ls the testimony of Broward's Wltness
Henderson that FPL made negotistlons so difficult that Broward
was forced to accept the current standsrd offer in order to
sell the clrccltr from ita solld waste facllities. And, even
after tendering the standerd offer, Broverd had to petition the
Commission to enforce FPL'3 scceptence of that standacrd cffer.
[T. &0#) The conclusion which we draw from this record 13
that FPL has placed ftself in the position of heving to bulld
capacity which It may hasve Dbeen able to avold had (¢ moce
aggresaively pursued QF capacity on lts 3ystem,

Browsrd has srgued that, in light of the facts brought
out during this preceeding, we should regquice FPL to [ile &
cogeneratlon development plan In Its conservation/cogeneration
docket, Docket 9%00091-EC, within 90 days of the date of the
final order in this docket. Having reviewed Order Mo. 22174,
fssued in Dochet No. B890737-PU, we Ffilnd this to be
unnecessary. Order Mo. 22176 states, In pect:

tech wtility wshsll aubwit & program [or
sttracting quelllylng lecllities, Including
its  yearly t:tf&ntn: of nontcaditional
generatlon over & ten-yesr planning horiean.

Order Ho. 22176 at 5.

Should FPL or any other utllity subject to FELCA not
provide such s progrem, the Commission has the juclsdiction to
propose s program [or them. However. the utility must be glven
an oppottunity to do so flrat. For these resspons, wa find Lhat
Docket No. 900091-EGC is the sppropriate docket ko sddress this
fasue and we reject Broward’s request.

This is not to say, however, that we do not consider
FFL'3s trestment of cogenerstors to be an ares of much concetrn.
We will be looking In grester detall ar FPL's trestment of
cogeneration snd cogenerstors not only Iin Docket Ho. 900091-EC
83 dizcussed sbove, but also in FPL's rate csse docket, Docket
Mo. 9000)B-EI, end In our review of cogenscation pricing.
Dockat MNo. BF91049-CU.

As discussed in this ocder. based on the cecord befoge
us, we have found thst FPL has not asggressively pursued the
acquisition of pover from qualifying facilities or promoted
conservation In (ts service teccitory. These activitles might
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have delayed the in-service dates of the proposed Liuderdale
rapovaibny and Martin Units 3 and 4. The fact i3, howevar,
Lhat FPL now has Bn undisputed need [or power In 1993, 1994,
and 1998, While the ongoing RFP process may provide capacity
an nacly an 1993, that process will not effect the need Lor the
units st insue here. Under these circumstances and for the
rassont discussed sbove, we find that Martin Units 3 and 4 are
FrL's and Peninsular Florida's most cost-aflective altecnative
to provide power to its customers in L994 and 1995.

Cynaggvetion

ipl's demand-side activities have reduced summer pesk
demand by 616.8 MW through 1989. It ia Interesting to note
that of the 636.8 MW of conservation-induced demand reduction
suhleved by TPL, 1355.2 #« was achleved by the year 1585.
[Eahibit 84) it s also Interesting to note that the
additivnal impact of FFL's conservation programs has steadlly
devieasad feum 198% to L1989 such that foc L1967 only 35.9 MW of
sumbet pesk demand was reduced by FPL'3 conszrvation elforts.
(eahibit 4} exhibit 55 also indicates that even L[ the
“yevenus losses” associated with consecvation were excluded
from FPL's Base Plan, thete would be no change (n that plan.
Thus, the revenue loases attributable to consecrvation aa
projected by FPL are necessarily neglligible. Put another way,
the amount of peak load actually being reduced by FPL's
gonarrvatlon programs is quite smsll when compared to FPL's

It should be noted, however, that during this time period
the twal price of electricity declined. We cannot ignore the
affect that this declining real price had on demand during this
sama time period. Declining real prices may have caused an
Incressn In demand and a concomitsant lessening of conservaticon
afforts by customers. Thlis phenomencn may have had an lmpact
un FPL's consecvatlon efforts.

pased on this recerd, we conclude that FPL did not

puisue sll of the consecvation and demand-side reduction
E:n|rnuu which 1t could have. Consequently., FPL wmight have
sn sble to either completely or partially defsr ita need for
ons or both ot the Martin Units. It is clesr that FPL does not
hava sulficlient conservation and other non-genecating
altagnstives ceazcnably available to it » this time to defer
the proposed units. And It is also clear that, qlven these
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conditions, Martin Units J and 4 constitute the moat
cost-effective plternative svailable to FPL and to Penlnsular
Florida to supply Its capecity needs In 1994 and 1995,

Associsted Fecilities

The integration of Mprtin VUnits 3 and 4 will reguire
expanslion of an eximitng 2J0 KV substetion at the slte and the
addivion of off-site transmission in existing rclghts-of-way,
In particuler, & second 230 KV clrecult with & normal reting of
at least 750 MVA will need to ba constructed betwesan the Martin
Plant and the Indientown Substation. = ‘total distsnce of
ppproximetely 12 mlles. Following additlon of thet circuit,
the exisitng Mertin- Indlantown 230 KV circult will have to
reconductored to upgrade {t to & normal rating of at least 730
MVA. i

A new 10 Inch dlameter natural gaa lastersl wili be
constructed from the FGT meinline to the plent site. FPL and
FCT are jointly performing studies to determine the optimum
route Tor this lateral. The preliminary length estimpte for
this lateral 1s 18 to 7] miles. The length of the lateral i3
subject to change once the final routing i3 detecmined.

Should the Mactlin Unit Moa. 3 and 4 be retoflt to burn
gasifled cosl. the Martin Plant site Is currently served by a
slx mile rail spur from the main line of the Florids Esst Coast
Rallway. In order to provide the [(lexibility of having two
slternative means of cosl dellvery (snd the resulting
compatitive coal transportstlon costs), ] rall “spur
approximately one mile in length would need to be constructed
from the existing CSX Railroad main line, which runs sdjacent
to the plant site,

Environmgnta)] compllance

FFL has incluied the capital and opecating costs of
meeting all presumed local, state and federsl environmental
regulations in the project costs used as the basls for FPL'a
ecoogmic @#nslysls of the proposed units, These costs are
teflected in the Gite Cortiflication Application tiled with DER.

It is DER which will ultimstely determine the Best

Avallable Control Technology (BACT) f€or the Lsuderdale
tepowering and Martln Uniks 3 and &, taking LInte sccount
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technlcal, envitonmental, and economic impacts. 1t is that
agency which exercises jurisdictlion over environmental
compllence of utility operating units. Should DER [ind that
selective catalytic reduction (5CR) technology i3 required for
emisslons control, a3 both Broward end OFPC- have arqgued, then
the record indicates that the ellect of SCR would be to
increane the overall PVRR of the expanslon plan, but the Base
Plan would remaln the most cost-effective for meeting FPL's
capaclty needs. Thus, we Lind that FPL hes taken lnto account
the ceasonably anticlpated costs of enviconmental compliance in
the unit selection process.

Future generation siting

As discussed Iin more detall below, It ls our oplnion
that meaking Lindings of fact {involving the environmental
impacts on present or (future genecating capscities Is the
responsibility of the Heacing Officer at the OCR Cecrtiflcation
Hearing, and ultimately the Governor and Cabinet, sitting as
the Power FPlant Siting Board. Based upon that declsion, we
find this factual issue to be mooC.

Costs related to natugsl resources

FPL dild not asttempt Lo gquantlify societal costs
assoclated with use of natural rcesources, such &3 water, of
impacts on sir quality or other environmental resources. These
impacts wers considered In 8 qualitative manner through the
spplicetion of strategic considecations in the generatlon
planning process. While theae strateglic considerstions did
not ceuse any change to FPL's Base Plan, FPL'3s wltneases
testified that In situations In which tha economics of the
alternative plans were closer, these types ol [actors might tip
tha balance.

' Mo testlmony was presented nor record developed by any
pacrty., including intecvenor Bronson/Hadson who ralsed this
issus, which would enable the Commission to quanctily ‘the dollar
costs assoclsted with such socletal impacts. However, #3 i3
discussed below we are ol Lthe opinlon thst the Commisslon
cannot and should not consider these types of environmental and
natural resource costs in making need determlinations pursuant
to the Power Plant Slting Act. A3 such, we [ind that this
factual i{asue {3z moot,
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A ri lac n L

Pursuant to Section 401.%1%, Florlda Statutes, GLhe
Commnission has the Inherent authorlity to place conditlons on
need determinstions supported by the record developed In Lhe
proceeding, Such conditlons ere similar In effect to those
placed on the aspplicsnts by the Department of Environmential

Regulation (DER) or any of the other atstutory perties to
siting Act (fectliona

proceedings wunder the Power Plant
403.301-.517, Florids Statutes), A violatlon of any of the
conditlons placed upon s need determination would result in

appropriste asction being taken by thls agency. Such action
could include & hearing and the subsequent modification,
revocation or suspension of the need certification If Lhe
evidence developed ao indicaten.

The impositlon of cenditions on & need determination
issued by this body should not be construed as repulting In the
sutomatic Invelidetion of & need determination should thuse
conditions not be mer. Rather, conditions imposed on » need
determination Are @ tool by which this agency can meet |lts
statutory requitements to assure that any sdditlonsl generating
capacity to be constructed In thia stste s Indesd the most
cost-effective means of meeting the state’'s energy needs. Thin
1a consistent with this body's recent declsion In the Semlinole
Electric Cooperstive docket, Docket Mo, B80J09-EC, Order MNo.
22390, issued on Februacy I1, 1990.

Bidding

Gection 403.%19, Florlds Gustutes, requires that the
Commission “shall take Into account . ., ., whather the proposed
plant i3 the most cost-effective alternative avallable.® Rule
25-22.081, Flocrida Adsipsteative Code, requires s discusslon of
the major wvailable generating alternstives tnciuding
purchases, snd "gn evalustion of sech sltecnative In terms of
economics, rellability, long term flexibiliity and
usefulness...* Clearly, a MRequeat (or Proposals (RFP) tuo
construct specified capacity (or eny public utility represents
an “availsble generating alternative® to the constructlon of
capacity by that utility snd should be completed prior to the
Commission's considerstion of the cost-affectliveness of
utility-constructad units, '
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FPL has taken the position that this lssue should not be
decided in this dochet since the Commisslon has ruled thet no
factual findings will be made regarding Martin Units 5 and &
until the cesulta of the FrP process are presented to the
Caomrisalion In future hearings, We agree with FPL thst Gthe
denilal of FPL's motion Cor consolidation In this docket has
limited Lhe lactual (indinys in thls proceeding to Martln Units
37 and 4. As noted In Order No. 22267, tha primary rationale
tor declining to consider Ffsctusl [indings oa Martin Units 5
snd 6 was the (act that the current RFP process could not be
completed by the decision date in this proceeding. However. in
order to give = me gquidsnce to other nerd determination
applicants, we are of Lhe opinlon that we should tule on the
fasve in this proceeding.

Thurefore, consistent with. this Commiasion’s tullng in
Order No. 19468, we find that all bidding processes should be
complete before the Commission resches the merits of any need

application. In_re;: Pg%!;[gn ol Srninglg I!!ELLLE_EEEE{I!&lIS*
Inc., Tampa Electgic Company and TE Power Hervices t9
?!turmln! negd for elecfrical power plant, Order No. 19468,
ssued on June B, 1368 at pages 31-6., Wa also flnd. that this
fssue should be considered [urther in a rulemaking procesding
and order our Stafl Lo institute same.

Section 403.%19, Florlda Sistutes, lists specific Items
which <“shall” be considered by the Commlssion In deciding the
question of power plant need: “need for electric system
selisbility and integrity”; “need for adequste electricity at a
reasonable cost”; “whether the proposed plant is the most
cost-elfective alternative avallable®; “cunscrvation measures
. . which might mitigate the need for the proposed power plant”
lni ~other matters within the jurisdiction which (t dreerms
relevant.”

This lasnguage was intended to “tlesh-out® the general
language of Section 403.%07(1)(b), Florida Statutes, which
states, in part: *The Public Service Comml.alon shall prepacre a
teport 43 to the present and future need for the electrical
genersting capacity to be supplied by the proposcd electrical
power lant. The report may Includa! thea comments of the
commission with tespect to any matters within its
jurisdiction.” It i3 clwar from the languagn of Sections
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403.507 and .51% that this Commiasion !a free to consider other
lasues within its jurisdiction in resching 1tz declsion on
pover plant need, but muat contlider the four Issues
specifically ctelsed. The Information regqulred In Rule
2%-77.081, Florida Administretive Code, ls deslgned to enable
this Commiasion to satiafy the ststutory mandates of Gections
403.%07 and .519.

The informetion required by PRule 25%-22.081 can be divided
into roughly two amress: lnformation regarding the need of the
petitioner for the proposed generalling capaclity (Rules
2%-22.081(3) wend (6)] and informetion cegarding the most
cost-elflective  means of providing that need [Rules
25-22.081(2), (4) and (%)) In addition, the rule cequests
information on the lmpact of the propesed gensrating capaciLy
on the electric wutilitles and other qualifylng Cacilities
connected to the statewlde electric trensmission and
distributleon geld. [Rule 25-27.081(1)1. ™nen @& utility ewvards
a contrect to s bldder for the asupply of all or part of that
utility's capacity needs, the vtility must be an |ndlspensabla
pacty to the need determinstion proceeding in order for the
Cormisslon to sdeguately evaluste the need application. Tha
tesson 13 simple: the need for the capacity remains thet of the
utility. The winning bldder has no independent need of his
own. In order for the specific masndates of the statute to be
meaningful, they must be asnswvered [rom the utility"s
perspective. The award of & bld to a third party does not
suddenly cut the utility out of the picture. The utility is In
the same posture it would be tn had it pursued the oqther
optiona mentioned in the statute: purchased powver,
cogenecation, consecvatlon, losd mansgement: & utility with a
need for new capacity,

Further, the cost-effectiveness of the bld must be
evalusted not only from the pers tive of the other bldders,
i.e., did the utllity plck the lowest cosat wisble candidate,
but also in terms of the utility's other options for the supgly
of that capaclity: purchased power. demand-side reduction
programs’, cogeneration, and utility constructlon, Unless the
utility which swards the bid is sn indispenssble pacty, it ia
virtually |Impossible to develop the record {n Cthese araas,
This is the trgt of information which is exclusively in the
hands of the utility. Likewise, the basic gqguestlon of need [or
capaclty can only be adequately proven by the entity needing
the power: the utllity. Independent power producers, wnder any
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moniker, do mnot have the abllity Lo produce accurata load
forecasts because they don‘t have the dats base on which 3uch
an snalyals la bullt.

Thiz Cormlszslon has previously vated Lo ao longer “rubber
atamp® need determingtions filed by gqualifying €acilties whete
such facllietles have entered nte & atandata olfer or
neqotiated contract for the sale of thelr cogenerated power to
an lnvestor-owned electrlec utllity. Order MWo. 212341 abt 26.

In taking thet position, we Lound:

In so doing we take the position that to the
extent that a proposed eleciric power plant
conatructed az a QF ia 3selling its capacity
to an electric wuelllly purauvant to &
standard offer or negotlated contraect, that
capacity Is meeting the needs of the
purchasing wtility. Aas auch, thet cepacity
must be evalusted from the purchasing
utilley's perapective in the need
determination proceeding, L.e.. & [(inding
must be made that the proposed capascity ls
the most cost-ellectlive means of meeling
purchssing wutility X°a cespacity needs In
liewu of other demand and supply alde
alternatives.

Fourth, a3 dlscussed above, we adopt Gthe
position that “need” for the purposes of the
Sitlng Act (Sectlons 403.501-.517, Floride
Statutes), Is the need of the entity
ultimataly consuming the power, the electric
vtility purchasing the power. Cogeneration
is anothe: alternative to thet purchesling
utility's consttuction of capacity or
‘purchase of wholesale power (from asnother
sguice.

Order Mo. 22341 at 26-27.

The rationple which supported thest declsion supports this
one. Thetelole, we [ind that sn electric wtility should be an
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indlspensable party te any winning biddec’s need determination
proceeding before thils bedy regardless of any contractusl
sgreements Lthet the bldder will be =zo0lely responsible for
obtalning certificatlon for the bid capacity.

Compliance with FEECA

Broward has srqued that thils Commigslion can not cectify as
needed a plant which (3 Cueled by natural ges or oll since such
plents are contcrery to FECCA. This is but enother rehash of
Issue MNo. 37 4in the Planning MHearing docket, Docket Ho.
B90004-EU: Should the Commiasion accept as reasonabla
qeneration expansion plans which would Increesss Florids
veilities® consumption of and rellance on netural gss and oil?
In answerlng that question afflcmetively, the Commiaslon stated
23 follows:

The initial lenguage of Sectlions JI66.81 and
366.82 ([FEECA] could hesve been resd a3 an
expression of the Leglslature‘s intent that
no Increase In the consumptlon of netural
gss or oll be sllowed In the state. HWa did
30 Interpret it In Order MNo. 17480, issued
on Apcll 30, 1987, 1In the - lest plannlng
hearing dochet. Order No. 17480 et 10.
Mistorlcally, cogeneratlon facilities which
are not refuse burners have been fueled in
whole or {in part by natucsl gan. Their
inclusion in the list of activities to be
encoursged by this Commission indicates that
the Leglalsture is Interested In the most
economic usea of natural ges and oil, not in
sn absolute ben on Increased gas &ad oil
usage no matter what.

