
State of Florida 

CAPITAL CIRCLE OFFICE CENTER 0 2540 SHUMARD O A K  BOULEVARD 
TALLAHASSEE, FLORIDA 32399-0850 

-M-E-M-0-R-A-N-D-U-M- 

DATE: August 6,2008 

TO: Office of Commission Clerk 

FROM: Keino Young, Senior Attorney 
Office of General Counsel 

Docket No. 080009-E1 - Nuclear cost recovery clause. RE: 

Attached for filing in the above-referenced docket are the original and six copies of the 
Direct Testimony of KATHY L. WELCH, on behalf of Commission Staff. 

KYItfw 
Attachment 



DOCKET NO. 080009-€I: Nuclear cost  recovery clause f o r  Florida 
Power & Light Company 

WITNESS: Direc t  Testimony O f  Kathy L. Welch, Appearing On 
Behalf O f  S t a f f  

DATE FILED: August 6 ,  2008 



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 

DIRECTTESI’IMONY 0 1 ;  KA‘ItiY I.. Wl<l.(’ll 

Q. 

A. 

Suite 400, Miami, Florida, 331 66. 

Please state your name and businrss address. 

My name is Kathy L. Welch and m y  husincss address IS 3625 N.W.  X2ntl Avc.. 

Q. 

A. 

Supervisor in the Division of Regulatory Compliancc. 

By whom are you presently employed and in what caparity? 

I am employed by the Florida Public Scrvicc Commission as a Public Utilitics 

Q. 

4. 

How long have you been employed by the Commission? 

I have been employed by the Florida Public Service Commission since June, 1979 

Q. Briefly review your educational and professional background. 

4. I have a Bachelor of Business Administration degree with a major in accounting 

?om Florida Atlantic University and a Masters of Adult Education and Human Resource 

levelopment from Florida Intemational University. I have a Certified Public Manager 

:ertificate from Florida State University. I am also a Certified Public Accountant licensed 

n the State of Florida, and I am a member of the American and Florida Institutes of 
1-1 -. . 

80 :-~ 
L Zertified Public Accountants. I was hired as a Public Utilities Analyst I by the F lor ih  , Y Z  

so3 2 
i- 0 2 E c: 
X r _ t D &  2 

1. Please describe your current responsibilities. 0 LL 

c 

r~ ‘A 

’ublic Service Commission in June of 1979. 

lupervisor on June 1,2001. 

I was promoted to Public Utilitig 2 .Z - 

0 

u c 3  0) 
0 a 

L. Currently, I am a Public Utilities Supervisor with the responsibilities of 

dministering the District Office and reviewing work load and allocating resources to 
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complete field work and issuc audit reports whcn due. I also supcwisc. plan. inld conduct 

utility audits of manual and automatctl accounting systems fix hislorical ;ind fi~rcc;islctl 

Q. Have you presented testimony before this Commission or ally other 

regulatory agency? 

A. Yes. I have testified in several cascs before the Florida I’uhlic Scrvicc 

Commission. Exhibit KLW-1 lists thesc cascs. 

Q. What is the purpose of your testimony today? 

A. The purpose of my testimony is to sponsor the staff audit reports of Florida Power 

& Light Company (FPL or Utility) which address the Utility’s application for nuclear cost 

recovery. We issued three audit reports on FPL in this docket. The first audit report was 

issued May 28, 2008 to address the 2007 power uprate costs for the Turkey Point and St. 

Luck nuclear power plants. This audit report is filed with my testimony and is identified 

as Exhibit IUW-2. The second audit report is a supplemental report to the power uprate 

-eport and was issued July 31, 2008. This audit report is filed with my testimony and is 

dentified as Exhibit KLW-3. The third audit report was issued July 30, 2008 to address 

be 2007 pre-construction costs and site selection costs for Turkey Point 6 & 7. This audit 

‘eport is filed with my testimony and is identified as Exhibit KLW-4. 

2. 

i. 

Were these audits prepared by you o r  under your direction? 

Yes, I was the audit manager in charge of these audits. 

2. 

i. 

Please describe the work you performed in these audits. 

