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P R 0 C E E D I N G S 

CHAIRMAN JOHNSON: Good morning. We're goinq to 

call the hearing to order. Counsel, could you read the 

notice? 

HR. CRUZ-DUSTI~LO: Thank you. The clerk's office 

has issued a notice in the -- for Loday's hearin3, Florida 

Power ~ Light and AmeriSt~el and all other interested 

persons in Docket No. 970410-EI. The docket is entitled 

Proposal to Extend Plan for Recording of Certain Expenses 

for Years 1998 and 1999 for Florida Power & Light Company. 

The notice was issued on November 14 th, 1997. Notice is 

hereby given to the -- that the Florida Public Service 

Commission is holding a public hearing in the above docket 

today at nine a .m., Tuesday, November 25th, 1997. located 

at 4075 Esplanade Way, Room 148, Bntty Easley Conference 

Center, Tallahassee, Florida. 

CHAIRMAN JOHNSON: Thank you. Take appe~arances . 

MR. BREW1 Good morning, Chairman Johnson. For 

AmeriSteel Corporation, James w. Brew of the firm ?f 

Brickfield, Burchette & Ritts, Ricba=d Salem from the firm 

of Salem, Saxon & Nielson, and Graham Carrothoro trom Lhe 

same finn. 

CHAIRMAN JOHNSON: Thank you . 

MR. CHIL03: Commissioners, rny name is Matthew 

Childs of the finn of Steel, Hector & Davie, and I'm 

FOR THE RECORD REPORTING TALl~SEE, FLA 904-222-54~1 
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appearing on behalf o f Florida Power & Light Company. 

MR. CRUZ -BUSTILLO: And, Commiulonera, Jorge 

Cruz-Bustillo on behalf of Commission Staff , as well as 

Cochran Keating and Robert Elias. 

6 

CHAIRMAN JOHNSON: A couple of ~~e liminary 

matters. I know that we had stated in the prehear ing order 

!or the partiec t o be prepared to make a bench decision 

today. We will not in f act iaaue a bench decision today. 

The panel make-up has changed from a f1ve to a three member 

panel so that Commissioner Clark, Deason and 1 will be 

hearing this case in total . Commissioner Oa rcia had a 

family emerge ncy and was unable to participate in this 

process and because o f that and to ensure that we wou ld 

have an odd number voting, 1 reassigned this case to the 

three member panel . 

Are there any other preliminary matters? 

MR. CRUZ-BUSTILLO: None that I'm aware of , 

Commissioner. 

COMMISSIONER CLARK: Madam Cha ir, 1 just want to 

welcome Commissioner Deason to this hearing . We stayed 

last night unt il 9:30, and Julie and I just want to say 

it's great to be a Florida Gator. 

COMMISSIONER DEASON, You caught me o ff guard. 

I'm aure it ia great, but the tale'• not told yet. 

Remember last year . Unusual things can happen. 

FOR THE RECORD RBPORTINO TALLAHASSEE , PLA 904 - 222-54 ~1 
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1 COMMISSIONER CLARK: I have to say, I've been 

2 waiting since Saturday. 

3 CHAIRMAN JOHNSON: I lear~ed the hard way to stay 

4 quiet about those t hings because what comes around goe~ 

S around . 

6 COMMISSIONER CLARK: That's true, but it's great 

7 while it lasts. 

8 CHAIRMAN JOHNSON: Okay. Then, no preliminary 

9 motions or are we going to have any opening statements? 

10 MR. CRUZ-BUSTILLO: None that I'm aware of either. 

11 

12 

13 

CHAIRMAN JOHNSON: Great, great. Then, yes, sir. 

Is your -- now, was it announced that we would 

have openin~ statements? I wasn 't sure . I know with the 

14 bench decision, we were goinq to allow !or some concludLng 

15 comments, but if there's no objection to you speaking now. 

16 MR. CRUZ-BUSTILLO: Commissioner, the subJect 

17 wasn't addressed in the prehearing order or in the 

18 prehearing, so I guess that would be at the discretion of 

19 the Chair. 

20 CHAIRMAN JOHNSON: Mr. Childs, iP there any 

21 objection to any opening remarks? 

22 

23 

24 

25 

MR . CHILDS: None at all. 

MR. BRP.W: I will be very brief, Commiss1oner. 

It'e AmeriSteel poeition that whorcver the merits 

of the plan ae originally approved for 1995 through 1997, 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904-222-5491 
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it would be a serious mistake to the detr1ment of the 

consumers to approve the plan particularly with res~ect ro 

the addition proposed in the plan extension with respect to 

fossil dismantlement and nuclear decommissioning. They are 

about forward-looking estimates that are subject to 

substantial material change. 

We would also - with reepecc to the accelerated 

recovery of regulatory assets. we believe that that 1£ 

inconsistent with the wel l established commisoior posit1on 

on the proper rate accounting for those costo, and the 

magnitude of the dollars to be set aside under the rate 

formula is grossly disproportionate with any demonstrated 

need for such recovery here. Thank you. 

CHAIRMAN JOHNSON : Any comments? 

MR. CHILDS: Commissioners. I also w1ll trv t o be 

brief in making some comments. Florida Power ' Lig~t 

Company over a period of years has been very ac~ive i n 

reducing its costs to customers. As a result, for 

instance, in the years between 1990 through 1996 , its 

operation and maintenance expenses have decreased by 15 

percent. It11 

COMMISSIONER DEASON: Mr. Childs, wha i.. was chat 

percentage again? 

MR. CHILDS: A 15 percent decrease, a decrease 

from $1.2 billion in 1990 to 1.054 billion in 1996. The 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904·222 ·5491 
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typical residential bill in 1997, that' s January c f '97, 

was approximately five percent lower than it was 12 years 

ago. Excluding local taxes, a resident ia l bill was $83.39 

in 1985, the year of FPL'o last base rate inc rease . The 

bill 1n January of 1997 was $76 . 82. Had the bill been 

inflated for normal inflation, ycu would have expected a 

bill, based upon the '6~ charge, in the area o f S125 for 

the residential customer for that thousand k ilowatt hours . 

And my point is io that some of the activities that w•'ve 

talked about before by Florida Power & Light Company have 

had a substantial impact on the expenses . 

The company has filed its financial stat ements in 

the past and indicated, for i nstance , that it took a 

write-off in 1991 of approximately $90 million, a 

reatructuring. That was t o re~uce costs, not just in that 

year, but in the future, in future years like now . In 

1993, it had a coat reduction program and it had a 

write-off in that year o f $138 million. N~ither of those 

years did FPL earn its authorized rate of return, and no 

one came to the Commission and aaid, don't let them spend 

th6 money because it ' e rate-making. We don't t hink it wao 

then and we don't th1nk it is now. 

I t~ink the point, though, is, that on a 

going-forward basie, there's an opportunity to follow 

through with the policy decision that this commission made 

FOR THE RECORD REPORTINO TALLAHASSEE, FLh 904 ·222 -549 ~ 
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earlier in its proposed agency action order and take some 

positive steps wi th respect to the balance sheet of Florida 

Power & Light Company and reduce its costs, addr«"ss the 

reserve deficiencies for decommissioning - - there's 

substantial reserve deficiencies - - and reduce those all at 

the same time of your not i nc reasing rates to the 

customers. 

I think it's suggested, for instance, that -- I 

know it's suggested tha~ :he Commission should not 

authorize the expensing of the loss incurred by Florldd 

Power & Light Company i n reacquiring debt. Reacquired debt 

and its savings through actual savings in interest expense 

reduction i& approximately $906 million . The total loss on 

reacquired debt is around $378 million. Now, the davings 

are going to -- they're already more than twice as large as 

the loss. The savings are that size. They're go ing t o 

continue into the future because the debt's retired and the 

interest expense has been reduced, and the suggestion 10, 

and you heard it again today, that it's not &1-'ptopriate for 

this commission to let that item be expensed. 

We think it is. We think that it reduces the 

company 's coats. It reduces the return requirement on 

that, and when the savings have been of that magnu:ude 

already, it seems more than appropriate t o r this commiao1on 

to exercise its policy decision and authorize tlov 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 90 4 ·222 - 5491 
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1 write-off. 

2 You're going to hear lots of arguments, I think, 

3 about why you 1houldn't do what you've already voted to 

4 do. I know this commissicn listens carefully, but there 

S are many arguments that will be made. I think that. In 

6 listening to all the arguments, that you really o~:ght to 

7 come back, howevl!r, to the fundamental question o f, doesn't 

8 this action by the Commission result in an opportunity to 

9 reduce costs for customers i n the long run, and isn't that 

10 con1i1tent with the way this commission always makes its 

11 decisions, the benefit of all customers? 

12 One of the arguments that you heard early 011 in 

13 tbis case was that you mistakenly were pursu~ng authorizing 

14 FPL to take action which would address stranded 

15 investment. Ke tried and the argument was you shouldn't 

16 do that because there wasn't going to be any compe•itlon, 

17 or it was too soon t~ know what was going to happen w1th 

18 the competition. Our response to rou was, you know, that's 

19 what we filed for in 1995, and this commisaion in its 

20 wisdom elected not to pur&ue that and didn't grant that 

21 request and instead authorized write -offs on anot her 

22 basis. What you've done in this docket 1s to address !'ems 

23 for reasons other than addressing stranded investment 

24 I think it potentially addresses compet ition, but 

25 it's not to address stranded inveatment . Well. now. after 

FOR THB RECORD RBPORTINO TALLAHASSBB, FLA 904·222 5491 
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the argument in thie docket this year atout stranded 

investment, ono o f the witnesses that AffieriSteel wi ll 

present is suggesting to you that, well, maybe you ought 

not to authorize the write-off of certain expcnoeo because 

of competition, and if competition comeR, then tho future 

benefit the customers might receive won't be there. I make 

that point because I t~ink there wil l be. as I said, many 

arguments. and I aek and suggest that we should come back 

to the fundamental again ot isn't it in the beot intereste 

of the customer•? Thank you, Commissioners. 

CHAIRMAN JOHNSON: Thank you. At thio time then 

those witnesses that will be testifying, if you could 

stand, I'll swear you all in at once. if you could ra~ee 

your right hand. 

(Witneeeee ewornl 

CHAIRMAN JOHNSON: Thank you . You may be eeated. 

MR. CHILDS: Call Mr. Gower. 

MR. BREW: Chairman Johnson, while :1r. Gower is 

coming up, could I ask fot clarification? You indicatea 

that the Commission will not be ~king a bench ruling 

today. 

CHAIRMAN JOHNSON: That's right . 

MR. BREW : Does that mean that the Comm1oeion will 

by affording thb parties an opportunity to submit 

briefs on these issues? 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904·222·5491 
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CHAIRMAN JOHNSON: Excuse me? 

HR . BREW : Will the Commission be allowing us to 

submit briefs f ollowing the hearing? 

CHAIRMAN JOHNSON: 1 believe that was 

contemplated, but let me -- Mr . Elias, because we aren't 

doing the bench decio ion, have we s cheduled briefs? 

HR. ELIAS: We've not established a br! efing 

s chedule, but that's part of the plan, yea. 

CHAIRMAN JOHNSON: Okay. 

MR. BRBW1 Thank you. 

Whereupon, 

HUGH GOWER 

was called as a witness , having been f i rot duly s worn to 

speak the truth, the whole truth, and noth1ng but the 

truth, waa examined and t esti f ied as f ollows: 

DIRECT EXAMINATION 

BY MR. CHILDS: 

0 Mr. Gower, are you ready? 

A Yes, I'm ready. 

0 And you have been aworn in thio dod:et? 

A Yes, I have . 

0 Would you atate your name and address, please? 

A My name ia Hugh Gower . The address is 195 

Edge~~re Way South, Naples, Florida 341~5. 

0 Do you have before you a docun~nt ~ntitled Flortda 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 -222-54 91 
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Power & Light Company Direct Testimony o f Hugh A. C-owe :-. 

Docket No. 970410 -EI, dated October 10, ~997? 

A Yes, I do. 

14 

0 Was that prepared by you as your direct testimony 

for this proceeding? 

A Yea, it was . 

0 And you are sponsoring, I believe, two documents, 

your HAG-1 and HAG-2 ? 

A Correct. 

Q Were those prepared by you or under your 

supervision, dir~ction or control? 

A Yea, they were. 

Q Do you have any changes or correctiono to make 

either to your testimony or t~ the documents that iou are 

sponsoring? 

A I do not . 

0 Do you adopt this as your testimony? 

A I do. 

MR. CHILDS: Commissioners. 1 ask th~L the 

prepared testimony of Mr. Gower be inserted into the record 

.u though read. 

CHAIRMAN JOHNSON: It will be so inserted. 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 -222-54 9~ 
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I 1 BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

2 FLORIDA POWER & UGHT COMPANY 

I 3 DIRECT TESTIMONY OF HUGH A. GOWER 

I. .. DOCKET NO. 970<410-CI 

5 OCTOBER 10, 1197 

I 8 

I 
7 

8 

I 9 Q. Pleaae stat. your name, addrtu and occupation. 

10 A. My name I• Hugh Gower and my addrtu Is 195 Edgemert Way, S. Naples. 

I 11 Florido 3<4105. I am self employed and a consultant on public utility financial. 

12 eoouomlc regulation and cost containment and control matters. I also provide 

I 13 expert tettlmony on topics related to public utility eoonomk:s and nne 

I 1<4 regulation In casas before public service commissions and courts. 

15 

I 16 Q. Pleaae stat. your edu~onal and profauloMI background. 

I 17 A. I received a Bachelor of Science degree In Acoountlng and Economics from 

18 the University of Florida, and I am. or have been, registered as a Certified 

I 19 Public Accomtant in Mveral 11a1es. I am a member of the American Institute 

20 of Certif.ed Public Accountants and the Florida Institute of CPA's I engaged 

I 21 in the practice of public accounting continuously for mons than 30 years with 

I 22 Attt1ur Andersen & Co .. with whom I was a partner for mort than twenty years 

23 

I 2<4 Q. What -a your particular experience with Arthur Andaraen & Co? 

I 1 

I 
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A. 

Arftu Andersen is among the 1at1gest International firms of independent put-lie 

aooountants and H selVes as auditors for a major share of the electric. gas and 

telephone companiea, u weD as numerous other utllitk:ts operatJng In the 

United Slates and otller part$ of the world. In addition to audits of financial 

st.lt.amenll, tta work Includes tax wor1(, design and Installation or accounting 

and o1her Information systems and other conllUitlng assignments for 

businesses of all types. R"presantativas of the firm also provide expert 

testlmony il oomectlon YAth public utility regulat.Oiy proceedings before ledel'llll 

and state regulatory authorities on 11 variety of accounting. fir\3nd al and rate

making topk:s. 

I was a pal1ner in the utilities and telecommunications division of the Atlanta 

~of Arthur AndeBen & Co., which aerves aa the concentration oflice for 

the firm's n;gulated Industries practice for the Southeastern United St3tes 

This area of the praetlce lndud.u work for electric, gas, telephone, water & 

._r utilities, motor carriers and alr1il'les. For 17 yeara I sefVed as the 

Southeastem Area Dll'lllctor for this practice. I had responsibility for 

supefVIslng the WOf'k done for clients, the training or firm personnel. and 

adminls1ratiYe matters. I also had d'nc:t responsibility for wor1l done by the firm 

for numerous clients in thla area or the practice and in others. 

What Wll the Mtu,.. of the wot1< you did with Arthur AncSarMn & Co? 

By far, the greatest portion of my work was with public utilities and 

telecommunications companies. but I also had substanU.l expenence with 

other lndUAtriaJ. I performed Independent audits of public utilities and other 

2 

17 
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companies, es a result of which Arthur AnderMn & Co., Issued l'l'ports on the 

financial statements of such companies. I participated on and supervised 

audit. or the Vafioul llatementl and achedUill and Other dlta required either 

annually or In connection with rete appllcatsons before federal or state 

regulatory authorities. I have also supervised worll in connection Y.'ith the 

Issuance or billions or donars of aecuriUes by public utilities. 1 participated In 

the development or accounting and management Information systems 

dellgned to pnmote close oontrol over utility reSOUtals. such aa materials, fuel 

and construction costs. In additlon, I directed the preparation of firusncial 

projections and forecasts. conduded Independent reviews of financial 

forecasts and directed the development of financial forecasting models. 

I participated In management audhs, the purpose of which was tu assess 

whether r:l8tlagement ll'fStems and procedures promoted economy and 

off'IC!ency in utility ope,.Uons. I have directed deprecation studln whiCh. 

based on the analysis or utility plant tnvettments. retirement transac1ions. 

salvage and cost of removal, developed equitable depreciation rates with 

whlc:h to effect capital recovery during the service Uves or the assets I also 

devttloped plans which were accepted by regulators to equitably assign the 

Min ouu.ys for spent nuclear fuel dlspotaJ, nuclear plant CecA.'!Mlisslonlng 

and fossil plant dismantlement COlts to customers receiving service. 

considering the effects of lnflllllon, the lllne valUe of money and other 

va.rlables. 

I have directed revenue requirements studies Involving the analysis or rate 

3 

1 8 
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I 19 

I 1 base, openrtlng revenues and expenses as well as the analysis of spedftC 

I 2 transactions or alternative rete-maklng proposals for various cott-<lf·service 

3 COI1'1pOillntl. I have also directed ltudles to d.tennlne the proper auignment 

I 4 of cost of service between customer clas.ses, regulatory jurisdictions or 

I 
IS between ~laled end unregul.ted operetlona. 

6 

I 7 I was a representative of the American InStitute of Certifle<l Public Accountants 

8 on the T elealmnullcatio lnck.llt1y MviSIXJ Group wt1lctl ad'v1lled the Federal 

I 9 Communiartlons Commission on certain matters In coMedlon with the 

I 
10 development of Its new Uniform System of Accounts (Part 32). In this 

11 connection, I chaired the Audltlng and Regulatory Subcomml11ee which deal! 

I 12 with Issues regarding OCifT4)ilnce with o-reJiy eocepted eocountlng principles 

13 ("GAAP") wtlen regulatory rate-setting prectlcea were based on methodt other 

I 14 thanGMP. 

I 
15 

16 a. What Ia the purpoM of your t.ltimony In thla proceeding? 

I 17 My teslinony wllllt'IOW lhallhe proposed agency action detailed In the Florida 

18 Public Service Comminlon's \Commltsion" ex "FPSC1 April 29. 1997 Order 

I 19 No. Psc-9744~0F-El axanding the plan to record addi'Jonal expenses in 

I 20 19981nd 1999 to OOIT'ed cost underreoovetles is teatOnabte and approprillta. 

21 will be beneficial to ~tomers who will be served by Florida Power & Light 

I 22 Company ( "FPL" oc "the Company") foc the longer term. and represents good 

23 regulatory policy. Thlt propoaad agency action Is a oontlnuatlon of the 

I 24 Commission's policy of addretling prior undei'I'8COVOI1el of costs in the 

I 25 manner established In Ooc:Ut No. QS03~9-El 

I 
I 
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I 1 Q. Have you ~PI~ or cauNd to be prepa~ under your aupervlalon, 

I 2 direction and contTOI Exhibits In thla proceeding? 

3 A. Yes. Exhlbi1 Nos. HAG-1 and HAG-2 are attached to my testimony. 

I 4 

I 5 Q. What Ia the pw"pOM ot the propc Md agency Ktlon contained In Order No. 

6 PSC-$'1.().i09.f'OF..£1? 

I 7 A. The purpose or the Commtulon's propoted agency adlon Is to mitigate 

I 
a • ... put deflciendes with CommlsllOn p..-scribed depreclltloo. dismantlement. 

9 and nuclear decommissioning accruals .. : and to eliminate • ... regulatory aueta 

I 10 IUeh as defeiTtd r11lnandng cosll and ... previously flowed through taxes • 

11 

I 12 The ltema addressed In the proposed 1gency action represent capital 

I 
13 lnvHtmenta made by FPL and other costa p..-viously incurred to provide 

14 service to Its customers. but which were not fully recovered by FPL 1n prior 

I 15 ye1rs. These were prudently lncuiTtd t".OIIs which FPL Is enUUed to reccver 

18 by Inclusion in Its regulated cost of service and U>e accounting d•redJVes 

I 17 contained In the Commiaaion'a propoted agency adion deal only With the 

I 
111 Uming or the recovery or theae coata. 

19 

I 20 An llddi1ioNI purpose of the proposed agency ICtion is to racllltato3 etltablishing 

21 • ... a level "1ccountlng• playing field between FPL and possible non-regulated 

I 22 competitors: Comlc:lion of prior cost~~ Will result tn tower future 

I 
23 cost of aerv1<::e by reducing the amount of lnveator-supptled capital needed to 

24 finance the toualneu and by reducing future uncertalnUes whietl may lncreue 

I 25 the Companya coata. Mos! aignfficanUy, the Commluion ptl)pQSIJ to 

I 5 

I 



I 21 

I 1 accomplish these corredions without Increasing FPL's rates to current 

I 2 customers. 

3 

I " Q. What are the Commlulon'a propoaed accounting directives with fespeet 

I 
5 to these capital and other costs? 

8 A. Order No. PSC-974499-FOF-EI directs FPL to record additional expense 1n 

I 7 1998 and 1999 equal to the difference between FPL'a ·moat likely* 19\ie bne 

a rate revanuu fon.catt and Its "'ow band" 1996 ravenue forecast and at least 

I 9 50'M. or actual base rate ravenues for 1998 and 1999 In excess or the ·most 

I 
10 lillely* 1996 ravanue foracut 

11 

I 12 The amounts of additlonal expense recorded pursuant to this directive 1111 to 

13 ba applied to dePillciatlon reserve defk::ien<:lea. pnor year lncomo tax now 

I 14 through amounts, debt rennandng coats, foul! plant dlsmanUament reserve 

I 
115 daficienc:iu, and nuciear plant decommlnionlng reserve defidenc:les. Any 

16 additional amount would be c:re<f~ad to M unspoc:ifled portion of the produdi¢n 

I 17 plant dejlf'lciatlon reserve 

18 

I 19 Q. Don't the accounting dnetlvn contained In Order No. PSC-97 -0499-FOf-

I 20 El repreaent a departure trom the commlaalon'a normal axarelae of Its 

21 authority? 

I 22 A. No, not at aH. The Commission's prior decision a contain ample precedents for 

I 
23 corredlng prior cost unde~variaa without affactlng rates. Further, the 

24 Comtnlulon'a authority in Sec. 350. 115 of the Florida Statutes Is quite bro•d 

I 25 and the Commluion has routJnely ex.erdsed that authority. In add1Uon to 

I 6 
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Q. 

A. 

The Commission has not Umited this type of accounting dJrection to FPL In 

Order Nos. PSC.95-1230-FOF·EI and PSC.9CHJ843-FOF·EI. finding It to be 

• ... In the public lnletHt..:, ~ llU1honzed Florida Power Corporation to increase 

the amonizlltion of the costs of a anceled t.niNmissl.xl fine project and certain 

other regulatOfY assets • ... u long as i!J eamlngs were suffiCient to absort> the 

Increased expense.· 

How did the Items wtlk:h are the aubject of the Commlaalon'a accounting 

dlre<:tlves In this docket come to the Commlaalon'a attention? 

Each of the Items came to the Commission's attention In connection with 

routine fifngs in compliance witn the Commission's rules and regulations. For 

example, the latest comprehensive depreciation studies filed by FPL were 

approved by Order No. PSC-94-1199-FOF-El dilled September 30. 1994. 

Based on th.ne approved studles, the FPSC staff calculated the re~ervo 

deficienc;le.s to be $175,304,000 and S60,338,000 for nudear and otner 

generation fadllt!H, respec:livefy. Slmilatty, tt.e nude:~r plant decommissloning 

and fossil plant dismantlement costs studies filed by FPL were approved In 

Order Nos. PSC-95-1531-FOF-EI and PSC-95-1532-FOF-EI dated December 

12, 1!W5. C&lculatlons based on these llppi'Oved studies indicate nudear 

decommlaslonlng and fossil dismantlement reserve de'idMcJes of 

$484 ,440,000 and $34,-437,000, respectively. 