Likewise,.the addition of Ilangusge which
indicstes that thes growth 1|1¥ of both pesh
demand and electric consumptlion should ba
reduced and fontrg“ﬂ *indicetes that an
absolute prohibition asgelnst incressamd use
of petcoleum fuels (3 not what Is i{ntended.

Peaker wnlts are fueled exclusively by
nitural gas and oil.
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Based on these changes to both the Fuel Use
Act and FEECA, we are now of the opinlon
that the mandate of this Commisasion given by
both the Congreszs snd Leglialsture {3 to
encourage the most economic use of natural
yay and oil, noet to prohiblt [ts wuse
conmpletely,

Ocder No. 22341 at 16-17 [Emphasis added.]

The key to the development of & least cost generstion
eapansion plan 13 to select the units which are the most
cost-ellective while maintalning e ressonable rellabllity
factor., Based an the record belore us, it appssrs that a plan
whirh begins with the addition of neturel gqas-fired combined
cycle unita 1s more cost-effective than onw which begins with
the addition of asny cosl-based alternstive. Even wilh Lthe
inclusion of the repowered Lauderdale units, the constructlon
of Marctin Units 3 and 4 cesult In FPL's projected oll burn
remalning below FPL'S share of the FEECA goal of 58,714,000
barrals pec yeatr throughout the study period.

FPL correctly points out that Section 403.519 was
enacted as part of FEECA and dlrec:is the Commission to conslder
whether the proposed plant i3 the most cost-eflective
slternative avallable and whether there are consecrvation
messures thet might mitlgate the need for the proposed plant.
Howhere does any section of FEECA prohibit the certiticastion ot
® proposed unit which Pburny natursl gas or petroleum [fuels,
provided that the wunit is the most cost-effective generating
alternative,

For these reasons, we flnd that FPL'3 proposed Martin
Units 3 and 4 comply with the provislons of FEECA.

Envl lungn;“ impacts

The Slting Act sets forth a comprehensive licenaing
achema for new and wexpanded steam-fired genersting capecity.
Under the Siting Act there sre seversl dlvisions ot
responsibility. The Final decision on certification is made by
the Governor and Cabinet sitting ass the Power Plant Siting
Poard. Sectlon 403.5%0%, Florlda Statutes. The Governor and
Cabinet are chacqged with the responsibility of:
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leffecting)] = remascnable balance betwean
the need for the facillity and the
environmental impace tesulting from
construction and opera- tion of the
facility. including alr snd water quality,
Cish and wildlife, end the water resources
ol the state,

Section 403.%02(2). Floride Statutes.

The decision of the Governor and Cablnet is made besed
upon the record developad st the [inal certiflcatlion hearing
conducted by & designated hearing otficer from the Divislon of
Administrative Hearings (DOAM). It is this hesting officer who
la charqed with the responsibllity of prepsring m» recommended
order based on 2ll of the evidence of record presented at the
certification hearing. Gection 403.3508, Florida Statutes. The
Commisalon (3 a statutory pacty to the finel certification
hearing and 8 posltive determination of peed pursuant ‘o
Sections 40).507 snd  403.519, Florids Statutes, iz &
prerequisite Lo the conduct of the tinal certification heaatling.

The Commisslon‘s role in the powar plant siting
proceas 13 found In three sectlons of “the Siting Act. EBection
403.507(1)(b) requires the Commission to prepare s report a3 to
Ehe present and (future need for the proposed electrical
generating capscity which s the subject of the spplication,
The rcepott “may include the comments of the commlaslon Jlth
fespect to sny matters withln lts jurlsdiction.” As discussed
previously, Section 403.51% indicates in more dotnil the issues
to be consldered by the Commisslon In mshking & need
determination, This 1ist also Includes "other metters within
lts [Commission‘s] jurisdiction which it deems relevant."®
Last, Section 403.508 makes the Cormisslon @ statutory party to
the finsl cectificstion hearing,

The Commission does not hsve atatutory Jurlsdiciionm
over the environment or mnatursl resources In the State of
Floride. The cresponsibility for those aress iz divided among
numerous stste and Jlocal agencles: DER, the Department of
Natural FResources, local Water Mansgement Districta, the Came
and freah Water Flsh Commlasion, local zoning boards to name
but a tew. These wre the sgencles which sre chacged with the
evalustion of the environmental impscts of this or any futurm
proposed plants. These matters are almply mnot within the
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jurisdiction af this body and thetefors, nok propecly
considered In the need determination at lssue here.

The enviionmental impacts of these proposed unlts, are
propecrly litigated before the hearing oflicec In the {final
certification hearing. And, under BSection 401.%07(2). Florida
Statutes, DER i3 charged with the responsibllity and authoclty
to conduct or contract lof studles In the following stess:

(e#) Impact on suitable present asnd projected
water supplies for thls snd other competing
land uses,

(t) Impact on aurrounding land uses.

{h) Environmental Impacts.

The intecvencrs have «rcalard severs]l envigonmental
isaues: the depletion of poleble water by the proposed power
lants; the abllity of cogenerators, municlipalities or ¥FL
tself (o site plants in the samm sresa In subsequent years os
the need arises four edditicmal generation; and levels of KOz
and 50x emlsslons which would requlre the Installatlion ot
Selectiva Catalytic Reduction to tha (faclility. These ace
within the areas covered by Section 403.307(2) quoted above and
can be raised In the final certiflchtion hearing before Lhe
hesring ofllicer. These are matters wlthin the speciflc
t;chnl:nl expectise of the environmental agencles mentlioned
above.

The forum in which the Legislasture intended the record
to be developed on the environmenal Iepacts of proposed pover
plants {s the forum {In which the agencles cherged with
envlronmental matters have the gcestest lnput: the final
certificatlion hescing. Given the exlatence of this lorum and
the lack of Jurisdiction over the subject matter, the
Commission should not seek to expend its need determination
proceedings te cover environmental and natursl resource lssues.

; This does not mean that the Commission should not
conalder the cost of equipment reasonably belleved to be
required to actually operate the proposed plants. These costs
were developed Im the record of this proceeding and are
discussed in lassue 23. Ezxtmcnallities which involve & belancing
of public goed versus need for new generdtlon are the matters
which are properly excluded from considecatlion by thls body and
best left to Lhe environmental agencies and wultimately the

it
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Governor and Cabinet. Therefote, we find that the Cormlasion
can not and ahould not consider the cost to the state and ita
cltizens of the environmental a=nd nstural resource impacts of
the proposed Mactin Units 3 and 4.

Grant of need determination .

Broward County has suggested thst the Commission grant
FFL's petition for need for the Lauderdale rapowering subject
to certaln conditions. Flrst, Prowsrd would requice that the
combined cycle units be converted to cosl gaoificiation &3 soon
a3 [easible. We reject this condition of need certification
for seversl ressons. Flist, as discussed above, Lt appesrcs
from this record that generating cspaclty which burns nstural
gas and petroleum fuels, wherw cost-effective, does not violste
FEECA or ([ederal conservation mandates. The record, developed
in this proceeding indicstes that comblned cycle units Burning
natursl gas are the most cost-gffective generating slternstive
avallable to FPL. Thus, we will not Impose this condition on
FPL's Martin Units 3 and ¢ need determination.

Second, Proweard hss rtequested that FPL bae tequiced to
toke whatever steps are Receasary so as to minimize the
envlronmental Impact of the proposed units, ®.9., install sCr
#nd burn low-sulfur oil as » bech-up tuel. We find that this
condition Involves environmental mettiers which are not within
our jurladiction but wikhin the jurisdiction send expertise of
the environmentel sgencles identiflied in the Slting Act,

Finally, Browsrd County has suggested that rPL be
fequired to make & “proactive effort® to encourage Qr
capscity. While wn sre of the opinlon that FpL may not have
done #l1l1 that it might have to develop elther cogenecation o
conservation in Its service territory. and, while wa sgres that
FPL should be required to develop s co tehanslve plan for the
cost-effective integration or cnqtnrrn:rnn on ite system, this
plan should be developed in FPL's conaecvatlon dockek, Docket
Wo. 900091-EG; it should not be made a condition of this need
datermination.

That belng the cose, we find thet no conditions should
be Iimposed on this need detecrmination. We Cfurther find that
based upon the resolution of tha Cfactusl end legel issues
ctelsed in this proceeding, FPL'3 petition for detarmination of
need for the proposed Martin Units 3 and 4 should be grented.
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HOTIONS FOR WECONSIDERATION
owgrd

Broward has essentlally ralsed two lssues In |its
ootion for reconsideration: 1) thst Lhere is not enough gaa to
run FPL'S aystem wvith the Lauderdale repowering and Martin
Units 3 and 4 (Issues 10, S-8, 18 and L¥) and 1) that the
Commission should require FPL to submit & cogenerstion
development plan In Docket WNo. 900091-FQ based wupon FPL'3
demonstrated anti-cogeneration conduct over the last might
Years (Issue 17),

il'l-ll‘ lg

In Its motion Broward .poilnts out that Gtaff has
compiced annual aversge {irm gas commitments with the summe:
peak demand of the Lauderdale Repowering and Martin Units 3 snd
4 to erconeously tesch the conclusion that natural gas will be
available to economically dispatch the proposed wunits in the
manner assumed by FPL in its PROMOD runs, BDrowsrd correctly
states that FPL's average commitment Lor firm gas s 327
mcl/day [T. 708] while its consumption of natucal gas for the
Leuderdale Repowering and Martln Units 3 and 4 is 297 mef /day
St summer peak (T. 69)] and 120-350 mcl/dsy at winter pesk (T.
694]. Since FPL's available firm gas capacity ls 280 mcl/dey
during winter pesk periods [T. 694), Eroward argues that FPL
will be “"ahort” on gas during winter pesk periocda by roughly
40-70 mcf/day. Motlon at 2-3. 3

Having reviewed again the testimony of FPL Witness
Sllve snd Exhibits 71 and 72, we are still of the cpinion, that
notwithstending these tacts, there will be engugh g9as to fuel
the Lauderdale asnd Martln Unlts 3 and 4 as predicted. Thn
40-70 mcf/day of gas which will be short will be supplied by
intecruptible gqas. [Exnibit 72) This seems & ceasonable
sssumption given the past avallabllity of netural gas to FPL.

In 1989, FPL had & contract for 19 mcf/dey of €lem
9as. [Exhibit 1 ar Appendiz D, page 21] In Januery of Lthat
Year FPL burned 317 mcl/day of natural gas. [Exhlbit 71)
Sloce only 19 mcet/day was provided pursusnt toe flem contracts,
258 mci{/day wass supplied to FPL under interruptible contracts.
This s an amount [ar In excess of the €0-70 mcf/day which ia
questioned by Broward County. It {s an smount which can be
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delivered by the Pheae I natural gas Cacllities which are
currently In place. Thete i3 no reason to belleva thst Lthat
small gquantity of gas will not be avallable in the future. He
would also polnt out that this ~“shortage* will be reduced by
another 20mcf/day {f the FPhase II expansion goes as planned.
[Exhibir 72]). As currtently proposed to the FERC, the
completion dste for the Phasa [1 expansion Is July of 1991 or
spproximately two years prior to the In-service date of the
first of the units certifled in these dockets.

The record developed In these dockets does support the
Commission’'s vote thet adequate assurances hsve been provided
regarding avallable fuel to service both the Lauderdale and
Martin Units 3 asnd «, That belng the case, we will deny
Biovard's motion with regard to lssue 10,

Issues 3-8, L% _and 1%

Hext Broward urges us to reconsider {ts wvote en Issues
5, &, 7, 8, 18 and 19. These ate the Llssues which address
adequate electricity at & reasonsble cost, system reliability
and integrity, and most coat-effective alterstive. Provard
srques thet slnce natursl gas will not be asvallable in
sufticient quantities, there ‘i3 some guestion whether the
combined cycle wunits are the most cost-effective unita
available to meet FPL'3s need, This would be truve, they
contend, since tha units will not be able to malntain E£3-78%
capscity factors modeled In the Proscreen anslysis through the
year 1999. Motion at 3. Having aslready concluded that the
record does establish that asdequate ges will be avellable to
maintaln these capacity factors, we find this srgumant to be
unpersussive.

Browsrd also contends thst the higher them historic
avallabilities for FPL's Turkey Point nuclesr units modeled in
the genecation ezpansion plans would slse cesult in the
cost-effectivensss of the combined cycle units balng suspect.
Motlion st 4. However. ss Exhibit 25 demonatrates, when a
capscity factor of 65V (close to Turkey Foint's historic
cl:l:ltr fector) is used for Turkey Polnt, the least-cost
9enecation expanslon plan for FPL remains the same untll the
yesr 1995 when 300 sdditional MW of Povwer ace needed, [T.
165). BProward Cfurther arques that the inclusion of Mactin
Units S5 and € {(n the generstion expansion plan skews the
economic dispstch of Ualts 3 and 4. Motlon at 4<%, We would

60
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refer Brovward to Exhiblt 27 which lndlcates that even 1 Martin
Units 5 and 6 were cemoved completely Crom the generation
expansion plan, the Lauderdale Repowering and Martin Units 3
end 4 would stlll offer FPL's ratepayers the most
cost-affective option up until 1998, (T. 267-68]).

We would ([inally tske ezception with Broward's
statement that “certifying the Lauderdales wunits and Mactin
Units 3 and 4 may lead FPL to later arque that Units 5 and ©
have been kacitly certified.” Motlon st 4. Given the specific
tuling by the prehesaring officar i{n the order on consolidstion
that no factusl findings would be made in wmither of the above
dockets regarding Martin Units 35 and 6, as well as the
rejteration of that culing at the prehearing conference, we
would be incredulous Lf anyone could, or would, make an
argument Lhat any legal or [factusl Finding regetding Hartin
Units % and 6§ was made In these dockets. [Ocder 22267 at 1,
5] As was stasted repratedly during the hearing, all factual
findlngs on Martin Units 5 and 6 will be made at a later date
when the RFP process is complete. For these ressons, we deny
Broward's motlon to reconsider our f(indinga on [ssues %-8, 18
and 19. ’

Cogeneration development plan

Browesrd ([imally argues that the recocd developed in
theae dockets would support the Ilmposition of the rcequirement
on FPL that it [ile » coqenecaticn development plan in Lts
consexvation/cogeneration docket, Dockat 900091-EG, within 90
deys of the tinal order In this docket. As Adiscussed above, we
have determined that this would be redundant given our deciszion
in Order Mo. 22176. That balng the case, we will also deny
Browsrd's motion on this polnmt.

FPL

FPL'e petitlon for reconsideratlion desls wlth only two
ilesues: Issue 17, “Has the svellability of purchased power (rom
qualifying Cacllities and non-utllity ganerators been
sdequately explored and evaluated?™ and lgsue 20, “Are there
sulflcient conservatlon or othar non-genecating altecnatives
freasonably avallable to FPL to wmitigate the need (for the
proposed Lauderdale repowerlng (Martin Unita 3 and 4)7° FPL
takes 1issue with the Commisaion's Eindimgs thst [PL has not
sdequately pursued either conservation or cogeneration as an
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alternative to the constructlon of the Lasuderdale repowering or
Hartin Units 3 and 4.

FFL's atguments can be divided {nto four groups: 1)
that the (lssues of consetvation and cogeneration were
“secondary® and of merginal relevence to the maln lssue of need
determination addcessed In the dockets; 2) that FPL was somehou
denled due process by the “surprise” use of the materisls
contained in Exhibit 33 by ®roward and Staff; 3) that If FPL
d1d not 'iqﬂlﬂl.ll'l{ encourage cogeneratdon It wes the result of
*mized” signala glven by the Commission and 4) thet the record
developed In this proceeding does not aupport the finding that
FFL did not adwquetely sesk to avold construction of capaclity
through consetvation measures or cogenecation.

Consegvation snd gogeneration -

Contrary to the position taken by FPL, the use of
conservation and cogqenecation to mitlgate the need for the
conatruction of power plants is not & “seconddry” issue In need
determination dockets. Sectlon 403.31%. Florida Statutes,
states »s f[ollows:

The Commlssion a1 res o er

= ervation measurea Laken by or
3 a ava - 1 nt ity
memnml wh might mitiga. he ed_for
th 13 - & @

[Emphasis sdded.]

In addition, Rule 25-22.081(4), Florlda Administrstive
Code. states that s petition for s need determination shall
contaln:

) A summary dlscussion of the mejor
avallable genersting alternatives which ware
examined snd evaluated In arriving at the
decislon to pursue the proposed qenerating

unit. The discussion shall {nclude =
general description of the generating wunit
alternatives, including purchases whate

appropriste; and an evalustion of weach
alternative in terma of economice,
rellablliey, long term Fflexibility and
usefulness and any other rulevant factors.

. " .
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(5) A discussion of wviable nongeneratlng
alternatives including an evaluatlon of the
nature and extent of reductions in the
growth rates of peak demand, FWH consumption
and oll consumptlion resulting Lrom the goals
and programy adopted pursuant te the Florida
Enecgy Efliciency and Conzecvation Act both
historically and prospectively and the
effects on the timing and size of the plant.

Cleacly, the intent of the Legislature !a for the
Comunission to explote other mesans of menmting the demonstrated
need of the spplicant. And wherm asuch means are avallable and
aro cost-effecilive, It i3 the czpress desice of the Lezislatuce
to require the applicant tp avall ltsell of those
nonconstructlion alternatives. This {3 consistent with Lhe
overall purpose of the PFower Plant Slting Act: to balance the
need for reliable electric ca2pacity with the environmental
{mpacts of power plants. One can beat avold the detcimental
anvironmental effects of bullding power plants by not
constructing those plants in the firat place.