For the uprate audits, we reviewed all entries in the general ledger accounts and 
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reconciled them to the filing and we reviewed IT1 , 's  intcrn;il audit report of lhc tlpt';ltc 

issued July 24, 2008. We judgmcntally sclcctcd a sainplc Ihat inclutlctl the higll tlol1;ir 

items and an assortment of thc various vcntlors chargcti to thc pi-ojcct ; ~ n d  1r;iccd the 

sample to source documentation. For payroll. we obtaincd a list of all cmployccs working 

on the uprate and reviewed whcrc scvcral cmployccs chargctl thcir p;iyroll i i i  200(1 to 

determine if their salaries were alrcady rccovcrcd through base ratcs. For charges from 

FPL affiliates, we obtained supporting documentation for thc actual payroll. thc ovcrhcad 

rates charged, and travel costs. In addition, we reviewed thc ratcs chargcd by non- 

affiliated companies to determine if FPL was charged the lower of cost or markct. For 

vouchers charged, we compared the amounts paid to thc contractor to the supporting 

invoices. We toured the plant and interviewed personnel about plant duc to be retired and 

replaced before the uprate was scheduled. We reviewed the plans for the outages and 

compared the plans to the previously scheduled maintenance work to detcmine if there 

were duplicates. For the joumal entries charged, we compared the accruals to amounts 

paid in 2008. We traced the jurisdictional factor to supporting documentation and the 

ownership allocation percentages to supporting documentation. 

For the new plants, Turkey Point 6 & 7, we reviewed all entries in the work 

orders for site selection and pre-construction costs and reconciled them to the filing. We 

judgmentally selected a sample that included the high dollar items and an assortment of 

the various vendors charged to the project and traced the sample to source documentation. 

For payroll, we obtained a list of all employees working on the new nuclear plants and 

reviewed where several employees charged their payroll in 2005 to determine if their 

salaries were recovered through base rates. (FPL began paying site selection costs in 

2006, so we compared these costs to payroll in 2005.) For charges from FPL affiliates, 

we obtained supporting documentation for the actual payroll and the overhead rates 
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charged. For vouchers chargcd, wc conqxircil the ;imounts piiitl to the conlriiclor t o  Ilic 

supporting invoices. We toured Ihc pliinl iind intcrvicwctl pcrsonncl. For the .joui-iiiiI 

entries charged, we comparcd the iiccriiiils to amounts pnid i n  2008. We Iracctl Ihc 

jurisdictional factor to supporting tlocumciilation and thc ownership allocation 

percentages to supporting documentation. Wc rccalculatcd carrying cliiirgcs and 

compared the calculation to Commission iulc 25-6.0423, Florida Adminislrativc (‘odc. 

Q. Please review the audit findings in the first audit report, KI,W-2. which 

addresses the 2007 power uprate costs for the lu rkey  Point and St. 1,ucie nuclear 

power plants. 

A. Audit Finding No. 1 

Audit Finding No. 1 discusses payroll. FPL charged $353,286.91 in payroll costs 

to the nuclear uprate. Some of the employees were former Seabrook employees and 

therefore the associated payroll was not recovered through FPL’s base rates. Some 

:mployee payroll costs were charged to capital projects the previous year and thus not 

zcovered through base rates. Some employees were replaced by new staff so that they 

:odd work on the project. Some, however, were FPL employees and their payroll costs 

Mere recovered through base rates in the prior year. In April 2008, the utility removed 

649,790.98 of the above salaries because they were already recovered in base rates. The 

mount is still included in the 2007 filing but will be reduced in 2008. Since carrying 

:barges were not added in 2007, there should be no adverse effect of making the 

tdjustment in 2008. 

The salary of an additional employee ($3,351.71 charged to the uprate) also 

hould have been removed because the employee costs had not been charged to capital 

irojects in 2006 and was not replaced. FPL has stated that it will adjust this out in May 
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2008. 

Another employee has not hccn rcp1;icctl ycl. hut FPI, plans lo rcplacc him. ' 1 ' 1 1 ~  

salary charged to the uprate for him it1 2007 w:is SIX.050.50. IJntil hc i s  rcplaccd. h i s  

salary is still in base rates and should hc rcmovcd. I2PL has statcd that i t  will adjust this 

out in May 2008 also. 