The costa of reflnanc:lng high cost debt ($397,029.000 for tho yea111 198-4 

through 1996) come under the Commission's scrutiny when FPL makes 

applicaliont from tlma to time tor authority to luue n- ~rilles to fund su'*' 
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16 

I 17 
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23 

I 24 
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I 
I 

adopting the Federal Energy RegulatCKy Commi"lon ("FERCi Uniform System 

of Account• and settJng depreciation rates, the Commission has given 

accounting dlredlon to Its jurisdictional utilitlea on numerous occaSIOils For 

example, It has directed aoc:rual accounting for unbllted revenues. and nu. 

from tlm&-to-time, directed several methods of accounting for the costs of 

reacquiring long-term dabl In yet another Instance. the Commission dtrected 

the defeiTII of actual revenuos collected in one year and disposrtton of such 

deferred revenues In subsequent ~ars. 

There are numerous instances in which the Commission hu directed the 

recovery of Invested c:apltal over relatlvely lhott periods without effecting rates. 

reoogntz.lng that this benefits CIJstomers who will be served by utlftties for the 

longer t.erm. In previous cases Involving FPL. the FPSC has direcled the 

recovery of colts -... as quiCkly as im economiCally practicable" panicutany 

where the costs did not provide future benefits. The Commiasion dtrecled thts 

type of recovery for major ovem.ul and asbeatos aN~ement project costs as 

well as for ~rtln reservoir and T~ Point steam Qenerator repair costs in 

Order No. PSC-95-0340-FOF-El issued March 13, 19951Wld In Order No. PSC-

94-1199-FOF-EI Issued September 30. 1994. SimUar directloru for tile 

recovery of reserve deficiencies associated with generating uruts at Ft 

Lauderdale, Palatk8 and St. Lucie were provided In Order Nos. PSC-9~1532· 

FOF-E.I and Order No. PSC-9-4-11g&.FOF·EI. Further, In Order No PSC-96-

1421-FOF-EJ Issued November 21 , 1996, the Commla,sion authorized FPL to 

amortize $35.8 million of nuclear outage maintenance • r• ' . .. , IelSt 

one-ftflh .. ." ann~:ally . 

7 

22 



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

1 

2 

3 

4 

6 

e 

7 

8 

!) 

10 

11 

12 

13 

14 

15 

18 

17 

18 

19 

20 

21 

22 

23 

24 

2.5 

Q. 

reflnanclnga. (For example, see Order No. PSC-96-1457-FOF-EI dated 

December 2, 1996 and Order No. 13847 dated Novemb.)r 14. 1984) 

What do the Mreaerve deflclenclu" lndlcat.d by the daprKiatlon, 

dlamantiemant and dec:ommlaalonlng studies you cad raally mean In 

connection with FPL'a accounting and Mrvlce pricing? 

Thete reterve dafldencios moan that FPL should have been recorelng and 

1'800\'ering substentJally higher deprotdaUon expenses in prior years to recover 

the cost of using up the generating plant aueta serving customers and the 

cost of rotiing those asseta at the end of their uaefullivea In compllanco. Nith 

regulatory or other require menta. 