We are not of the opinlon, however, that the
leglislastive mandate prohibits the constructlon of pouer
plants. This is clearly illustrated by the leglslative mandate
to encourage the development ol cogeneratlon feclltles. Such
facilities may minimire the environmental Impacts because ol
thelr high efticlency. <

Further, cogeneration i{s another form of purchased
power which should be adequately explored before a utility can
be certified to bulld Its oun capaclty. See: Rule 215-22.081,
Florids Administrative Code.

For these ressons, wa are of tha visw that the {(3suss
of avallable cogeneration and conservation are nob “"secondary”
to this proceeding but an InlLegral part of the determlnastion
thet FPL and this Cosmisslon have met their respective
statutory obligetions under the Powar Plant Slting Act.
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Denigl of dus proces

FFL sppears to ba arguing against the admlesion of the
materinls contsined in Exhiblts 29. 30, 31, 317 and 33 slter the
fact essentially on the grounds that Statf and Browacd waed
them to FPL's disadvantage, Petition at 4-%. The basic rule
of lav is that any objection not made to sn exhlbit st the tivn
it 13 offered into evidence 13 walved. Our Staff properly
identifled snd tendernd the exhibits into evidence and FFL made
no objection to them, (T, 270-74; 302-8); 1094-97] 1In [ect,
FPL conducted extensive volr dlre (inguiry of the witnesa) on
the exhibits, Intended apparently to place the sxhibits in the
“perspectiva® which FPL now clalms 4t was denied the
opportunity to provide. Further, when asked br the Chaliman
specificelly If ¥PL had an objectlon to the admbaaion of
Exhibits 29-32, FPL's counsel @snswered that FPL had no
objection to their admissfon. (T. 383) With regerd to Exhibit
33, FPL's counsel again specificslly represented that he hed no
cbjection to the exhlbit's admission Into evidence. (1. 1098)

FPL has absolutely no basls for its stascement thet (¢t
vAs somehow prejudiced by the Introduction of thig evidence
when it twice @agreed to its admlsslon. Whatever the
Intirmities of the materials contalned In the axhibits, they
existed at the time of thelr admisslion. We would alse polnt
out that no cross examinstion of these ezhibits wag conducted
#t hesring because s substantlal number of the documents were
the subject of & reguest for confidentiality mesde by .FPL.
Eince this request, made the day before the hescing stacted,
could not be disposed of until after the hescing, It would have
been virtuslly imposslble to crogs examine on those documents
even If there hsd been & witness produced who hnew something
shout them.

Whatever the intentions of Broward, FPL could not hsve
been surprised by eny parties’ celisnce on thess documents in
regards to the Lssues dealing with conpervation and
cogeneration. Obviously our Staff believed them to be relavent
since they specifically regquested thenm by formsl discovery.
travaled to Mlaml to review them, {dentified the documenta they
considered germane, and identified Lthem as sxhlbite at
hearing. One does not go to all of that expense and effort not
to uae the materiale entered into the record,
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We are willing to let the documents apeak [or
themselves, FPL's procedural and due procesa cights have been
fully protected by thls body. Thus, we are unpersuaded that
this i3 = basls for teconsideration of our Initial decislon,

Mixed slgnals

FPL cites a leng string of vearlous Commission orders
in "“which the Commission lndlcates that “loat revenues” to an
electrlc wtlllity are & concern of this body. retitlon at
8-10. The appropriaste forum to discusy this issue I3 in the
cogensratlon rules docket, planning  hesring docket asnd
consecvation/cogeneration programs docket. These are Lhr
dockets In which it Is appropriaste for this body Lo discuss =nd
resolve the often conflicting pollcy (Issues surrounding
cogenecation, Thus, we are unpersuaded tht his i3 a basis for
recons!deretion. .

Compgtent and substantipl testimony

Having reviewed the rtecord developed in this
proceeding, we ([ind that there |3 competent subatantial
teatimony to suppott our findlngs. We have not found nor do we
suggest that FPL has [alled to ' carry Its burden In
establishing Lts need for the capacity it seeks to certify, but
it sppears Crom the record in thils proceeding that FPL did not
sdequately pursue non-utility construction altecrnstives which
might have mitigated that need. Thus, we will deny FPL 2
motion for reconsideration on thia ground as well.

Theatefore, it is

ORDERED By the Florldas Publlc Service Commiasion that
the petition of Florida Power & Light Company C[iled on July 2%,
1989 for a determination of need for the construction of Martin
Units 3 and 4 Is hereby granted. It is further

ORDERED that the Motlons fer
reconsidecations/clacification ([lled by Brovsard County and
Florids Power & Light Company sre hereby denied as discussed
above.

ORDERED that this order constlitutes the finsl ceport
ragquired by Section 403.507(1)(b). Florids Gtatutes. the report
concluding that # need exists, within the meaning of Section
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403.519, Florida Stestutes, for the construction of Martin Unlts
J sand 4 and the addition of 770 MW of capscity on Flerlda Fower
b Light Company's system. It I3 further

ORDERED thet a rcopr of this order be furnished to the
Depactment of Environmentsl Requlatlon, as requiced by Section
401.907T({1l)(b). Floride Statutes, on or before June 1%, 19%0.

BY ORDER of the Flocride Pubhlle Eecvice Coemisalon
this 15ch day of _Jume « - 1990 '

TRIBBL
Division of Aecords and Reporting

Commissloner Pesrd digsents on Issues 13, 14, 18, 19,
and 20 and would not grant cectification to the proposed Martin
Units 1 and a4,

( SEAML )

SEBr
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this matter:

SUSAN F. CLARK
BETTY EASLEY

ORDER DETERMINING THE NEED
EOR A PROPOSED ELECTRICAL POWER PLANT

BY THE COMMISSION:

Pursuant to Notice, a formal hearing was held in this docket
on December 10-11, 1991 in Tallahassee, Florida. Having considered
the record in this proceeding, the Commission now enters its Final

order.

BACKGROUND

Tampa Electric Company (TECO or Tampa Electric) filed a
Petition for Determination of Need with the Commission on September
5, 1991. In that petition TECO requested that the Commission
approve the construction of a 220 MW Integrated Coal Gasification
Combined Cycle (IGCC) unit and related facilities at a site located
in Polk County. The propused IGCC project will consist of a 150 MW
advanced combustion turbine (CT) unit to be placed in service in
July, 1995, and a 70 MW heat recovery steam generator (HRSG) and
coal gasifier to be placed in service in July, 1996. Transmission
facilities associated with the cdnstruction of the plant includc
two circuits leoping the Pebbledale-Hardee Power Station circuit
and two circuits looping the Pebbledale-Mines circuit into a
transmission switching station at Polk Unit One. Fuel
transportation facilities asscciated with the construction of the
plant include a natural gas lateral to the adjacent FGT pipeline
for economy gas purchases, and an oil pipeline lateral to the GATX
o0il pipeline under construction next to the plant site.

The coal gasifier will employ a new technology that
efficiently cleans coal gas at high temperatures. This technology
will be a demonstration project for the U. S. Department of Energy
(DOE). DOE has signed a cooperative agreement with TECO to provide

COCUMENT KUMIER-0ATC
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a 5120 million grant to offset some of the costs associated with
the construction of the plant and the demonstration of the new

technology.

In Docket No. 910004=-EU, TECO's 220 MW phased combined cycle
unit was designated as its avoided unit for pricing cogeneration.
Upon learning of the availability of the $120 million grant from
DOE to build the cocal gasification plant, TECO estimated the cost
of the IGCC unit and compared the project's impact on TECO's
expansion plan with eight other expansion plans. when TECO
determined that the IGCC unit, with the benefit of $120 million of
DOE funding, cosc less than the "avoided unit" proposed in Docket
Mo. 910004~EU, TECO initiated this proceeding to determine the need

for the IGCC unit.

Destec Energy (Destec), Ark Energy (Ark), Florida Industrial
Cogeneration Association (FICA), and Floridians for Responsible
Utility Growth (FRG) intervened in this proceeding. Prior to the
pre-hearing conference, held on November 20, 1991, Destec and Ark
withdrew from this proceeding. Prior to the hearing, held on
December 10-11, 1991, FICA alsoc withdrew from the case.

Post-hearing briefs were filed by Tampa Electric Company and
Floridians for Responsible Utility Growth on January 3, 1992. FRG
filed proposed findings of fact with its brief, and a ruling on
each proposed finding is included in Appendix A attached to this

order.

The basic issue we are called upon to decide in this
proceeding is whether under the provisions of section 403.519,
Florida Statutes, Tampa Electric Company has adequately
demonstrated the need to construct its propesed plant. The Florida
public Service Commission is the sole forum to determine the need
for the proposed power plant, and only issues relating to that need
were considered in this proceeding. Separate public hearings will
be held by the Department of Environmental Regulation before the
Division of Administrative Hearings to consider environmental and
other impacts of the proposed plant and its associated facilities.

Section 403.519 delineates five major topics for our
consideration in making a determination of need:

1. the need for electric system reliability and integrity;
2. the need for adequate electricity at a reasonable cost;

3. whether the proposed plant is the most cost-effective
alternative avalilable;
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4. conservation measures taken by or reasonably available to
the applicant which might mitigate the need for the
proposed power plant; and
5. other matters within the Commission's jurisdiction which

it deems relevant.

We have considered all issues relevant to those topics and we hold,
for the reasons set out below, that Tampa Electric has demonstrated
the need for the proposed 220 MW IGCC plant. We approve the
plant's construction on the condition that TECO does receive the
$120 million dollar grant from the Department of Energy to help

defray the costs uf the project.

The Need for Electric System Reliability and Intearity.

TECO used a combination of criteria to determine its need for
220 MW of additional capacity in the 1995-1997 time frame,
including a minimum 20% winter reserve margin and assisted Loss of
Load Probability (LOLP) of 0.1 days per Yyear. We find these
criteria to be reasonably adequate for pianning purposes. The 0.1
days per year LOLP criteria is consistent with the LOLP criteria
used by the Florida Electric Power Coordinating Group (FCG), and
the winter riserve margin is a reasonable one for a utility of
Tampa Electric's size. The planning criteria are applied to TECO's
load forecast to determine whether TECO will need additional

capacity in 1995 and beyond.

In developing its load forecast, TECO first produces a single
demand and energy forecast by combining end-use, multi-regression,
and trend analysis techniques. A model of demand and energy use of
phosphate customers is forecasted separately, as are the effects of
TECO's conservation, load management, and cogeneration programs.
The final forecast is a combination of all these methods. It
includes projections of population, income, employment, appliance
energy use, appliance saturations, appliance efficiency standards,
price elasticity, weather (including temperature sensitivities),
and residential, commercial and industrial consumption patterns.
We believe that the forecasting methodology has produced a
reasonably adequate prediction of TECO's future load. The forecast
demonstrates that TECO does have a need for additional capacity
beginning in 1995 to meet its reliability criteria.

To meet its reliability criteria, TECO shows a need for 65 MW
of capacity in 1995, 66 MW in 1996, and 43 MW in 1997. TECO's
proposed need for capacity is similar to the need demonstrated in
TECO's expansion plan in Docket No. 910004-EU. That plan provided
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for 75 MW in 1995, 75 MW in 1996, and 70 MW in 1997. Since TECO's
proposed unit consists of a 150 MW advanced combustion turbine and
a 70 MW heat recovery steam generator, TECO will build a large
portion (150 MW) of the needed 220 MWs of capacity at one time,
somewhat earlier than needed. TECO had planned to phase in a 220
MW combined cycle unit by bringing a 75 MW combustion turbine (CT)
on line in each of the years 1995 and 1996 with a 70 MW heat
recovery steam generator being added in 1997. Given the
participation of the DOE in the IGCC demonstration project, Tampa
Electric will construct some portion of the needed 220 MW slightly
sooner and some por*ion slightly later than under the old plan, but
it will do so at a significantly lower cost. Since TECO does not
anticipate any adverse effects on the reliability of its system by
placing some of the capacity into service earlier than needed, and
since early construction of part of the needed capacity 1is
reasonable in order to obtain DOE funding for a substantial portion
of the project and thus lower the cost, Wwe believe early
construction is justified.

It is clear from the record that if additional capacity is not
placed into service by 1996, TECO's wiater reserve margin 1is
expected to fall below 20 percent and its LOLP is projected to rise
above the 0.1 days per year maintained for system reliability.
The first 150 MW of the IGCC unit is due to be put into service in
just over three years, in mid-1995. Given the lead time necessary
for utilities to construct new generating facilities, TECO's
petition was filed at a reasonable time.

TECO's reliability criteria will not be met unless the
proposed IGCC unit is completed in the time frame requested. TECO
would also risk losing the DOE funding it will receive for design,
construction, and operation of the unit. Thus any delays in the
construction of the plant could ultimately cost TECO its most cost-
effective alternative for meeting future capacity needs.

TECO's reliability criteria of n.1 days per year LOLP and
minimum winter reserve margin of 20 percent would be violated with
a delay in the in-service date of the proposed unit (Exhibit 1, p.
60). If no capacity is added to TECO's system in 1995, TECO's Loss
of Load Probability (LOLP) is estimated to be 0.140 days per year
and its winter reserve margin will be 19.1 percent. If no capacity
is added in 1996, the net LOLP will deteriorate to 0.199 days per
year and the winter reserve margin will drop to 16.2 percent.
Thus, the addition of capacity from the proposed IGCC unit is
needed for TECO to maintain acceptable reliability criteria.
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TECO's proposed 220 MW IGCC unit is also needed to contribute
to the reliability and integrity of the electric system of the
State as a whole. Shahla Speck, of the Florida Electric Power
Crordinating Group (FCG) testified in this proceeding that the
phased-in capacity from Polk Unit One is consistent with the needs
of Peninsular Florida, and will provide a portion of the additional
generating capacity that is needed between 1995 and 1997 for the
peninsula to maintain an adequate level of reliability.

Ms. Speck based her conclusion on an analysis of FCG's 1989
planning Hearing document entitled "Generation Expansion Planning
Studies", with consideration of all known changes which have
occurred since that study was performed. Peninsular Florida's
utilities plan to have 39,050 MW of total capacity, not including
the proposed Polk Unit One, in the winter of 1996/1997 tc meet a
projected firm winter peak demand of 34,310 MW. The reserve margin
is expected to be 4,740 MW. With the addition of TECO's proposed
I1GCC, the reserve margin will increase to 4,960 MW (14.5%), and
with the projected capacity increase from 220 MW to 260 MW in the
IGCC unit, Peninsular Florida's reserve margin will be 5000 MW
(14.6%) in the winter of 1996/1997. We believe the addition of the
proposed IGCC plant will contribute to the reliability of the
electric system of the State of Florida by providing capacity in
the time frame in which it is needed.

The proposed IGCC unit, which will burn gas extracted from
coal, will not contribute to the fuel diversity of TECO's system,
which is already heavily reliant on coal as a fuel. We are not
persuaded by TECO's argument that coal gas is a new fuel that will
contribute to fuel diversity on TECO's system. Regardless of the
fact that gas is the end product of a coal gasification process,
the source fuel is still coal. Currently, about 99% of the energy
generated by TECO's units comes from coal. The IGCC unit will only
increase TECO's reliance on coal as a major fuel source.

Furthermore, the proposed unit will not contribute to the
fuel diversity of peninsular Florida. Peninsular Florida has a
wide variety of generating technolegies that use a diverse range of
fuels, including coal, natural gas, oil, and nuclear. TECO's
proposed IGCC unit will not significantly affect the fuel mix of
Peninsular Florida's generating units, and therefore will not
contribute to fuel diversity.

Nevertheless, in this proceeding the determinative issue is
whether it is cost-effective for TECO and TECO's ratepayers to
incur the higher capital cost of an IGCC unit to enable use of
lower cost coal fuel. That appears to be the case here, because
the DOE grant significantly lowers the total capital cost of the
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project. As we will explain in detail below, the IGCC unit is the
most cost-effective alternative to meet TECO's capacity needs.
That fact drives our decision to grant TECO's petition.

The Need for Adeguate Electricity at a Reasonable Cost

Fuel forecasts and Fuel CoSts
With certain reservations we find that TECO's fuel price
forecast is reasonably adeguate for planning purposes. TECU

Witness Mr. Smith stated that coal prices are expected to remain
relatively stable through the year 2000, while natural gas and oil
prices are projected to increase rapidly. TECO's foreccasting
methodology includes reliance on data from government sources and
industry association forecasts, trends, and two independent outside
consultants. Forecasted transportation prices are added to obtain
total delivered prices.

It appears that different fuel price forecasts have little
impact on the proposed IGCC project's cost effectiveness. We are
concerned, though, that TECO's forecast favors the use of coal over
oil or natural gas over the long term for projects with similar

costs. An extremely low natural gas prlce forecast favors an
expansion plan which contains just cembustion turbine and combined
cycles. A low natural gas price forecast does not favor an

expansion plan that includes the DOE IGCC project.

The type of new generating unit chesen is not necessarily
driven by fuel cost per se; rather, it is the difference in cost
among competing fuels. TECO's fuel forecast projects a widening
cost differential between coal and natural gas or cil, when in fact
for many years the cost differential between the cost of coal and
the cost of natural gas and oil has remained relatively constant.

__In the future, TECO should pay close attention to this

differential, and must be ready to substantiate continued reliance
upon fuel price forecasts that have not accurately predicted the
relationship between the price of coal and the price of natural gas

and oil.