Audit Finding No. 2 

Audit Finding No. 2 discusscs affiliatc ovcrhcad. Florida Power and Light Encrgy 

(FPLE) Seabrook Station charged FPL for two employees that were assigned to thc 

Extended Power Uprate Feasibility Study. In 2007, $30,657.08 of salary was charged to 

the FPL uprate. FPLE charged 77.37% in overhcad to the base salary. Thc overhcad 

consists of 36.85% of non-productive charges. This loaded rate is then charged with 

payroll benefits and a space allocation. The non-productive rate includes sick time, 

vacation time, etc. and is based on FPLE non-productive pay code costs divided by total 

payroll costs. 

Affiliate transactions should be charged to the utility at the lower of cost or 

market. The range of rates of FPLE employees with overhead, excluding travel, was less 

:han the rate of the outside contractor. We traced actual costs to payroll detail and expense 

-eports. It appears that the FPLE employee rates are in compliance with the Commission 

d e .  

Audit Finding No. 3 

Audit Finding No. 3 discusses retirements. FPL will be incumng costs for new 

:quipment and charging it to this clause long before the removal of old equipment during 

he outages. Afier the outages, several pieces of equipment will be retired and several 

nay be sold for salvage. The retirements and salvage should be used to offset the costs 

,eflected in this filing. This may cause a negative true-up after the outages. FPL needs to 
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maintain detailed records of lhc itcnis rcnio\ul. rct it-cd. ;1nd sold. ITI. should tlc\ldop ;I 

methodology for recording these itcms. 

Audit Finding No. 4 

Audit Finding No. 4 discusses an ovcr-accrual. ‘lhc utility made scvcral accruels 

at the end of 2007 for items ordcred prior to the cnd o f  thc ycar. Thc Idlowing cI1al-l 

shows the amount accrued compared to thc actual support providcd for thc amount paid i n  

2008 related to these accruals. 

VENDOR ACCRUAL SUPPORT DIFFERENCI< 

PROVIDED 

Areva 3 10,000.00 251,912.43 58,087.57 

Shaw, Stone & Webster 590,000.00 515,348.26 74.65 1.74 

Shaw. Stone & Webster 590,000.00 540,944.56 49,055.44 

The Areva difference was not re-accrued because it was below the accrual 

threshold. Therefore, it was reversed in January 2008 and was not booked again until i t  

was actually paid. As of December 31, 2007, the accruals overstate the expenses by 

$181,794.75. 

Audit Finding No. 5 

Audit Finding No. 5 discusses transformers at the end of the useful life. An 

mgineenng evaluation for the extended power uprate project for St. Luck Units 1 and 2 

iiscusses the main transformer. The report states: “Based on their relatively long lives to 

late together with a relatively more troublesome operating lifetime condition history, 

zplace the PSL Unit 2 MT’s (Main Transformer) with new units. This plan to replace 

bese two MTs is considered especially appropriate when considering that these relatively 

)Id units would, with the Extended Power Uprate (EPU), be loaded to their highest ever 

VNA levels at a time when end-of-useful-life is, by all industry measures, already 
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additional amount of $32,450.43 still needs to he rcnlovcd li.0111 2007. 'I'hc amount i s  still 

included in the 2007 filing hut adjusted i n  2008 and will rcducc thc 2OOX costs. T l ~ c  

remaining amount is immaterial and should not havc a major impact 011 carrying chat-ges 

which were only computed for three months in  2007. 

Audit FindinP No. 2 

Audit Finding No. 2 discusses affiliate overhead. Florida Powcr and Light Energy 

(FPLE) charged FPL for four employees that werc assigned to the Turkey Point CJ & 7 

project. Affiliate transactions should be charged to the utility at the lowcr of cost or 

market. The range of rates of FPLE employees with overhead, excluding travel, was lcss 

than the rate of the outside contractor. We traced actual costs to payroll detail and expcnse 

reports. It appears that the FPLE employee rates are in compliance with the Commission 

rule. 

Audit Finding No. 3 

Audit Finding No. 3 discusses relocation costs and signing bonuses. FPL paid 

docation costs and signing bonuses to attract new employees to work on the nuclear 

iroject. FPL reversed a portion of the signing bonus expense and will be amortizing it 

nonthly to the project over the commitment period. The remaining bonus will be 

wersed in July 2008 because of an intemal transfer of the position in June 2008. 

2. 

i. Yes .  