Because of the impoltanoe of these capital co$11, the Commission's rules and 

~~~that depreciation and fostll plant dismantlement stud•es be 

updated at taut once every four years, while nudaar plant decommissioning 

studies mu$1 be updated at least every five years. 

Each periodlc study produces utoefU life or removal coat eatimates based upon 

the latest engineering obtervatlons. technfa:l developments, system 

development <X" ellplflslon plans and other factors. The Commlllion's IX'ders 

approving the studies denote Ita com:utTeno8 with the key variables and the 

resulting useful life or removal coat eatJmates. The Commillion's consistent 

practice of dealing promptly with the changea shown by the results of the 

periodic studiea rellec:ta not ootoj tho lmpottanoe of capital recovery bV1 also the 

fact that, by and large, the affacted eystomars are very likely to be the nme 
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Q. 

A. 

Q . 

A. 

u those affected by previous studies. 

Should the depreciation, decommlnlonlng and dlamantlement reMrve 

deficiency r.coveriu directed In Order No. PSC-97~99-FOF-EI be 

delayed until new studies are filed In 1997and 1998? 

No, the,. reserve dlflclency recoveries ahould not be delayed Prevloua 

s·tudles approved by the Commission have establlthed the existence of the 

I'UIIW dellclencles ltld ruture etudiea wtll only remeaaure the amount of the 

delldeucles. Further, even though the recovery progrem wu begun in 1995 

under ()ocj(et No. 95035~EI, current csleulations Indicate that the remaining 

under recovery of oosts Is substantial. In 1M current dynamic environment it 

Is not reasonable to suspend the plan for COIT'ltdlon of these substantial 

undemlcoveries begun In Docket No. 95035~EI unUI n- atudlll are ftled 

Should the Commlulon order the tnlnlfel' of depreciation re&ervt 

aurpW.... to offMt the~ I'IMI'W dllflclta for nuclear and fonll 

production? 

No, reserve transfers do not offer 1 viable solution to the problem of shon-falls 

In capital recovery. Tl'lllSfera. ecross functio~ cateoorles have pndllQ 

lmplc:allons which m11)1 be unacceptable because dlfferent O.ases c.f urvlco 

provided to customers Involve usege of the several functional categones or 

plent to a dlfferw~t extant. In addition, the FERC (which exoroaes 

jurlld'ICtlonal autholity over the boob and reoofda and annual repor t3 or 

Investor 0\l\ll'llld e!ectttc utllitlla) prosalbu auc:h depreciation I'IMIVI tranafara 

(When the South c.rolina Publrc Service Commission recently directed South 

10 
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A 

Q. 

A. 

Cen:lllna ElecUic & Gas Company to make such a re3erv~ transfer. the 1-ERC 

required the entries to be reversed.) 

tan't the approach to dealing with und9r-fteover'- of capital and other 

costa Inherent In the Commlulon'a Order No. PSC-117-0499-FOF-EI 

dlfftRnt from the approao" nonnally uted to oorreo1 for auoh Items? 

No, not really. Basically, regulators can either spread corrections of prior 

undetrec:ovenes over long per1oda of time or choose more aggressive 

approaches to maldng auc:h correctlons. 

The FPSC haa In this insttnce chosen ahorter time perloda to make the 

oomldion fOf prior underrecoveriies, wtthout affecting rates. The Commission 

has rNde suc:h corrections ovar ahort time periods Without affecting ratea 111 

nurneroua other ca"a u -u. Since the corractlonl reduco the amoYnt of 

Investors' capl1al needed, It lain lihe OUitomerl' best interest to accomplish the 

corredlonaassoon •• pnldleable. 

Ate ttMtre other example• Where the FPSC haa corr.ct.ed for prior 

unde~overlea over relatively ahort perioda of time? 
UMP 

Yn, MVel'll mt..lc:ea ere shown on Exhiblt_J_ (HAG-1) See. for example. 

the Southem BeD case (Order No. 12m, page 1. line 2) and the Central 

Telephone Company case (Order No. 12654, page 1. line 3) In both cases. 

the Commlnlon ordered increased ~on OJIPOnses booked to cover 

depredation naaervo doficJeneJea over 5 yeara and expected near-term 

natlrements over ahortar periods. 
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I 1 In still other cases, the Commiaslon has dlreded additional depreciatJOn be 

I 2 ~ to dispose of over-<:e>Dectlons of ~enue for one reason or another 

3 For example,- United Telephon3, Order No 12148, page 1. line 1, Central 

I 4 Telephone, Order No. 13951, page 2, line 5: Scuthem Bell et at. Order No 

I 
5 16257, page 2. line 6. In Order No. 1625711\e Commluion directed twelve 

8 cle<:ttlc and telephone c:ompanl .. to a.dit the revenue effect aaiOCiated with 

I 7 Interest aynchronlzalion for Job DevelOpment Investment Credit to an 

8 unspedfled portion of their reapectlve dtprtdatlon reservea. 

I 9 

I 
10 There are alao numerous Instances wh- other reg\Utory authorities have 

11 substantially lhorlaned recovery perioda to con"tct for prior under·recovel1ea 

I 12 The FPSC't diredMts proposed in ltJ Order No. PSC-97-0499-FOF·EI are very 

13 much In the regt.Atory •main stream· for dealing With prior underreoovcries of 

I 14 costs. 

I 
15 

16 Q . ta the method dlrectlld by the FiPSC In OtwJar No. PSC-97-0499-FOF-EI fair 

I 17 to oustomera? 

18 A. Yea. Cuttornera have already received the service for which the e«pllal was 

I 19 lnveste1 or coats -re lllQ.Irred. Through no fault or lhelr own (or anyone's), 

I 20 the prices they paid for I8Mce ju11 cf!dn'l cover the full cost of thL't s.~ee. All 

21 lhlnga being equal, !hoy might prefer to postpone payment even longer But 

I 22 •au thtnga• are not equal. Not only will prompt correction tower costs in the 

23 lon!J-run, but the vast majority -!he custornera who w!U be served by FPL for 

I 24 the longer term - have tittle or no ability to avoid other ponible future cott 

I 25 lncteasu which might result from poalponlng the correction of put cost 

I 12 

I 



I 28 

I 1 underrecoveriu to a distant and uncertain Mure. 

I 2 

3 Q. Which method of c:crrectlng prior underrec:cvar1aa of costa offal"' tha 

I 4 lo-st long-n~n coats to customer~? 

I 
5 A. As capital costs constitute a very high percentage of revenue requirements. 

6 the method which reducH invested a~ pita! the quickest would usually provide 

I 7 the lowution9-run cost to customers. Thla fad has been recognized by the 

a CormUilon In previous a.aes In wtllch It hal directed the absorption of coats 

I 9 • ... as qulcldy as economically practicable." (Order No. PSC-9>0340-FOF-EI 

I 
10 dated March 13, 1995) and that lncreaalng the rewrve lor depreciation • ... Ia 

11 appropriate because a reduction In rete bale can be more favore~e to 

I 12 customers ... because there will be less investment for the customers to 

13 support." (Order No. 12149 dated June 17. 1983). Clearty, the corrective 

I 14 maaauraa outlir-ed In Order No. PSC-97-04W-FOF-EI will result m a lowar 

I 115 long-fun total revenue requftrnenllhan diMylng correction of underrecovenea 

16 for, say, 25 years or more. 

I 17 

111 Q. What impact will the directives in Order No. PSC-97-0499-FOF-EI have on 

I 19 ma stability? 

I 20 A. The Commlulon's directivH will have a positive impact on nile stability 

21 because the prior coat undarrecove~a will be corrected wtlhout affecting 

I 22 rates. By contrut, if thew corrections were not takl~ place, it is likely that if 

I 
23 rete reductions were ordered. they would be followed by rete lnctllasealn the 

2.4 future. This could J>fOmOie customer misunderstanding and resentment as 

I 25 many customers Ill- a Noh value on stable prices. Better to preserve rates 

I 13 
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Q. 

A. 

Q. 

A. 

which are among the :owest In 'the allte and allow the neceuarv corrections 

of capital reaJVfKY to take place ,rathor than creating a altuaUon tha: lnae11es 

the likelihood of future rate Increases. This will be particularly Important II the 

c:urrent customer growth rate cootinues alnee thw costs requ!red to serve new 

customers will exert enough upward pressure on prices withOut heing 

burdened by prior aervlee costs. 

What .rr.ct do the col'l"8otlon• dlnected In Onkr No. PSC-117~11~0F-EJ 

hava on FPL'a ability to provideNt., ad41qum and reliable urvlca? 

Making these corrections over .a relatively short ~riod of time has a positive 

tiffed on FPL's abUity to provide safe, adequate and reliable service. By fadng 

theae cost underrecovery Issues promptly, compounding the risk of future 

uncerlllntlet Ia avoided and the COmpany'a finandal Integrity and ability to 

attract capi'.3t Is not further diminished. Taking notice of the stock pnees and 

senior se<:wity ratings of a number of utilities for which capital reco\ery Is In 

doubt confirms that the steps taken by the Commission are positive In terms 

of FPL's abUity to continue to render safe, adaqUllte and reliable serv:ce. 

Will the additional axpanMs reeonkd by FPL pur5uant to tn. 

Commission's dlrac:tlvas ganarata mo,.. cash flow wtllc:h FPL will ba frea 

to UN In Ita buslnau operations? 

Only partially. To the extent that the additional expense recorded by FPL 

relates to nuclear plant decommluionlng reS&iVe defidond es ($48-4,4-40,000 

81 of Oaoembar 31 , 199e), the Commlulon requires suc:h amounts to be 

funded. Consequently, correction of prior nuclear decomminloning reserve 
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I 30 

I 1 deficiencies results in no cash flow benefrt to FPL. 

I 2 

3 Oo tho ott.- hand, Investing docommlulonlng aCXJVaf amoonts in an extemal 

I 4 trus1 fund provides &SSUI'II'lO! to !he Commlaalon and to FPL's customers lh~t 

I 
5 the financial resources to meet the decommissioning cost obligauons •Yilt be 

6 available when needed. 

I 7 

8 Q. But doesn't the riNd for ~I equtty" auggeat that the cotta 

I 9 which Order No. PSC-87~0F-El dnc:ts be charged to cost or Mrvlce 

I 10 should be racovered f rom cuatomal"' over a longer period of time? 

11 The basic notion of "intergenerallonal equity' Is th81, to the extent pcssible. 

I 12 c:us1omers should pay the costs to produce the service or benefits they 

13 receive. By and large, the oosts being recovered In this case were lnc:ur:"'lld to 

I 14 produce servlca In prior years and "intergen«ational equity" suggests those 

I 15 costs be recovered quickly so that the cost or service In the future Is not 

16 burdened with prior service costs ... or before some who received the prior 

I 17 service depart and avoid their fair share of the costs. 

I 
18 

19 Q. What )ustffln the mora rapld absorption of tho capita I lnvuted In 

I 20 refinancing high cost debt? 

21 A Tile same basic reasons which support the corrections of prior years· cost 

I 22 uncle~ over relatively short periods ollime also apply to the costs of 

I 23 refinancing lllgh cost debl Deferral of the recovery of the capital investors 

24 nave provided to fund refinancing or high cost debt over the remaining life of 

I 25 the aecuities red".nanced edVeruly affects the regulated cost of capital In the 

I 15 
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Q. 

A. 

Q . 

A. 

same manner that insufficient capital recoveries tnrough depredation inflates 

rate base. Although deferral and amortization does allow recovery of the 

capital investors provided to achieve the interest cost sav~ngs from refinancing. 

the long amortization period affects FPL's cost of capital for years beyond the 

time wh&n the Interest savings haJ •recovered" the cost of the refinancings. 

What Interest colt saving~ halls I'HUited from FPL 'a 1'8tinancinga? 

To illustrate more clearty, the interest cost savings realized from refinancings 

undef1aken by FPL from 1984 through 1996 aggregated $907,722.000 for that 

lime period, white the cost of the refinancings totaled $397.029,000 (including 

the $282,756,000 unamortized balance at December 31 , 1996). Although the 

savings have •recovered" the costs and yielded additional savings in excess 

of $500,000,000 ($907,722,000 - $397,029,000 = $510,693.000), for 

retemak!ng purposes $282,756,000 at December 31, 1996 burdens the future 

cost of service. Eartier recovery of the capital investors supf)liel1 to achieve the 

savings would obviate this need. Thla w!il benefit customers who will be 

served by FPL for the longer term, but their benefit would be realized much 

sooner. 

How much of the underrec~r:les of capital and other costa addressed in 

Docket No. 970410-EI have beoen correclltd pursuant to the FPSC's plan 

Initiated In Ita earlier docket? 
Cor-t9 

As shown on Exhlblt_L (HAG-2). the coat rocovery deficlttncies addressed 

by the piAn in Ooc::llet No. 970410.EI tcQied In exce•• of $1 1 billion. Pursu11nt 

to the Oodlet No. 950359-El direcllvea, FPL recovered $126,123,847 and 
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I 32 

I 1 $129,6.22.284 in 1995 and 1996. respec:tlvely. Through June ~997. FPL has 

I 2 recovered an additional $100,126,666, leaving ITl0(1t than $780,000,000 of 

3 COlt undall'eCOVefles to be addressed 

I .. 

I 
!5 Q. Is It reasonable f'89ulatory potlay to allow FPL to charge lhasa amJunts 

6 to Ita f'89Uiated coat of sarvlca when exclusion of thasa amounts could 

I 7 mean FPL would axcaad Its authorized retll of return? 

8 A. The Investments and expenses !neurred by FPL in maetlng cuatomars· needs 

I 9 are prudent and reasonable costs wtlic:h Investors are enUUed to recover_ The 

I 10 fact that Ignoring the need for theM costa to be recovered might create the 

11 appearance of O\'areamings relaUve to authorized returns. doesn't jus1lfy 

I 12 postponement of recovery to an lndarltllte Mu,.. because of the unwarranted 

13 risk this may aute. The financial news abounds with examples of de pre SUd 

I 1 .. stock prtoet and lclwoiwed ratings of senior securities for uUilties With Stgnificant 

I 15 capital recovery risks. Good regulatory POlicy avoids such situations wherever 

16 posslble bec=a 'H o41he advel'le impads O.l the costs of providong customers 

I 17 with seMc:e. Elfec:*lg the COO"edlon of cost underrecoveries while preserving 

18 nne stability and avoldWlg eddi1lonal bvslnesa risks Is a "Win-win" l'l'ISuil for both 

I 111 customers and lnvestont. 

I 20 

21 Q. fait reasonable to usa FPL'a 13196 ,......nua forac .. t In connection wtth the 

I 22 axtanalon of the plan to record additlonalaxpensaa to 1998 and 1999? 

I 23 A. Inasmuch as the 1996 revenue forecast is merely a benchmark against which 

24 eotuaJ revooue amcx.nts will be compared to d41termln& the additional expense 

I .26 t o be recorded under the p_lan , IU use Ia reasonable The 1996 revenue 

I 17 
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I 3) 

I 1 forecast Wll alao the benchmal1t UNd In Docket No 950359-EI In wtl1ch the 

I 2 plan to record additional expenses was fii'St approved by the Comm.sslon 

3 

I " Q, What would be the effect of using ,..venue fo,..cnta f<;)r yaat"' lat.r than 

I 
5 1998 •• the benchmartl ror rtconllng addltlollll alq)enMa for 1998 and 

6 1999? 

I 7 A. Importantly, it could decrease the amount of additional expenses recorded In 

a 1998 and 1999, slowing the process of COIT'edlon for underrecovem.a of costs 

I 9 In prior years. While this might result In higher reported earning! for FPL 10 

I 
10 those ytara, It would dtll)' end ln~aM the tllk of recovery of the co111 in 

11 question v.fllch Ia beneficial to neither cu1tomera nor the Company 

I 12 

13 In add'rtlon, use of the 1996 fo~sts (as opposed to later yeans· forecasts) 

I 1<4 muns the Commln lon haa ·captured• a large1' portion of revenue inCI'eues 

I 15 for the benefit of customera. Further, use of the 1996 ravenve benchmar1< as 

16 oppoaed to higher amounta mt1na the~ because FPL must record greater 

I 17 amounts of eJCpiii'IM u dlrac:l~ by the Commission, FPL Is at rilk to a greater 

18 ex1ent inaot.r u tha nMd to oonltol Its other expenses to avold earnings 

I 19 below authorized levels. In fact. the additional expenses ~corded under the 

I 20 plan In 199511/ld 11196 reducod FPL's eamlnga below Its maximum authonzed 

21 return on equity level end went partially absorbed by FPL's atockholdens This 

I 22 undel'loonls both the lnportance placed by FPL on correcting the cost under-

I 
23 I1IClOYel1et .net the additional lncantlve to rr~~~ment to control coGta Which 

2<4 the plan provldea. 

I 25 

I 18 

I 
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Q. 

A. 

a. 

A. 

lan't It Just high rata that anow FPL to absorb the .,ddltlonal depreciation 

expenaea reeonled at the Commission' a direction? 

No, the fads don't show tha1. Not only are FPL'I retea among the l~st In 

the state, althoUgh there havo been cr~ges in cost recovery clauses. FPL 

has not had an ln<:tUse In Jt. base rates since 1985. Further. in 1990 FPL's 

base rates_,.. £tdus;ed based on a 1988 teat period. And since 1988. FPL 

has absortlod the costs to serve a 20% greater number of customers who 

consumed 31% more electricity. To do so. alnce 1988 FPL has construded 

moro than $7 billion of new plant facilities ( 45% of cuo, vnt total poant 

Investment) with IUbstlntlal consequent lncreuu In dejlf'edatlon and related 

costs. These and other coat inaeases were absorbed without a rate Increase 

because during the same period of time FPL reduced its per customer 

operations and maintenance expenMs more than 20% and decreased its 

capital costa 12% nvlng mUilons annually. Notably, FPL absorbed the 

redudlon In eanolngs from more than $228,000,000 of coats (primarily 

raductlooa-ln-foroe costs) IOQ.Irred In 1991 and 1993 to achieve lower 

operatlonl and maintenance oosts. H.ld FPL not undertat.on its efforts to 

reduce expenses. lnf!atlon lllone (based on the CPI) might have increased 

operations and maintenance e.lCI)Cnses more than $.450,000,000 since 1988. 

How do custorMra who will be Hrved by FPL for the longer term benefit 

from the FPSC'a approach In lthla docket? 

First, reasonable ra1es remaln :stable. Secondly, prompt correction of these 

cost recovery luuea lowera the amocnt of lnvaator c.pltal needed to finance 

service to customers nuulting In lower total revenue requirements Prompt 

19 
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OO!Tedlon also avoids Increasing the riskJ of future uncertainties wtuch could 

lead to higher capital costs as It has for some other utihbes. Preserving FPL's 

financial Integrity benefits customers because avoldln~ risks and potenUally 

higher capital costs mitigates 1M need for possible fut11re rate rncreases and 

protects customers against having to shoulder the load of costs Incurred In 

prior years to serve customers who may depan the system Finally, to the 

ex1ent that addltJonal expenses f'ICC)(ded relate to nuclear plant 

c:tecomm1u1on1n costa, customers have IJFWiter usurance of FPL'a financial 

abiity to cover those expendi\ures when required because of the appropriate 

funding of those reserves. 

Q. How do lnv.atora benefit from the FPSC approach In ttlla docket? 

A. Prompt correction of prior cost under-recoveries reducet< the amount of 

Investors' atpltal needed to finance the ullllty operatJon and avoids Increasing 

risk. Avoiding Increasing FPL's business risks means Investors will not need 

to demand addiUonaJ risJc-i'elatecl preMiums on the capital they suppty 

Q . Please summartz. your t.stlmony. 

A . The costs subjed to t'le Commission's accouroilng d1red1ves in th•s docltet 

represent reasonable and pn.lden1 investmenb and expenses incurred by FPL 

to meet the customers' service requirements. FPL's Investors are entitled to 

reeover the capital they have pnovlded to fund !Wch costs. 

The Commlnlon's directives facJiiUIUng prompt corrections of prior 

underrecoveries and reductions In lnves1ed capital whhout alfectmg rates Is 

20 
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consistent with itJ praCiius In numerous other cases and Is reasonable and 

prudent in the drcumstanus. Postponement of recovery, on the other hand. 

could leld to adver.a consequenua raaulting from lnCteaaed riak and higher 

capital costs. 

Customers who win be served by FPL for the longer term benefit from the 

Commission's providing for prompt corrections of prior underrecoveries and 

rlductlonl of Invested capital rather than postponing recoverie~ to an uncartain 

future. Not only do reasonable rates remain stable, but ton~rrun revenu11 

requirements are lowered, and the need for poaslble future rate lnCteases Is 

mitigated by avoiding higher risks and future capital cost inaeases. 

Q. Does this conclude your tealirnony? 

A. Yes. it does. 
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1 MR. CHILDS: And if you wou ld mark , o l eaa~. the 

2 two documents as exh1bit for identification . 

3 CHAIRMAN JOHNSON: The two documents atta.::t .... d to 

4 his direct, HA0- 1 and 2, will be marked as Composite 

S Exhibit 1. 

6 

7 

9 0 

HR. CHILDS: Thank you. 

(Exhibit No. 1 matked fo1· ident iflcation . I 

(By Mr. Childs) Mr . Gowe r, would y:>u p lease 

~ summari~e your testimony? 

10 A The purpose of my testimony in this proceeding 

11 today is to show t hat the Co~isaion•s proposed agency 

12 action to extend the pla.n to record additiona l expenses in 

13 1999 and 1999 is reasonable and appropriate, and that lt is 

14 benef i cial to customers who will be served by Flor1da Power 

15 & Light for the longer term and represents good regulatory 

16 policy. 

17 The items addr~ssed by this plan reprtsent coots 

19 previously incurred by Florida Power & Light Con.pany which 

1 9 are reasonable and prudent, but for reasons beyond anyone's 

20 control , these coots were not fully recoverc~ in prior 

21 years. 

22 Theae coat• should be recovered by Florida P~wer & 

23 Light. They're ent itled to do eo , and this proposed agency 

24 action deale with the timing of the recovery of those 

25 costs. The correct i ons proposed in the agency action w1ll 
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1 lower futur~ cost of service because they wil l lowor the 

2 amount of invoetor supplied capital needed to finance 

3 Florida Power & Light'o buoinesa and it will reduce ~he 

4 future uncertainties which might be faced . 

5 Importantly, t he proposed age•lcy action proposes 

6 to make theoo corrections without increasing Florid~ Power 

7 & Light's rates and chargee to its customers . The 

8 directives contained in the Commission's orde1 are 

9 consistent with numerous prior cases in which this 

10 

11 

12 

13 

14 

commission has directed recovery and corrections of prior 

under-recoveries as fast as economically practicable. This 

recognizes that cuetomers ~enofit from fast correction 

because tt.ere' s leas investor supplied capl tal which 

requires support with great~r return. 

15 The Commission's poJ.icies in thio regard are also 

16 consistent with the policies and dir~ct1vea o f other 

17 regulatory commissions. 

18 This proposal lB fair to customero. The cuotomers 

19 have received the service in the past and they should pay 

20 the cost of that service. In doing s o, in mak1ng these 

21 corrections, long run revenue requirements will be r educed, 

22 and this will benefit customers Perved by Flo lida Power & 

23 Light for the longer term. 

24 

25 

The way the correct ions are made in thio propcaed 

agency action promoteo rate stability , and Florida Power & 
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1 Light's rates are among the lowest in the state And the 

J region, and that's a desirable thing to have and to 

3 preserve. 

4 Making these corrections will enhance Florida 

5 Power & Light's ability to continue to provide safe, 

6 adequate and reliable service; and if there's any queotlon 

7 about the need to do that, one only has to refer to the 

8 stock prices and senior security ratings of a number of 

9 utilities, electric utilities in pa rticular, around the 

10 country today who are facing difficulties wi th full 

ll recovery of their costs, and that ought t o confirm to the 

12 

13 

14 

Commission the wisdom of the proposal that io made. 

l think this proposal is beneficial to customers 

for other reasons as well. In benchmarking the amount of 

15 additional expense which Florida Power & L1ght wo uld record 

16 under this plan, on additional reven~es, on revenue growth, 

17 the Commission captures revenue growth for the benefit of 

18 the customers. This means that the company can't count on 

19 revenue growth to offset expense growth. So it cont1nues 

20 to exert pressure on management to keep up ito work 1n 

21 reducing and controlling their operating expenses. 

22 Expense control has been the key in the past so 

23 far to Florida Power & Light's abil1ty to absorb these 

24 additional expenses which the Commission has ~irected. As 

Mr. Childs pointed out earlier, the company's laot base 
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rate increase was 1985. In fact, base rateG were reduced 

in 1990 on the basis of a 1988 test period, and s ~nce 1988, 

Florida Power ' Light has served 20 percent mo re custome r s , 

produced 31 percent more kilowatt hours and ye t reduced i t s 

0~ cost per customer 20 percent, and its also dec reased 

ite capital coats 12 percent. Those are the reasons vhy 

Florida Power ' Light can absorb the additiona l expenses 

through 1996, at least, without an inc rease in rates . Mr . 

Childs mentioned that Florida Power ' Light absorbed a 

total of 228 million in restructur ing costs i n o rder to 

achieve those coot reductions . 

In summary, the plan proposed in thl6 agency 

action is reasonable and prudent and IPL's investor s are 

entitled t n recover their capital, and the met hoc• o f mak J ng 

theoo corrections is reasonable and fair . I t ' s consistent 

with other caaoa that the Commission has dec1d ed a nd i t 

helps avoid i ncreasing r i sk and inc reasing cos ts. The 

customers served f o r the l onger term benefi t f rom t his 

plan . Reasonabl e rates rema i n stable . Long run revenue 

requi rements are l owered, and t he p l an mi t igates t he 

poeaible need f o r h i gher rates due t o cos t incr eases 

bec ause o f f uture r i sk. 

That concludes my summary . 

MR. CHILDS : We tender Mr . Gow~r for 

crosa - examinat i on . 
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CHAI RMAN JOHNSON: Thank you. Mr. Brew. 

CROSS EXAMINATION 

BY MR . BREW: 

Q Thank you . Good morn ing, Mr. Gower. 

A Good morning. 

Q Mr. Gower, you didn't participate in the formati on 

of this plan, did you? 

A No, sir, I did not. 

Q So you didn't have any involvement in how it was 

structur ed or the revenue growth formula or whic h expenses 

would be included, is that correct ? 

A I did not. 

0 Would your recommendation that the plan is 

reasonable and appropriate be the same 1C the fo rmula 

allowed that FPL would •ake an addltional b1 ~ llon dollars 

per year in added expense? 

A I think you're asking, if I understand your 

question properly, is there a need for an add1 tl onal 

billion dollars a year of expense? I don't thi nk there 1s, 

but if there were, then the plan would ~e reasonable and 

appropriate. 

Q If the 

A There are far ~re expenses t o be addressed - - i 

should say far more cost• to be addreased t o really level 

the accounting play i ng f i eld between a rev ulated e lect r ic 
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utility like Florida Power ~ Light and non -regulated 

competitors. 

0 Define •level accounting playing field" fer me, 

please. 

A I 'm sorry, I couldn't hear. 

42 

0 Define •a level accounting playing field" for me, 

please. 

A I'm defining it in the sense that is mentioned in 

tho order in this docket. 

0 How would you define it? 

A I would define it as having the same accounting 

rules apply between one company and another, and the same 

accounting rules clearly do not apply. There is · · I don ' t 

mean this to be pejorative, but thert hao been for many 

years a bias in the regulated industry field towards 

capitalizing costs that would be expensed by companies 

which are not regulated, and in that sense, there isn't a 

level accounting playing field when two companies, one 

regulated and one competitive, compete, for example, for 

generating capacity. 

0 Are you saying that • • recommending that the 

Commission should change its syRtem of accounts so that the 

regulated companies are -· keep their accounts exactly the 

same way 3S unregulated companies? 

A I think over time that probably will come to pass, 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904·222 · 5491 
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1 and over time that probably will be necessary. 

2 0 Are you suggesting that that's a policy that's 

3 going to be articulated in this docket? 

4 A No, I'm not . I ' m pointing out that thio docket 

5 only begins to approach the differences in accour.t ing. 

6 0 If the costa to be recovered, accord1ng to your 

7 exhibit, were not changed, were exactly as you show them on 

8 HAG-2 , and the revenue formula would produce a bill1on 

9 dollars per year of added expense, would your 

10 recommendation be the same? 

11 

12 

13 

H 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A No, and I probably wouldn't be hero because 1 

doubt the Commission would adopt a plan like that. 

0 Okay. 

1. The Commission recognizes the need of prior cost 