TECO provided sufficient assurance in this case that primary
and secondary fuel will be available for the proposed plant on a
long and short term basfs at a reasonable cost. Fuel purchases
will be made at market prices. TECO proposes to use the following
fuels at its IGCC facility: :
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- Hatural Gas

TECO is proposing to use natural gas on an interruptible basis
tc the extent available from Florida Gas Transmission.
Dependence on interruptible gas means interruptions during
peak demand or when the gas is most needed, and it |is
therefore practical to have on-site storage of No. 2 oil.

- No. 2 0il

TECO proposes to use No. 2 oil as the primary fuel in the
first year and a backup or secondary fuel in all subsequent
years. The Tampa Bay area is one of the key distribution
areas for No. 2 oil. Delivery of No. 2 oil will be by truck
from Port Manatee or by the GATX oil pipeline adjacent to the

project site.

- Coal

Coal will be the primary fuel for the IGCC unit. The coal to
be used will be similar in sulfur content and price to that
burned at TECO Big Bend Unit 4, ‘and is the cheapest of all
fuels. Delivery of coal to the plant will be by rail.
Partial water borne delivery may be possible depending on the
total delivered cost. Tests done using Eastern United States
coals during the first two years will aid selecting the more
cost-effective sources.

In conjunction with our semi-annual fuel cost recovery
proceedings, we will of course evaluate all fuel related expenses
to determine that the costs are reasonable and justified. We are
satisfied here, though, that TECO has provided adequate assurances
on the availability of primary and secondary fuel to the proposed
facility on a long and short term basis at a reasonable cost.

Costs of Clean Air Act Compliance

The record in this case demonstrates that TECO adequately took
into account the costs of environmental compliance associated with
the Clean Air Act when it evaluated its future generation needs.
TECO plans to comply with the Clean Air Act by one or more of the
following: fuel switching; installing scrubbers; alternative
technologies; and, purchasing allowances. Phase I compliance with
the Clean Air Act will not be affected by the proposed IGCC plant,
but the plant will be an asset to TECO in Phase II compliance. The
Company estimates savings in the range of $50 to $100 million over
the life of the proposed IGCC unit, compared to fuel switching or
other Clean Air Act compliance strategies.
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TECO provided sufficient information on the site, design and
engineering characteristics of its 220 MW IGCC unit to enable us to
adequately evaluate its proposal. A Power Plant Site Selection
Task Force, consisting of private citizens from environmental
groups, businesses and universities, provided guidance and
recommendations to TECO throughout the site selection process. The
task force recommended the Polk County site, consisting of 3572
acres of mined out phosphate land. The site is located near the
FGT/Hardee Power Station natural gas lateral and close to rail
transportation for coal delivery. Distillate (No. 2) oil can be
made available to the site by truck or pipeline.

Ooriginally, TECO's proposed unit was to be a 220 MW IGCC with
an estimated heat rate of 9060 BTU/kWh. Results from the FLUOR
Engineering Study, received after TECO's need petition was filed on
September 5, 1991, showed that the projected capacity of the unit
increased to 260 MW and the heat rate dropped to 8486 BTU/kWh.
These improvements result largely from two factors: TECO's
decision to use a more efficient General Electric 7F turbine
instead of a 7EA turbine, and TECO's determination that the heating
value of natural gas is greater than that of coal gas.

TECO's proposed IGCC unit will present a demonstration of hot
gas clean-up on a large scale. Hot gas clean-up technology has
been successfully demonstrated on a 2 MW scale, but not on the
scale TECO will attempt to demonstrate. No evidence was presented
by any party that a scale-up in size was not viable. Rather, DOE
Witness Bechtel's rebuttal testimony stated that "Tampa Electric
has this capability as well as the presence in the industry to
showcase effectively the project's results, thereby resulting in
the successful commercialization of this technology".

The project will have redundant (hot and cold) gas clean-up
capabilities to offset the risk that the hot gas clean-up
technology will not perform as expected. No evidence was presented
that showed that the back-up cold gas clean-up technolegy is not a
reliable procedure. Although no utility currently has in its rate
base a plant the size of TECO's proposed IGCC using cold gas clean-
up, TECO presented evidence that cold gas clean-up has been
successfully demonstrated in the United States with a number of

projects, including:

- The 120 MW Cool Water Facility, located in California.
Based on the Texaco gasification process and a General
Electric combustion turbine unit, this plant operated for
over 26,000 hours and achieved a capacity factor of 87%
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in its final quarter of operation. This plant will be
expanded and returned to commercial operation in a few
years.
- The 160 MW facility owned by Dow Chemical in Louisiana.

Consisting of a Dow gasifier and a combustion turbine
that originally burned natural gas prior to being
modified to burn gasified coal, this plant achieved a
success similar to that experienced at the Cool Water

Facility. .

We therefore believe that TECO's proposed project is commercially
viable. The record in this proceeding shows that TECO will be able
to demonstrate the technical and economic viability of oxygen-
blown, entrained-bed IGCC with hot gas clean-up, and generate
clean, efficient, coal based power for the increasing demands of

the region.
= v t

TECO has demonstrated that the proposed IGCC unit is the most
cost-effective alternative to provide the additional needed
capacity for TECO and peninsular Florida. Using TECO's most recent
financial estimates, the proposed IGCC unit is estimated to save
TECO's ratepayers $195 million over the life of the unit compared
to TECO's next best option. These savings are primarily
attributable to fuel savings (resulting from the use of coal) and
the 5120 million DOE contribution. The unit is projected to have
an installed cost of $389 million dollars (1996), including the DOE
funding. This estimate does not include the economic effects of
potential EPRI funding for the project, which would result in even
more savings. Clearly the $120 million in DOE funding and the
potential for some additional assistance from EPRI have favorably
affected the cost-effectiveness of the IGCC project.

The DOE Grant

Of the $120 million grant to be awarded to TECO by DOE, $100
million will go toward plant construction and $20 million will go
toward the first two years of operation and maintenance of the
proposed unit. TECO estimates that the hot gas clean-up equipment
for its proposed unit will cost approximately $11.5 million
($1991). If the hot gas clean-up experiment fails and TECO is
required to fully operate the cold gas clean-up system, TECO
predicts a minimal reduction in plant efficiency that would result

76



ORDER NO. PSC-92-0002-FOF-EI
DOCKET NO. 910BB3-EI
PAGE 10

in a $3 million reduction in savings associated with the IGCC
plant. This financial penalty is extremely low, considered in
light of the 562 million savings ($195 million based on revised
estimates) expected to result from choosing the IGCC plant.

DOE Witness Bechtel testified that the $120 million grant
money is not refundable by TECO under any condition, and thus we
believe TECO's ratepayers are adegquately protected if the
demonstration technology fails. If TECO profits from the sale of
the plant to another party or utility, or if TECO profits from the
commercialization of the technology by other utilities for future

projects, TECO would typically be expected to pay 5% of future
profits in royalties to DOE. We note that in the future if TECO

does profit from the commercialization of the hot gas clean-up
technology, we would expect TECO's ratepayers to share in the
project's profits, just as they will have shared in the project's
costs,

A final version of the DOE Cooperative Agreement was not
available for our review in this proceeding. TECO is awaiting DOE
approval of certain modifications tc the agreement. These
modifications include a change in the original site location to the
Polk County site and use of the Texaco coal gasification
technology. We were assured by the Department of Energy and TECO
at the hearing that the final agreement will be forthcoming shortly
and that it will issue in substantially the same form that it
presently exists. We are confident that the grant will be
available to TECO to defray a significant portion of the costs of
the IGCC project, and therefore we approve the project. Because of
the importance of the DOE grant to the cost-effectiveness of the
project, however, we must condition our approval on TECO's receipt
of the $120 million grant with no reguirement that TECO repay any
part of the $120 millien grant.

Fuel forecast Comparisons

Due to concerns regarding the sensitivity of TECO's fuel
forecasts, our staff asked TECO to perform an economic comparison
of its proposed IGCC unit (using coal) and the phased combined
cycle unit from Docket No. 910004-EU (using five different gas
forecasts for the phased CC unit). The five fuel forecast
scenarios used to compare TECO's proposed IGCC Unit and its phased
combined cycle unit were:

1. TECO base fuel forecast;

2. FCG fuel forecast;
3. City of Tallahassee's latest (9/91) fuel forecast;
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4. FPC base case and high case fuel forecast; and

5. Fuel forecast specified by staff. Because our staff
believes that the price of natural gas will not escalate
as rapidly as TECO estimated, TECO was asked to compare
the economics of the IGCC unit and the phased combined
cycle unit by using currently projected costs for coal
and natural gas in 1995 and holding the 1955 cost
differential between the two fuels constant over the life

of the IGCC unit. our staff considered this fuel
forecast to be the “"acid test", or ‘"worst-case"
forecast.

TECO also performed both a "break-even capacity [factor"
analysis and a "“revenue reguirements" analysis using the above
mentioned fuel forecasts. In the "break-even capacity factor"
analysis, the levelized in-service cost of the two plants (IGCC and
cC) was determined at various capacity factors ranging from 30% to
100%. Throughout the capacity factor range in which TECO plans to
operate its IGCC unit (around 80%), the IGCC plant was cost-
effective under all fuel price scenarios.

In the "revenue reguirements" analysis, the nominal costs of
the two plants (IGCC and CC) were determined at a capacity factor
of both 60% and 80% for each year of the life of the plant. The
analysis concluded that TECO's propeosed IGCC unit is cost-effective
under all fuel price scenarios, including our staff's "acid test",
at both the low capacity factor of 60% and the expected operating
capacity factor of 80%.

TECO also performed a cost comparison between its proposed
1GCC project and FPL's current avoided unit, a 1997 IGCC unit.
Compared to FPL's avoided unit, TECO's proposed project is more
cost-effective,

The cost savings testified to by TECO Witness Ramil do not
include the estimated $50 to $100 million of savings (over the
unit's life) which will derive from the fact that the IGCC unit
will assist TECO in meeting the stringent requirements of Phase II
of the Clean Air Act amendments. It is not possible at this time
to determine a firm estimate of TECO's cost of complying with Phase
II requirements. It is clear at this time, however, that the IGCC
unit will enable TECO to back down on the dispatch of dirtier units
on its system, and thus save TECO some costs of Phase II

compliance.
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TECO demonstrated in this proceeding that it adequately
explored the construction of alternative generating technologies.
TECO initially evaluated 46 different generating technologies to
meot its future capacity needs. Each of these technologies were
screened on the basis of <7eographic viability, construction lead
time required, public acceptance, environmental compliance, cost,
safety, and proven demonstration and commercialization. After
performing a screening curve analysis, TECO selected the following
seven technologies for an economic optimization analysis:

Conventional Pulverized Coal

Integrated Coal Gasification Combined Cycle (IGCC)
Combustion Turbine (CT)

Combined Cycle (CC)

. Phosphoric Acid Fuel Cell

Solar Thermal

= Photovoltaic Solar Cell

=1 N B L B

After evaluating the economics of expansion plans involving
the technolegies that passed the initial screening, TECO found that
the expansion plan which included the IGCC unit - with the $120
million grant from the Department of Energy - was the most cost-
effective plan. In other words, the IGCC unit had the lowest
present worth revenue requirements (FWRR) of the other generating

alternatives available.

Conservation

TECO projects that its 1996 winter peak demand will be reduced
by 205 MW as a result of load management, and 277 MW as a result of
its conservation programs. This 482 MW total represents 13% of
TECO's projected 1996 winter peak demand (3703 MW). TECO currently
spends 95% of its demand-side management dollars on programs
targeted at residential customers. Between 1981 and 1990, 94% of
the demand reductions TECO achieved through conservation were
achieved through its residential progrems, and it appears that
TECO's residential conservation programs are doing a reasonable job
of saturating the eligible market. The participation rates for
some of TECO's commercial and industrial programs, however, appear

to be low.

None of the parties in this proceeding presented gquantitative
evidence regarding the possibility of expanding participation in
TECO's approved programs that are projected to have a participation
rate of less than 10%. There is little evidence in the record to
conclusively demonstrate either the feasibility or the difficulty
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of increasing participation rates in those programs. Furthermore,
TECO's conservation programs appear to be deferring peaking units
only, not baseload or intermediate load units.

We do believe TECO has adeguately considered the conservation
measures that would be reasonably available to avoid the need for
this proposed plant. It does not appear that additional timely and
cost effective conservation measures can reliably defer the need
for capacity in 1995. System savings due to conservation programs
are difficult to measure, and it is difficult to project the
achievable penetration rate for each program. However, we also
pelieve that TEC0 needs to demonstrate to us why it cannot be more
aggressive in pursuing conservation, particularly for its
commercial and industrial customers. We will therefore require
TECO to resubmit its conservation plan no later than one year prior
to filing its next need determination petition. This resubmission
shall explain in a detailed and definitive manner why market
penetration cannot be increased for each of TECO's approved
conservation prograns. We expect TECO to conduct market
achievability studies, and to experiment with control and test
groups. We will not accept conjecture about market penetration
feasibility. In addition, TECO should consider expanding its
conservation plan to include programs that would defer the need for
baseload and intermediate load units.

Floridians for Responsible Utility Growth does not agree that
TECO has adequately demonstrated that the proposed IGCC unit is the
most cost-effective alternative to meet its future capacity needs.
FRG urges us to deny TECO's petition because the company has failed
to meet its statutory obligation to take available conservation
measures and propose the most cost-effective resource alternative.

FRG argues that under section 403.519, the phrase "most cost-
effective alternative"™ available means "least cost" option or
combination of options available, and under that section utilities
must demonstrate that proposed pover plants are the least cost
options available to meet system requirements. FRG states that
pecause section 403.519 requires the Commission to take into
account the need for adequate electricity "at a reasonable cost”,
as well as whether the proposed plant is "the most cost effective
alternative," it follows that "cost-effective" must be given a
meaning that is congruent with "reasonable cost" as well as with
its common usage meanings. By common usage definition, FRG states,
ncost-effective" means that an investment's benefits are equal to
or greater than its costs and that the costs are less than those of
other reasonable alternatives. In the context of resource options
to meet electricity needs, then, the requirement to provide
wreasonable cost electricity must be deemed to require electricity
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that can be provided at the lowest cost because it would not be
"reasonable" to pay more than what is necessary for electric

resources.

FRG acknowledges that there are other matters to conslider
besides cost in choosing a resource option, and FRG mentions that
system reliability and integrity are two examples specifically
mentioned in the statute. FRG concludes though that because TECO
did not propose an alternative standard to assist us in determining
what is "most cost-effective", and because "least cost" is the most
logical standard in light of the provisions of section 403.519, we
should adopt the interpretation that the terms "most cost-effective
alternative" und "least cost option or combination of options" are

synonymous.

We do not agree with FRG's interpretatica of the phrase "most
cost-effective alternative available". We believe that the Florida
Legislature contemplated our consideration of a broad range of
factors to determine the need for a proposed power plant, including
electric system integrity and reliability and other strategic
matters that might be relevant to a particular case. If the
Legislature intended that the Commicsion use the more restrictive
analysis contemplated by the term "least cost" in its determination
of the need for a proposed power plant, the Legislature would have
adopted that phrase. Rules of statutory construction require the
inference that the phrase that the Legislature did use does not
mean simply "least cost option". Our disagreement with FRG over
the interpretation of section 403,519 may be more a matter of
semantics than substance, because we believe that either
interpretation attempts to reach the same result - the provision of
adequate and reliable electric service at a reasonabie cost.

FRG has asked us to determine what obligation TECO has under
section 403.519 to demonstrate what measures have been taken or
were reasonably available to TECO which might mitigate the need for
TECO's proposed unit. FRG proposes that section 403.519 requires
that utilities seeking a2 determination of need for new power plants
pust demonstrate that they have fully examined the enerqgy
efficiency and other DSM alternatives reasonably available to then,
based on their own research and experience, the studies and
experience of other Florida utilities, and the research and DSM
programs of utilities nationwide. FRG contends that the statute
also requires utilities to demonstrate that they have reasonably
implemented (i.e., have undertaken well designed programs that are
comprehensive in their coverage of customer market segments and
electric end-uses) the cost-effective DSM measures available to
mitigate the need for proposed plants.
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It is our opinion that TECO, the petitioner in this case, has
the burden to prove to the Commission by a preponderance of the
evidence that it has a need to construct an IGCC unit in Polk
County by, 1996, taking inte account all the factors set out in
section 403.519, Florida Statutes. Specifically, TECO has the
obligation to show the conservation measures it has taken to
mitigate the need for the proposed unit, and it has the obligation
to show that the measures taken were consistent with its
conservation plans required by section 366.81, Florida Statutes,

and approved by Commission order.

Section 433.519, Florida Statutes specifically directs the
Commission to consider "the conservation measures taken by or
reasonably available to the applicant . . . that might mitigate the
need for the proposed plant. . . " This provision of section
403.519 should be construed in a manner that is consistent with and
gives effect to the terms of FEECA, specifically sections 366.81
and 16€.82(3) and (4). We are of the opinion that a consistent
constructicn of the two statutes is achieved by requiring a utility
in a need determination proceeding to show that it has reasconably
implemented conservation measures included in its conservation
plans, as directed by section 366.82(3) and as approved by
Commission order, and that it has reasonably considered
conservation measures that might mitigate the need for this

proposed plant.

while the record in this proceeding shows that TECO can
improve its conservation efforts, the record in this proceeding
does not show that additional conservation can be implemented
quickly enough to avoid construction of this particular power
plant, and thus additional conservation cannot "mitigate the need"
for the IGCC plant. FRG's proposal to expand our review and
analysis of TECO's conservation efforts may have merit in another
forum, but they exceed the scope of our review of those effcrts

here.
Purchased Power Alternatives

The record demonstrates that TECO adequately explored and
evaluated the availability of purchased power from other electric
utilities. TECD currently plans to purchase firm capacity from
TECO Power Servicec (TPS) in 1993. At that time, TECO and SEC will
share 295 MW of firm capacity generated at Hardee Power Station.