Does that conclude your testimony? 
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Docket No. 080009-El 
Exhibit KLW-1 (Page 1 of 1) 

History of Testimony 
Provided by Kathy L. Welch 

In re: Application for approval of rate increase in Lee Countv by Tamiami Villaqe 
Utilitv, Inc., Docket No. 910560-WS 

In re: Application for transfer of territorv served bv Tamiami Villaqe Utilitv, Inc. in 
Lee Countv to North Fort Myers Utility, Inc., cancellation of Certificate No. 332-S 
and amendment of Certificate 247-S; and for a limited proceedinq to impose 
current rates, charqes, classifications, rules and requlations. and service 
availabilitv policies, Docket No. 940963-SU 

In re: Application for a rate increase by General Development Utilities, Inc. (Port 
Malabar Division) in Brevard County, Docket No. 91 1030-WS 

In re: Dade Countv Circuit Court referral of certain issues in Case No. 92-1 1654 
/Transcall America, Inc. d/b/a ATC Lonq Distance vs. Telecommunications 
Services. Inc., and Telecommunications Services, Inc. vs. Transcall America, Inc. 
d/b/a ATC Lonq Distance) that are within the Commission's iurisdiction, Docket 
NO. 951232-TI 

In re: Application for transfer of Certificates Nos. 404-W and 341-S in Oranqe 
Countv from Econ Utilities Corporation to Wedaefield Utilities. Inc., Docket No. 
960235-WS 

In re: Application for increase in rates and service availabilitv charqes in Lee 
County by Gulf Utility Company, Docket No. 960329-WS 

In re: Fuel and purchased power cost recovery clause and qeneratinq 
performance incentive factor, Docket No. 010001-El 

In re: Application for staff-assisted rate case in Hiqhlands County bv The 
Woodlands of Lake Placid, L.P., Docket No. 020010-WS 

In re: Application for rate increase in Marion, Oranqe, Pasco, Pinellas, and 
Seminole Counties by Utilities, Inc. of Florida, Docket No. 020071-WS 

In re: Petition for issuance of a storm recoverv financinq order, bv Florida Power 
& Liuht Companv, Docket No. 060038-El 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 1 of 13) 

FLORIDA PUBLIC SERVICE COMMISSION 

DIVISION OF REGULA TORY COMPLIANCE AND 
CONSUMER ASSISTANCE 
BUREAU OFAUDITING 

Miami District Office 

Florida Power and Light Company 
Nuclear Uprate Cost Recovery Clause 

Twelve Months Ended December 31,2007 

DOCKET #080009-EI 
AUDIT CONTROL NO. 08-065-4-1 

4 -  Audit Manager 

b L $ y & 2 &  
Iliana Piedra' 

Accounting Specialist 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 3 of 13) 

DIVISION OF REGULATORY COMPLIANCE AND CONSUMER ASSISTANCE 
AUDITOR’S REPORT 

May 23,2007 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED 
PARTIES 

We have performed the procedures enumerated later in this report to meet the agreed 
upon objectives set forth by the Division of Economic Regulation in its audit service 
request. We have applied these procedures to the attached schedules prepared by 
Florida Power and Light Company in support of its nuclear uprate tiling, Docket Number 
080009-El. 

This audit is performed following general standards and field work standards found in 
the AICPA Statements on Standards for Attestation Engagements. This report is based 
on agreed upon procedures which are only for internal Commission use. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 4 of 13) 

OBJECTIVES AND PROCEDURES: 

Objective: To verify that the filing amounts agree with the general ledger 

Procedure: We scheduled all increases in the general ledger accounts and reconciled 
them to the filing. 

Objective: To review the construction costs on the T schedules for compliance with 
Section 366.93 of the Florida Statutes and Chapter 25-6.0423 F.A.C. 

Procedure: We read the Statute and the rule. We obtained an Excel file of all the 
charges made to the filing. We reconciled the filing to the Excel file. We sorted the file 
by both dollar and vendors and selected a sample that included the high dollar items 
and an assortment of the various vendors charged to the project. We traced the sample 
to source documentation. 

For payroll, we also obtained all employees working on the uprate and reviewed where 
several employees charged their payroll in 2006 to determine if their salaries were 
already charged to base rates. The utility made an adjustment in 2008 to remove some 
of these salaries. See finding one for more information on payroll. 

For charges from FPL affiliates, we obtained source documentation for the actual 
payroll, supporting documentation for the overhead rates charged, and supporting 
documentation for travel costs. In addition, we obtained from FPL the rates charged by 
non-affiliate companies to determine if they were charged the lower of cost or market. 
Audit finding two discusses the affiliate overhead. 