under-recoveries which are identified on that document and 

tbe plan addresses that need. 

0 No, you didn't answer my g\oestion . 

A I'm sorry. 

0 My question was, if the revenue formula portion of 

the plan were to provide a billion dollars of addit ional 

expense per year. but the total undsr-recoverieo that 

you've identified amount to $700 million a year. ar~ you 

suggesting that the Commission should allow two billion 

dollars of recovery 

A No . 
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0 -- to cover $700 million of added expense? 

A No, and I didr 't mean to be unresponsive to your 

question, Mr. Brew . I was trying to say that I wouldn't 

have to recommend it because I don't believe ~ he Commission 

would, and I would not recommend it, nor do I believe would 

t~e Commission. 

0 So are you suggesting then that there should be 

some link between the amount of expense av . .u lable under 

this plan and the der.~nstrated need fo r it? 

A Yes , and I think there is a link. and that's 

spelled out in the Commission's order. 

0 Okay. If the amount of av~ilable expense would be 

as we're showing in the exhibits today, and the 

demonstrated need for recovery were $1~ million, should t he 

Commission approve the plan as 1s? 

A Could you restate that? I'm sorry, 1 d1dn't quite 

catch all that . 

0 If under the revenue formula that we' re talking 

about under the PAA, PP~ would be -- would have available 

to take $360 million of addi tiona l expense in 1998. but tne 

demonstrated under-recoveries amounted to no more than SlO 

million, would the plan still be reasonable ? 

A All other things being equa l, the answer would be 

no. 

0 Thanl< you . 
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Would a revenue set-a side be reasonAble 1f th~re 

were no dollars for under-recovery? 

MR . CHILOS: Excuse me . I ask that w~ identify 

what •revenue set -aside• means . 

0 (By Mr. Brew) Okay. If the amount availAble for 

expense under ~he plan were SlOO million and there w~~ no 

identified under-recovery, would the plan be reasonable ? 

A No, but , of course , there ar• irlentified 

under-recoveries aubstantially greater than the a mounls o f 

revenues that would likel y be booked for ' 98 and '99. 

0 ,.lr . Gower, are you f amiliar with th<' plan approved 

previously f or the years 1995 to 1997? 

A Yes, I a m. 

0 Did that plan address accruals for fossil 

dismantlement or nuclear decommissioning? 

A No, I don't see tnat i n that order. 

0 Okay. Thank you . 

can I refer you to your Exhibit HAG -2 , please? Do 

you have it? 

A I do . 

0 Can we agr~e that that exhibit purportn to 

summar1ze the amount o f under - recoveries ro be allowed in 

chis docket by categories in the PAA? 

A Yes. 

0 Okay . Wi th respect to Item No. 1. Depreciation 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904 · 222 -5491 
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1 Reserve Deficiencies, you show an amount of S250 million . 

2 Do you aee that? 

Yes, I do. 3 

4 

A 

0 Is the amount to be recovered in 1998 for that 

5 amount zero? 

6 A You're asking, has recovery already been r ecorded 

7 under the plan? 

8 

9 

0 Yes, sir. 

A All but 14 

been recorded under 

0 Was the 14 

and 

the 

and 

10 

11 

12 

13 

the plan was announced 

A It was -- the 

a half million do llars of 1 t hao 

plan. 

a half million dollars added after 

in Aprl.l? 

14 and a half million do llars i s a 

14 result of a subsequent depreciation study, and I can't 

15 remember the exact dat e of that. So it may have bt~n or it 

16 may not have been . 1 don't know. 

17 0 So, as far as you know, the · · all known 

18 depreciation reserve under - recoveries i dentified at the 

19 time the plan was filed have been fully recovered prio r to 

20 1998? 

21 

22 

23 

24 

A 

0 

A 

0 

Other than the 14 and a half million. 

Okay. 

Let's say the same thin~ about I t em 2 as wel l. 

Well, Item 2 as well is zero, right ? That's been 

25 fully written off? 
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A Yea. it has. 

0 With respect to Item 3 , the Unamortized Loss on 

Reacquired Debt, do you see that ? 

A Yea, I do. 

0 You show a bal~nce of 292,119. 000. is that right ? 

A That' s r.orrect. 

0 And does that amount represent che cumulative 

unamortized balance of 15 years' wort h o f debt 

reacquisition&? 

A That represents' the balance on the r.ompany ·a books 

as of the beginning of 1995, and it is cumulaLi ve . I don ' t 

know how many years , but that could be correct . I can 

check that if that number of years is important . 

Q That's the cumulative balance f rom the time tha t 

the Commission first authorized FPL to amort1ze the loss? 

A I don't know whether thdt would be exactly 

accurate to desc ribe it because FPL has done debt 

reacquisition& over many, many years, but I think Lh1s 

balance has ar isen -- well, I'll just l ook up the number of 

years. 

I think that goes back to 1995. 

Q Okay. Would you agree with me that the Commission 

allowed PPL to employ the primary method for accounting for 

these losses at FPL's request back in 1981 and '84? 

A You're referring t o t he primary method under the 

FOR THB RECORD REPORTING TALLAHASSEE. F~ 904- 222 -5491 
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system of accounts? 

Q That's correct. 

A And I believe it is correct t hat the Commission 

did issue an order authorizing amortization of the coat of 

those reacquiaitions. 

Q In response to an PPL request? 

A I believe that 's correct, but I havan •t seen FPL's 

petition. 

Q Okay. Of t he 292 --

COMMISSIONER DEASON: Hr. Brew, let me interrupt 

you for just a second . Mr. Gower, could you review the 

primary method, what that means? 

THE WITNESS: The primary method under the syst~m 

of accounts, Commissioner, is the one in which the cost of 

reacquiring debt, premiums paid on reacquisition and sc 

forth, are amortized over the rema1ning life of t he 

security which is redeemed. The alternat1ve method is to 

expense it as incurred, but, of course, the system of 

accounts also would accommodate the oplit method ouch as 

the Commission directed i n tbf' Southern Bell case in which 

part was written off immediately and pare amorti7ed. 

COMMISSIONER DEASON: So the Uniform System of 

Accounts gives t:he regulatory entity, in this case t:he 

Plorida Commission, the discretion to do one or the other 

or something in between? 
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TI!B WITNESS : Absolutely. It accommodates alr.ost 

anything you can think of. 

MR. BREW: Commissioner Deason, just to clear u~ 

this point, I'd like to distribute a document t~ be marked 

for identification, and for the record, this is a letter 

consisting of five pages to Timothy J. Devlin from K. M. 

Davis, Vice-President and Comptroller oC Florida Power & 

Light. 

CHAIRMAN JOHNSON: I'll mark this as Exhibit ~. 

the short title, K. M. Davie July 11 letter to Devl•n . 

(Exhibit No. 2 marked for identification.) 

0 (By Mr. Brew) Mr. Gower, have you seen this 

document before? 

A Yes, I have. 

0 Are you familiar wi th Florida Power & Light's 

proposed accounting for the plan? 

A As decribed in this letter, is that what you're 

asking? 

0 Yes. 

A This letter discusses the -- if you will, the 

bookkeeping mechanics of how the entries would be maJe on 

the company ' s books and reported in its financ1al 

statements to shareholders or to the Commission on Form 1. 

0 Okay. Well, fine, thank you. 

Would you agree with Mr. Davis' statement at the 
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last sentence of page 3, where he states, quot e. "Ho~ever. 

the Uniform System ot Accounts requires the unamortized 

lose on reacquired debt to be amortized in ~ccocdance with 

General Instruction No. 17"? 

A Well , it oaye that in the context of a lot of 

other statements. 

0 But you agree that's what Mr. Davis wrote? 

A Yes, among quite a few other wor~e. 

0 Okay. On the next page. the top of the pnge, doeA 

he describe exactly what is required under General 

Instruction 17? 

A Yes. 

0 And if I could refer you to the second to last 

paragrapl., where Mr. Davis writes, quo~e. "Since the 

write-off of unamortized loss on reacquired debt based on 

the level of retail sales is not in compliance w1th the 

general requirements of the Uniform System of Accounts, any 

write-off& pursuant to this docket should be recorded as a 

credit to a unique sub-account of Account 182.3. Other 

Regulatory Assets, and charged to Account 40i .3, Regulatory 

Debt.• Do you •ee thar.? 

A Yes, I do. 

Q Is that an accu rate statement of the prope r 

accounting in light of the non-complianc~ with the general 

requirements of the Uniform System o f Ac~ounto ? 
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1 Well, I wouldn't interpret it quite so literally. 

2 I think what the statement in Mr. Davis' letter 

3 means is that the system of accounts does not contemplare 

4 in its instructions the write-off os dJrected by the 

S Commission. It goes on to explain how the system o f 

6 

7 

8 

9 

10 

11 

12 

13 

acco~ts will accommodate that, however, by the use of 

several other account s , which he cites here, ~nclud1ng the 

regulatory assets and liabilities. 

0 Do you agree that he atated that the write -of[ io 

not in compliance with the general requirements o f the 

uniform systems of accounts? 

A No, I don't agree. 

0 I'm just asking if that's what he said. 

14 A No. I'm sorry. You have to take il in context. 

15 You're taking it out of context. 

16 0 Are you saying that Mr. Davls' statement in that 

17 paragraph is in any way inaccurate? 

18 A If taken out of context as you have, yes, sir. I 

19 do. If taken in context, it explains how the oyotem of 

20 accounts accommodates the accounting, and he'o describing 

21 the bookkeeping mechani~s. 

22 0 Okay. In the next paragraph Mr. Davis otates that 

23 the write-off of PPL'a loss from reacquired debt w1ll not 

24 

25 

affect its amoctization of loss on reacquJ red debt as 

allowed by General Instruction 17 of the !Jniform System of 
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1 Accounts. In oth~r words, PPL's amortization of its loss 

2 on reacquired debt will continue as though there were no 

3 write-off pursuant to the docket . Do you see that? 

4 A Again ·· 

S 0 Is that accurate? 

6 A It explains the bookkeeping mechanics. When you 

7 wrap al l of this up and put the numbers all together, the 

8 company's books and the company's f1nancial statements and 

9 report t o this commission reflect the write-offs as 

10 d irected by the Commission , and there is no deferral beyond 

11 what has been allowed by the Commission, and the reason 

12 there's no deferral is because there cannot be a deferral 

13 under generally accepted accounting principles unless there 

14 is assurance of recovery in the future . 

lS If the Commission directs the wr tte -off. lt will 

16 not allow the recovery o f those amounts in the (uture, and 

17 eo the company 's books and the financial statements 

18 properly have to reflect that write -off. 

19 0 And the c:>1npany•o books f iled at PERC will show 

20 the amortization occurring as though the write -off had 

21 never taken place, ia that right? 

22 A No, I don' t belteve that's accurate . 

23 You have to read the whole letter and look at all 

24 of the bookkeeping entries that are outlined ln that 

2S letter, and when you do that, you can see that, even though 
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there's some mechanical gyrat1ons to comply wl th the system 

of accounts which didn't contemplate this specifi c 

aituation, the write -offa are made on the ~ompany's books 

and i n the report~ to this commission and in the reports to 

FBRC and in the report& to ita shareholders juot as 

directed by the Commiasion. 

Q If PPL were to file a rate filing at FERC, they 

would need to show it as etill being amortized, not written 

off; isn't that right? 

A There would be a diffcre~ce between the Florida 

jurisdiction and the PERC jurisdiction. 

Q To repeat my question , if the FPL were to file the 

rate filing 

MR. CHILDS: Let him finish . 

THE WITNESS: There would be a difference 1n the 

treatment between the Florida jurisdiction and the federal 

jurisdiction, and the bookkeeping mechanics wou ld allow 

those differences to be reported. And would the company 

report to the PERC the write·offs in Flor ' da ? Yeb, to the 

extent of the Florida jurisdiction. Would it report 

write-offs in the federal juriadiction? No, because those 

write -offa have not occurred. 

The amount& not written off which are allocable to 

the federal jurisdiction would remain on the company's 

booka . Only the amounts directed by this con.miosion would 
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be written off following thio Commission's plan. 

0 (By Mr. Brew) And in addition t o the primary 

method, there's an alternate method, is that right? 

A Yes, there ia. 

0 And that's available to the company only if t he 

Commission were t o disallow some portion of the unamorLizod 

lose? 

A I don't read the instructions thaL way, Mr . Brew. 

I think any company which redeems debt can elect the 

alternative method of expensing those redemptiO!:) cost:s ns 

i ncurred. 

Now, if the Commission directs something else, 

then they'd have to change their accounting. but I think 

that the company could always elect to expense as 1ncurred. 

0 Is Mr. Davis' statement on page 5 accurate that, 

once the PSC jurisdictional amounts match the balance of 

the unamortized loss, the company would go back to 

accounting for the future reacquisitions of d~bt: in 

accordance with General Inotruction 17? 

A I've read the statement in Mr . :-a~·ifl' letter . 

Could you please repeat your quention? 

0 I'll make it simple. The last sentence on - - the 

second to last paragraph on page !> say a. • rt Una occurs. • 

meaning that the amounts balance out, •any loss on future 

reacquieiLions of debt will be accounted for as allowed by 
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1 General Instruction 17 of the Uniform System of Accounts.• 

2 In other words, once the current unamortized balance is 

3 written off, the company would then go back to the method 

4 -- to the primary method for future reacquisition~ . Is 

5 that =ight? 

6 A I don't know whether it will or not. 

7 I see what this says, but that wi ll depend on the 

8 direction of this commission. If that's what the 

9 Commission directs, that's what they'll do. If the 

10 Commission directs immediate write-off, that ' s what they'll 

11 do. 

12 

13 

14 

15 

Q But Mr. Davia is indicating the intent to go back 

to General Instruction 17. 

A I don't quite read it that way. 

Q Do you have any information to 1ndicate that Mr. 

16 Davis' statement that ·An~ loss on future reacqu1s1t1ons of 

17 debt will be accounted for us allowed by General 

18 Instruction 17 of the Uniform System of Accounts• is 

19 inaccurate? 

20 MR. CHILDS: Excuse m~. I w~uld object to the 

21 question about it being ~naccurate in Lhe oense that J•m 

22 not sure what -- I think there are several bases for 

23 someone to c~nclude that it's inaccurate, and I think the 

24 answer -- the question ought to specifically state the 

25 basis of potential inaccuracy. Is it becauoe it 's 
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~naccurate r epr esentation of the Unifo~ System of 

Accounts, or is it inaccurate characterization of what Mr . 

Davis said or what? 

Q (By Mr. Brew) I'll rephrase. 

Mr. Gower, wi t h respect to that statement in that 

-- in the letter on page 5, do you have any information 

that is at odds with th~ statement made by Mr . Davie? 

A No . 

What was troubling me, Mr. Brew, was the way you 

phrased t he question. The statement you read was preceded 

by a phrase, "If this occurs,• a nd that refere to the whole 

previous discussion relative to t he accounting f o r the 

directions ~ this commission. So I think, again, i t has 

14 to be taken in context, and I'm sure Mr . Oav1s' statement 

1 5 is accurate. 

16 Q Okay. Back t o your exhibiL HAG-2, the 

17 292,119,000, according to your footnote, is the balance at 

18 1-1-95; is that right? 

19 A That's correct. 

20 Q What's t.he expected balance at the end of this 

21 year? Or let me make it quicker for you. 

22 Would you accept that , accordin~ to the company ' s 

23 reeponee to Interrogatory -- Staff Interrogatory No. 39, 

24 

25 

the expected balance at the end of this year io 

approximately $98,523,000? 
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A That sounds very familiar. I'll take that subject 

to check. 

0 Okay. So that will be -- if we we re ~o look at 

the amount s to be recovered for that amount for the years 

'98 and '99, the correct balance would be the $98 million 

provided in the company's interrogatory response? 

A A8 of what date? 

0 As of 12-31-97. 

A Yes. 

0 Okay. Meaning that, over the ccurse oi 1997, the 

company will have amortized or have written off over $194 

million of that amount? 

A !n round numbers, yes. 

0 Okay. What was the amortization last year? 

A From memory, it was approximately $19,500. 

0 Do you mean 19 million, nineteen mill1on, fiv~ 

hundred 

A I'm sorry, 19,500,000. Thank you. 

0 So if we were to call that 20 million, if the plan 

is not approved, would the company be amortizing $20 

million in both years of that 98 million? 

A I would preaume so. 

0 So if the plan is not approved, we would be down 

to around $55 million of unamortized loss on r~acquired 

debt left? 
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1 A I didn' t follow Lhat number. Could you do that 

2 again, pleaee? 

3 0 If you continue the amortization schedule witho ul 

4 the plan eo that you 're amortizing roughly S20 mill1on a 

5 year for each of the two years, would your $98 million be 

6 down to about 57, 58 million dollars? 

7 A I don't follow that. The •· let me go through 

8 that again. You're starting from the projected balanc o al 

9 December 31, '9?. 

10 

11 

12 

13 

0 Yeo. I'm speaking to '98 and '99. 

A Okay. All right. Now I follow your balance. Yeo, 

that's approximately correct. 

0 So if the Commiaoion did nothing in that regard, 

14 the sse million would be roughly the amount that would ~e 

15 left to amortize? 

16 A Assuming no further debt reacquisition& 

17 0 Baaed on the known figures that we're working from 

18 here . Thank you. 

19 COMMISSIONER DeASON: Mr . Gower, while Mr . Brew' s 

20 looking through his note&, let me ask a questi on. The 2 0 

21 million which Mr. Brew referred t o in his previous 

22 question, is that the amount of yearly arnortizatlon undct 

23 

24 

25 

the Uniform System ot Accounts? 

THE WITNESS: Yee, sir. Before the effect o f t he 

Commieeion'• plan, yee, air . 
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1 COMMISSIONER DEASON: So the effect - - he'q -- t o 

2 get to his suggeeted number then. if there were no 

3 continuation o f the plan, that 20 million would take place 

4 regardless, and that ' s how he gets down to hia suggested 47 

5 o r 48 million at the end o f '98? 

6 THE WITNESS: That 's corre ct. 

7 HR . BREW: Bxcuee me. That would ~ at the end of 

8 '99. We took $20 million each year. 

9 COMMISSIONER DEASON: I stand corrected, the end 

10 of ' 99. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

THE WITNESS: Correct. 

0 (By Hr. Brew) Mr. Gower, if I could juat step 

back fo r a mincte to the Commission's initial action bac~ 

in the earl y '80s, would you agree that the Commission 

found in 1983 that the primary method should be ~sed by the 

company, meaning PPL, in accou~ting for the reacquisition 

expenses associa ted with reacquisition o f debt ? 

A Are you referring to the order which l cited in my 

teetimo ny? 

0 Yee, sir, I am. The order of t we!ve -eeven - -or 

twelve-seven, on~-seven. dated vecember 1, 1983. 

A I don't remember t he aate, but I do r umember the 

approximate time frame that --

0 Let me ehow you a document which is a copy o f that 

o rder, and if I could -- again, Chairman Johnson, 1f I 
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could have this one marked for identification. 

CHAIRMAN JOHNSON: It will be marked as Exhibit 3, 

and short title, Order Authorizing s~curity Transactions. 

(Exhibit No. 3 marked for 1dentification .) 

0 (By Mr. Brew) Very quickly, Mr . Gower, I' ve 

highlighted a sente~ce on the second page of t hat order. 

Do you see that? 

A Yes, I do. 

0 And does that state that, •we find -- ·quote , ·we 

find that the primary method should be used by the company 

in accounting tor reacquisition expenses associated with 

security transactions consummated pursuant to this orde r"? 

A Y~s, I see that. 

0 Okay . Thank you. 

Mr. Gower, on the company's response to 

interrogatory-- Staff Interrogatory No . 14, the company 

ehows a net cumulative savings of interest expentJe less 

refinancing costs of $510 million. Are you f~mil1ar Wlth 

that? 

A Yes, I have that. 

0 How much of that $510 million was returned to rate 

~yers? 

A All of it reduced the cost of service. 

Q How much of it was returned to rate payers? 

A All of it ruduced the cost of service . 
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0 That wasn't my queLtion. 

Were there any refunds of t:aat amount to 

consumers? 

A You're asking, did the company reduce ito raLeo? 

0 Yeo . 

A Well, I can't tell you how much, but there was a 

rate reduction in 1990 . 

0 How much of the $510 million waa realized after 

19!10? 

A I can't give you an exact figure, but I can scan 

the f i gures and tell you that the majority o f the savings 

occurred after 1990. 

0 Would you agree that the majority o! the savings 

occurred after 1993, o r 1993 and t hereafter ? 

A Yea. 

0 Thank you. 

Has there been a rate reduction o r refund o f basP. 

rates since 1993? 

A No, there hasn't, and there hasn't been any need 

to. The company has not exceedod ita authorized return. 

In fact, in some years it has achieved less than its 

authorized return; but the fact io these savings d~ reduce 

cost of service which are reported to this c~mmi oa1on under 

surveillance reports, just as it did the reduction& in O&M 

expenses . 
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0 In which of those y ~ars did the1r earned return 

fall below the floor of the Commission's auLhorized return? 

A Which years are you asking a0out, post '93? 

0 Yea. 

A The comp4ny failed to earn authori zed returns in 

'91 and '93, not since then. 

0 And '94, '95 and '96, was the reporLed regulato ry 

return between 12.0 and 12.4 in each of those years? 

A Between 12.09 and 12.3. 

Q Okay. It's even closer. And that•o including the 

effect of any additional expenses or early accelerated 

amortizations the Commission may have authorized? That'& 

net of any ~f those write-off&, right? 

A For '95 and '96, that would be correct . 

0 Okay. Mr . Gower, back to your Exhib1t HAG-2. the 

next item is Fossil Dismantlement Reserve Deficiencies. Do 

you see that? 

A Yea, I do. 

0 And you show an amount of $34. 4 mi 11 iou? 

A Correct 

0 Can you tell me how many of the company's fossil 

units have a defined useful life? 

A Ha~e a defined useful life? 

0 Uh-huh, or a stated retirement date may be a 

better way to put it. 
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A Bach of the units has an est imated service life , 

and the end of the estimated service life varies from unit 

to unit. Whether that means that a generating unit will 

retire in that specific year or not is unknown at this 

time. Unite could be repowered. They could be put on cold 

standby and shut de~. ~~y number of things can happen to 

those unite. 

0 Okay. How many of Florida Power' Light'a foeail 

units are scheduled to be dismantled in the next ten years, 

do you know? 

A The answer would be the same aa I juat previously 

gave. I d.on•t know, and it would vary and it would 

probably change from year to year depend ing on the 

company's generation expansion plans that are developed 1n 

responae to changing needs. 

0 Do you know if in the company's ten-year aite plan 

it specifies a retirement date for any of 1ts fossil 

units? 

A I do not. 

Q Okay. Mr. Gower, this is an item that's ment1oned 

in your rebuttal, but I want to focus it on your exh1b1t in 

direct. Are you aware of utilities around the country that. 

are conducting auctions or have issued RFPs :o sell off 

their fossil units? 

A Yea, in fact, there was an article in the paper 
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this morning about the sale of I believe some Southern Cal 

Edison unite, and Pacific Gas & Electric was doing the same 

thing, and the New England Electric System was doing tht. 

same thing. 

0 Central Maine Power? 

A I haven't aeen that one specifically, but a number 

o f them are doing that in response to plans for 

deregulation in their service territories. 

0 Bosto n Edison7 

A I haven't seen that one , but that may or may not 

I mean, it you oay so, I accept that. 

0 

A 

New England Electri c System? 

New England Electric System is -- l'm familiar 

1 4 with tn.t one. 

15 0 Did Duquesne Light announce the sale of a port1on 

16 of its interest in a coal plant, do you know? 

17 A It might have, I d1dn't see that in the paper. 

18 0 Okay. Do you know if i n these initia l sales th~ 

19 utilities have received substantially more than book value 

20 for the asoets? 

21 A t don't know, b:~t that wouldn't -- that wouldn't 

22 

23 

24 

25 

imply anything to this proceeding because we·r~ not deal1ng 

with deregulation. We 're dealing with the recovery o f 

historical original cost. 

0 Okay. Can we agree that, wi th reopect to fossil 
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1 dismantlement reserves, ~e·re talking about an accrual to 

2 cover the co•t of dismantling PPL's foooil unito s ome time 

3 in the future? 

4 A Yeo. lt'o kind of like the accrual co ~over th~ 

5 retirement of employees oometime in the future. It's 

6 called pensions or other post-employment benefits. 

7 0 It PPL •omot ime in the next ten years ao lls any ot 

8 ita fossil unite and gets at least book value for the 

9 unite, will they incur o ne dime of dismantlement costs for 

10 the unite? 

11 A Yea. That cost io going on right now. It's being 

12 incurred right now. If FPL were to sell a unit, or any 

13 utility were to sell a generating unit which had attached 

14 to it the obligation to retire, dismantle, resto r e the 

15 site, things of that nature, no purchaser would pay a pr1ce 

16 wh!ch did not take that into account . But the cos t is 

17 going on right now, juat like pension coots are going on 

18 for employees who ~re currently alive and well and working 

19 full-time. 

20 0 If s omebody'& selling off a power plant today and 

21 they're conducting an auc tion, they 're looking to ge~ a 

22 market value for the plant, right? 

23 A I think that ' s what they would expect. yes . 

24 0 Okay. And if that market value w~a at least the 

25 book cost that PPL ia carrying on the plan t, aren't they 
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1 transf e r ring all respon1ibility for dismantlemen~ to th~ 

2 new owner? 

3 A You have to see the contr~ct to know what tho&e 

4 obligations are. 

5 Q okay. Let's assume that they do. Let's assume 

6 that it's a clean break. They sell off the Manatee units 

7 to a California affiliate of a power company, and so FPL 

8 has no ownership interest or a continuing responsibility 

9 for the plant. II ill -- PPL will have accrued amount a for 

10 dismantlement. Will they incur any actual costs to 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

dismantle the unit? 

A I think I've al:eady answered that and the answer 

is yes . They are incurring the coats now. They are 

accruing the costs now, and if they seli the unit that you 

me.ntioned, that will be taken into account in accordance 

with the terms o f the contract , anj if the new owner takes 

on that obligation, then the new owner will adJust the 

price and there will be an economic transfer there. 

Q Okay. 

A I think further that, when you're talking about a 

power plant, environmental regulo:i ons make any ccmpany or 

person who ever owned such a site partinlly responsible for 

any further clean-up that may be necessary, but ·· so, I 

don't think they can actually get rid of all theil 

liability. but they're incurring the coste now and if they 
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sell a unit, there will be an economic transfe~ that w1 ll 

compensate the new owner who assumes tha t obligation. 

Q Well, let's juat try tog~ through it a llttle bit 

more slowly. If you accept my basis that the sale price 

fully recovers the book value to the company of the asset, 

where ~ill FPL experience any cash outlays for fossil 

dismantlement? 

A I'm trying to answer your question clearly, and 

I'm apparently not succeeding very well . I'll try one more 

time. 

The book value of the plant i . cost less accrued 

depreciation. The depreciation includes a factor, in fact, 