The availability of this 295 MW is based on the projected backup
energy requirements of SEC.
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TECO also evaluated the possibility of importing capacity from
the Southern Company via the 500 kV transmission line with a
capacity of 3200 MW, 50% participation in an B00 MW coal unit, with
a 1998 in-service date, and the possibility of purchasing 100 MW of
firm capacity in both 1998 and 1999. These evaluations indicated
that the proposed IGCC plan was still the most cost-effective

alternative.

We note that all the cogenerators that intervened initially in
this proceeding withdrew their intervention pricr to the hearing.
Thus the record does not show that any cogenerator offered to build
capacity which would avoid the need for the IGCC project, or that
cogeneration projects could fill TECO's capacity needs in a cost-
effective manner. The 5120 million DOE grant lowered the avoided
cost of the prnject, thereby lowering the potential payments to
cogenerators. It is, we suppose, theoretically possible that the
DOE grant would be transferable to a cogenerator to demonstrate the
new coal gasification technology, but practically speaking it is
not likely that would happen. The transfer could not be made
without DOE approval and it is clear from the record that DOE
expects TECO to construct and demonstrate the project.
Furthermore, a cogenerator, or any other party, would have
difficulty securing a site, gaining permits and completing the
construction of capacity in the short amount of time remaining to
meet TECO's capacity needs.

TECO currently has a total of 289 MW of cogeneration on its
system, with 41 MW from firm purchase contracts with three
cogenerators and 248 MW from self service generation. TECO
forecasts a total of 364 MW of cogeneration by 1996, with 68 MW of
firm power purchases from cogenerators and 296 MW from phosphate
mine self-service generation. A large percentage of the industrial
load on TECO's system comes from phosphate mining operations.

We encourage TECO to actively pursue ncn-utility generation
for its next needed capacity, particularly through negotiations for
firm capacity purchases from qualifying facilities. Cogenerators
who do not get satisfactory results by negotiating with TECO may
intervene in TECO's next need determination proceeding. Here we
will not require TECO to allow ovtside parties an vpportunity to
bid against its proposed IGCC unit. Currently, there is no
Commission rule that requires bidding. Furthermore, TECO's IGCC
unit with DOE funding is more cost effective than the combined
cycle unit in Docket No. 910004=EU. It is unlikely that a bid
lower than the cost of TECO's proposed IGCC could be obtained.
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Conclusion

Based on our resolution of the factual and legal issues
presented in this case, for the reasons explained above, and with
the conditions explained above, we grant TECO's petition for
determination of need for a 220 MW IGCC unit, with 150 MW on-line
in 1995 and 70 MW on-line in 1996. We believe that TECO's petition
satisfies the statutory requirements of section 403.519, Florida
Statutes. The addition of 150 MW in 1996 and 70 MW in 1996 will
serve TECO's capacity needs and contribute to meeting its
reliability criteria of 0.1 days/year LOLP and 20% winter reserve
margin. Phased-in capacity from Polk Unit One is consistent with
the needs of Peninsular Florida, and will provide a portion of the
additional generating capacity needed between 19935 and 1997 for the
peninsula to maintain an adequate level of reliability. As a
result of receiving $120 million in funding from DOE, TECO's
proposed IGCC facility is the most cost-effective generation
alternative. TECO estimates its proposed plant will save customers
$195 million over the life of the unit, compared to the next best
(most cost-effective) alternative. Operatiocn of the IGCC will
allow TECO to back down the dispatch of dirtier units, thereby
assisting TECO with compliance with Phase II requirements of the
Clean. It appears that further timely and cost effective
conservation measures cannot reliably defer the need for the IGCC
unit.

Based on the foregoing, it is

ORDERED by the Florida Public Service Commission that, for the
reasons, and with the conditions, set out in the body of this
order, Tampa Electric Company's Petition for Determination of Need
for a Proposed Electrical Power Plant and Related Facilities in
Polk County is hereby granted. It is further

ORDERED that this Docket shall be closed.
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By ORDER of the Florida Public Service Commission this 2nd
day of MARCH , 1992

Director
Division of Records and Reporting

( SEAL))

MCE:bmi
510883fo.mch

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service 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 regques:s for an administrative
hearing or judicial review will be granted or result in the relief

sought.

Any party adversely affected by the Commission's final action
in this matter may reguest: 1) reconsideration of the decision by
filing a motion for reconsideration with the Director, Division of
Records and Reporting within fifteen (15) days of the issuance of
this order in the form prescribed by Rule 25-22,060, Florida
Administrative Code; or 2) 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 sewer
utility by filing a notice of appeal with the Director, Division of
Records and Reporting and filing a copy of the notice of appeal and
the filing fee with the appropriate court. This filing must be
completed within thirty (30) days after the issuance of this order,
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The
notice of appeal must be in the form specified in Rule 9.900 {a),
Florida Rules of Appellate Procedure.
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APPENDIX

Responses to FRG's Proposed Pindings of Fact

- O [ =]
EXAMINATION OF CONSERVATION OPTIONS:

TECO's reliance on the RINM test for economic screening of DSM
leads to the rejection of economical savings opportunities.
{Chernick, TR J44-345)

We reject the above proposed finding of fact because this
statement is a conclusion drawn by FRG, not a fact.

TECO uses the Rate Impact Measure (RIM) test as its primary
cost-effectiveness screen for DSM. (Kordecki, TR 520)

We accept the above proposed finding of fact.

TECO knows that the Commission has directed the utility to
analyze DSM measures and programs with three tests: the RIM,
the TRC test, and the "Participant" test, and that the
Commission has not directed it eliminate measures that fail
the RIM. (Kordecki, TR 522)

We reject the above proposed finding of fact because the
Commission has directed utilities to use these three tests to
analyze only programs proposed for Commission approval, not
all programs. The Commission has not directed utilities to

screen DSM programs with these three tests.

Contrary to the Commission directive, TECO only used the RIM
test to screen most DSM measures; and measures that failed the
“"revenue losses" part of the RIM were eliminated from further

consideration. (Kordecki, TR 53C & 552)

We reject the above proposed finding of fact because the
Commission does not have a directive which states how a
utility should screen DSM programs. The commission directs
utilities on how to evaluate programs that they propose as

part of the conservation plan.
The last "complete" DSM program examination by TECO was done

prior to February 12, 1990 -- not as a part of the company's
preparation for this need determination proceeding -~ and only
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10.

22 potential new DSM programs were identified for further
investigation and analysis. (Kordecki, TR 497)

We accept the above proposed finding of fact.

Five of the 22 potential new programs were eliminated for one
reason or ancther, and two were dropped for reasons unrelated
to cost-effectiveness: (1) the Energy Management Systems
program, because it did not assure peak demand control -- even
though the systems "functioned well for energy savings" -- and
(2) residential lighting, because it failed the company's
"ten-year life policy." (Kordecki, TR 498-499 & 540)

We accept the above proposed finding of fact.

Nine of the remaining 17 DSM measures were eliminated through
TECO's application of a "revenue reduction" test (the "lost
revenue" portion of the RIM test), excluding from further
consideration measures whose cost saving benefits were lower
than associated revenue reductions. (Kordecki, TR 49%9)

We accept the above proposed finding of fact.

TECO did not analyze any of these nine eliminated measures in
combination with DSM measures that passed the RIM to determine
whether the combination would permit greater energy savings
and also pass the RIM test. (Kordecki, TR 541-542)

We accept the above proposed finding of fact.

Five of the final 8 DSM measures reviewed by TECO were then
eliminated by application of the full RIM tc determine whether
the combination would permit greater energy savings and also
pass the RIM test. (Kordecki, TR 499)

We reject the above proposed finding of fact because the
statement is vague.

Although utility recovery of part or all of a DSM programs's
costs from participants could lower the impact of that program
on nonparticipants, TECO did not examine cost sharing or DSM
financing approaches for measures that failed the RIM. By
discarding upfront all DSM that failed the RIM, TECO never
examined whether cost recovery or rate design changes could
mitigate nonparticipant impacts. (Kordecki, TR 547-548 and

A - 20
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11.

12

13.

14.

15.

16.

549-550)

We reject the above proposed finding of fact because the first
sentence is an opinion, not a fact based on substantial

competent evidence.

TECO directs its attention to "the most cost-effective"
(emphasis added) DSM programs that provide "cost-effective"
conservation for the utility ratepayers." (Kordecki, TR 501)

We accept the above proposed finding of fact.

TECO's DSM focus is on residential customers because a focus
on commercial & industrial customers would yield larger kWh
savings; residential applications, by their very nature, "will
not save large numbers of kilowatt-hours." (Kordecki, TR 512)

We reject the above proposed finding of fact because this
statement is an opinion drawn by FRG, not a fact.

TECO did not investigate the opticn of directly installing DSM
measures in residences or facilities. (Kordecki, TR 571)

We accept the above proposed finding of fact.

TECO did not examine appliance labeling programs for the
residential sector in its last investigation of potential DSM
measures (although it had done so in the early 1980's); nor
did it examine motor efficiency measures or retail huy-
down/deal rebate programs. (Kordecki, TR 572-573)

We accept the above proposed finding of fact.

TECO did not cohsider the development of conservation programs
that would reduce the need for baseload capacity or evaluate
DSM measures against baseload units. (Kordecki, TR 245)

We accept the above proposed finding of fact.

IMPLEMENTATION OF CONSERVATION MERSURES:

TECO has under-invested in economical energy efficiency
resources. (Chernick, TR. 342)

We reject the above proposed finding of fact because it is an

A - 21
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17.

18.

19.

20.

21.

opinion drawn by FRG, not a fact.

TECO's DSM planning weaknesses include the failure to target
DSM market sectors comprehensively (leaving out customer
sectors, end-uses and measures) and the failure to address
market barriers adequately (keeping incentives too low, not
doing direct installation, and using a fragmented approach).
(Chernick, TR 345)

We reject the above proposed finding of fact because it is an
opinion drawn by FRG, not a fact.

Although TECO is pursuing some "lost opportunity" resources,
it is neglecting cost-effective lost oppertunity options in
all custorer sectors =-- programs that target appliance
replacement, new construction in both the commercial and
residential sectors, commercial remodeling and renovation, and
C&I eguipment replacement. (Chernick, TR 148-349)

We reject the above proposed finding of fact because it is an
opinion drawn by FRG, not a fact.

TECO does not offer efficiency measures for many end-uses in
the residential and C&I sectors =-- e.g., for important
household appliances and lighting in the residential sector
and for HVAC and refrigeration in the C&I sector. (Chernick,
TR 1353-354)

We accept the above proposed finding of fact.

To be reasonably comprehensive, a utility D5M program should
attempt to cover all customer segments and end-uses, and it
should be comprehensive in terms of technologies treated, the
technical and financial assistance offered, and the strategies
for overcoming market barriers. (Chernick, TR 306)

We reject the above proposed finding of fact because it is an
opinion, not a fact.

Many of TECO's current DSM programs are inadeguate to overcome
the market barriers to customers participation, and the major
problems are insufficient incentives, the absence of direct
delivery mechanisms, and a fragmented treatment of DSM market
sectors. Chernick, TR 356-362)

A - 22
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22.

23.

24,

25.

26,

We reject the above proposed finding of fact because the
statement is a conclusion drawn by FRG, not a fact.

One of the 3 new DSM programs that survived TECO's RIM screen
-=- a duct efficiency program -- was not filed with the PS5SC in
February 1990 "because the distribution delivery mechanism was

not in place." (Kordecki, TR 500)

We accept the above proposed finding of fact as it is stated.
However, Witness Kordecki testified that TECO will be filing
the program soon. Furthermore, the finding is duplicative in
substance to FRG proposed finding 24.

The duct efficiency program has significant potential for both
peak and energy savings in TECO's service territory -- with at
least 50% of the homes needing the service and with .9 kW of
peak and 650 kWh of energy savings available per household
(significantly lower than the Florida Solar Energy Center's
estimates of 1.6 kW of peak reduction on average); and the
cost would average only $150 to $250 per residence, depending
on the severity of duct leakage. (Kordecki, TR 577-579)

We accept the above proposed finding of fact.

As of November 1991, nearly 3 years after the Solar Center
study and 2 years after the duct service was examined by the
company and passed the RIM test, TECO had not yet filed for
PSC approval of the pregram. (Kordecki, TR 577)

We accept the above proposed finding of fact.

Among the reasons for the low customer penetration of certain
TECO DSM programs, the company cited customer cost (in the
case of the comprehensive C&I audit), tenant/owner differences
or split incentives (with commercial indoor lighting), and
performance bond regquirements (with the conservation wvalue
program). (Kordecki, TR 573-574)

We accept the above proposed finding of fact.

TECO's HVAC program had an incentive for purchasers which was

discontinued and then reinstated when customer participation

fell dramatically. The reinstatement resulted in higher
A - 23
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27.

28.

29.

C.

customer participation, and a high incentive would tend to
increase participation even more. (Kordecki, TR 575-577)

We reject the above proposed finding of fact because Witness
Kordecki stated that, generally, an increased incentive would
increase participation but that for this specific program It

would not (Kordecki, TR 576).

TECO saved about 133 gigawatt hours of energy use during the
1980's, approximately 4% of the growth experienced over the 10
years, and expects to capture approximately 4% of the likely
growth during the 1990's. (Kordecki, TR 240-241)

We reject the above proposed finding of fact because the
record is unclear and confusing on this finding.

The low customer participation levels in TECO's commercial
indoor lighting program for 1991 and 1996 are defended as
reasonable on the basis of "the conditions eof that program and
what is involved in the program"” -- not on the basis of other
utility experience or industry standards. (Kordecki, TR 255~

256)

We reject the above proposed finding of fact because Witness
Kordecki does not state that the reasonableness of TECO's
programs is not judged on the basis on other wutility
experience or industry standards. This is an assumption made

by FRG.

The DSM program designs, savings results, and projected energy
savings of other utilities clearly indicate that TECO could be
implementing many additional conservation measures that could
displace or postpone the Polk Unit. (Chernick, TR 321-341)

We reject the above proposed finding of fact because the
projected savings from other utilities that Witness Chernick
discussed are not yet provan savings and therefore cannot be

considered to be completely reliable estimates of savings that
might displace or postpone the Polk Unit.

EVALUATION OF DEMAND-SIDE AND BUPPLY-BIDE OPTIONS:

A - 24
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30.

31.

32.

33.

4.

5.

Conservation and other DSM measures that failed the rim test
were excluded from further consideration by TECO, even if they
passed the total resource cost (TRC) test. (Kordecki, TR 521}

We accept the above proposed finding of fact.

Although treated as a “cost" in the RIM evaluation, the "lost
revenue" or "stranded investment" part of the RIM calculation
does not represent an additional "cost" of DSM to the utility
on its customers; rather, it is a transfer between customers
within the utility system that does not affect utility revenue
requiremerts or total system costs. (Kordecki, TR 526)

We accept the above proposed finding of fact.

TECO's goal in using the RIM to screen DSM is to assure that
nonparticipants are not worse off with DSM than without DSM;
that nonparticipants' electric bills will be no higher with
DSM than without it; and that nonparticipants do not suffer
inequity from participants' enjoyment of DSM benefits.
(Kordecki, TR 527, 528)

We accept the above propeosed finding of fact.

No nonparticipant analysis is made of supply options -- no
examination of whether customers who did not need additional
power are worse off with new supply than without it or suffer
inequity from other customers' enjoyment of the new supply.
(Ramil, TR 81-82)

We reject the above proposed finding of fact because Witness
Ramil stated that he was unsure whether TECO noted every
single criteria it used on pages 70 and 71 of the Need Study
(TR 80). FRG did not ask specifically if this criteria was
used. Instead, FRG concluded that TECO did not analyze
supply-side options based on this criteria.

TECO does not eliminate supply options from further review

solely on the basis that they would increase rates to some
degree or raise revenue requirements. (Ramil, TR 81-82)

We accept the above proposed finding of fact.

in evaluating supply options TECO attempts to determine which
option is "least cost" -~ has the lowest present worth revenue

A - 25
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6.

7.

as.

39.

requirements -- and uses a model called PROVIEW that optimizes
on the basis of lowest revenue requirements. (Ramil, TR 78-

79)
We accept the above propeosed finding of fact.

No DSM portfolio or individual conservation program was
evaluated alongside the final supply options to determine
whether DSM measures would have lower present worth revenue
requirements and lower system costs to customers. (Ramil,
Part 7, Exhibit 1, pages 66-73)

We reject tue above proposed finding of fact because Witness
Ramil did not make the above statement anywhere in the Need
Study, particularly the pages referenced.

LEAST COST/MOST COST-EFFECTIVE ALTERNATIVE:

The goal of utility resource planning is to minimize the long-
run costs of providing adeguate and reliable energy services
to customers, and cost minimization requires that utilities
choose the resources with the lowest costs first, adding
progressively more expensive options until demand is
satisfied. (Chernick, TR 297-298)

We reject the above proposed finding of fact because it is a
general statement of policy, not a fact.

Least cost utility planning reguires utilities to pursue the
most cost-effective resource plan. Such a plan would include
all cost-effective DSM that is available for less than the
cost of the supply it would avoid. Not pursuing all cost-
effective DSM would obligate a utility to purchase more costly
ﬁupfly to make up for enerqgy savings foregone. (Chernick, TR
299

We reject the above proposed finding of fact because it is a
statement of opinion or conclusion drawn by FRG.

TECO did not compare the total system costs and rate impacts
of the DSM measures that passed the TRC but failed the RIM
with the rate impacts and revenue requirements of the final
group of supply options evaluated by the company. Nor did
TECO determine whether the DSM Measures rejected for failing
the RIM would have cost less or had lower revenue requirements

A - 26
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40.

41.

42.

43.

than the proposed new facility. (Kordecki, TR 550)

We reject the above proposed finding of fact because it is a
conclusion drawn by FRG. Witness Kordeckil stated that the
programs that were rejected would increase rates. Therefore,
FRG has derived an improper conclusion from Witness Kordecki's

other statements.

Since TECO did not examine whether measures failing the RIM
would pass the TRC, the utility has no estimate of the amount
of saving. attainable through rejected measures and programs
that would be cost-effective under the TRC =-- measures which,
by definition, would lower revenue regquirements and reduce
system costs. (Kordecki, TR 552-554)

We reject the above proposed finding of fact because although
TECO did not evaluate in detail measures that failed the RIM
test, FRG draws the conclusion that TECO has no estimates of
the savings attainable from such programs.

6 == ' t
RESULTS OF TECO'S USE OF THE “RIM" TO BCREEN DSM:

TECO's resource planning and DSM evaluation goal is "to cost
effectively reduce revenue reguirements, utility cost and
lower future potential rates." (Kordecki, TR 239)

We accept the above proposed finding of fact.

Average customer costs and utility revenue requirements that
result from DSM programs, as compared with new generation, can
be lower even when customer rates to pay for the DSM are much
higher, but such DSM programs would be rejected by TECO for
failure to pass the RIM test. (Kordecki, TR 528-533)

We reject the above proposed finding of fact because even
though the above hypothetical situation was proposed by FRG in
its cross-examination of witness Kordecki, an actual program
of this sort was never mentioned in the record.

DSM programs that fail the RIM are excluded by TECO without
regard to the number of likely nonparticipants or the reascns

A - 27
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44.

45.

46.

47.

for non-participation. (Kordecki, TR 533)

We accept the above proposed finding of fact.

Contrary to the "WIN-WIN" characterization of TECO, rejection
of DSM programs for failing the RIM test (i.e., for increasing
the rates of nonparticipants) and building new generation
instead can result in making only the customers that would not
participate in DSM programs "winners" (by increasing their
costs less than under a DSM resocurce approach) but making the
customers who would participate "big losers'" (by denying them
the cost savings from the DSM programs apnd increasing their
costs to pay for the new generation. (Kordecki, TR 535-536)

We reject the above proposed finding of fact because, although
Witness Kordecki may have discussed the above subject, FRG
incorrectly drew opinions or conclusions from the statement
and, therefore, it is not a finding of fact.

DSM programs failing the RIM may have a smaller rate impact on
nonparticipant customers in the early years of implementation
than a proposed new power plant, and nonparticipants who leave
the system prior to the break even point would "win" both in
terms of rates and costs. (Kordecki, TR 546)

We accept the above proposed finding of fact because the
second statement is an opinion FRG drew based on the first
statement (which was said in the record).

Although greater flexibility in complying with acid rain
legislation was described by the company as a key virtue of
the proposed new power plant, TECO did not evaluate or model
a portfolio of DSM measures to determine whether they would
give the company more or less flexibility to meet clean air
standards than Polk Unit One. (Ramil. TR 72-75)

We reject the above proposed finding of fact. On the pages
cited above, Witness Ramil testified only that he did not
perform the analysis described above. He noted only that
Witness Kordecki might have.

Although company witnesses expressed concern about meeting
clean air standards, TECO made no environmental impact
comparisons between rejected DSM programs and the final group
of supply options evaluated. (Ramil, TR 75-76)
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48.

49.

50.

51.

52.

We accept the above proposed finding of fact.

The RIM test has no role in the economic screening of DS5SM
programs because it leads to the rejection of cost-effective
conservation measures -- measures whose total benefits exceed
their total costs. (Chernick, TR 300)

We reject the above proposed finding of fact because it is a
conclusion drawn by FRG, not a fact.

CONSERVATION MEASURES TAKEN BY & AVAILABLE TO TECO:

Although Polk Unit One, if built, will be a baselocad unit,
TECO has focused its DSM efforts on programs that reduce peak
demand and mitigate the need for peaking capacity, and the
company plans to continue this focus on reducing peak demand
in the years ahead. (Kordecki, TR 242-243)

We reject the above proposed finding of ract. Witness
Kordecki did state that TECO has focused its DSM efforts on
programs which reduce peak demand. However, the last part of
the above statement is incorrect, as Witness Kordecki did not
state that TECO plans to continue focusing on programs which
only reduce peak demand.

If TECO had evaluated and developed DSM programs directed at
reducing baseload capacity, which it chose not to do, those
programs would have reduced its need for additional baseload
capacity; and if it now were implementing energy saving DSM
programs, they would assist in deferring the need for new
baseload capacity. (Kordecki, TR 243-244)

We accept the above proposed finding of fact.

Research and utility experience shows that while homeowners
finance cars and other things, they have little interest in
financing energy efficiency measures. (Kordecki, TR 549)

We accept the above proposed finding of fact.

It would be possible for TECO to design a cost-effective
residential new construction program that promotes efficiency
installations which exceed code, and there is cost-effective
potential in some construction market segments that would not
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53.

54.

55.

56.

57.

58.

suggest code change. (Kordecki, TR 560-561)
We accept the above proposed finding of fact.

Because residential sales constitute about 41% of TECO retail
sales and C&I about 52%, with both projected to grow over 21
a year during the next decade, there is likely to be as much
potential for energy savings in the C&I sector as in the
residential sector. (Kordecki, TR 567-568)

We accept the above proposed finding of fact.

TECO analyses show that DSM programs in the CLI sector have
significant potential for energy savings but not for peak
demand reductions. (Kordecki, TR 568)

We accept the above propesed finding of fact.

Most of the savings projected from the collaborative efforts
cited by Mr. Chernick come from the C&I sector. (Kordecki, TR

568B) .
We accept the above proposed finding of fact.

There is nothing peculiar about the commercial sector in
Florida, as compared with the commercial sector in other
states, that would prevent TECO from getting greater energy
savings. (Kordecki, TR 569)

We accept the above proposed finding of fact.

Although familiar with the federal government's list of some
200 energy conservation measures published under the Clean Air
Act amendments, TECO has not investigated and analyzed most of
the measure in a specific fashion. (Kordecki, TR 575)

We reject the above proposed finding of fact because it is
misleading. Witness Kordecki testified that TECO investigated
the measures in a general fashion, but that TECO probably had
not analyzed every one of them in specific detail.

Although TECO's out-of-state witnesses demonstrated that there

are many reasons why the estimated savings from FRG comparison

utility programs may be overstated, neither testified that the

savings estimates of FRG witness Chernick were too high by any
A - 30
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59.

60.

61.

specific range of amounts (Perl, TR 638 & Kahn, TR 422-42%);
thus, on the basis of comparison utility projections and Mr.
Chernick's conservative analysis of their implicationz for
TECO, it is clear that TECO could have implemented better
designed and more comprehensive efficiency programs that would
capture significantly greater levels of energy savings during
the 1990's. (Chernick, TR 167=376)

We reject the above proposed finding of fact because the
second part of the statement is an opinion or conclusion drawn
by FRG, not a fact.

On the bpasis of these facts and those listed in Parts A & B
above, the Commission finds that TECO has neither adeguately
examined (investigated, analyzed and compared) not reasonably
implemented (i.e., undertaken well designed programs that are
comprehensive in their coverage of customer market segments
and electric end-uses) many cost-effective energy conservation
measures that are available to mitigate the need for the
proposed new power plant. (Chernick, Kordecki & Perl)

We reject the above proposed finding of fact.
MOST COST-EFFECTIVE ALTERNATIVE:

On the basis of the company's testimony, and specifically the
facts listed above in parts C & D, the Commission finds that
TECO's approach to evaluating demand - and supply-side
resource options is inconsistent and inequitable, and that it
unfairly discriminates against energy efficiency options in
favor of supply options that may be more costly and less
equitable to its customers. (Kordecki & Ramil)

We reject the above proposed finding of fact.

Oon the basis of TECO's testimony and the facts highlighted
above, the Commission finds that TECU's integrated planning
process -- with its inconsistent evaluation of DSM and supply
options -- is not capable of demonstrating that the proposed
new plant is the most cost-effective alternative available;
and the Commission further finds that the company has not
shown by a preponderance of the evidence on this record that
Polk Unit One is the most cost-effective option. (Chernick,
Kordecki & Ramil)
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We reject the above proposed finding of fact.

PROPOSED CONCLUSIONS OF LAW

L1 - L1} L1 ne

T i

Reading and interpreting the plain language of Section
403.519 of the Florida Electrical Power Plant Siting Act
as a whole, as well as considering it in the context of
FEECA's direction to construe this section liberally to
help control the growth rates of electric use and demand,
and noting that the company analyzes and chooses its
supply-side options on the basis of lowest cost, the
Commission concludes as follows:

a. that adequate electricity at "reasonable cost" means
electricity that meets basic system requi:ements at the
, since it would be "unreasonable" to

pay more than necessary for such electricity;

b. that "cost-effective" alternative means that a
resource cption's benefits equal or exceed its costs; and

ci that "most cost-effective" alternative means "lowest
cost" or "least cost" resource option available to meet
system needs.

The Commission also concludes that use of a practical
standard such as "least cost" for evaluating the "most
cost-effective alternative" is necessary in order to
carry out is statutory obligation, and that "least cost"
is the most logical standard in light of the specific
provisions of Sec. 403.519.

We reject proposed conclusions of law 1 and 2 because the
terms "most cost-effective alternative available" and "least
cost option" are not synonymous. If the Legislaturs intended
that the Commission use the more restrictive analysis
contemplated by the term "least cost option" in its
determination of the need for a proposed power plant, the
Legislature would have adopted that specific term.

- '
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The Commission concludes that Section 403.519 of the
siting Act requires that utilities seeking a
determination of need for new power plants demonstrate

the following:

a. that they have fully examined (i.e., investigated,
analyzed, and compared) the energy efficiency and other
DSM alternatives reasonably available to them, based on
their own research and experience, the studies and
experience of other Florida utilities, and the research
and DSM programs of utilities nationwide; and

b. that they have reasonably implemented (i.e., have
undertaken well designed programs that are comprehensive
in their coverage of customer market segments and
electric end-uses) the cost-effective DSM measures
available to mitigate the need for proposed plants.

The Commission concludes that TECO has not met its statutory
obligations under Section 403.519, F.S., having failed to
demonstrate by a preponderance of the evidence either that .
has fully examined or reasonably implemented the DSM measures
recasonably available to mitigate the need for Folk Unit One.

We reject proposed conclusions of law 3 and 4 because they
expand the Commission's review and analysis of TECO's
conservation efforts beyond the scope of what is required in
this need determination proceeding. In this proceeding TECO
has the obligation to show, and the Commission has the
responsibility to consider, the conservation measures TECO has
taken to mitigate the need for the proposed unit. The
conservation measures to be considered by the Commission here
are those measures that might mitigate the need for this

Wwhile the record in this proceeding shows
that TECO can improve its conservation efforts, the record in
this proceeding does not show that additional conservation can
be implemented guickly enough to avoid construction of this
particular power plant, and thus additional conservation
cannot "mitigate the need"™ for the IGCC plant.
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PORT MANATEE SITE MAP
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PORT MANATEE SITE STATISTICS AT 4-30-96

Size 665 Acres of Uplands
1835 Acres of Wetlands

2500 Acres MO L. Toral
Book Value: $4,878,096.89
Expected use.  Potential Power Plant Site
Regulatory Treatment:  Book Value Recorded in Account 105
“Property Held For Future Use” And Included

In Rate Base Per Docket No. 920324-EI,
Tampa Electric’s Last Base Rate Case (See p.33 of order)
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SUBMITTED FOR FILING 5/7/96
EXHIBIT NO. __ (JRR-1)
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EXCERPTS FROM FPSC DOCKET NO 920324-EI,

ORDER NO. PSC-93-0165-FOF-EI

TAMPA ELECTRIC COMPANY RATE CASE
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

hawy,

In Re: Application for a rate ) DOCKET NO. 920324-E1
increase by Tampa Electric ) ORDER NO. PSC-93-0165-FOF-E1
Company . ) ISSUED: 02/02/93

)

~he following Commissioners participated in the disposition of
this matter:

J. TERRY DEASON, Chairman
BETTY EASLEY
LUIS J. LAUREDO

pursuant to duly given notice, the Florida Public Service
commission held public hearings in this docket on September 30,
1662, in Tallahassee, Florida; on October 7, 1592 in Tampa,
Florida; and October 12 through 19, 1992 1in Tallahassee, Florida.
Having considered the record herein, the Commission now enters its

final order.

APPEARANCES:

LEE L. WILLIS, Esquire, JAMES D. BEASLEY, Esguire, and
KENNETH R. HART, Esquire, Ausley, McMullen, McGehee,
carothers and Proctor, 227 South Calhoun Street, Post
office Box 391, Tallahassee, Florida 32302.

JOHN ROGER HOWE, Esquire, Deputy public Counsel, and H.
Floyd Mann II, Esquire, Associate Public Counsel, Office
of Public Counsel, c/o The Florida Legislature, 111 West
Madison Street, Room 812, Tallahassee, Florida 32399~

1400.

JOHN W. McWHIRTER, JR. Esquiri and LEWIS J. CONWELL,
Esguire, McWhirter, Grandoff and Reeves, 201 East Kennedy
Boulevard, Suite 800, post Office Box 3350, Tanpa,
Florida 33601-3350; and VICKI GORDON KAUFMAN, Esquire
and JOSEPH A. McGLOTHLIN, Esquire, McWhirter, Grandoff
and Reeves, 315 south Calhoun Sstreet, Suite 716,
rallahassee, Florida 32301l.

DEBRA SWIM, Esquire and ROSS BURNAMAN, Esquire, 1115
North Gadsden Street, Tallahassee, Florida 12303-6227;
and TERRY BLACK, Esquire, Pace University Energy Project,
Center for Environmentzl Legal studies, 78 North
Broadway, White Plains, New York 10603.
CACUHENT HUNZIR-DATE
105 01243 FEB-2R
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PAMELA K. AKIN, City Attorney and TYRON BROWN, Esquire,
315 East Kennedy Boulevard, 5th Floor, Ccity Hall, Tampa
Florida 33602.
LT. COL. BRUCE J. BARNARD, and CAPT. TERRIE M. GENT,
AFLSA/ULT, 139 Barnes Drive, Tyndgll AFB, FL 32403-5319.
PATRICK K. WIGGINS, Esquire, Wiggins and Villacorta,
P.A., 501 East Tennessee street, Tallahassec, Florida
32302

half | . ) school B o

E'I E:I ﬂh'
ROBERT V. ELIAS, Esquire, DONNA L. CANZANO, Esquire,
MICHAEL A. PALECKI, Esquira, and M. ROBERT CHRIST,
Esguire, Florida Public Service Commission, 101 E. Caines
;@Mﬁ”“
PRENTICE P. PRUITT, Esquire, Florida Public Service
commission, 101 E. caines Street, Tallahassee, Florida
312399-0B62 :

CASE BACHKGROUND

on May 22, 1992, Tampa Electric Company (TECO or Tampa
Electric or the company oOr the utility) filed a Petition for an
increase in its rates and charges and approval of a fair and
reasonable rate of return. The petition seeks a permanent increase
in TECO's rates and charges pursuant to section 366.06, Florida
statutes. The petition cites the costs associated with building
and maintaining an adequate and reliable production, transmission
and distribution system; the cost of serving over 106,000 new
customers expected to take service by 1993 as compared to 1984 (the
test year in the company's last rate proceeding) ; and the effects
of a 41% expected increase in inflation from the end of 1984
through 1993 as factors creating the need for higher rates.
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The increases reguested total 63.5 million dollars in 1993 and
a step increase in 1994 of 34.4 million dollars. The company seeks
a Commission determination that a 13.75% return on eguity and &
5.22% overall rate of return is fair and reasonable for Tampa
Electric Company. Tampa Electric Company £iled new tariff
cechedules reflecting the proposed increases. The company did not
ceek an interim increase.

By Order No. pPSc-92-0596-FOF-EI ijssued July 1, 1992, the
commission voted to suspend the permanent increase pending review.
A prehearing conference was held on September 30, 1992 in
Tallahassee, Florida. A customer service hearing was held on
October 7, 1992 in Tampa, Florida. The final hearing was held on
October 12-16, 1992 in Tallahassee, Florida.
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We authorize an increase to Tampa Electric Company's annual
revenues of $1,163,000 beginning February 4, 1993; an additional
§17,412,000 increase beginning January, 1994; for a total increase
of €18,575,000. The 1994 rate changes shall become effective with
rne first billing cycle of that month.

e have set the rate of return on common eguity capital at 12%.

we establish an interim incentive TO encourage Tampa Electric
Company to maximize off-system sales of surplus capacity. We find
+hat TECO should not be rewarded or penalized for its performance
in the areas of residential rates, customer service and energy
conservation.