a separately identified subset of the ~eserve for the 

dismantlement; therefore, if the plant costs a dollar and 

the reserve for depreciatiou is SO cents, for a net book 

value of 50 cents, the book value h~s been reducea for the 

liability. If the purchaser then pays PPL SO cents. it has 

offset the price it has paid FPL for that l1ability which 

PPL has accrued, so that out of -- if the so cents 

depreciation accrual includes a dime for the dismantlement, 

then the SO-cent proceeds of the sale takes a d1me out of 

PPL's pocket for that cost. It just workn out. 

Q You're accruing that dime in a r~aerve. aren't 

you? 

A PPL is, yes . 
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1 0 Are you g~ing to withdraw from that r~serve if 

2 you've sold off the unit and aomebody else aooumes 

3 responsibility for diomantling it? 

4 A The purchaser t~kes that d: me an~ reduces the 

5 price they pay under the hypothetical which you poned. I t 

6 takes the money out of PPL's hands, just ao if they kept 

7 the plant and a c tually went through the proceoo of 

8 dismantling it. 

9 0 Are you saying that the -- well, I'm trying to 

10 figure out if we disagree here or if you're just changing 

11 my question. 

12 Are you suggesting that the reoerve would be 

!3 transferred to the new owner? 

14 A I'm suggeating that the new owner will be a ware of 

15 the obligation to dis1114ntle at the er:d of c. he service l He 

16 and will adjust the purchase ~rice it's wil ling ~o pay 

1 7 downward to compensate for assuming that obligation. That, 

18 therefore, takes the cash out of FPL's till juot the same 

19 as if they they'd kept the plant and ac tually dismantled 

20 and removed it and paid the money out for that activity 

21 itself. 

22 0 And I'm asking yo~ to assume that the buyer, a 

23 knowing and will ing buyer factors in and diRcoun~s 

24 everything that they think are appropria te 1n terms t o 

2S figure out the market value o f the plant, anJ what I ' m 
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1 asking you to assume is the purchase price is at least the 

2 book value of the unit, and you're not transferring the 

3 reserve over to the buyer, is FPL, once it transfers the 

4 plant away, going to dxperience any cash outlays for 

5 dismantling a plant it no longer owns? 

6 A And I'm trying to answer that a knowing buyer 

7 would reduce the purchase price, and that takes the cash 

8 out of FPL's treasury just the same as if it had kept the 

9 unit and actually carried out the dismantlement proceoo 

10 itself and apent the money for that activity. 

~1 Q Okay. But if you 'll just -- if we could just cut 

12 this short. If the purchase price takes all of that 'nt o 

13 account and the company -- excuse me, Mr . Chllds - - if th• 

14 company does not transfer the reserve. the reserve stays 

15 with FPLi is that right? 

16 MR. CHILDS: Excuse me. I will object to the 

17 question. I think we've pursued this line at great 

18 length. I think - - number one, my objection i s that the 

19 witness was asked and answered the questio n. 

20 Number two, the introduction t o the line o f 

21 questioning was that it was not directed to direct anyway . 

22 Number three, I ~ooould suggest that the plan in 

23 this doc ket is not to and never wa~ based upon some 

24 predetermined fossil dismantlement coat . I t was the fos sil 

25 diamantlemont cout, if any, to be determined by t hla 
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commission, and I don't think we determine Jt today. 1 

think you -- it's an understood that you would determine it 

at the appropriate time. So I would object to the 

continuation of thode questions. 

MR. BREW: I would suggest that the witn~ss has 

simply been arguing with t he hypothetical rather than 

answering the question. 

The question was simply. if the company gets out 

of a plant that it sell• at least what it has into it, 

whether it has any continuing obligation with respect to 

bearing the costs of disn~ntling it. And what I've been 

hearing is that, assuming that the buyer discounted that, 

that it would be refloct~d in a discount to FPL; and wh, t I 

asked him to asau~e was that the buyer reflected all of 

those and other considerations in the purchase pr1ce. wh1ch 

is at least book value, and I still haven't gotten an 

answer to my question. 

CHAIRMAN JOHNSON: I'm going to allow the 

question. I don•r. believe it's been-- it's b~en asked, 

but I'm not certain its been answered directly . Let·~ try 

one more time. 

THE WITNESS: lf I failed to answer Mr . Brew's 

question, I apologize. I assure Hr Brew and the 

Commission that I've been trying. 

The thrust o! the question was, would a sale at 
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1 book value relieve FPL in any way from the need for th~ 

2 reserve which it had accrued for dismantlement, and the 

3 answer is --

4 CHAIRMAN JOHNSON: And is t hat the question? I 

5 know he rephrased it, but - - because that 's what you've 

6 I know that i s what you've been trying t o answer. I am 

7 just getting now confused on what your question is. 

8 COMMI SSI ONER DEASON: Let's see if we can get to 

9 the meat of the matter. You keep focusing on the queot~on 

10 of cash outlay, and, Mr. Gower, I think you would agree 

11 that PPL would not actua.lly have t o make a cash ou Llay 

12 

13 

14 

because they would no longer have the liability . 

MR. BREW : Exactly. 

~ISSIONBR DEASON: The plant would have been 

15 trans ferred , but in essence, also the economics of i~ have 

16 already been captured in the transaction . The coots have 

17 been incurred. They've been recognized . The buyer 1s 

18 aware of that and i s taking that into consideration of what 

19 he or she is willing to for pay for that. The-·efore. 1t'o 

20 not that PPL is escaping any costs , it's captured in the 

21 economics of the transaction betweer tho negotiated 

22 

23 

24 

25 

purchase price o! the unit. Would we agree with that? 

THE WITNESS: Thank you, Corumiasioner. You said 

it a lot better than I did, but that's wha t I was trying to 

say . 
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MR. BRBW: Close enough. 

0 (By Mr. Brew) Mr. Gower, I want to ohow you 

another document for just a moment, please, end again, 

Chairman Johnson, I'd like to ask that it be marked for 

identification. 
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Mr. Gower, are you familiar with Florida Powt.= & 

Light's periodic reports to the SEC? 

A I have not seen this one before, but I am familiar 

with the fact they file annual and quarterly reports wtth 

the SBC as well as other reports. 

0 Okay. Thank you. 

This is a 10-0 dated September 30, 1997, and l'd 

like to refer you to the highlighted paragrapho on the 

second page. Do you see that 

A Yea, I do. 

0 And specifically the statement that, quote, "Any 

forward-looking statement speaks only as of the date on 

which such statement is made.• Do you see that? 

A Yea, I do. 

0 And further down, the middle of the paragraph, the 

company stat•ment that •New factors emerge from time to 

time and it is not possible for ~~nagemen• to predict all 

of such factors, nor can it assess the impact of each such 

factor on the business or the extent to which any ouch 

factor or combination cf factors may cauoe actual results 
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to differ materially from those contained in any 

fon~ard-looking statement. • Oo you see that? 

A Yes, I do. 

Q Oo you agree with it? 

A Well, 1 guess I'd have to practice law to agree 

with that. 

This appears to me to be one o f the typical 

statements one finds i:t SEC filinge, called Sa fe Harbor 

Statements. 

Q That 's exactly right. 

73 

A And these statements are made to avoid litigation 

or to protect management by having dis~losed that they are 

not omniecient and can't predict the future. 

Q That's exactly right. T~e company routinely f1leo 

this disclaimer indicating that things may c1 • .1nge 1n the 

future, ia that right? 

A As does every company that does SEC f ilings. 

Q I wou ld expect so . 

And in the second paragraph and the paragraph 

after that says "The company include among the f•ctors thaL 

may change are regulatol~ treatment with respect to the 

acquisition and disposal o! assets and facilities and 

decommissioning coots.• 

A Well, that among other things. They aloo cite 

potential gov~rn~ent regulations, environmental 
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regulations, NRC regulations, rates of return, the 

structure of the industry, many things that are 

uncertainties about the f~ture which, as we have discussed 

before in deposition, creates the risk which investnrs face 

in making long-term commitments, and it's just a generic 

discussion. 

0 Okay. But we can agree, can't we, that there's a 

recognition that'• explicit that, with respect to 

forward-looking statements, circumstances may change? 

MR. CHILDS: Excuse me. I don't understand what 

this relates to in cross-examination of Mr. Gower. 

MR. BREW: It relates directly Lo hio position 

with respect to nucle~r decommissioning. 

CHAIRMAN JOHNSON: I'm sorry. I didn't hear 

that . 

HR. BREW: It relates directly t o his pooitlon 

with re•pect to the recovery o f the nuclear d~commloa1on 

deficiency reserve. 

CHAIRMAN JOHNSON: How so? 

MR. BREW: If I could just move on to m)' next 

question, I think it will becom6 apparent . 

CHAIRMAN JOHNSON : I'll allow you oome latitude. 

Q (By Mr . Brew) Mr. Gower, would you agree that the 

decommiesioning dtudie• periodically f iled by Florida Power 

&. Light are forward-looking projections of the f•1ture cost 
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1 of decommissioning nuclear unite? 

2 A I don't know that that's an accurate 

3 char acterization. Let me tell you my understanding o( how 

4 these studies are done, and maybe it's responsive to your 

5 question or not. 

6 My underst andi ng is that the consultant that does 

7 nuclear decommissioning studies identif ies the actual 

8 quantities of physical material contained in a nuclea r 

9 pla.nt, and based upon t hose physical quant ities and the 

10 known radiation characteristics and the estimated cost t o 

11 

12 

13 

protect the environment from those radiations, makes a 

calculation of the cost in current dollaro to decommission 

that plant. Those costa are then escalated to the future 

14 date, and this may be what you're r e ferr ing to as 

15 forward-looking, and then discounted back to the present on 

16 the basis of the ant icipated earnings of the money put i n 

17 the decommi3sioning funds, and that then is used to develop 

18 a level annuity which is the basis for the accrual. 

19 I don't know whether that was responsive, b Jt I 

20 think that's what happens. 

21 0 Let me make it simple. Can we agree that the 

22 decommissioning estimates are an estimate of what it wil l 

23 coat to decommission the units sometime ouL into the future? 

24 

25 

A 

0 

Yes. 

And that baaed on that estimate of decommissioning 
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the units out 2011, 2018 o r beyond, we develop an dnnual 

accrual to get there by then? 

A Exactly. 

76 

0 Okay. Can we agree that there are loto of inputs, 

both on the engineering side and otherwise, that are tAken 

into account in those studies and by the ~ommiooion in 

developing that annual accrual? 

A Yes, there are. 

0 Would you 11gree that any of those major inputo 

that go into thooe studies or the estimation can change? 

A "Any" may be too broad a characterization, Mr. 

Brew. Some of those factors can change, but I don't think 

&ny is corcect. 

0 Mr. Gower, if Florida Power & Light asked for and 

received a ten-year extension on ito nuclear license for 

the St. Lucie unite, would that ch•nge the equation? 

A The assumption in your question, I presume, also 

changes the date at which the plant is ohut dowP and, 

therefore, the on-site 8torage p~riod and the actual dat~ 

when the decommissioning activity would takP- place, and if 

that aaaumption is corr 'ct, then --

0 Well, no. Let me clarify that then, with respect 

to on-site storage. 

A Okay. 

0 Are you aware that t wo weeks ago the U.S. District 
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Court of Appeals determined that the Depa rtment of Energy 

was responsible f or the cost o f accepting nuclear waste, 

beginning in 1998? 

A Yes, I saw t hat. 

0 Okay. So, if we can just take that out o f ~he 

equation and assume tha t the federa l government will be 

responsible for on-site storage, if the licensed l~fe of 

the unit was extended ten y~ars, would that have a mater~al 

effect on the acc rual f 

COMMISSIONER CLARK: I don't think you can assume 

that. I don't think t he federal government io that 

reliable. 

0 (By Mr. Brew) Let me try it di fferentl y then. 

Is a major cost driver in decommissioning l~r 

man hours? 

A It's certa inly one o f them. 

0 Is a significant concern heal th .-adiation 

health exposure to workers doing tha t work? 

A Absolutely . 

0 If decommissioning techniques evolved to use 

increased use of robotics to lower man hours and health 

exposures, could t l.at have a material ef~ect on 

decommissioni ng costs? 

A Yes , as would the investment in the equipment. 

0 Okay. Pine. 
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Mr. Gower, l've just shown you a document ·· 

CHAIRMAN JOHNSON: vid you want this marked? 

MR. BREW: Yes, I asked that it be marked for 

78 

identification, and tor identification, it's a Commission 

Amendatory Order, dated December 19, 1995, in Oock~t Number 

941352 - BI. 

CHAIRMAN JOHNSON: It will be marked Exhibi t 5, 

and the SEC -- FPL September 30th Quarterly Report t o the 

SBC waa marked 4. 

MR. BREW: Thank you. 

(Exhibit Nos. 4 and 5 marked for identification.) 

0 (By Mr. Brew) Mr. Gower, have you oeen this 

document before? 

A No, I have not. 

0 Would you agree that that's the ~ncndatory Order 

to the 1!195 Decommissioning Accrual Order cited in your 

testimony? 

A Thio appears t o apply to both Florida Power 

Corporation as well as Florida Power & Light Company. 

0 Yea, it does. 

A And, yea, that's the title of the order. 

0 Okay. Can I refer you to the secono page of the 

document that I handed to you? 

A Yes . 

0 And juat to make sure we're looki~g at the oame 
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thing, are you locking at a document that says in the 

left-band corner, "FPL St. Lucie Unit No. l, Annual Acct·ual 

Schedule"? 

A Ye.. 

0 Okay. And can we agree that the numbers in the 

very bottom of the page show the required annual accrua l 

for that particular uni t ? 

A The 2 4 ,241,000, yes. 

0 That's what I see, yes. 

And that's the acc rual f~r St. Lucie? 

A Well, that's what this schedule shows, yes. 

0 Okay. Thank you. 

Do you see the upper right-hand cor ner? There ~re 

referenceOJ t o an earnings rate and an escalation r'lte. 

A Yes, as well ao the cost in '94 dollars. 

0 Okay . If -- the earnings rate iu 4 .9 percent 

A Yes. 

0 -- as determined by the Commtsoton? 

A I don't want to quibble wi th words. I don't know 

whether that was determined by the Commission o r not 

The earnings rates which are reflected 1n these 

studi es are normally cited in the Commission's orders, but 

I don't know whether the Commissi~n determines that or the 

company determines that and the Commission agrees with 

it, and I don't mean t o quibble with words. 
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0 JuPt so -- just to eliminate any quibbl1ng. could 

we agree that earnings ra t e was reflected in this schedule 

to get that annual accrual? 

A That's what it indicates . 

0 And the escalation rate is 5.9 p~rcent? 

A 

0 

That 's what it shows . 

And, similarly , the •scalat ion rate was employed 

in this schedule to develop the annual accrual? 

A I assume it waa. I haven't checked these figures, 

10 obvious ly. 

11 0 And the escalation rate is what ? I s tha t t he rate 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

for growing the current estimate 1994 costs up to the 

date of decommissioning? 

A I would believe tha t to be true. 

0 And the earnings rate would be the rate applied to 

the reserve fund to e ffec tive ly grow the amounts already 

included in the reserve? 

A Yes, that's the assumed rate of earnings. 

0 Okay. The 1998 study in the company fileR , assume 

fo r a moment that those numbers were flipped and the 

escalation rate were 4 .9 percent and the earnings rate was 

5.9 percent, but tlle noninal coot was the same. Would 

there be a reduction in the estlmatPd annual a-crual? 

A Yea, there likely would . 

0 Okay . 
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A But the reverse could also be tr~e. and -- r mean, 

this is really know different than making an estimate for a 

pension cost or other post -employmP.nt benefits or for that 

matter the basic rate of deprecia tion. It i nvolves 

estimating costs to be incurred in the future, to be 

applied now because now i s when the coats are being 

incurred. 

Q Do you know no~ whether or not the earnings rate 

and escalation rates to be filed in 1998 will be the same 

o r different from these numbers? 

A Not anymore than I know now how long Mr. Elias, 

who's sitting over there, is going to live and, therefore, 

how long the State of Florida is going to ha·1e to pr -:>vide 

his pension, but, nonetheless, in o rder fund Mr . Elias• 

pension, the State has to make s~~e studies ~n~ make some 

estimates, and they do that and they fund tha~ pens1on and 

t hey recognize that cost while Mr . Elias is over there 

working . That's how it supposed to be done 

0 So could we agree that thooe f actors could change, 

may change, and we don't know how they will change? 

COMMI SSIONER CLARK: Mr. Brew, I don't mean to 

interrupt you, but I think we can stipulate we can't 

predict the future. 

MR . BREW: Thank you. 

~- CHILDS: Commissioners . cou l d we take a brief 
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recess? 

CHAIRMAN JOHNSON: Yes. Let's take a ten-minute 

recess. 

We're going to need ~o receso for lunch at 11:45, 

but we'll take a ten-minute break now. 

record. 

(Whereupon, a recess was had in the proce~dings.) 

CHAIRMAN JOHNSON: We're going to go back on the 

MR. BREW: Mr . Gower, are you ready? 

THE WITNESS: Yes, ~ir. 

0 (By Mr . Brew) Thank you. 

Hr. Gower, are you aware that in 1983 the 

Commission concluded that the utilit1es own ing nuclrar 

assets should begin to develop a funded reserve for that 

expense? 

A Yes. I'm aware of that. 

0 And prior t o that order. d1d the companies account 

for decommissioning coots through a negative salvage value? 

A Yes, 1 believe that's correct 

0 In deciding to move to a funded reserve, aid the 

Commission recognize that the prev ious method was 

insufficient to cover decommissioning costa? 

A Insufficient as to dmount , but ~o to the funded 

aspect of the Commission's direction. my recollection is 

that there was a greater concern with the financial 
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1 assurance that the companies operating nuclear plants would 

2 have those dollars available in the future, because the 

3 dollars a re very, very large when the decommissioning 

4 actually takes place . 

5 

6 
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0 Did you say "insufficient as to amount•? 

A Yes . The prior accruals were not suffici~nt. 

That's one aspect . So the accruals were increased, and, 

eecondly, the Commission ordered that the res~rves be 

funded so that there would be financial assurance that the 

amounts would be available when needed. 

Q And would you agree that the approach adopted by 

the Commission was in part that the Commission would 

develop an equal annual accrual designed to recover 

estimated decommissioning coste over the remaining lif .. of 

the a~sets and that there should be periodic reexamination 

o f that coat? 

A Yes, both of those aspects are true. 

Q Okay. So any prior under-recovery at the time the 

Commission began the annual accrual would be reflected i n 

those accruals as they were develc;-ed and recovered over 

the remaining life of the assets , is that rtght? 

A Yes, and I expect t hat, when that decision was 

made, the rate of escalat ion in the decommissioning coste 

24 was not anticipated. The date of the last study reflected 

25 an increase of 77 percent over the previous study, which 
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1 had been six yeacs earlier, and I've forgotten the 

2 percentage increase fron the original studies back 1n '81 . 

3 So the increases in thooe estimated cost s have V8en very 

4 dramatic, and that auggeats that 9ome correc tion needs t o 

5 be made. 

6 0 That wasn 't my question. 

7 My question was, did we agree that the 

8 Commiaaion'a procedure wae to develop an annual acc rual c f 

9 equal amounts to recover the estimated costs over the li fe 

10 of the aaaets and to periodically reaoseso that? 

11 A And I thought I answered yes with th~ following 

12 comments, which I will not repea t. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

0 Thank you. 

Are you familiar with the Co mmioa1 on'a 19 9 5 order 

setting new annual accrual rateo for decommission~ng7 

A Yea, I've seen that order. 

0 Okay. And was the overall result o f that order to 

increaae Florida Power ~Light's annual acc rual from 

roughly $38 million a year to approximat e ly $ 85 m1ll 1o n a 

year? 

A 

0 

Yes. 

And would you agree that, in doing s o , the 

23 COmmiaaion determined that the new ann~:al acc rua l s wer e the 

24 amount• necessary t o recover future decommiso1oning costs 

25 over the reMAining lite of each nuclear pu~er plant ? 
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A Yea. There were separate accruals for each of the 

four nuclear generating unite which t ota lled to the ligure 

you cited a moment ago. 

0 But the Commission determined that the accrual for 

each was designed to recover the eotimated decommissioning 

costs over the re~~ining life? 

A Yea, that's the idea. 

0 Okay. Now, on your EXhibit HAG-2, you show a 

nuclear decommissioning reserve deficiency of $484.4 

million, is that right? 

A That's correct. 

0 Now, that $484 million, doeo that represent 

amounts that would have been charged if FPL h~d b~gun 

accruing SBS million per year back from the 1ntr.ial 

commercial operation date of the plant? 

A I don't think that's the way the ar1thmcti c would 

work out. The $484 million is the reserve deficiency, and 

that is derived by comparing what accrual would have been 

booked had the ~ow-current estimateo been applied to each 

nuclear unit from ita original in-service date to the date 

ol the study upon which this is calculated . That then 10 

compared to the book accrual, and it ohows that they"re 

$484 million short at the date of that study . 

0 can we agree that the term •a theoretically 

correct reserve position• simply meano un accrual that 
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reflects our beat estimate of what that future cost 1s 

going t o be for decommissioning? 

A As of the date of the study, yea. 

0 As of the date of the study. 

A6 

If in the company's 1998 studies to be filed the 

collect ive changes in estimation and escalation rates and 

everything else u•od to develop the accrual schedules 

r esults in a required annual accrual o! 60 million rather 

than 85 million, how would that affect y~ur perceived 

deficiency of 484 million today? 

A Well, it obviously would reduce it. 

0 Okay. So which estimate should we use for 

determining a theoretically correct rese1ve position? 

A The beat information currently available , which is 

that contained in the last study filed Wllh and approved by 

the Commission. 

0 And the next tim~ the company files a study, that 

would then become the beat estimate, and if the accrual 

changed, we would then recalculate wha t your reserve 

deficiency would be? 

A That's the on ly way f know how to do it. 

0 And i f the -- in my example, the annual accrudl 

wa• $60 million, rather than 85, should there be a one-time 

credit to customers to correct for that difference, too? 

A Not unle•o there's a plan in place like this . 
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You're asking, should there be an offset? Well. 

if there's still other perceived def iciencies. if you look 

at my Exhibit 2, theoretically, it's poosible that one of 

those numbers would be negative, and if that were the case . 

then sure, it would be appropriate to offset those; but 

they're not negative, they're positive, and there's d 

substantial unde1-recovery of costs. That's why this 

docket is now pending. 

0 So what we would really be do1ng then 1s, rather 

than having an annual accrual designed to recover the 

future costs over the remaining life of the aooeto, wo 

would be keeping our -- basically our eotimatc constant and 

then adjuoting based upon the new estimates. or we'd be 

keeping the base accrual constant, and then having 

surcharges of credits to reflect the changes 1n the 

estimates. 

A I'm sorry. I don't underotand the hypothetical 

you're posing. 

0 Let me try it again. 

If the -- the estimate shown on your exhiblt of 

484 million reflects the information contained in the most 

recent decommissioning study, the one the Comm1~s1on passed 

on in 1995, is that correct? 

A Correct. 

Q 1'hat number. you would agree, would change 1f the 
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estimates are at a \1 different the next time the Commission 

does a study; is that right? 

A Well, i t certainly could, yes . 

Q If the Commi6sion has authorized under th~ pl an 

the $484 million t o be written off. by how much shou ld we 

adjust tbe annual accrual to avoid a double count? Do you 

know? 

A Well, I won't - - we won ' t kno w unt1l a new study 

is done, but if the $484 million is in fact 1ecovered, then 

that will e nter into the calculation of the book reserve as 

well as the t heoretica l reserve, and if tha t suggests a 

change , then it suggests a change. But the fact that it 

may change in t he fu ture doesn't mean it doesn't ex1st 

now. The history hao s hown from the very firot time thes~ 

studies were done that the costs were mor~ sign1f1cant than 

anticipated and keep going ~p. and it doesn't make much 

sense to postpone the recovery. 

Florida Power " Li ght's nuclear plants on average 

are 20 years o ld . That ' s 50 percent of their useful tl fe. 

The reserve is only about 12 per~ent of the estimated coat. 

I mean, it seems fairly obvious tha~ their recovery ia 

behind the schedule. 

0 The '95 order, I thought we had agreed earlier 

states that i t was -- the annua l accrual of 85 m1ll1on was 

designed to be sufficient to full y recover the estimated 
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cost by the end of the useful life, is that correct? 

A We agree on that. 

0 The 484 million is in there, it'S reflected in the 

calculation of the annual accrual of 85 million a yeat; 

correct? 

A Correct. 

0 If we take the $484 mill ion out, we have to adJust 

the 85 million at the sa;ne time or we h··•e " double count, 

don't we? 

A Wel l, it will be adjusted ~n the new study if 1n 

fact the 484 million is recovered. 

0 But we would be adjusting under the plan the Sq84 

million now without having ever seen the n~w study, isn't 

that right? 

MR. CHILDS: Objection. I don't ch1nk that's a 

correct characterizat1on of th,. plan. The plan qu1te 

clearly talks about the beyinning c! 1998, not now 

MR. BREW: If the company can show me where the 

plan provides for adjusting the annua 1 ace rua 1, l • d accept 

the objection. 

MR. CHILDS : Well, I'm not posing it for 

22 acceptance. I'm posing it for the character1zatiou We're 

23 not talking about the plan. The plan nc.where cl!lls fo:- an 

24 expense of ar.y item now. It calls clearly for t"Xpenslng 

25 over a period of two years starting in 1998 So my 
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objection is as to the characterizat ion of what the plan 

calls for. 

CHAIRMAN JOHNSON: Mr. Brew? 

MR. BREW: If it will help, r '11 simply restate 

the question. 

CHAIRMAN JOHNSON: Please, thank you. 

90 

0 (By Mr. Brew) The $484 million reserve deficiency 

shown in your exhibit is reflected in the annual accrual 

required to fully rerover estimated decommiasioning cooto 

that the Commission paesed on when it adopted the annual 

accrual in 1995, isn't that right? So if I take $264 

million out of that dnnual accr ual schedule because I no 

longer have to accrue it on an annual basis because I've 

paid it up now, aren't 1 double collecting that $48 4 

million, unless -- even for one year or rwo years. unless 

16 I've adjusted my annual accrual at the same time? 

17 A Well, I think what yo~·re asking is, two years 

18 worth of that deficiency io built into the accrual over the 

19 remaining life, and so maybe it's $10 or $20 million. 

20 

21 

0 

A 

Yes. 

Yeah, that'• -- I don't know that th.lt s the 

22 correct number, but let's just say it is for purpose& o f 