I1. TEST PERIOD
B Test Year

The purpose of the test year is to represent the financial
operations of a company during the periocd in which the new rates
will be in effect. Based on the filing date of TECO's request for
a rate increase, the first date that the new rates will be in

effect is approximately February, ~993.

There are primarily two options for evaluating Tampa Electric
company's expected financial operations. The first option is to
use & historical test year and make pro forma adjustments to $E:
The second is to use & projected test year. Both of these options
hnave strengths and weaknesses.
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implying that no obligation exists. Even under the pay-as-you-dgo
method, estimates would be necessary for the use of projected test
years. Further, FAS No. 106 reguires companies tc regularly
review their calculations and make adjustments. The Commission
~ould monitor such adjustments. Moreover, long-term estimates are
routinely used in rate cases.

Regarding the amortization of the transition obligation and
inter-generational inequity, TECO testified that, even with the
amortization of the transition obligation, there is better matching
and a2 more eguitable allocation with FAS No. 106 than with the
pay-as—-you-go method. Alsc, amortizing the transition obligation
is similar to catch=-up methods for underrecovery of depreciation,
for changing income tax treatments, and for pension accounting.

Regarding the possibility that funds collected through rates
will not go to pay benefits, we note that funding of OPEBs would
eliminate this possibility though it might not be the least cost
method. We also note that FAS No. 106 requires a conpany to review
the calculations of OPEB costs and make adjustments for material
changes.

Accordingly, we find that FAS No. 106 shall be used by Tampa
rlectric for ratemaking purposes. We believe that the accrual
accounting prescribed by FAS No. 106 is appropriate for ratemaking,
pecause it matches the cost of OPEEs to the period when employees
are working and earning the benefits. Continuing the pay-as-you-go
method would result in a mismatch between the cost of an employee's
cervice and the period when the employee provides that service. We
acknowledge that FAS No. 106 costs are estimates but note that many
costs recognized in rate cases are pased on estimates. FAS No. 106
estimates are reviewed and can be monitored and corrected.

IV. RATE BASE

To establish TECO's overall revenue reguirements, we must
determine its rate base. The rate base represents that investment
on which the company is entitled to earn a reasonable return. A
utility's rate base is comprised of various components, including
1) plant-in-service, 2) depreciatic.a reserve, 3) construction work
in progress (CWIP) (where appropriate), 4) property held for future
use, 5) fuel inventory, and 6) working capital.

TECO reguested 2 rate base of 61,868,787,000 ($1,970,215,000
system) for the 1993 projected and $2,073,467,000 ($2,180,246,000
system) for the 1994 projected test year. Evidence developed
during the course of the proceedings has led us to reduce the
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jurisdictinnal amounts to $1,749,355,000 for 1963 and
s1,6850,527,000 for 1994. we therefore approve the rate base
summarized in the schedules attached to this order as Appendix 1.

». Methodology

we find that the use of & simple average methecdology is not
appropriate for computing the 1994 rate base.

1n the company's original f£iling, a 13-month average was used
+c compute the rate base for the 1993 Projected Test Year. TECO
reguested that the commission, after making staff adjustments tO
<he 19¢3 data, use TECO's financial model *to determine the
appropriate additional revenue Iincrease for the 1994 Subsegquent
Test Year. The company submitted very little additional
information for 1994 pased on its reguest to use its model to
determine the 1994 revenue increase. TECO was asked TO supply a
number of stand-alone MFR schedules for the 1994 Subseguent Test
vear. The schedules were prepared using a simple average rather
+han the standard 13-month average method. A comparison of the two
methods shows that TECO's 1994 revenue reguirement, before any
staff adjustments, ig §1,383,000 higher using the 1J-month average.
we believe that the 1994 data used to compute a revenue increase,
if any, should be comparable to the data used to compute the 1993
revenue increase. Therefore, we f£ind that a2 13-month average shall
ve used to determine any revenue increase for the 1994 Subsequent
Test Year. A COmparison of the two methodclogies is shown on the
¢p5llowing tables (000's):

RATE BASE
Sinple ave. 13-month Diff.
Plant in Service £2,626,092 52,625,595 (5497)
hcc. Deprec. _(996,699) 9 265
Net P-I-S 1,629,393 1,629,161 (232)
CWIP 213,831 213,831 ——
PHFU 62,036 62,026 ——
Net Flant 1,905,260 1,905,028 (232)
Wworking Capital 166,207 166,926 11281)
Total Rate Base §2,073,467 §2,071,954 ($1513)
========= s=—c=c—o—=w ======
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NET OPERATING INCOME

Tot. Oper. Rev $612,747
Oper. Expenses:
operaticon-fuel ( 7,561)
=gther {144 ,951)
Maintenance (76,1E80)
Depre.& Amort. (107,980)
Taxes-other (41,960)
curr. Inc. Taxes (61,840)
Deferred Inc. Taxes { 2,820)
Charge/Egiv ITC 4,214
Loss on Disposal 9
Total Oper. Expenses (439,109)
tiet Operating Income £173,638

B. rlant In Service

" : | .

removed from extended cold
1950 and
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Mr. Stewart, Public Counsel's witness argued <that Tampa
Flectric does not need the Hookers voint capacity. He correctly
stated that the reserve margin will be reasonably adeguate whetner
or not such capacity is included on Tampa Electric's system.
However, Mr. Stewart did not discuss the possibility that such
capacity was needed tO meet the LOLP criteria, although he admitted
~hat a utility should be reliable during the entire year and not
just at peak times (Tr. 1273). It should be noted that, for the
period from 1963 to 2000, Tampa Electric's summer reserve margin
criteria is not viclated, and the winter reserve margin is
projected to pe no lower than 16%, if Hookers Point was not
returned to service.

Tampa Electric's sYStem ig over 23300 MW and the combined
capacity of the five Hookers Point units is 210 MwW. Tampa
flectric's generating SYSter is primarily baseloaded. Hockers
Point capacity is used to meet peak anc near peak loads, which
occur many hours of the year thus greatly contributing to the
reliability of the system. We agree that the Hookers Polnt units
are needed for Tampa Electric to meet 1ts reliability criteria.

b. To take advantage of an improved market for off-system sales

Exhibit 45 contains a "Summary for Appropriation Request" from
June 1990 authorizing the return of the Hookers Point units to

service. Tampa Electric's budget for 1990 did not include the
start-up costs for all the units because it had not planned to
return all five units to service at one time. Tampa Electric

proposed gselling 80 MW of capacity off-system between 1991 and
1994, which would generate more than enough revenue to offset the
incremental cost of restarting all five units at once.

However, Public Counsel argued that the increased capacity
from Hookers Point station would not be needed if Tampa Electric
were not selling so much capacity off-system out of Big Bend 4.
public Counsel argued, in effect, that Tampa Electric is using more
expensive generation out of Hookers roint ¢to make cheaper
generation from Big Bend 4 available to its wholesale customers,
and that the retail ratepayers are subsidizing Tampa Electric's
wholesale customers.

1+ should be noted here that the Commission imputed over 5317
million of rate recovery for Big Bend 4 in Tampa Electric's last
rate case in 1985, pecause the commission determined that the
utility did not need 145 MW of capacity from pig Bend 4 at that
time. 1In doing so, the commission provided an incentive for Tampa
Electric to sell the excess capacity off-system.
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E. To comply with the Commission's Order No. 22708, Docket No.
900071-EG, regarding the 198% Christmas capacity shortfall

Mr. Ramil testified that Tampa Electric followed the
cemmission's recommendation that utilities return their long-term
veserve standby units to service earlier (Tr. 1968=-9, 1995-7). AT
page %, section 9, of Order 22708, the commission stated that

Where practicable, cold standby units should be

returned to service earlier, or their status should
be enhanced from a state of "cold" standby to "hot"
tandby.

The Commission did not order Tampa Electric, or any other
utility, to bring its plants back early, but only to consider doing
so where practicable. Tampa Electric considered this advice and
determined that it was prudent to accelerate plans to return the
Hookers Point units to service, We agree with Tampa Electric's
decision.

There was ccnsiderable evidence in this case concerning the
prudence of returning the Hookers Point units to service. Some of
+the evidence, especially that concerning bringing the units back to
bolster off-system sales, could imply that Hookers Point should be
removed from retail rate base. However, the weight of the evidence
surrounding Tampa Electric's need for the units to ensure systenm
reliability and adeguate LOLP leads us to conclude that the Hookers
Point units are needed, and that their inclusion in rate base 1s
appropriate. Accordingly, we £ind that the Hockers Point units
chall be included as plant in service in the rate base of Tamba

Electric Company.

2+ over Accrual of AFUDC on Work order K23

pased on findings in the Staff Audit Report, Disclosure No. &
(Exh.83,p.labeled 17}, staff proposed that adjustments be made to
reduce the 1993 Projected Test Year Rate Base by $95,275, to reduce
nccumulated Depreciation by $16,952, and to reduce Depreciation
Expense by $4,002. The report stated that the company continued to
accrue AFUDC on a project for several months after all major work
on the project had been completed. For the 1994 Subsequent Test
vyear, staff proposed to reduce Rate Base Dby §95,275, reduce
accumulated Depreciation by 520,954, and reduce Depreciation
Expense by $4,002. The company reviewed this finding and in its
response to the audit and agreed that the adjustments should be
made. No other party took a position on the issue.
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Therefore, we reduce the 1993 Projected Test Year Rate Base by
sg5,275, reduce hccumulated Depreciation by $16,952, and reduce
pepreciation Expense by $4,002. For the 1994 Subseguent Test Year,
we reduce Rate Base by $95,275, reduce Accumulated Depreciation by
¢20,¢54, and reduce Depreciation Expense by 54,002.

3 Compliance with Rule 25-6,0141(11(€), Florida
In pertinent  part, Rule 25-6.0141(1) (e), Florida

idministrative Code states “"Account 107, construction Work 1in
Progress shall be subdivided so as to segregate the cost of
construction projects that are eligible for AFUDC from the cost of
construction that are ‘neligible for AFUDC."

audit Exception No. 1 of the staff Audit Report states that
TECO is in violation of Rule 26-6.0141(1) (e), F.A.C. The report
c-ates that the company is not subdividing Account 107 in the
ceneral Ledger and, therefore, is in violation of this section of
~he rule. The company responds that it has always complied with
<he rule that Account 107 be cubdivided. TECO maintains that the
rule does not specify the method of segregation.

The company prepares a monthly analysis of projects which are
eligible as well as ineligible for AFUDC. These totals are
included in two subsidiary ledgers (Exh.62-composite; Informal Data
Reguest 24,p.l). Report FT003130 (p.7-10) lists all ineligible
projects by project number. The general ledger contains total CWIP
py month; and, the remainder, after subtracting the total of all
ineligible projects, is the total of eligible projects.

The list of ineligible projects is at least four pages long.
The inclusion of this level of detail in the general journal is not
reqguired. A general journal by definition need not contain a
detrailed breakdown of all accounts as long &s there are sufficient
other ledgers or subsidiary ledgers which are detailed and allow
the search for, or confirmation of, specific accounting
information. part of the reguired audit work of TECO was an
examination of projects eligible for AFULC. There is no indication
in the .audit findings that suggest that the auditors had any
difficulty in locating eligible or ineligible projects during their
examination of construction projects. 1t appears that the auditor
has taken the very conservative position that the rule reguires
that Account 107 be segregated in the general ledger itself.
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The rule, however, does not say that; rather, the rule only
states that Account 107 be segregated. TECO has segregated Account
107 in subsidiary ledgers rather than the general journal.

We believe that the level of detail contained in the
subsidiary ledgers is adequate. Therefore, we find that TECO shall
not be reguired to change 1its present method of recording and
accounting for eligible and ineligible AFUDC projects in its
subsidiary journals.

[ i = + vo=Wel -

contract

Me. Bouckaert. staff's witness, proposed through testimony (TR
1285) and Audit Disclosure Number 9 in the staff Audit Report,
adjustments to reduce Plant in Service $46,028 (552,334 System) and
reduce Accumulated Depreciation 54,987 (55,670 System) for the 1993
projected test year. The recommended adjustments for 1994 are to
reduce Plant in Service $45,588 (952,334 System) and Accumulated
Depreciation by $6,086 (§7,763 System) for the 1994 subseguent test
yvear. (EX B4 selected hudit Work Papers).

Audit Disclosure No. 9 states that TECO contracted with Dravo-
Wellman to install a bucket coal unloader at the Gannon Station.
The original contract price was €2,841,750 and the original budget
including overhead was $3,172,000. Because of time delays and
because the machine unloaded coal below the minimum unloading rate
+he parties entered into a settlement lowering the contract amount
py 51,525,000 from 52,841,750 to 1,316,750, As a result of the
reduction in contract price, TECO overpaid Dravo-Wellman by
¢775,000 since TECO had been paking progress payments based on the
original contract. The £775,000 amount related to the refund had
accrued AFUDC during the construction period, but upon refund of
+he overpayment, no AFUDC was removed from CWIP.

TECO believes the funds were properly expended, the company
was without the use of the funds, and the accrued AFUDC should
remain. Audit staff's position is that the $775,000 was a refund
of an overpayment and was not eligible for AFUDC.

Since the contractor agreed to accept less than one-half of
the contract amount, it is clear that the contractor performed
poorly on this contract. The actual cost to TECO includes the
AFUDC on the overpayment. In summary, a contractor performed
poorly and TECO sought and received such a large settlement that
the contractor was reguired to make a refund.
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our rules do not specifically address AFUDC on amounts later
refunded. It is preferable to address unusual events individually
rather than through rule amendments. Since our rules do not
address this situation we pelieve that it is within the discretion
of the Commission toO make adjustments 1O plant, accumulated
gdepreciation and depreciation expense, for both the 1993 and 1994
test years. However, We make no adjustments, as TECO has taken the
app.opriate action to reasonably 1imit the cost of the unloader.

5. pdiustments Related S0 plapning and Pre-engineering

concurrently with the staff financial audit, an engineering
audit of expenses rssociated with Big Bend 4 (BB4) was also

conducted. The recommendations of this Engineering Audit wzre
contained in the Staff Audit Report. This issue was develcped as
a result of Audit Disclosure No. 2 in that report. Total

architect\engineering cOStS from March, 1974 until March, 197E,
when <the final design of BB4 Wwas authorized, amounted TO
¢3 544,000, Of this total, 52,744,000 of these costs related to
engineering design which had to be redone pecause of scope changes.

The audit opinion is that "Normally pianning costs can be a
part of project costs if they lead into an approved project 1in a
reasonable span of time. 1In this project there were excessive
delays from 1971 to 1978 due to adequate reserve capacities, and
«he costs do not reflect true project costs."

The report recommended that engineering costs of $2,744,000
chould have been expensed rather than capitalized. various design
and scope changes caused rework which replaced $2,744,000 of
original design work. The exact origin or cause of these changes
cannot reasonably be determined at this +ime. The company in its
response to the audit disclosure, points out that these changes
were the proper response +o variations in conditions such as
economic and environmental changes which were outside the scope of
+heir company operations. The company does not disagree that some
additional costs may have been incurred; however, there is nothing
in the record that suggests that these expenses might have been

imprudent.

In spite of the luxury of hindsight, which does suggest that
some of these expenses might properly have been expensed, we lack
the detailed information toO determine which expenses would

appropriately be disallowed.
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overall, the record evidence in this proceeding does not
support reversing commission Order 15451, which allowed these
charges in Rate Base. Therefore, we find that these charges shall
remain as capitalized expenditures in TECO's Rate Base.

*/ 3 J L3

£.

- - B »aring S i

Mr. Davis testified that the additional Architect/Engineering
cests of §513,000 should have been expensed rather than capitalized
in Audit Disclosure No.3. The circumstances involved in the
construction of Big Bend 4 (BB4) were necessarily very complex.
The record shows that numerous delays were encountered, but it is
not currently reasonably possible to reconstruct the origin and
circumstances of those delays. The company position states that
costs for these drawings were part of the project cost accepted for
capitalization in Order 15451 (TECO Brief, p.32), and there is no
substantive evidence in the record to suppert reversal of that

action.

Therefore, we find that the $513,000 expenditure for
additional architect/engineering drawings related to Big Bend Unit
4 shall remain capitalized.

.. . , . :
WMMW : ZAns Ve :

In February, 1991, TECO purchased from the Sebring Utilities
Commission (SUC) the generating units at the Phillips and Dinner
Lake sites, associated transmission facilities, and agreed tc
provide full reguirements service to Sebring's customers. We
consider whether or not the purchase of the generating and
transmission facilities is appropriate for inclusion in rate base.

Mr. Ramil, TECO's witness, stated that the SUC plants
purchased "are economical sources of peaking and intermediate
capacity and provide fuel savings to the Tampa Electric System."
He further stated that the Phillips site is a desirable potential
cite for additional peaking and intermediate capacity.

TECO provided economic analyses of the SUC purchase in Late-
filed Exhibits 128 and 129. Public Counsel correctly notes that in
Late-filed Exhibit 128, the page entitled "Retail Jurisdictiocnal
nenefits from the Sebring Transaction" is on a system basis. The
analysis shows the SUC purchase to have a positive cumulative
present worth in each year for 1993-2002. However, TECO has
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included 1651 and 1992 suel savings with 1993 fuel savings. This
has the effect of making the transaction appear more cost-effective
chan it really is. A more accurate analysis would have included
<he costs (revenue reguirements), and benefits (fuel savings and
rnon-fuel revenues) for 1991 and 1992. Estimating these amounts
shows the transaction to gtill be cost-effective, but with the
cumulative present worth of the penefits not becoming positive
until 1998.

Late-filed Exhibit 129 compares the effects on TECO's systen
with and without the SUC units. This analysis shows an increase in
cost of approximately sz8 million for the period 1993-2002 if the
cuc unite are excluded.

The addition of the SUC generating plants will only marginally
improve TECO's reserve margin. TECO's 1992/53 winter reserve
margin with the SUC units is forecasted to be 28%, but excluding
the 5UC units lowers the 92/51 reserve margin only to 27%.
Throughout the forecasted period of 1962-2002, including the SUC
uniss improves TECO's reserve margin by only one or two percentage
points. TECO's system is primarily paseloaded, and the SUC units,
which are peaking and intermediate in nature, will contribute to
the reliability of the system.

We believe that the evidence in the record shows the addition
of the SUC units are cost effective and will contribute <o
maintaining TECO's reserve margin. Also, the Phillips site
provides TECO with an a site available for peaking and intermediate
capacity to meet future needs. Therefore, we f£ind that these units
chall be included in rate base.

on February 28, 1991, TECO purchased some production and
transmission plant assets from Sebring Utilities Commission at less
than net book value, thereby creating a negative acguisition
adjustment of $10,728,866. (MFR Schedule B-11, composite EXH 3) The
company paid 37,000,000 for asseis having a net book value of
57,728,866, The initial entries TECO made to plant, Account 101,
and reserve, Account 108, associated with this purchase Wwere
567,367,000 and 518,461,000, respectively, with a credit of
510,728,866 to  Account 114, Electric plant Acquisition
Adjustmentn.{tuﬁpusite EXH 62, p- 19-24) Amortization of this
acquisition adjustment was initiated based on a period of 23 years
with a charge to Account 115, Accumulated Provision for
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amortization of Electric Plant Acguisition Adjustments and a credit
to Account 406, Amortization of Electric Plant Acguisition
Adjustments. (Schedule B-11, Compesite EXH 1) The amortization
period was based on the remaining life of facilities purchased.

In December 1951, the Federal Energy Regulatory Commission
(FERC) irected TECO to treat the acguisition adjustment as a
c-edit to the reserve, thereby restating the reserve of the
purchased assets by the acguisition adjustment amount. (MFR Schedule
E-11, Composite EXH 3) This may be predicated on an assumption
that when plant is sold for less than book value, the market value
1s a better indicator than net boock value. wWhether net book value
ie reduced by an acquisition adjustment or by increasing
accumulated depreciation, the result is to reduce the plant amounts
+o the total actually paid by TECO.

In accord with FERC's directive, TECO transferred the balances
in Accounts 114 and 115 to the reserve, Account 108.(EXH €2) The
acquisition adjustment is recorded and is being maintained as a
separate subaccount in The reserve. (Schedule B-8b, p. 3-10,
Composite EXH 3) 1In this respect, it has the same effect as if the
amount were recorded in Account 1lls. We believe this treatment is
satisfactory.

Accordingly, we find that the rate Lase accounting treatment
for the Sebring Utilities Commission assets utilized by TECO in its
£iling for the 1993 and 1994 test years is appropriate.

s, Total Level of Plant In Service

We find that the appropriate jurisdictional Plant in Service
is $2,4237,233,000 for 1993 and $2,561,446,000 for 1994 based on the
adjustments made concerning the overaccrual of AFUDC, the revised
jurisdictional separation factors, the use of a thirteen month
average for 1994, certain affiliated transactions and the over
projection of plant in service discussed below.

Mr. Schultz, OPC's witness, testified in support of
adjustments to plant in service and accumulated provision for
depreciation based on a comparison between actual plant and
accumulated depreciation for the months of December, 1991 through
July, 1992. Schedule 5 of his prefiled testimony indicates that
the actual plant balance for July 1992 was only $2,512,255,000 and
the projected balance $2,528,129,000.
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Exhibit 50, page 2 of 3, shows the projected plant in service
for July 19952 (revised forecast) to be S$2,529,311,000. hctual
plant in service for July 1692 is only 52,512,255,000 which is
§17,056,000 less. Since the revised forecast uses actual plant
valances through January of 1992, this difference accumulated In
only six months.

TECO did not provide any detailed explanation of the over
projection of plant or any specifics showing when the growth rate
of actual plant would accelerate to reduce or eliminate the over
projection. Accordingly, we make adjustments to reduce plant in
service, increase reserve for depreciation and amortization
(adjustment to increase the reserve reduces the absolute dollar
amount of the negative reserve), and reduce depreciation and
amortization expense of the following:

1993 (000's)

Jurisdict
Plant ($17,056) {$15,910)
Reserve £582 $543
Depreciation Expense {5635) {$592)

1994 (000's)

Plant {$17,056) ($15,843)
Reserve 51,217 81,131
Depreciation Expense (5615) (5590)

These adjustments to plant, depreciation expense and the reserve
are calculated based on the latest actual amounts. Actual system
depreciation and amortization expense for the month of July 1992 of
7,796,000 was .3103% of the July plant balance of $2,512,255,000.
That percentage applied to the $17,056,000 difference between
actual plant and projected results in monthly adjustments to
depreciation and amortization expense and the related reserve of
£52,925.
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Tampa Electric proposes an amount of CWIP in rate base it
believes is essential to maintain its financial integrity and
credit rating. The calculations for the company are on a total
c.mpany basis after adjustments for purchased power capacity and
off-systen sales.

Public Counsel believes the amount of CWIP proposed by the
Company is inaccurate for several reasons. First, OPC believes
Tampa Electric will be able to receive additional revenues if the
Company asks for wholesale rate relief. OPC also points out that
Tampa Electric did not include the cash flows from implementing FAS
106 when calculating the percent of funds generated internally.
oPC further believes Tampa Electric has understated off-system
sales for 1993, and has over projected the amount of construction
it will incur during the test years. (TR 258, 598-600) 1In OPC's
cpinion, these misstatements understate the financial integrity of
the company. Tampa Electric actually has more revenues available,
and conseguently, better financial integrity.

We based the financial integrity %est on the regulated
electric operations. Although Mr. Abrams testified on behalf of
Tampa Electric that the rating agencies perform a credit analysis
on a total company basis, the Commission can only be responsible
¢or the regulated portion of Tampa Electric Company. The
commission considers the financial risks and strength of the
regulated utility, while the wholesale operations are under the
jurisdiction of the Federal Energy Regulatory Commission.

Mr. Abrams also states that only 6% of total company sales
come from the wholesale business; therefore, any wholesale rate
relief will have a marginal effect on the financial integrity. If
we calculate Tampa Electric's financial integrity on a regulated
rather than total company basis, it will alleviate OPC's concern
that the financial integrity has been understated due to possible
wholesale revenues.

Tampa Electric did not include the cash flows from
implementing FAS 106 in its original financial integrity study.
(TR 1870) The company did, however, calculate the effect of FAS
106 on financial integrity in a late-filed hearing exhibit No. 121.
We considered the cash flaws from FAS 106 when calculating the
financial integrity for the regulated operations of Tampa Electric.
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we agree with the OPC that the company may have overstated the
amount of construction projected for 1993 and 19%4. Overstating
construction has the effect of overstating the amount of CWIP that
chould be included in rate mpase. We have adjusted the CWIP balance
o reflect the over projected construction when considering the
¢inmancial integrity of Tampa Electric.

opc recommends that off-system Sales be included 1in
jurisdictiannl revenues, but not at the amount projected by Tampa

Electric. OPC notes that the revenues collected through August
ioc2? are already higher than the 1093 full year forecast;
herefore, the Company has understated cff{-system sales. If an

incorrect amount of revenues 1S included in the regulated
jurisdiction, it will affect Tampa Electric's financial integrity.
;e discussed at lungth beginning at page 82 of this Order, we have
voted to remove off-system sales from jurisdictional revenues and
included those Trevenues in the Fuel and Purchase Power Cost
Recovery Clause. This eliminates the problems associated with
under or over forecasting the level of off-system sales when

cetting base rates and when analyzing financial integrity.

Tampa Electric may not have correctly accounted for potential
revenues from its wholesale business and FAS 106, or projected off-
system sales precisely. In addition, we believe the proposed
amount of CWIP in rate pase is overstated.

Aaccordingly, we find that the company has not properly
calculated the effects of including construction Work in Progress
in its rate base on 1ts financial integrity.

2. v ] s W
in Rate Base

We find that the Company has over projected its CWIP balance
by $11,972,000 ($12,065,000 system) in 1993 and by $11,959,000
(12,065,000 system) in 1994. In addition, after considering an
acceptable level of financial integrity ior Tampa Electric, we
reduce the level of CWIP in rate base tO 18,793,000 for 1993 and

48,017,000 for 1994.

A comparison of monthly CWIP amounts based on the original
1992 forecast contained in the MFRs and the revised monthly CWIP
amounts for 1992 provided in cre-filed Exhibit 69 shows
significant differences.
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ORIGINAL  REVISED ACTUAL
December 1991 €13,032 §16,698 ©18,698
January 19%2 19,842 19,842 19,842
February 1952 26,326 20,121 23,180
March 1952 34,599 21,652 24,481
Ayril 1992 315,868 28,024 27,541
May 1952 42,6136 33,9682 25,947
June 19%2 44,1E5 36,035 21,110
July 1982 47,501 $2,B76 30,811
hugust 1992 50,567 46,725
September 1992 56,700 54,230
Dctober 1992 58,771 58,121
November 1992 65,649 67,701
December 1992 56,194 52,818

5 review of the above figures indicates considerabple variance
serween TECO's projections of CWIP and actual CWIP. The original
1062 was based on numbers through November, 1991. TECO's
projection of CWIP for December, 1991 was $13,032,000. Actual CWIP
was S518,698,000. In projecting CWIP just one month into the
future, TECO had over projected the balance by $5,666,000. TECO
used actual numbers through January, 1992 in projecting its revised
budget for 1992. By July of 1992, the difference between TECO's
second projection of CWIP for 1992 and actual CWIP was $12,065,000.
since projected plant in cervice for July exceeded actual plant in
service by $17,056,000 the excess projected CWIP is not offset by
an under projection of plant. Therefore, we reduce total projected
CcWIP for 1983 and 1994 by §$11,972,000 ($12,065,000 system) and
11,959,000 ($12,065,000 system).

We have considered the amount of eligible CWIP needed in rate
rase to meintain Tampa Electric's financial integrity. The
fsinancial ratios considered include interest coverage and total
debt to total capital. We note that two of the ratlios calculated,
funds flow interest coverage and funds from operations as &
percentage of average total debt, are above the Standard & Poors
srandard for Ah-rated companies even with no rate increase. Also,
the level of net cash flow to capital expenditures set for Ah-rated
companies cannot be reached even after considering Tampa Electric's
full rate reguest.

Interest coverage after AFUDC has been identified by the
several witnesses as oOne of the most important indicators of
financial integrity. We have calculated a jurisdictional interest
coverage for Tampa Electric after all other Commission approved
adjustments. The coverage is calculated on a jurisdictional
pasis rather than total company because the Commission can only be
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responsible for maintaining the integrity and strength of the
regulated utility.

TECO's witness Mr. Abrams, who is employed by the puff &
Phelps rating agency, restifies that a 4.0 times interest coverage
is appropriate for a Ah-rated electric utilicy. standard and
porr's, another rating agency, indicates that interest coverage for
a Ar-rated electric utility should be above 1.5 times. We bellieve
+he Company should be allowed enough CWIP in rate pbase to maintain
an interest coverage of approximately 3.75 times. Therefore, in
1ge3, we allow only the §18,793,000 of CWIP ineligible for AFUDC in
raze base. We have calculated, on & jurisdictional basis, that
eliminating the remaining CWIP in 1983 will allow Tampa Electric 2
;.16 times interest coverage.

Tn 1994, we allow ¢48,017,000 of CWIF in rate base.
nisallowing the remaining CWIP in 1994 will jurisdictionally allow
Tampa Electric a 3.75 times interest coverage. Mr. Ahbrams
-pstifies that Tampa Electric will be in the peak year of its
construction program in 1994. pased on this testimony, we believe
-hat if Tanmpa Electric does not fall below the interest coverage
standard for a Ah-rated electric utility in the critical year of
1664, the financial pressure on the company caused by the
construction program will begin toc moderate.

Finally, a AA-rated company should maintain a debt ratioc balow
:6%. These adjustments to the allowed level of CWIP do not affect
Tampa Electric's requested debt ratios of 41% in 1993 and 42% 1in
1964. Therefore, Tampa Electric is within the debt ratio range
needed to maintain a Ah bond rating.

2. ! = L

Tampa Electric purchased 11 acres of land in 1982 from Port
surton, Inc. to support expansion of the Gannon Staticn coal yard
when Gannon Station converted from oil to coal. A small part (0.66
acre) of this land, parcel B, cannot currently be used for coal
storage because a large sulfur storage tank sits on the land. The
sulfur tank will be used until 1999 pursuant to a pre-existing
lease agreement between the tank user and Port Sutton. Tampa
Flectric testified that the entire land purchase was one
rransaction; Tampa Electric was not able to buy the land needed for
Gannon's coal yard expansion without purchasing parcel B as well.
Mr. Ramil testified that Tampa Electric was given a good deal on
the land in exchange for allowing Port Sutton to continue receiving
payments for the storage tank until expiration of the lease.
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c+aff's witness, Jack Hoyt, proposed in the Staff Audit Report
and through testimony that 535,515 ($36,429 system) be transferred
¢rom hccount 105 (Electric Plant Held for Future Use) to Account
121 (Nen-Utility Plant). The commission ordered Tampa Electric to
put the dollar amount in gquestion into Plant Held For Future Use in
Order No. 17281, Docket Yo. E60001-EI. Mr. Ramil testified that
parcel B "may indeed be useful for the plant site" once the lease
on the tank expires. Therefore, we find that the level of Plant
Held for Future Use for the Ganncn Coal Yard is appropriate.

4. Plant Held for Future Use = POIXL Manatee Plant Site

Power plant sites in Florida are becoming increasingly more
difficult to find, purchase, and permit. Tampa Electric has 2
potential power plant site at Port Manatee. Utilities purchase
power plant sites in advance, because the value of the land will
generally appreciate at a rate greater than the utility's overall
-aze of return. If the Commission found that the Port Manatee site
was an imprudent investment and did not allow Tampa Electric to
earn a rate of return on the property, Tampa Electric would be
encouraged to sell the site now. Tampa Electric would then have to
cearch for, and purchase, another site for a future power plant, at
much greater cost.

public Counsel argues that Tampa Electric has no current plans
¢or the Port Manatee plant site. Staff agrees that, at the current
time, the company has not identified a particular generating unit
+o be built at the site. However, as discussed before, it will be
more difficult to f£ind an alternate plant site in the future. BY
allowing the Port Manatee site to remain in rate base, Tampa
flectric will already have a viable generating site for future
power plants. The Power Flant g§iting Task Force recognized that
<he Port Manatee location was a viable generating site, although
the task force ultimately recommended the Polk County location for
Tampa Electric's next plant. Accordingly, we find that the
reguested level of Plant Held for Future Use in the amount of
4,640,000 (55,094,000 system) for 1993 and 54,692,000 ($5,172,000
system) for 1994 associated with the Port Manatee plant site is
appropriate.

. i e il

The Staff Audit Report, Audit pDisclosure No. 7, stated that
three substation sites listed in the MFRs for the Projected Test
vear ended December 31, 1953 had been transferred out of Account
105, Property Held for Future Use, to Account 121, Non=-Utility
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property, in March of 1092. The Audit Report, which reported on
the year ended December 31, 1991, recommended that an reduction of
$86,000 be made to Account 105 to reflect this transfer which took
place prier to +he test year, but were still listed in the MFRs.
Since the company had in fact effected the transfer in 1992, the
13-month average that was listed in the MFRs for the 1993 and 1954
Projected Test Years was €52,000. The company in its response to
rhe audit agreed to the reduction. We accept and approve this
reduction to Rate Base of §52,000. Since these sites contained no
depreciable structures, there is no reduction for Accumulated
Depreciation or Depreciation Expense.

Incorporating the adjustments made related ' to the
reclassification of the three substation sites, the
reclassification of the Jackson Road substation site and the
revised jurisdictional separation, Wwe £ind that the appropriate
jurisdictional amounts of plant held for future use are $45,90%,000
for the Projected Test Year 1993 and $60,382,000 for the Subseguent
Test Year 1994,

in the past, commission rate case decisions have reflected the
importance of retaining certain properties held for future use in
view of Florida's projected growth rate, the burden on the
ytilities to meet this growth rate, and the expense that might be
incurred if the properties were sold and had to be replaced in the
fyture at greater cost. one of the most important aspects of long
range planning is the jdentification and acguisition of land for
future system expansion regquirements.

pPublic Counsel's witness, Mr. Schultz, applied a 10-year rule
to plant held for future use, suggesting that property either owned
by Tampa Electric for longer than ten years or whose projected in-
cervice date is greater than ten years in the future should be
removed from rate base. We disagree with this methodology because
it arbitrarily disallows rate recovery for power plant,
distribution substation, and transmission substation sites that
Tampa Electric plans to use to meet future growth beyond a peoint in
time ten years from now. It is well known that, in Florida, these
cites are becoming increasingly more difficult to find, purchase,
and permit. This is especially true for Tampa Electric Company,
cince a major part of its relatively small service territory is
urban.

" Another point to consider is that Tampa Electric's future
system expansion plans must be coordinated with Hillsborough
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