23 discussion. 

24 

25 

To that extent, there may be a doubl~ -up that may 

offset other mis-estimations which or various variables 
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which you point out. Whatever recovery tak~• place , the 84 

million per annum accrual plus the 484 millicn, to the 

extent it ie recovered, will be accounted for correctly in 

the new study that's going to be filed at the end o f -- is 

it '97 or '98 -- whatever the date it's going t o be filed. 

It will be accounted for properly and the accrual w1l l be 

adj uated . It the deficiency is reco~~red pursuant to this 

plan, it will be removed from future annual accruals. 

0 2ut fo r cuatomera of PPL in 1998, they would be 

charged an 85 mi ll ion annual acc rual , they w~u ld be charged 

six times that for the 484 deficiency. and thay'd be 

charged whatever the amount , $10, $20 million, for a double 

recovery of that amount because the acc•ual•s not 

reflect~d. not adjusted to reflect it? 

A They would be charged in the sense that these 

expenses would be recorded in coot of service, but, of 

course , as you know, rates won't be changed. 

0 Okay. Mr . Gower, your first exhibit, HAC·l , do 

you have that? 

A Yea, llir. 

0 That lists special recoveries approved by the 

Commission for varioue telephone companies, is that rtght? 

A Bxcept for line 6 on page 2, the order there 

applied to about a dozen or 1110re companies, which included 

all of the electric companiea ae well as sev~ral telephone 
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1 companies. 

2 Q Okay . Would you agree that in each of those cases 

3 the Commission considered an appropr iate amorti%ation 

4 period tor a known and verified cost? 

5 A A known and verified cost. Well, the coat of the 

6 plant in question was known, but the actual useful life of 

7 the items making ur the plant investment is not known 

8 anymore than Me. Elias informed me on break that the Sta t e 

9 needs to accrue a lot for his pension because he's going to 

10 live to 94, and I certainly hope that turns out to be 

11 right, but we won't know until the event actually occurs. 

12 

13 

The useful life of a plant io not known until the 

retirement actually take place. All of these are 

14 estimates, but should we go to cash-basis •~counting 

15 because we have to estimate depreciation, we have to 

16 estimate pensions, we h've to estimate other employment 

17 benefits, we have to estimate accru~d revenue ond all of 

18 these things? I don't think so. 

19 

20 

21 

22 

23 

24 

25 

Q In column 5 of that exhibit, !or eac h of t he items 

shown, you show a specific dollar amount to be recovered; 

ia that right? 

A Yea. These were cited in the orders . 

0 That' a right. And were any of those amounts 

subject to being re-estimated in the !utu.e? 

A Y~a. If you look on line 2, the So uthern Bell 
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order, there's a $123 million depreciation reserve 

deficiency. It's the same type item as the nuclear 

decommie•ioning reserve deficiency. Also on line 3 

yeah, I mean yeah, some of those are definitely 

estimates of the same type. 

93 

1 

2 

3 

.:. 

5 

6 

7 

8 

9 

Q On page 8 of your -- excuse me. On page 7 of your 

10 

11 

12 

13 

direct filed testimony, you refer to special recoveries 

authorized on the electric aide for majot· ov~ rhaul and 

a•bestos abatement project co•ts --

A Yes. 

Q -- do you eee that on line 17? 

Were those specific dollar amounts? 

A They were specific dollar amounts, although some 

14 of them may have been estimates at the time the orders were 

15 issued. 

16 0 What about the Turkey Point steam generator repair 

17 coat; was that a specific dollar amount, somewhere around 

18 $111 million? 

19 A Yes. The Turkey Point steam generator repa1r 

20 costa l<ere known, they vere expended, they were passed, and 

21 they were the subject of litigation is the reason why they 

22 were deferred initially 

23 

24 

25 

0 With reference to the depreciable plant that you 

talked about earlier, waa the total amount of the 

depreciable plant known? 
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A Yea, that's identifiable every month on each 

company's books as they close the books. It's the useful 

life which is the subject of the estimate. 

Q Okay. 

COMMISSIONER CLARK: Hr . Gower, just so I'm 

clear, but the useful life is part of the calculation of 

th.e depreciation reserve? 

THE WITNESS: Yes . It is useful life plus or 

minus a coat-of-removal or net-salvage figur~. and both are 

estimates. 

COMMISSIONER CLARK: Okay. 

Q (By Mr. Brew) And on the decommissioning s!de, 

the total cost is something that's re -estimated every five 

years? 

A Every time a study's done. 

Q That's correct. Ckay. 

Hr. Gower, I'd like to show you another document 

and, Chairman Johnson, I ask that it be marked (~r 

identification. 

Very briefly, this is a Notice of ProposAd Agency 

Action, dated October 3, 1995, issued by tl.e Commiss1on in 

relation to the accounLing treatment for funds extended on 

Lake Tarpon -Kathleen Transmission Line. It lnvolves 

Florida Power Corporation. 

CHAIRMAN JOHNSON: That will be identified as 
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1 Exhibit 6. 

2 MR. BREW: Thank you. 

3 MR. CHILDS: Six? 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

CHAIRMAN JOHNSON: Six. 

(Exhibit No. 6 marked for identification .) 

0 (By Mr. Brew) Mr. Gower, can l aok you to ~efer 

to the oecond page of that document and the paragraph 

towards the bottom of the page that I've highlighted ? 

A I see that. 

0 Would you agree that thio wao a caoe in wh ich the 

Commission considered the proper amortization for a 

deferred tranomission line project -- the coots aooociated 

-- the deferred costs associated wi th a t~ansmission line 

project? 

A ~es, and the interesting thing about this 10 that 

in making that decision, the Commission conoidered the 

17 effect on Florida Power Corporation's achieved r~turn. and 

18 I think it's an excellent illuotration of the Commisoion's 

19 policy of providing for recoverieo ao quick as economically 

20 practical, which means that the Commission recognizee there 

21 io a need f or companies t o realize a reaoon~b~e return and 

22 

23 

24 

25 

to avoid fluctuations in those earnings becauoe 

fluctuations send a very strong risk signal to investors, 

which drive• up tho coot o f capital. So this an excellent 

example. 
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Q Well, I'm glad you agree. 

If we can look on exactly that point, towards the 

middle of the highlighted paragraph, it states that, "Per 

the forecasted earnings surveillanc~ reports submitted (or 

1995, the projected ROE --• and here we're deali,g wi th 

Florida Power Corp- - •for 1995 is 12.20.• Do you see 

that? 

A Yes, I see that. 

0 Okay. Can you tell me where in the plan here the 

Commission has estimated a projected ROE for the company 

for the plan years and the effect on earnings of the 

proposed plan? 

A You won't find that spelled out in the 

Commission's proposed agency action order, but I would 

suggest to you that it has been considered because the 

order direct• the company to bvok additional expenoe in 

certain amounto which are equal to revenue ')rowtlo, and if 

you have a dollar of revenue growth and a dollar of 

expense , the effect on the company's achieved return is 

zero. 

Q So if, in the Plorida Power & Light T'.·~key Point 

eteam generator caee, if you recall that - do you remember 

reviewing that order? 

A Yee. 

Q And do you recall that the amounto of deferred 
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1 coeta to be amortizod wae roughly $111 mill~on? 

2 A Yes. 

~ 0 And there was a question as to the appropriate 

4 amortization period. Do you recall r.hat? 

~ A L remember the Commission directed amortization . 

6 I don't recall the queetion, but I can look up the ordet. 

7 if you like. 

8 0 Would you agree that the Commiso1on determ1ned 

9 there that the amortization should be basically over f ive 

10 years, although the company could take it sooner if they 

11 wished? 

12 

13 

A 

0 

That rings a bell in my memory, yeo. 

And would you agree that the Commission determined 

14 that writing the full amount off over one year while -- was 

15 essentially too much because the $111 million would have 

16 roughly a two percent effect on regulated earnings? 

17 A Do you mean 200 basis point" o r --

18 Q Yes. 

19 A I vaguely recall oome discuooion of Lhat type, and 

20 I think it's perfectly consistent with the order that i s 

21 now Exhibit 6. 

~2 Q Okay. So, i! · · the revenue offset approach in 

23 this plan would have no particular effect on regulated 

24 

25 

earnings becauee we're dea ling with revenue growth, is that 

what you said earlier? 
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A That'• my understanding of it. 

Q And if the amount to be expensed under the plan 

were $350 million, and we assume along the linea of what 

the Commission looked at for Turkey Point that roughly $70 

million equates to about 100 basis points on return on 

equity, we're talking about an earnings effect of about 

five percent, 500 basis points? 

A Is your question directed to the plan now and your 

reference to the $350 millicn? 

Q Yeo. 

A Maybe I misunderstood the question , but my 

understanding is there wil l be no effect on neL earnings 

because the revenue growth is offset by an identical amount 

of expense, and that ' s how the corrective capital recovery 

is achieved. 

Q Just so we're clear, taking the charge has an 

effect on reported earnings, doesn't it? 

A Not if it's offset by au identical amount of 

revenues. 

0 Okay. Exactly. 

But taking the expens~ reduces net income by t he 

amvunt of that expenae? 

A Well , all other things being equal . 

0 That'• right. 

And so what we're talking about is a reduct1on in 
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the earnings that matchea the growth in the earn1ngs? 

A Yes. 

0 Okay. And if the growth in the ea1nings and 

revenues were $350 million, that would be a rough 

equivalent of 500 basis points on their regulated return? 

A Well, you're doing the before-tax amount, but ·· 

0 Yes, very simple --

A Okay. 

0 •• back of the envelope. 

Mr. Gower, very quickly, on page 9 of your direct 

testimony, the paragraph and your answers beginning at line 

13, do you mind taking a look at that, pleaoe r 

A I have that . 

0 And you say, "Because of the importance o ! these 

capital costs --• meaning fossil dismantlement o~d n~clear 

decommissioning -- "the studies are important bec~use those 

coste need to be updated every five years . • 

A In the case of depreciation and dlomantl~ment, 

it's every four yearo. Decommissioning is every !ive. 

0 But the reason why you endorse requirlng ~he 

updated otudies is because of the 1mportanc'l of those 

capital coats, is that right? 

A I think they're important, yeo . 

0 Which has a greater effect on -· does e1ther have 

a greater effect on revenue requirements than the ro~t o f 

FOR THE RECORD REPORTING TALLAHASSEE, Fl~ 904 ·2 2~·5491 



1 

2 

3 

... 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

• 25 

100 

equity? 

A Well, we can make that calculat~on, and there -- I 

want to check this, but my recollection is that the 

provisions for depreclation, decommissioning, diom~nt lement 

are greater than the return on equity. That may be wrong, 

but that's my recollection. 

0 Would you agree that the coot of ~quity is also a 

very important coot !.n the revenue requ1 remer.t? 

A Absolutely. 

0 On a par with those in termo of effect on the 

revenue requirement? 

A Importance , absolutely. 

HR. BREW: Than.k you. 

That's all I have. Thank you very much. 

CHAIRMAN JOHNSON: Staff? 

MR. CRUZ-BUSTIL.LO: Good morning, Mr . Gvwer 

THE WITNESS : Good morning. 

MR. CRUZ-BUSTILLO: At this time, Madam Cha1rman, 

I'd like to move in -- ~e provided the CommiGoionero with a 

book of all the exhibits that the Staff io going to be 

using today, either demonstratively or submi tl'ing into 

evidence, and we also provided a otack in the same order to 

counsel for PPL and counsel for AmeriStecl. 

The second index card is - - we would like labeled 

as Composite Cxhibit 2. and we would like t o have it marked 
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for identification becauae I'm go1ng to be using s ome of 

those documents and subsequently submitting them 1nLo 

evidence, and I'm also going -- I'm also going to use 

Composite Exhibit 3. 

CHAIRMAN JOHNSON: Hold on for a second. 

MR. CRUZ·BUSTli..LO: Madam Chairman? 

101 

CHAIRMAN JOHNSON: What would you like f or us to 

do? 

MR. CRUZ·BUSTli..LO: Oh, it's the aeco.td utack. but 

we want to have it marked as Composite Exhibit 1. 

CHAIRMAN JOHNSON: Do you want to direct us to the 

big notebook or is there another 

HR. CRUZ-BUSTII..LO: No. Okay. I've got it now. 

The notebook that 1 gave you, I want to use the 

second sectio~ and I want to have it marked consecuL1vely 

and composite-- I'm assuming the next consecutlve number 

would be Composite Exhibit 7. 

CHAIRMAN JOHNSON: So we should go to the second 

tab --

HR. CRUZ·BUSTII..LO: That's correct. 

CHAIRMAN JOHNSON: and that hao a ohe~t with 

several documents delineated. You'd like to have this 

entire second tab ~~rked ao Composite Exhibit 77 

HR. CRUZ-BUSTII..LO: That is correct. That is the 

one with Mr. Gower on the first line, h1o name appearo 
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there. 

CHAIRMAN JOHNSON: Yes , sir. It aayo Gower, 

late-filed deposition. 

102 

MR. CRUZ-BUSTILLO: That's the one. That sta~k. 

we would like to have it marked the next consec·1tive 

exhibit number, and we would like to have it as a 

composite , AND I'll identify each document in that 

composite is Bates -stamped, and I'm going ~o go ahead and 

reference those documents according to their Bates number, 

and I will mention tho composite number. 

CHAIRMAN JOHNSON: Thank you. So we will identify 

this as Staff Compos~te Exhibit 7, and you're going to go 

down through the list for me to say what's in that 

composite exhibit? 

MR. CRUZ-BUSTiuLO: Not right now. As I guess 

unless the Chairman requesta so. Do you want me to 

identify them? 

CHAIRMAN JOHNSON: uat's go ahead and do that just 

so we'll be sure as to what is in this composite exhibit. 

MR. CRUZ-BUSTILLO: Inside Composite Exhibit No. 

7, we have Mr . Gower's late- filed deposit1on and we also 

have -- and that's mark~d -- that's Bates-stamped ~01. 

We also have FPL's responses to staff 

interrogatory questions No. 1, 2 and 6, and that's 

Bates-stamped 002 through 0010; and we ha·1e FPL' a responses 
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1 to staff interrogate.~ questions~. 4 and~. and t ha t's 

2 Bates-stamped 011 through 016. Then we have FPL's 

3 responses to staff's i nterr ogatory questions No. 16 through 

4 40, and that's Bates - stamped 017 through 036. Next we have 

S PPL 's responses to staff interrogatory quest ions No. 41 and 

6 42. That is Bates - stamped 037 thro ugh 041. Next we have 

7 FPL's responses to staff's informal data requesL No. 1, 

8 Bates-stamped 042. Next we have FPL's responses t o sLs(('s 

9 interrogatories , questions No s . 8, 9 and 11, 12, 13 and 14. 

)0 Bates-stamped 043 through 050. Next ~e have an excerpt 

11 from FPL'o 1997 Forecaoted Earnings Surveillance Report, 

12 Bates-stamped 051 through 052. Next we have an excerpt 

13 from the Florida Public S~rvice Commiosion •o 1997 

14 Forecasted Earning& Survei lla.nce Report, Bates- stamped 0~ 3 

15 and 054 . Next we have an excerpt from Gul f Power Company' s 

16 Forecasted Earnings Surve il:ance Report, Bates -sLamped 055 

17 and 056. Next we have an excerpt from Tampa Electrlc 

18 Company's Forecasted Earn ings Surveillance Report, 

19 Bates -stamped 057, 058. Next we have opreaduheeto 

20 supporting FPL's response to stuff i nterrogatory question 

21 No. 3, Bates-stamped 059 through 069. Next w~ have 

22 spreadsheets supporting FPL's responses to staf! 

23 interrogatory question No. 4, Bates -stamped 010 through 

24 083. Next we have spreadsheets supporting FPL'o responses 

25 to staff int~rrogatory quest ion No. 5, Bates-stamped 084 
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through 099. And the last two items ate, f1rst i s FPL's 

depreciation stud ies filed in Docket No. 960527-El, 

Bates- stamped 100 through 113, and, finally, FPL's 

depreciation studies filed i n Docket No . 970785 - EI, 

Bates-stamped 114 through the remainder . 

CHAIRMAN JOHNSON: Thank you. And all of Lhe 

parties have been provided wi th these document s ? 

HR. CRUZ-bUSTILLO: They were provieed t hose 

documents yesterday . 

CHAIRMAN JOHNSON: Great. 

(Exhibit No. 7 marked for ident ification.) 

MR . CRUZ-BUSTI~LO: And I also have one other 

!.04 

request at this time . r would also like to have marked for 

identification t he next consecutive exhibit number, what is 

in your third section, and it's headed -· it has four 

little columns o r lines, and it's entitled Ame r lSleel 

Corporation's Responses to Staf~ ' s Interrogatory Questions 

Nos. 1 through 35. Do you uee that, Madam Chalrma11, And 

other commissioners? 

CHAIRMAN JOHNSON: Yes, air . 

MR . CRUZ-BUSTI~LO: At this time I w~uld like to 

have this marked f or identificati~n. 

CHAIRMAN JOHNSON : We 'll identify that as 

Composite Exhibit e, and that consists of the ,\mer1Steel 

Corporation's responses to Staff's interrogatories Nos . 1 
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through 35, Staff '& prepared Exhibit No. 1 -A, Staff's 

prepared Exhibit No. 1-B, and Staff ' s prepared Exhibit No. 

1-C. 

(Exhibit No. 8 marked for identifica t ion .) 

MR. CRUZ-BUSTILLO: Okay . And I think we'll be 

ready to begin. 

CHAIRMAN JOHNSON, Okay. 

CROSS EXAMINATION 

BY HR. CRUZ-BUSTILLO: 

0 Mr . Gower. do you see those documents over there? 

A Yes, I do. 

0 Were you able to pull out the two sections I was 

talking about? 

A ! think I have identi fied t hose, yes. 

0 You did? He did? Okay. Good . 

What I'd like you t~ do is I'd l1ke you .o turn to 

Composite Exhibit 2, I mean -- I 've got it -- Composite 

Exhibit No. 7. 

A Yes. 

0 And a document Bates-stsmped 001. That io your 

late-filed Bxhibit No. 1 to your late-filed df:'position. 

A Yes, I have th~t . 

0 My firat queation ia, does this document show --

would you agree that - - does this document uhow that 

actual accruals tor 1995 and 1996, as well aa the 
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forecasted minimum variable accruals for 1997, 1998 and 

1999 associated with Dockets 950359-EI and 970410-EI? 

A Yes, it does. 

lOb 

0 Are FPL's forecasted 1998 and 1999 accruals shown 

on this document calculated based upon forecaoted 1998 and 

1999 base revenues and 1996 most likely revenues, and the 

1996 low band revenues? 

A Yes, that's correct. 

0 Thank you . 

Looking at the same document, is a portion of the 

f orecasted 1998 and 1999 accruals calculated ao simply the 

difference between the 1996 most likely revenue and the 

1996 low band revenue? 

A Yes. That's the fixed portion, wh ich, as I 

recall, was about $83 m~llion. 

0 Thank you. 

According to the plan, is the remaining portion of 

the 1998 and 1999 accrual amounts calculated by f : rat 

taking the difference between each year's fo r ecasted base 

revenue and the 1996 moat likely revenue and then 

multiplying this result by SO percent ? 

A Yea, that' a tht" m1nimum amour.- which the company 

must book if those revenues actually eventuate . 

0 Mr. Gower, could you speak up because 1 coulan't 

hear you? 
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1 A I said, yes, that's the minimum amount that the 

2 company would have to book if the revenues projected 

3 actually com.e and take p lace. 

4 0 Okay. Thank you. 

S Did PPL's estimate -- did FPL est imate this 

6 portion of the 1998 and 1999 accrual amounts as ~o percent 

7 as the differenc e between forecasted base revenue and the 

8 1996 most likely revenue ? 

9 A Yes, 50 percent o f the differenc e. 

10 0 Why did FPL eetimate accrual s at the SO percent 

11 level t han -- rather than some higher percentage level, 

12 rather than s ome higher level? 

13 A The numbers you see on this late - filed exhibit 

14 were taken from interrogatory responses, and I believe the}· 

1S were responsive to the questions asked, but these dmounts 

16 shown would be what the plan requires to be rec~rded as 

17 additional expense if the underlying revenue numbers 

18 actually develop as the projections show. 

19 0 All right. 

20 No. My question was, do you knm. why tho FPL 

21 under the plan has decided to book or estimate the accruals 

22 at so per cent rather than some higher amount? I'm just 

23 a8king you whether you know why. 

24 A Hy only answer 1s beca use that's what the plan 

2S requires. If you're looking for someth ing else, I'm sorry, 
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I juat can't anawer it. 

0 Oh, one moment, please. 

Por the 1998 and the 1999 accrual fore casts, I had 

asked you earlier wheth~r your forecasted minimum variable 

accruals were 203 and 261, and you sa i d yes; is that 

correct? 

A Yes, I thir~ I said yes . 

0 Okay. Would you agree that all - even though you 

have stated that's your forecasted minimum va riable 

accruals, that tha t is also your expected accruals for 1998 

and 1999, is that correct? Io t hat correct? 

A Yes, I think it is, based on the projected 

revenues, yes. 

0 Okay. Let's go on . Okay. 

Is PPL's eatimate of accrual s for Docket 950359-EI 

the sum of the amounts shown on this document that we're 

s till referring to for 1995, 1996 and 1997? 

A Yea, that would be correct. 

0 Subject to chock, would you agree t ha t that amount 

ia 418 million? 

A That looks right to me. 

0 I 'm aorry, I didn't hear you . 

A That l ooka right to me. 

0 Okay. Thank you. 

I s PPL'a estimate of accruals for Docket 97C410-EI 
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-- dash EI, the sum of the accrual amounts shown on this 

document for 1998 and 19997 

A Yes, and that totals 464 million. 

Q Okay. One moment . 

Okay. Mr. Gower, on pages 13 and 14 of rtr. 

109 

Cicchetti's direct filed testimony, o r let's just say page 

14, lines 1 throug~ l, he indicates that Staff estimates 

841.2 million could be accrued 

MR . CHILDS: Could we wa it just a minute fo r ·· 

he's looking for it and --

MR . CRUZ-BUSTI~LO: Absolutely, Mr. Childs. Sure , 

absolutely. 

MR. CHILDS: I'm s orry. He has it. 

THE WITNESS: This was on his rebuttal or ·· 

Q (By Mr. Cruz -Bustillo) No, tria was his direct 

testimony, the top o[ the page, line 1, page 14, and ! 

guess the sentence is a continuation of the bot~om of page 

13. 

~ Yes, I see that. 

Q My question i s, Mr . Cicchetti indicates in this 

direct testimony, page 14, line 1, that Staff, Florida 

Public Service Commission Staff est imates 841.2 million 

could be accrued 1n Docket 970410-El; 1s that correct? 

A That's what it says. 

Q Would you accept subJect to check that Mr . 
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Cicchetti referenced estimate of Do~ket 970410-EI's 

accruals exceeds your estimate of accruals by roughly 375 

million? 

A That's correct. 

0 Why do you believe there is a disparity of over 

375 million, or roughly 375 million, between Mr. 

Cicchetti's accruals and your accruals? 

A Well, he had to assume in making that statement 

that the company booked an amount of expense beyond the 

minimum required under the plan. 

0 Is it correct that -- would you agree that there 

are two r easons for the large disparity in theoe estimates, 

primarily different assumptions regarding the percent of 

future-based rev~nues in excess of 1996 moat-likely 

revenues applied to accrual expenses and, secondari l y. 

different assumptions regarding the rate of growth and 

revenues? 

A Well, that could be, but I'm lookiug at Mr . 

Cicchetti's Exhibit 2, and the annotation there indicates a 

larger '96 forecast and booking 100 percent ~f the revenue 

growth. At least that's the way I understand it. 

Q So you would agree that it's a different 

percentage of booking and also a different rate o f g rowth? 

A That appears to be the cass. 

Q Okay. What would you say is the approximate 
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average annual growth in forecaRted base revenues lor PPL 

for 1998 and 1999? 

A I don't have that number of: the top of my head. 

I can get it and provid& i t to you. 

0 Would you go ahead and do that? Would you say, 

subject to check, that it's roughly 2 .9 percent ? 

Go ahead and take a look, Mr. Gower. 

A That looks approximately correct. 

0 Okay. I'd like you to r efer to - strike that. 

Mr. Gower , what is the assumed average annual 

revenue growth -- what is the assumed average annual 

revenue growth rate reflected in Mr. Cicchetti's reference 

estimate of accruals f or 1998 and 1999 cha t -

A I have not calculated that figure, but I 'm suLe 

it's subPtantially gr~ater than PPL'a estimate. 

0 Okay. In your opinion , is FPL likel y :o accrue 

revenues of 841.2 million in this docket ? 

A I think that unlikely. 

0 Now I'd like you to turn to Sta(f'e Composite 

Exhibit No. 8, Bates-stamped document 023. 

A I have that . 

MR. CRUZ-BUSTI~LO: Mt. Childs, are you look1ng at 

that? 

HR. CHILDS: 0237 

MR. CRUZ-BUSTI4LO: 023 . 
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MR. CHILDS: I have it. 

0 (By Mr. Cl~z-Bustillol Line H is ent lt led Total 

Maximum -- Commissioners, are you there, too? Okay . 

Line H is entitled Total Maximum Variable Accrua l 

for 1998 -- well, actually it's ent!tled Total Maximum 

Accrual. It's projected for 1998 and 1999, and the sum 

total is shown to be 761.6 million. 

A I see that. 

0 This is representative of the company accruing at 

100 pe r cent of the difference between the estimated 1998 

and 1999 base revenue and the 1996 most-likely revenue. 

Do you believe that this is the correct estimate 

of 1998 and 1999 accruals if the company were to book 

accruals at the 100-percent level, i! they were to book il 

at the 100-percent level? 

A Moll, that looks correct to me based o n a cursory 

review here, yes . 

Q In your opinion, is FPL likely to accrue revenues 

of 761.6 million in this docket? 

A A couple of times you've asked a similar 

question. You say •accrue revenues.• I think you mean 

accrue additional expense under the plan. don't you? 

Q That 's correct, yes. 

A I don't know whether they would d e thal or not . 

The plan requires the amount shown on Line G. 
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1 assuming the1e revenuea ~evelop. 

2 0 Thank you. Okay . 

3 Please r efer back to Composite Exhibit 8, 

4 Bates-stamped document 001, which is the first document 

S that we were utilizing. Composite Exhibit -- what did I 

6 say? COmposite Exhibit 7, Bates-stamped 00 1 . 

7 A Yes, I have that. 

8 0 Okay. One moment, please. 

9 Mr . Gower, would you accept subject to check that 

10 the accruals forecaeted for 1998 and 1999 on lines s and 6, 

11 

12 

13 

14 

combined with the coet remaining to be recovered on line e. 

would equal 72~ million? 

A That's exactly correct . 

MR. CRUZ-BUSTILLO: Okay. Mr . Brew, would you 

15 like me t o repeat that? 

16 MR. BREW: Yes. 

17 0 (By Mr. Cruz-Buetillo) Sure . 

18 Would you accept, Mr. Gower, subject to check , 

19 that the accruals forecasted for 1998 and 1999 on linea S 

20 and 6, combined with the costs remaining t o be recovered on 

21 line 9, equa l t o 722 million? 

22 

23 

24 

25 

A That is correct. I dcn 't have to accept lt 

subject to check . That arithmetic i e perfect . 

0 Okay. Hr. Gower, does FPL estimate ita total 

under-recoveries as o( January lst, 1998, to be 722 
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million? 

A No. I think they estimate it to be 258 

million, if I understood your question properly. t·~ 

sorry. Ask the question again. I think I got the datea 

confused. I'm sorry. 

114 

Q Does PPL estimate its total under-recoveries as of 

January lst , 1998, to be 722 million? 

A Key date, key date, yes. I'm sorry. I blew past 

your date. The answer is yes. 

0 Okay. Now I need one moment. please. 

Mr . Gower, as of January 1st, 1998 I 'rr, trying 

to understand your prior testimony, and l' tn not sure what 

you said. 

A Okay. 

0 With respect to the unamortized loss o n reacqu1red 

debt, is the amount of the under-recovery 98 million or -

I'm not sure what your answer was previously on 

cross-examination by AmeriSteel. Would you care to 

elaborate? 

A That figure is -- sticks in my mind as being the 

correct projected amount, yes. 

MR. BREW: Excuse me, are you calling thi~ an 

under-recovery? 

MR. CRUZ-BUSTILLO: One moment . 

Yes, I am cl1aracterizing it ao ~n under - recovery 

FOR THE RBCORO REPORTING TALLAHASSEE, FLA 904 · 222 · 5491 



• 

• 

• 

115 

1 because it is 3n unamortized loss on reacquired debt, so. 

2 for the record, I am characterizing it ao an 

3 under-recovery. 

4 MR. BREW: Under-recovery from a prior pariod? 

5 MR. CRUZ-BUSTILLO: One moment. 

6 Let me recharacterize it for this question as the 

7 bal ance that needs to be recovered. 

8 THE WITNESS: Ninety-eight million dollars. as of 

9 January 1, 1998. 

10 

11 

12 

13 

14 

15 

16 

17 

Q (By Mr. Cruz-Bustillo) Thank you . 

Is that amount based upon a minimum or maximum 

accrual for 1997 -- for 1997? 

A I believe it's based upon the accrual shown on my 

late-filed Bxhibit 1 of 162 million. I'll check th3t, and 

if that's not correct, I' ll inform you after the bre6k 

w Okay. Thank you. 

Okay. Mr. Gower, I'm g~ing to be reierring to che 

18 document that has been marked as Composite Exhibit Number 

19 1, and it is HAG-2, Exhioit HA0-2, which was attar.hed to 

20 your dir6ct filed testimony. 

21 A I have that. 

22 Q Okay. l' o not necessarily going to be referring 

23 to it, but you could use it to refresh your recollection on 

24 some of the questions. Okay. 

25 Is it correct that FPL's estimated 
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1 under-recoveries aa ot January 1st, 1998, can be summarL~ed 

2 by adding together the following under-recovery amounts: 

3 A, depreciation reserve deficiencies in the amount of 

4 14, 500,000; 8, fossil dismantlement reserve deficiencies in 

5 the amount of 34,437,000; C, nuclear decommissioning 

6 reaerve deficienci es in the amount of 484,44 0,000; ana with 

7 reapect to the unamortized loaa on reacquired debt 1n the 

8 

9 

10 

11 

12 

13 

14 

15 

16 

amount of 98 million, would you agree that that total would 

be, aubjeot to check, 631,377,000? 

A That looks correct . 

0 Mr . Gower, could you tell me why there is a 

difference between 631,377,000 and the 722 million that 

would be reflected in your late- filed exhibit? 

A Not off the top of my head, but I can get thLt f~r 

you and furnish it to you after the break . 

0 Thank you, Mr . Gower. Yeah, we would li~e you to 

17 present a response. 

18 One moment, Mr. Gower. one moment. 

19 Mr. Gower, would you agree that f'PL. is not 1 i kely 

20 to accrue the 631,377,000 that we just discussed or, asked 

21 the otl:i.er way, is it your opinion that the co'!lpany ir. 

22 likely t o accrue 631,377,000 for the purposes of this 

23 docket? 

24 A Over what period o f time? 

25 0 Over the two-year period of time t haL t he plan is 
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expected to be extended to? 

A No, the number looks more like 464 million to me. 

MR. CRUZ·BUSTILLOl Okay. Commissioner Johnson, 

at this time we do have more series of q~eotiono, buL it's 

11 :45. I don't know what the Chair wants ·- this is a good 

place for a break. 

CHAIRMAN JOHNSON: Okay. Then we'll g~ ahead ar.d 

break for lunch. We will return at 1:15 . 

(WhPreupon, a recess was had in the proceeding, 

and the proceeding reau~ed as f ollows with Commissione r 

Deason presiding as acting chairman.) 

ACTING CHAIRMAN DEASON: Call the hearing back to 

order. 

Staff, you may continue your cross-examination, 

but we need a witness. 

MR. CRUZ-BUSTILLO: Thank you, Commiosi~ner 

Deason. Yea, we need a witness, any witness w1ll do . 

ACTING CHAIRMAN DEASON: Yeah, crooo-examination 

probably would go faster without a witness . 

HR. CRUZ-BUSTILLO: I can ask and anower them 

myself. 

ACTING CHAIRMAN DEASON: Mr . Gower, are you 

ready? 

THB WITNESS: Vee, sir. 

ACTIHG CHAIRMAN DEASON: Staff, you may proceed. 
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0 (By Mr. C=uz-Bustillol Mr. Gower, I want to go 

back to a question I had aeked you earlier, and you had 

said that you would try t o get an answer during the break, 

and it had to do with my last line o f questioning with 

respect lo the total amount of imbalances that would exist 

as of January let, 1998, and I believe that you had stated 

that it would be 72l million. 

A Yes. We are still working on tying down that 

number, but it appears to be related to the assumptiono 

concerning the forecast o f the remAining loss on reacquired 

debt. We ' re still trying to tie down that number. 

0 Well. let me ask you this and see if your answer 

will be that you'll provide it later on in this hear1ng: 

The 722 million, as I was preparing for these questlons, I 

had calculated as the sum of the deprec1ation reserve 

deficiencies, the fossil dismantlement reserve 

def!ciencies, the nuclear decommiasicning reserve 

deficiencies and the unamortized loss on reacquired debt. 

If you aum up the first three and subtract that from 722 

million, the figure that I had left as an imbalance as o l 

January lit, 1998, for the unamortized lost and reacquired 

debt would have been 188,G23,000. Then you had stated in 

your first cross-ex.mination by AmeriSteel that you 

calculated it as An existing imbalance ao o f January lot 

for the unamortized loss on reacquired debt to be 98 
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l million. My question to you is, is the imha~ance as o f 
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January lst, 1998, for the unamorti zed loss on reacquired 

debt 98 million or 188,623,000? 

A That's the answer we 're working on. 

0 Okay . And let me ask you this next question 

because you'll get back to me with that answer oonetimP 

today. 

A 

0 

Yes . 

Okay. For as of January lat. 1998, is FPL 

booking the maximum or minimum allowed with respect to the 

unamortized loss on reacquired debt, and can you tell me 

what that amount is? 

A The information contained in my late-filed exh~bit 

assumes that the company will book the minimum r~quired 

under the plan, the fixed 83 million. plus 50 percent of 

the differ~~ce between actual revenues and the most 

likely. 

0 That's for the over-- that's for the plan. the 

entire plan in ito entirety, the plan in its entirety? 

A Yes, for '98 and '99. 

0 My question opecifieally has to do with the 

expense my question has to do specifically with the 

expense of for the cat~gory of unamortized loss on 

reacquired debt. My question is, I believe, what 's FPL 

intending to book through the end of the year? Is it the 
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1 maximum or minimum with reepect to that a ccount? 

2 A Is the question related to 1997? 

3 Q Through the end of 1997. Yes, that's my 

4 question. 

5 A I don't know the answer to the - - specitically. 

6 but I can tell you that through August the bookings have 

7 been $156 million in round numbers, which is already 

8 approaching the minimum. I'm sorry. Make that 126 

9 million . 

10 

1~ 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

~· 
J5 

0 And that is apptoaching the minimum or max~mum? 

That'& approaching the minimum? 

A I meant to say minimum. If I said maximum, I 

misspoke. 

0 No, no, you said minimum. 

A The minimum shown on my late-f ile was 162. and 

we're already at roughly 126, so it will approach the 

minimum rapidly. 

Q Okay. 

A Depending on revenues. 

0 ;1e had asked you a quest icn earlier, what PPL 

expected to book in 1998 and 1999, and your response was 

the minimum, right? 

A That ' • wha t'l ohown on my late - filed Exhiblt 1, 

which is -- merely summarizes information from 

interrogatoriea p?aed by staff . 
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Now, again --

As far as I know that's what they plan to book . 

Doeo PPL -- would PPL expect to book more than the 

A Not to my knowledge. They may under the plan, as 

you know. 

0 Do you know why they would book more than the 

minicum? 

A Well, the only reason I can tlaink of is if then• 

10 were under-recoveries to be addressed and earnings were 

11 

.l2 

13 

sufficient to absorb the charge, it would be an opportunity 

not likely forgone . 

ACTINO CHAIRMAN DEASON: But that's within 

14 management's discretion under the plan. is that correct? 

15 THE WITNESS: Yeo. The -- they must book at lea~t 

16 the minimum plus the 50 percent difference, but they may 

17 book more, as I understand the plan. 

18 0 (By Mr. Cruz-Bustillol Okay . You'll get back 

19 

20 

21 

22 

23 

24 

25 

with me with the answer with respect to the 98 and the 188, 

correct, later on? 

A Vee, I will . 

0 Okay. I'm going to go on to other 1unotiona. 

You've s tated earlier that you have teot1f1ed as a 

witness fo1 FPL and Florida Power Corporation in the early 

1980&, is that correct? 
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1 A You're referrir.g to the gener1c do•ket on spent 

2 nuclear fuel disposal? 

3 0 I believe so, which you referenced to in y~ur 

4 deposition. 

5 A Yea . 

6 Q Were oite-specific studies performed for nuclear 

7 decommissioning at the time, wi th respect to the docKets 

8 that you testified in. to your knowledge? 

9 A Your previous question I thought dealt with spent 

10 nuclear fuel disposal, not decommissioning. 

11 

12 

13 

14 

15 

0 Well, let me ask it · - let me state it the way 

that I have it in my notes. 

A Okay. 

Q In your deposition you had referenced that your 

test 1mony had to do with respect to how to proj e c t nuclear 

16 decommissioning costs. given input from eng1neer1ng people 

17 on how to come up with an appropriate accrual. 

18 A Okay. I undt'rstand the question. I'm sorry. I 

19 thought your first question dealt with spent nuclear fuel 

20 disposal. 

21 The quote rhat you just made had to do w1th the 

22 nuclear plant decommissioning, and my recollection 10 that 

23 the engineer1ng studies which were the basis ot the 

24 accruals presented in that docket were no t site-op~cific. 

25 They were site-s~cific in subsequent studies . 
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0 Would you agree that the first site - specific 

nuclear decommissioning studies that FPL performed were in 

1987, subject to check? 

A Wel l, I can check it very quickly. 

That is correct . 

0 Okay. And to your knowledge how does the 

site-speci f ic study compare to the coots made prior to that 

time? 

A Compared to Lhe estimates made prior to that 

time? 

0 That is correct. The prior cost estimates made 

and t hen the subsequent conc lusions arrived at by the 

site-specific studies, how would they compare in your 

opinion? 

A 1he first set of studies represented an 

attribution of the results of some generic otud1~s that I 

think were called the Batelle studies in the early •eos. 

and some adjustments were made, and the decommioaioning 

coats were imputed to the FPL units on the bAais of the 

generic study, and that resulted in the initial annual 

accrual of about $19 million. The '8? studies were 

site-specific a~d that reaulted in an accrual o f S38 

million, eo it was almost double the orig1nal study . 

0 One moment . 

What did the site-specific study entail? 
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A Well , i t e ntails a study of the actual phys1 cal 

units that go into the conetruct ion of a nuclear unit and 

the calculation of what it takes to d ismantle so many cubic 

yards of concrete, ao many tons of steel, feet o f wire, et 

cetera, etcetera . So it's far more detailed than a non 

site - specific study . 

0 Which would you aay is more accurate? 

A Well, the site-specific studies are obviouAly more 

accurate. 

0 PPL hao identi t ied $484. 4 million in reserve 

deficiencies associated with its nuclear decommissioning 

reserve, ia that correct? 

A That's correct. 

(Whereupon, Chairman Johnson rejoined the 

procet"di.nga. ) 

W"lUl<.l y:u ""'ll'<e . \o~ rr'-DJ '~d l:'y usin:J ':.he r <•l olt.t.;r.a 

theoretical reserve ca l culat1on .n which it wao aoo•Jmed 

that the current coat estimates to decommisston had always 

been known since the nuclear units had been in servi ce? 

Would you agree wi th that? 

1\ Yes, and from that information, the c.:al-::ular.ion is 

made as to what the accrual would nave been at the otudy 

date. That i s then compared to the book reserve. and the 

difference ia the reserve de f iciency. 
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0 Thank you. 

FPL hal also provided an updated -- has also 

provided updated accrual calculations using the same bdse 

cost estimates, contingency factors and fund earning rates 

that underlie the currently-approved nuclear 

decommissioning and foaai 1 diamant lemont and a<.c rua 1 . I 

need to a1k that again. Strike that. 

Okay. Would you agree that FPL. in its updated 

accrual calculations, uaed the same base c~at estlma t es, 

contingency factors, tund earnings rate whicn underlie the 

currently-approved nuclear decommissioning and fossil 

dismantlement accruals, and these were used with an update 

to reflect the current ORI forecasts? Would you agree with 

that? 

A The DRI forecasts of the iuflation rate? 

0 Ye~. that's correct. 

A Yea, I believe that's true . 

0 Okay. I would now like you to turn to what has 

been marked for identification as Composite Exhibit 7 and 

specifically Bates-stamped document 012. 

A I have that. 

0 And actually, please refer to the document 

aates-stamped 013. 

A One-thre~? 

0 One-three. At the top of that document, the t op 
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1 of that page, it will be a No. 4 in the left-hand corner, 

2 and this is, in fact , PPL's response to Staff's 

3 interr ogatory No. 4. 

4 My question to you is , the results aa calculated 

5 in document Bates-stamped 013 in Comp?site Exhibit 7 

6 illustrates the conclusion that we were just discussing, is 

7 that correct? If you don't understand , I' ll ask it again. 

8 A The calculation that -- to wh ich your queat1on is 

9 addressed shown on page 004, is that the on~ that I'm 

10 supposed to focus on? 

11 0 No, 014. 

12 A Okay. I'm sorry. 

13 0 013, my mistake, 013. 

14 And my question is, using the DRI forecasts, the 

15 new updated ORI f orecasts, would you agree or ian't I t 

16 correct that the results of the calculation as demonstrated 

17 i n Composite Exhibit 7, Document 013, that that calculation 

18 is correct? 

19 A Well, I think you've correctly described it. 

20 I haven't p3csonally reviewed these 

21 calculations, so I'm not in a position to tell you that the 

22 numbers are correct. 

23 Q Okay. Let's move on. Would you agree that the 

24 update here, the numbers we were just looking at on 

25 Document 013 -- would you agree or isn't it correct that 
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1 the update ehowe that an updated DRI forecast w0uld result 

2 in a decrease in the current approved nuclear 

3 decommissioning accrual from 84 .7 million to 83.9 million? 

4 A Yea, that's what it shows. 

5 0 Okay. And if chis updated accrual information 

6 were used in a theoretical reserve calculation, 1s there 

7 still a reserve defici ency for nuclear decommissioning and 

6 fossil dismantlement? 

9 

10 

A 

0 

Yes, there iG. 

And if these deficiencies were to be corrected 

11 immediately, shouldn't the currently- approved 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

decommissioning and dismantlement annual accruala be 

recalculated to take this action into consideration? 

A 

0 

If they were corrected immediately7 

If they wer~ corrected -- wait . 

I'm defining •immediately• as within the scope of 

the plan of two years. 

A If it were corrected within the next two years, 

then I would expect the new studies to account for that 

correction, yes. 

0 Okay. And please take a look at Composite Exhibit 

7, Document 01 Document 014, which is the next page. and 

I'm looking at these numbers and I'm looking at the 

two numbers underneath the heading Nuclear Oecommission1ng 

in the top right -hand corner of that document, the 014. 
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A Yes. 

0 And my question is, has FPL provided t nformatton 

in Compos!te Exhibit 7, Document 014, i n responue to Staf f 

interrogatories Question No. 5, has PPL in fact. provided 

that information to us to recalcula ~e the accrual, given 

the circumstances discussed? 

A Hy understanding is that it has. 

0 Okay. Next question. I understand the testimon) 

that has been filed by you and the depositions, and please 

tell me if t his is correct, it is my understanding that 

your testimo ny is that reserve transfero made across 

func t ional categories have pricing implications, is that 

correct? 

A Yes, that's true. 

0 Can you give me an example of such a pricing 

implication? 

A Yea, I think so . There is a customer class called 

commercial industrial load control c~ass. It is industrial 

interruptible customers, primarily. As a matter of fact, 

AmeriSteel is in that customer class. That class 1s served 

at the transmission volta1e level . So if a reserve 

transfer were made say reducing the reserve for 

depreciation on transmission plant, it woulci automaLically 

cause the price to those customers, tncluding AmeriSteel. 

to be increased. That's a pricing impli cat i on of the type 
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that I referred to. 

Q My next question is , are revenue rates designed 

3 would you agree that revenue rates are designed by a 

4 specific class of service and/or a specific class o f 

5 customer? Are thooe t aken into considera tion in 

6 establishing revenue rates? 

7 A I n the typical cost of serv1ce by class study. 

8 which is one o f the factors considered 1n rate ded1gn, 

129 

9 yes. The usage character istics of each cl~ss o f customer 

10 leads to the cost allocation which i n turn f~c~o 1nto the 

1l rate design. 

12 Q Okay . Ao part of the Commission's decision in 

13 Docket No. 950359-EI, isn't i t correct and wouldn 't you 

14 agree that FPL was ordered in that docket LO record 

15 approximately 126 mill1on 1n 1995 to help correct the 

16 existing r~aerve deficiency in nuclear -- in the nuclear 

17 production plant? 

18 A Yes, that's correct. 

19 Q Wasn' t it also ordered that additional expense 

20 would be recorded in 1996, based on FPL's sales forecast. 

21 to first complete the correction ~f the nuclear production 

22 reserve deficiency and then to correct the existing 60.3 

23 million reserve d£ficiency in the non-nuclear produc~~on 

24 accounts? 

25 A Ye&, that'D consistent with my memory. Let me 
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j ust double check that. 

Yes, that's cor rect. 

0 Since that time, isn't it correc t tha t FPL has 

filed two depreci at ion studies, one regarding rcvi&ed 

depreciation ratel for its combined-~;ych. unite in Docket 

No. 960527-EI, and another addressing revised depreci4tlon 

rates for six of its fossil generating p lants in Docket 

970785-EI ? 

A The first part is correct , and that reserve 

deficiency is reflected on my Exhibi t 2. 

I underotand that a subsequent study which you 

referenced has been filed, but I don't know the docket 

number and have no knowledge of the study it6~l f . 

0 Okay. Sub j ect t o check, will you agree t hat 

Commission's approved FPL -- excuse me. Subject to check , 

will you agree that the Commission's approved -- •hat the 

Commission approved FPL's proposed rates for its 

combined-cycle units without modification? 

A That's my unders tanding, yes. 

0 I'd now like you to refAr to Composite Exhibit No. 

7, document Batos -atampod 100. 

A I have that . 

0 Commissioners? Okay. Mr. Childa? 

Would you agree that this is part of the 

depreciat ion study FPL filed, and specif1ca lly that thls is 
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Schedule 3? 

A Yea, I see Schedule 3, December 31, 1995. 

0 That's correct. 

Would you agree that this i" a part of the 

depreciation study filed by FPL? 

A It appears to be, yea. 

131 

0 Now I'd like you to turn to page 9 of that 

Schedule 3, but it iA document -- specifically document 

102, Bates - stamped document 102, part of Composite Exhibi t 

7. 

A Okay. 

0 Specifically, I would like you to l ook at the 

second column entitled •Reserve Balance . · 

A 1t'e column B? 

0 Column B. yeah, a better way to reference it. and 

Column I, PPL'' theoretica l reserve, and starting with 

Column B -- oh, it's J. Oh, ye~h. the other column I want 

you to look at is J, Band J. With respect to Column B. 

can you tell me what is the calculated reserve imbalance 

for the Fort Lauderdale Common shown -- let me ask I~ this 

way: Do you agree baaed upon this document that the 

calculated reaerve imbalance for the Port Lauderdale Common 

shown is a deficiency of 6.7 mlllion, roughly thereabouts? 

That's the calculated book reserve, would you agre~ with 

that? 
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A Being the difference between B and J? 

0 Well, actually just for the record, I'm just 

trying to establish what that figure is in Column B. a11d in 

fact. that • s where I'm going. the difference between the 

two, but I just want -- for the rerord --

A The reaerve balance is shown in Column B, that's 

the book reserve. 

0 And what ia that amount in the document? 

A 

0 

A 

0 

A 

0 

bottom. 

A 

0 

A 

0 

2.!1 million. 

For the Port ~a.uderdale Common? 

Yes. 

And what's that amount? 

2 . !I million . 

Actually, I'm looking for the total down aL the 

Oh, I •m •orry. 

The bottom of the column. 

Okay. You • re right . I 'tn sorry. 6 . 7 million. 

Okay. And now would you turn to the theoretical 

reserve in this document under Column J , llnd down at tho 

bottom, the total. Can you give me that figure !or the 

record? 

A 18.2 million. 

0 Okay. And can you tell me what is the d1fference 

between those two amounts? 
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A it'• 11-point-aomething million, and it would 

indicate a reserve deficiency. 

0 Okay. Give me one moment. 

Mr. Gower, please turn to document 9atee-atamped 

103. 

A I have that. 

0 And again, pleaoe, for the record -· and ~e can go 

through these. ! just have two others ! just want to have 

for the record eo we can ·· so I can ccntinu~ to follow 

this theme here. Plea&e, at the bottom o! the page. the 

total for the Fort Lauderdale Unit No. 4, can you tell me 

what the book reserve bal~nce is at the bottom of Column 

8? 

A 

0 

It's 23 million. 

Can you tell me at the bottom o f the Column J, 

16 what the theoretical calrulation reserve amount 10? 

17 

18 

A 

0 

33 million. 

And can you estimate r~ughly what the difference 

19 io between thoae two? 

20 

21 

22 

23 

24 

25 

A 

0 

Ten million. 

Okay. Now, let's go on to -- okay . 

FPL provided a theoretical reserve calculation for 

each of ita combined cycle plants, isn't that correct? 

A Yea . 

0 Okay. Give me one moment, please. 
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Okay. Mr . Gower, please turn to Bates - stamped 

document 114 in Composite 7, and when you get to that page, 

can you tell me what that document is? 

A This is titled •update o f Depreciation Study F1led 

on June 30, 1997, to Re f lect Book Reserves.• 

0 Would you agree that 

A It lists six sites. 

0 Okay. Now I'd like you t o turn to -- now I'd like 

you to turn to what has been Bates-stamped as 1 -2-0. 120. 

A I have that. 

0 Okay. Again, l'm going to go through this rather 

quickly. Please look at Column B and Column H. Please 

tell me the actual book reserve balance as of 12-31-96 for 

the Cape Canaveral site. Can you give me that number, 

please? 

A Yes, that's 63.9 million . 

0 And can you give me the number for the FPL's 

theoretical reserve under 

A 85.7 million. 

0 Can you give me roughly what the difference ts. 

for the record? 

A About 22 million, in round numbers. 

0 Thank you. 

And would you agree that this type of calculation 

is shown for each of the six f ossil sites ? 
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A Yes, including some would show the opoosi te of a 

reserve deficiency 1 noticed as I was pag ing through . 

Q Oll.ay. Based on t his information and to the e>·tent 

that these site imbalances are in excess o t the reserve 

adjustments ordered i n Docket No. 950359-El, woulan ' t yc~ 

agree that there are cdd itional reserve imba lan:es existing 

now for theae aitee? 

A Yea, these studies show that . 

MR . CRUZ-BUSTILLO : Okay . At this time I'd ll k6 

to take like a two-minute break so 1 can 

CHAIRMAN JOHNSON: I'm sorry? 

MR. CRUZ - BUSTILLO: I just need like t wo minutes , 

not really a break. 

CHAIRMAN JOHNSON: Let's go o ff the record . 

(Whereupon, a pause was had in the proceeding. ) 

Q (hy Mr. Cruz-Bustillo) Okay. Hr. Gower, why is 

it appropriate to a ccelera te the write -off o f the -- on the 

of the unamortized loss on reacquired debt as apecified 

in FPL's proposal rather than allow the amortization 

already in place to run its course? 

A I think t he cost of reacquiring-high cost debt is 

very analogous t o what happens when one of uy ~oo 

individual• purchase• a home and chooses to !inance that 

wich mortgage money. My personal experience has been th3t 

the mortgage company offers -- sometimes they o ffer an 
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array of choice•. It usually involves the payment of 

up-front discount points plus interest on the loan balance, 

and if there iR an option and the payment o! up-front 

discount points is avoided, then the interest rate on the 

loan balance is much higher. It's s ?rt of pay me now or 

pay me later. 

It is fair tc -- in thi• instance, because the 

investors have supplied the capital and the interest rate 

savings goes to the customers in the form o f lower cos t of 

service, and if the customers get the interest rate 

savings, then the i nvestors are entitled to recover th~ 

capital they've invested. Why now? Well. because that's a 

lower cost t o the customers in the long run . and I think 

there's nothing ~rong with that. 

0 O~ay. Give me one second. One moment. 

Okay. Mr. Gower , I would like you to turn now to 

Composite Exhibit No. 7 and I'm going to be dealing with-

starting with Bates-stamped 053, and the quesLion's going 

to be dealing with the 1997 Surveillance Reports for 

Florida Power Corp, TECO and Gulf, so -- and 1 believe that 

starts in OS3. 

A I have Florida Power, yes . 

0 And you have Gulf's and TECO's , o r doe• it otart 

start with Plori~ Power? Let's start with Document 053. 

A All right, Florida Power . 
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0 Would you accept -- with respec t to Composite 

Exhibit 7, document Bates-stamped 053, would you accept 

subject to check that Plorida Power Corporation's projected 

embedded cost of debt for 12-31-97 is 7.12 percen~? 

Oh, I need to make a correction. For the 

record, it is 054, the epecific document that I'm 

referencing to, but that ia inclusive in the surveillance 

report itself. 

A I have 054 , and it's ti~led Schedule 3, and I see 

long-term debt, fixed rate, 7.31, and variable rate, 5.89. 

That might --

0 Would you agree subject to check that combining 

7.31 and 5.89 weighted would be roughly 7.12 percent? 

A Yes , I would accept that subject to check. 

0 Okay. Let'8 go on to the next question. Would 

you ploaae refer to what haa been Bates-stamped 058, and 

this is the surveillance report having to do with TECO. and 

while you are getting there, my quesr.ion for the record is, 

subject to check , would you agree that TECO's projected 

embedded cost of debt for 12-31-97 would be 6 . 83 per~ent? 

A Could you point me to the proper line? I'm having 

a little difficulty reading thio document. 

0 It ia the firat line, seventh column. 

A Firat line, long-term debt. My copy ian'l very 

clear . 
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Q Well, would you •gree that subJect to check, 

subject to a clearer copy, and -- ao I'm juet going to lead 

you right here. Would you agree subject to check that 

TECO's p r ojected embedded cost of debt for 12 · 31·97 is 

6.83, based on your best eyesight? 

A Based on my beat eyesight, that looks correct. 

Q Okay. The last one is please refer to what has 

been Bates - stamped as Document 056, which io Gull Po~<·er • s 

surveillance report, and you'd be looking at the seventh 

rolumn, first line. My question for the record is, would 

you accept subject to check that Gulf's projected embedded 

cost of debt for 12-31-~7 is 6.87 percent? 

A Yes, that's what this document shows. 

Q Thank you. 

Okay. Mr. Gower. I would ask you to refer to what 

has been Dates-stamped as Document -· again . w1th1n 

Composite No. 7, Document 043. And this is in fact FPL's 

response to staff interrogatory question No . 9, and is it 

specifically -- okay. The next document that I want you to 

refer to with respect to my question would be 0 44 . FPL's 

response begins on 043. 

A I have that. 

Q Okay. My question is, do you see that FPL's 

projected embedded coat of debt as of 12·31·97, Wlthout the 

accelerated recovery of unaraortized loss on reacquired 
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debt, ia 8.29 percent? 

A Yes, I see that. 

0 Okay . And baaed on ~he same page, do you also see 

that the projected embedded cost of debt as of 12·31-97, 

with the accelerated recovery of unamortized loss on 

reacquired debt, is 6.67 percent? 

A Yea, that's Response c. ~hich assumes that the 

entire balance has been written off as of Oec~~er 31, 

1997. 

0 Okay. 

A And I think that clearly illustrates the effect 

that the deferral has on the cost of debt, which ld 

included in the weighted cost of capital. 

0 Okay. 

MR. BREW: Excuse me. Are you referring to a 

specific portion of hie direct testimony? 

MR. CRUZ-BUSTILLO: Am I referring to a specif1c 

porticn of hie direct t~atimony? 

MR. BREW: Yea, is this cross of his direct 

testimony? 

MR. CRUZ-BUSTILLO: Give me one moment to respond 

to that. 

One moment, Chairmzn Johnson. 

My response for the record, Mr . Brew, would be, in 

his direct testimony on page 15, beginning on l1ne 19, what 
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1 justifies the more rapid absorption of the capital investen 

2 in refinancing of a high cost of debt, and it's also 

3 implicit in the fact that we're here today in today•s 

4 hearing of what is the benefit or non -benefit of 

5 accelerating it or not accelerating it. It's completely 

6 within the scope of hio direct testlmony and why ••e' re 

7 having the hearing today. 

8 COMMISSIONER DEASON: Well, let me ask a qJestlon 

9 at this point. I understand how it relates to h1s 

10 testimony, but are you asking him to verify w~a t you've got 

11 in interrogatory responses , or are you just trying to get 

12 

13 

information to lay a basis for further questions concerning 

his bottom-line recommendation on the policy before this 

14 commission? 

15 Jt seems to me that if you're going t o have the 

16 interrogatories entered in the record, you've got the facts 

17 already there. It seems to ~e you can go ahead and get LO 

19 the policy queetions, and I understand you may need to lay 

19 some foundation. I guess -- are you asking these questions 

20 of this witness to authenticate the veracity, the 

21 correctness, of these factual responses to interrogatories? 

22 MR. CRUZ-BUSTILLO: No. The reason we•re doing 

23 

24 

25 

it is in order to provid~ a nice, a good in order to 

follow our questioning to the point that we want Lo make. 

theee questions bring you along. Now, when these are 

FOR THE RECORD REPORTINO TALLAHASSEE, FLA 904 - 224-5491 



• 

• 

• 

141 

1 entered into the reco rd, yea, they're ~n the record so this 

2 can be examine d later on, however. for today•a proceedings , 

3 for the issues and the conc l usions that we ultimately want 

4 to make before the Commission in assist ing the Commission 

5 through our role of c rone-examining them , we want to bring 

6 these things out. 

7 Theae pointe will be r eflec ted at the conclusion 

8 of the questioning a~d it will all make uenae, and I thlnk 

9 it was - - I think it'a important to bring thea~ points out 

10 for the purposes of the cross-examinat ion of Mr . Gower, but 

ll it's not to verify the v~racity of them becauoe obviously 

12 

13 

14 

they've already r esponded to them and sworn to them under 

o ath. These are their responoes. 

MR . BREW: Commissioner Deason, that's precisely 

15 my concern . This is an unusual case , by Sta(f•o own 

16 admission , where there 's no petition, the plan was 

17 developed by Staff with the company, there's no StJff 

18 testimony. We 've been listening to a while of wha t is 

19 openly friendly erose. It seems to be designed to get at a 

20 point that Staff wants to reach, but we ' ve never gotten a 

21 position from Staff. I'd like to know, rather than slip 

22 information through -- ostens ibly through cr~aa that's not 

23 really going after Mr. Gower's test imony, if Staf f is 

24 

25 

prepared to put on a witness to explain ita position so 

that it can be a ddressed on the record. 
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MR. CRUZ-BUSTILLO: It's -- right, righL, I let 

me make a point here, which is that all we ' re trying to do 

is, there are issues here that have been outlined, si x 

i s sues. All the questiono relat e around tlaose issues. The 

benefit or non-benefit, they all go directly to that. 

There is no position on behalf of Staff. It is merely 

providing ita advisory role in cross -examining and ack1ng 

the most obvious questions. Whether or no t coun~el on 

either aide believes that they' r e softballs or 

non-softballs, the questions and Staff's role in aosisting 

the Commission must be asked, because we need this is a 

de novo proceeding and, therefore, those quest ions r.'!ed to 

be asked, to be put on the record and, therefore, whether 

or not t hey think it or not, they need to be brought out , 

and it is in our role in assisting the Commission that 

we're doing that. 

And then I just hav~ two more questions with 

respect to Mr Gower, and then I think 1 have a t otal of 

five more and that will be it. With respect to this line 

of questioning, I only have two more questions . 

CHAIRMAN JOHNSON: Go ahead. 

0 (By Mr. Cruz -Bustillo) would you "gree, Mr . 

Gower, that rate payere will benefit fro~ t he lower 

embedded coat of debt that results from the a r celerated 

write-off of the unamortized loss on reacqui red debt 
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because the overall cost of capital for surve~llance 

purposes will be lower? 

A Yes, and in addition, of course, it reduces the 

143 

amount of invest or-supplied capital need~d to finance the 

bu•iness. 

0 And my last question is, won't the company have to 

come in for a rate case for the benefit of a lower cost o f 

debt to be reflecte1 in lower rates? 

A If I understood your question correctly , is it 

won't the company have to come in for a rate change 

proceeding to reflect these? 

0 Okay. Let me re-ask it for you. 

Won't the company have to come 1n for a 1a•e case 

for the benef it of a lower cost of debt t~ be reflected in 

lower rates? 

COMMISSIONER CLARK: You can't change the rates 

without a rate case , can you? 

THE WITNESS: I've never known it to happen . 

What I was reflecting on io, you know, what 

happens to all the other costs. Other costo ma1 go up. may 

not. It's going to reduce the coat of service. I! the 

coet of service is reduced and the company·~ ~arnings 

suggest that rates ought to lowered, either the company 

would do that on its own initiative, or I'm sure we could 

count on the Commission to suggest it pointrdly. 
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0 (By Mr. Cruz-Bustillo) So the answer is yes? 

A With that explanation, yes. 

0 Okay. 1 just -- I just have eight questions for 

you. 

My firet question is , does th~ plan contemplate 

treat i ng t he debit-balance deferred income taxes r~lated to 

nuclea r decommissioning below the line? 

A I guess that·s one way t o describe it. 

As I understand what happens on a surveillance 

report, to arrive at coste applicable to base rates, the 

nuclear decommissioning reserve, as well as the 

deco~mieeioning fund, is removed from by commission 

adjuetments or pro forma adjustments, removed from rate 

base and expense and so forth; and the plan requests or 

directs that the deferred tax debit balance, which 1s a 

prepaid tax associated with the payment of ~axes on the 

fund earnings, also be removed, and that' D an entirely 

reasonable adjustment to make. 

0 Maybe you might have just explained this, maybe 

not. Please explain how these debit balance deferred 

income taxes arise. 

A To the extent t.hat the decommission1ng funds are 

not qualified under the Internal Revenue code, taxes have 

to be paid on the income earned on those funds. and since 

the income is not reflected in Florida Power' Light's 
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income otatement, a tax allocation entry is mbde to .eflect 

the taxes paid on those earnings as a prepaid tax, and that 

goes in -- that's the deferred tax debit that yuu asked 

about. 

0 Would you say that the debit -balance deferred 

income tax is related to the qualified decommlSOloning 

funda? Or let me aak it thia way• Are these debt - are 

these debit-ba lance deferred income taxes related to 

qualified decommiaa1oning funds? Are they related? 

A Partially. The earnings of the qualified portion 

of the decommissioning funds is taxed at a lower rate. I 

think it'a 20 percent, but some tax does have to be pa1d in 

advance, and ao the tax allocation entrie~ properly exclude 

that from operating expenses when paid, and that's how the 

deferred-tax debit balances arise. 

0 Di~ PPL propose to treat these debit -balanc e 

deferred taxes below the line in the plan? 

A Well, that • s part of the terms of the plan . I 

don't know whether it'o proper to say FPL proposed to do 

it, but they certainly agreed to do it and, in my opinion, 

that's a perfectly appropriate allocation . 

0 Did FPL -- to your knowledge, did FPL testify 

before the Federal Energy Regulatory Commissi on, FERC, that 

below-the-line treatment was the appropriate treatment of 

these debit-balance deferred income taxes 't 
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A I simply don't know what they presented to PERC. 

0 I just need one moment, pleo~e. 

COMMISSIONER DEASON: While Staf! is conferring, 

Mr. Gower, let me ask you a question. 1he fact that there 

are debit deferred tax~s associated with the funded 

reserve , does that have the effect of a lesser effective 

earnings rate o f return on the fund, or how does that 

affect t~e earned rate of return on the fund? 

THE WITNESS: It means that less dol'ars are 

available to put in the fund to generate more earnings. 

It's just like an individual. Say, if you or 1 have a 

passbook savings account at the local savings and loan and 

we intend to reinvest the interest but have to pay tax on 

the i nterest that we earn on the fund , we have less to 

reinvest, and it operates just like that. 

MR. CRUZ-BUSTI~: Commissioner, can I go dhead 

and ask my l ast -- I've got three questions left. 

0 (By Mr. Cruz-Bustillo) Mr. Gower. would you 

please explain why thi o treatment is appropriate, and I'm 

referring to the line of questi oning that I j•mt - · we )ust 

went over? 

A The deferred-tax-debit line of que~tioning? 

0 Yes. 

A Mell, if the reserve, that is, thl" a c,·rual !o1 

nuclear decommissioning is excluded from rate base and the 
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1 fund in which those accruals are invested is excluded (rom 

2 rate base, then it's appropriate to also pu1l out the 

3 prepaid taxes relating to those funds, in effect, make the 

4 books balance. 

5 The alternat ive would be to leave the reoJerve as a 

6 reduction of rate base and the fund as an increase of rate 

7 base and the prepaid taxes as an increase in rate ba&e. 

8 They'd probably come ~ut to the same answ~r . 

9 0 Okay. My final two questions are -- and th1s is 

10 for the record again. Is it correct that one element of 

11 the plan is to record any revenue& in excess of the 

12 

13 

H 

specifically identified expenees in an unspecified 

depreciation reserve to be allocate~ at a taler date? 

A Yes. If the amount of expense generated by 

15 comparing the benchmark revenues to actual revenue? were t o 

16 reeult in FPL having to book more expense than the 

17 identified deficiencies which are shown on my Exhibit 2. 

18 and as may be identified uubse~ently, then lhe direction 

19 is to credit the difference to the unspecified production 

20 plant depreciation reserve. So it would be reflP.cted as an 

21 additional capital recovery. 

22 0 Okay. And the final question is, if there were no 

23 reserve deficiencies to be offse~ in the future, would you 

24 agree that the Commission has the discretion to consider 

other disposition options, such as a refund or addit1onal 
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capital recovery or other balance items -- or other balance 

items, et cetera? 

A Yes, I do agree, and the Commission has exerci~ed 

that discretion in several other cases. 

HR. CRUZ-BUSTI~LO: I have no further questionb 

for you, Mr. Gower. 

CHAIRMAN JOHNSON: Commissioners? Redirect? 

MR. CHILDS: I have some. I take lt the 

microphone is on, my little red light apparently doesn't 

work at all. 

REDIRECT EXAMINATION 

BY MR. CHILDS : 

Q Mr . Gower, you were asked some questions about 

your document HAG-2. Would you refer to that, please? 

A Yea, sir. 

Q And specif1cally you were asked about the 

depreciation reserve deficiencies balance as of the end of 

1997. Do you recall those quest:ons? 

A Yes, how much would be left at the end of 1997? 

Q 

A 

Q 

Sure. 

Yes. 

Is it your unde-rstanding chat the plat' ,.·hich has 

23 been approved by this commission s~ far in this docket does 

24 not contemplate the Commission c~nsidering future 

25 depreciation studies chat are filed with it by Florida 
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Power & Light Company? 

A No, air, that's not mt understanding. 
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0 Okay. You were asked a question about CommlsLion 

10 

Or der No . 12717. I don ' t recall what that was marked for 

for identification . Oo you have that order? 

A Yes, I do. 

0 Thie order addressed the ·· it wb~ dated December 

1, 1983, having to do with an application for 1ssuance o f 

securities, and you were asked questions about the 

highlighted language concerning the use of the primary 

11 met hod of accounting. Do you know what the purpose of this 

12 order was? 

13 A Yes. As indicated in the order, the use of the 

14 primary method of accounting in this particular docket, 

15 that is, the one referred to in the order, was to allow the 

16 investors t c recover the amount of capital they invest 1n 

17 reacquiring high-coat debt, and as I indicated earlier i n 

18 response to some questions, that'S fair, since the interest 

19 savings goes to the customers. 

20 0 Would you draw a conclusion from the fact that. the 

21 Commission made the decision as to what WAB the appropriate 

22 treatment that the Commission considered, itoelf, to have 

23 authority to make that decision? 

24 A I would draw that conclusion, yes. 

25 0 You were asked a series of questi ons about the 
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bidding of utility generation assets around the country. 

Do you recall the questions in that area? 

A. Yes, I do . 

15{) 

0 And then that followed up with questions having t o 

do with the dismantlement liability, if any, as a result o! 

selling the power plant at market value or a price above 

book value . Do you recall the ~Jestions along that line? 

A Yes, I do . 

0 Are you familiar with the term •gain on sale" as 

it's used in Florida? 

A I'm famil iar wtth that, yes. 

0 Would you explain what this commission has said 

about the t reatment of gain on the uale o f an auuet by a 

r egulated utility? 

A Well, again, the t reatment has varied from case to 

case. 

In some cases, the Commission has directed that 

the gain be amortized above the line; in other caseu. it 

has directed that it not be amortized above the Hne, be 

recorded as income when it occurs. 

COMMISSIONER DEASON: When you say not amortized 

above the line, do you mean that it would bf; recognized 

currently as inc~e and not be amort ized? 

THE WITNESS: CUrrently-- I uhould h~ve made that 

clear, Commissioner. CUrrently as income below the l1ne 

FOR THB RBCORD REPORTING TALLAHASSEE, FLA 904-222·5491 



1 

2 

3 

~ 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

• 25 

15! 

and not amortized. 

COMMISSIONFR DEASON: So it's your understanding 

that the Commission has allowed gains on oale to be 

recognized below the line? 

THE WITNESS: Yeo, air. A number of water and 

sewer cases that I could look up if we needed the numbers. 

In a lot of cases, though, small miscellaneous gains "'ere 

amortized above the line. 

It depended on the facts in each case, as I 

understand it. 

COMMISSIONER DEASON: Has this commission ev'!r 

allowed a gain on sale involving Florida Power & Light to 

be amortized below the line? 

THE WITNESS ' I don • t know. I don • t know the 

anewer to that. 

0 (By Mr. Childs) You were asked oome queutiono 

about extending the lice-need life of the nuclear IJOWer 

plbnts. Do you have a view as to whether that would, all 

other things being equal, increase or decrease the 

decommissioning colts for the nuclear power planto? 

A All other things being e.qual, l don't think it 

would have any effect on it. 

0 Okay. You were asked a series of qucotions about 

whether this commission had ever authorized the recovery of 

costs if they were not ~nown or verified . Do you recall 
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those questions? 

A In connection with the nuclear dec?mmiaaioning 

t here was a line of questioning like that, yes. 

0 Do you consider the coats that are associated with 

implementing SPAS 106 to be known and veri! Jed? 

A Well, they're known to the extent that we know the 

coet as being incurred, not verifiable lo the ~xtent that 

they are estimates which are very complicated ~stimates 

that will go on perhaps for years before they are 

resolved . 

Q Do you know whether when that standard SFAS 106 

wae adopted that the fact that estimatea would be required 

and that the consequences o f using eotimatco on tne numbers 

selected, do you know whether that was known w' en SFAS 106 

wae adopted? 

A Yes, and that accounting rule has provisions that 

deal with the variations and changes in those estimates 

which will arise from time to ti~. 

MR. OiiLDS: 1 want to show a document at this 

time. It is a copy ot Commission Order PSC 92-0708-FOF-TL, 

and what I have ia the cover page and page 3> of that 

order, and I'd like to have that marked for 

identification. 

CHAI~l JOHNSON: It will be marked ao Exhlb1t 

9 . 
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MR. CHILDS: Th ank you. 
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0 (By Mr. Childs) Would you look to the first full 

paragraph on page 35 that is the second page o f this 

Exhibit 9, Mr . Gower? 

A I have that . 

0 Are you aware that this commission considered rhe 

adoption and implementation for accounting purposes of SFAS 

106? 

A Yes, I believe there was a generic proceeding that 

may have preceded this case or it could have been 

afterward. 

0 Do you draw the conclus ion from this case t hat in 

applying, excuse me •• applying SFAS 106 that it was 

treated as a cost for setting rateo in this proceed1ng? 

A Yea . When one reads the ent ire orcie r, it's pretty 

clear that the estimated other-post-employmenr-benefits 

coats were allowed to be included in United Telephone's 

coat of service in this case . 

0 Now, the order specifically states that, "In 

reeponse to an argument made by the Office of Public 

Counsel about the certa i nty o f SFAS 106 coats ·· • this lS 

about five or six lines from the bottom ·· "that OPC's 

argument could also be applied to depreciation expense, the 

coat of equity and nuclear decommissioning and any other 

FOR THE RECORD REPORTING TALLAHASSEE , PLA 904·222·5491 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

• 25 

154 

expenses based on estimates,• and it also goes on to adopt 

SFAS 106. 00 you agree with this observation stat~d 1n the 

order that I just read? 

A Witn regard to the ~omparability to depreciation 

and nuclear decommissioning and so forth, yeo. 

0 That's correct. 

A Yes , do I agree with that. 

0 And would you agree that at anytime costo are 

accrued, that you are by necessity dealing with estimates? 

A Absolutely. The alternative is to go to 

cash-basis accounting. 

0 Okay. You were asked a series of questions about 

the est1mates associated with decommissioning specifically 

and what would happen if the costs, perhaps, turned out at 

a later date to be lower th~n the current e~timate on which 

the reserve deficiency is based. 00 you recall questions 

along that line? 

A Yes, I do. 

0 If in fact the Commission taYes no action now and 

the reserve deficiency becomes even greater, will that 

represent an improv~ment of the situation in your view? 

A Not at all. It just will mean that the costs will 

be higher, much higher in the long run. 

0 As to the deficiency and the treatment propoged ln 

this docket , are you aware of whether the treatment 
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proposed would be consistent Wlth tne reatment ot all 

r ecoveries or all expenses for nuclear decommissioning 

f unds? Is there any difference in your mindr 

A No, there is not because whatever costs of 

~55 

decommissioning FPL recovers pursuant to the directions in 

this docket or otherwiae will be invened in lhf' !undo on 

an afte r-tax basis as the Commission has directed. The 

more funds invested, the lower the cont in the long run. 

Q And that fund is not something that is 

appropriatable by the company or someone else, is it, or do 

you know? 

A I t is not. The funds are held under a trust, 1 

think it's State Street Trust in Boston, and that is an 

irrevocable trust. PPL cannot resci~d that agreement and 

get that money back. 

Q You were asked questions in the oame area about, 

if there were a change in .. he eotimate o( decomm'soioning 

costa, couldn't that be addressed by changing th~ir 

accrual? Do you recall questions in that area? 

A Yes, I do. 

Q Would you agree that that potenti ... l change to the 

accrual could address both under-recover1ea and 

over-recoveries? 

A Yes, I would. 

Q Okay. But do you believe that the treatment of 
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A Yes, I do. It clearly relates to prior service. 

It ' s fair that that be recovered and, furthermore, recovery 

will lower costs in the long run . 

0 Okay. I want to refer you to what has been markec 

for identification as S.Xhibit No. 6, wh ich is t he :~•o pages 

from Commission Order No. PSC 95 - 1230-POF-Ei. Oo yo~ have 

that? 

A 

0 

Yes, I do. 

You were asked oome quest ions about Lhis by 

counsel for AmeriSteel. Aro you familiar with whe ther this 

commission addressed considering the treatment o ! the 

deferral here aa being rate-making? 

A I've read this order and I see no reference to it 

i n this order. 

Q Okay. You were also asked some questious about, I 

believe it wao Interrogatory No . 14, and whether r.he 

cumulative -- excus~ me -- the total net oavings associated 

with the refinancing o f debt had been -- let me see ~y 

21 notes here - - had \;)een passed on to cuotome1s through 

22 rates. 

23 What I want to ask you is, do you know how n~ny 

24 how much o f the coats a1aociated with the Commission 's 

2S change to the accrual for decommissioning has been passed 
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A Well, there have been no changes in baoe rates. 

MR. CHILDS: Thank you. 'lhat 's all I have. 

CHAIRMAN JOHNSON: Okay. Exhib;to? Exhibits? 

MR. CHILDS: I would move Exhibit l, and ~ou 

157 

assigned a number to the two pages from order -- Exhibit 9, 

excuse me. 

CHAIRMAN JOHNSON: Show Exhibits 1 and 9 sdmltted 

without objection. 

(Exhibit Nos. 1 and 9 received in e\idence.) 

MR. BREW: Your Honor, I would move exhibito, 1 

guess, 2 through 6 . 

CHAIRMAN JOHNSON: Show 2 through 6 admitted 

without objection. 

(Exhibit Nos. 2, 3, 4, 5 and 6 received in 

evidence. I 

MR. CRUZ-BUSTILLO : Staff would move Composite 

Exhibit 7 at this time, but not e. 

CHAIRMAN JOHNSON: Okay . We'll show 7 admJ.tted 

without objection. 

moment? 

Thank you, air . You'r! excuaed. 

(Bxhibit No. 7 was received in evideucc .l 

MR. BREW: Exc~se me, could I have j ust one 

CHAIRMAN JOHNSON: A preliminary matter o r is i t 
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related to this witness? 

MR. BREW: It juet relat•HJ to this witneot., H I 

could have juat one minute just to see if the re's an 

additional question . 

CHAIRMAN JOHNSON: You may have a question for the 

witness? 

MR. BREW: Yea, that's what I'm trying to say . I 

juat need one minute to check my notes. 

CHAIRMAN JOHNSON: Okay. I'll do that and it you 

could explain to me what the quest ion might be. and then 

we'll entertain any motions to that effect or allow 

re-redirect. 

MR. CRUZ-BUSTILLO: Chairman J~hnson, wh ile he's 

doing that, I just want to mention that we had asked Mr . 

Gower for a response to a question, and we just want Lo say 

that, you know, we'll wa it until rebuttal, but we want Lo 

get an answer to the question that he was going to answP.r . 

When he atepa down now, I just want t o make sure that we 

can go ahead and ask it on rebuttal, even though it might 

be outside the scope. 

CHAIRMAN JOHNSON: Certainly . 

MR. CRUZ-BUSTILLO: I don't know if it is or not, 

I'm juat aaauming if th&re was. 

CHAIRMAN JOHNSON: Is he prepared to answer it now? 

MR. CRUZ-BUSTII..LO: l dor.' t tl:ink oo 
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THE WITNESS: No, sorry. 

~~IRMAN JOHNSON: Okay. 

HR. CRUZ-BUSTILLO: I just wanted LO mention it 

for the record. 

HR. BRBW: I'm ready. just a very C:"ick 

clarification if I may. 

RECROSS EXAMINATION 

BY MR. BRBW: 

0 Mr. Gower, do you have the late - fl led £xh1blt 1 

that was provided to you by Staff. that's Bates·stamped 

O'll? 

CHAI~~ JOHNSON: You said this was a part of 

Composite Exhibit 7 or ·-

MR. BREW: Yes, yes, it was part of the Staff 

C~poeite. 

CHAIRMAN JOHNSON: And it was 001? 

MR. BREW: That's correct, that page nu~ber 

THE WITNESS: Yes, sir, I have that. 

159 

0 (By Mr. Brew) The 1995 actuals of $126 million. 

do you see that? 

A Yes, I do. 

0 Do you know if that was more or lesA than the 

minimum amount required by the 1995 plan? 

A I do not know. I 'd have to check that for you. 

0 For 1996. do you know if the amount ~ctually 
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charged was more or less than the minimum ~irecte1 to be 

char ged under the plan? 

160 

MR. CHIT.DS: I'm going to object. • think this is 

beyond-- I didn't ask anything about this on redirect. 

CHAIRMAN JOHNSON: I'm sorry, I didn't hear you . 

MR. CHILDS: I didn't asl. anythu~g about this on 

redirect. I don't think it's appropriate additicnal 

erose-examination. 

CHAIRMAN JOHNSON: Sir? 

MR. BREW: I wao just trying to get a 

clarification as to the numbers that the Staff was using so 

there's no confusion. 

CHAIRMAN JOHNSON: So this is a clari(lcation of 

some of the questions that Staff asked! 

MR. BP£W: That'• correct. 

CHAIRMAN JOHNSON: I'm go1ng to allow that 

clarification, and if prompta you, Mr . Ch1ldo, to have 

another question, I'll entertain that also. 

0 (By Mr. Brew) The questioto, Mr . Gower, was, with 

respect to the '96 actual&, was that the minimum amount 

under the '95 plan or was it something greater than ~hat ? 

A I don't know the answer to that, Mr. Brew. I'll 

have to check that and provide you tnat information. 

0 Thank you. 

And also for '97, do you know if the company --
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1 the 162 million I understand it is the m1nimum amount to be 

2 taken under the plan? 

3 A I believe that is, that's r ight. 

4 

5 

6 

7 

8 

9 

10 

0 

A 

0 

And that's the variable component? 

No, it would be both the fixed and the variable. 

Both the 30 million fixed and the variable? 

A No, the 83 p lus 50 percent of the difference 

between actual and most likely. 

0 That's why I wanted to ask the clarification. 

When we referred to the fixed component in the '95 plan, 

11 there was a $30 million fixed amortization. There was a 

12 

13 

and the variable part was two parts, is that correct, the 

$83 million part between the low band and the most-likely 

1 4 forecast and at least SO percent above the most-likely 

15 forecast? 

16 A I may not have described i t correctly, but the 83 

17 million, the difference between the low band and 

18 most-likely, I also considered that to be fixed. 

19 0 Okay. So I'm just trying to clarify -- the 

20 numbers shown here, they are the variable component 

21 including the 83 million or not including the 1:3 million? 

22 

23 

24 

25 

A 

0 

Including the 93. 

Okay. And is the 162 for the '97 forecast the 

variable component including the 83 at the 50 perc~nt 

level? 
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A Yes, air. 

Q Okay. Do you know if the ccmpany•s exp~cted 

write-offa are in excess of that number? 

A No -· 

MR. CHILDS: Objection . I don't think that's a 

clarification. We've been through lt at length. 

CHAIRMAN JOHNSON: I 'm going to allow tne 

question. Go ahead. 

MR. BREW: I heard some confusion based on the 

discussion with Staff, and I'm just trying to clarify . 

162 

MR. CHILDS: Well, I don't want to belabor it, but 

I thought you got the one chL~ce, and that's why I was 

commenting. 

CHAIRMAN JOHNSON: Okay . Go ahead and ask the 

question. 

Q ;sy Mr . Brew) It was very s1mple . 

Was the 162 the is the expected - harges under 

the plan i n '97 expected to be greater t han the amounts 

shown there? 

A Not to my knowledge. 

MR. BREW: Okay. 

CHAIRMAN JOHNSON: Mr . Childs, any questions ? 

MR. CHILDS : (MI. Childs shakes hio head .) 

CHAIRMAN JOHNSON• You're excused . 

I'm sorry. Staff, did you have · · you were 
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l. MR. CRUZ-BUSTILLO: No, Commissioner . 

2 CHAIRMAN JOHNSON: Okay. 

3 MR. CRU~·BUSTILLO: No, ma'am. 

4 

5 (Transcript continues in sequence in Volume II . ) 
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