For vouchers charged, we compared the amounts paid to the contractor to the 
supporting invoices. We toured the plant and questioned personnel about plant due to 
be retired and replaced before the uprate was scheduled. Audit finding five discusses 
plant that was already at the end of its useful life. Audit finding three discusses 
treatment of future retirements. We reviewed the plans for the outages and compared 
them to the previously scheduled maintenance work to determine if there were 
duplicates. 

For the journal entries charged we reviewed the accruals to amounts paid in 2008. 
Audit finding four discusses these accrual entries. We traced the jurisdictional factor to 
supporting documentation and the ownership allocation percents to supporting 
documentation. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 5 of 13) 

AUDIT FINDING NO. 1 

SUBJECT: PAYROLL 

STATEMENT OF FACTS: Payroll of $353,286.91 was charged to the nuclear uprate. 
Some of the employees were former Seabrook employees and therefore not in Florida 
Power and Light's base rates. Some employees were charged to capital projects the 
previous year and thus not in base rates. Some employees were replaced by new staff 
so that they could work on the project. Some, however, were Florida Power and Light 
employees who would have been included in expenses used to determine base rates 
during the last rate case. In April 2008, the utility removed $49,790.98 of the above 
salaries because they were already recovered in base rates. The amount is still 
included in the 2007 filing but will reduce the 2008 costs. Since carrying charges were 
not added in 2007, there should be no adverse effect of making the adjustment in 2008. 

An additional employee whose pay charged to the uprate was $3,351.71, also should 
have been included in base rates because the employee had not been charged to 
capital projects in 2006 and was not replaced. FPL will adjust this out in May 2008. 

Another employee has not been replaced yet but they do plan to replace him. The 
salary charged to the uprate for him in 2007 was $18,056.59. Until he is replaced, his 
salary is still in base rates and should be removed. FPL will adjust this out in May 2008 
also. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 6 of 13) 

AUDIT FINDING NO. 2 

SUBJECT: AFFILIATE OVERHEAD 

STATEMENT OF FACTS: Florida Power and Light Energy (FPLE) Seabrook Station 
charged FPL for two employees that were assigned to the Extended Power Uprate 
Feasibility Study. In 2007, $30,657.08 of salary was charged to the FPL uprate. FPLE 
charged 77.37% in overhead to the base salary. The overhead consists of 36.85% of 
non-productive charges. This loaded rate is then charged with payroll benefits of 
17.26% and a space allocation of 12.33%. 

The non-productive rate consists of 14.48% for sick time, vacation time, etc. and is 
based on FPLE non-productive pay code costs divided by total payroll costs. Twenty 
two and a half percent relates to incentive payments. The employees’ total pay was 
compared to the base pay and it does appear that incentive pay did increase the 
employees total pay by a substantial percent. 

FPLE also charged expenses for travel of $24,522.47 and for a charge from an outside 
contractor of $6,300. The invoices for these expenses were reviewed and no problems 
were found. 

Affiliate transactions should be charged to the utility at the lower of cost or market. The 
rate of TSSD, an outside contractor, was T a n  hour. The rates of FPLE employees 
with overhead and excludhg travel ranged ro-.to -which was less than 
the rate of the outside contractor. Actual costs were traced to payroll detail and 
expense reports. 

EFFECT ON THE GENERAL LEDGER This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 7 of 13) 

AUDIT FINDING NO. 3 

SUBJECT: RETIREMENTS 

STATEMENT OF FACTS: Florida Power and Light will be incurring costs for new 
equipment and charging it to this clause long before the removal of old equipment 
during the outages. After the outages, several pieces of equipment will be retired and 
several may be sold for salvage. The retirements and salvage should be used to offset 
the costs recorded in this filing. This may cause a negative true-up after the outages. 
FPL needs to maintain detailed records of the items removed, retired, and sold. A 
methodology for recording these items should be determined. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 8 of 13) 

AUDIT FINDING NO. 4 

SUBJECT OVER-ACCRUAL 

STATEMENT OF FACTS: The utility made several accruals at the end of 2007 for 
items ordered prior to the end of the year. The following chart shows the amount 
accrued compared to the actual support provided for the amount paid in 2008 related to 
these accruals. 

VENDOR ACCRUAL SUPPORT DIFFERENCE 
PROVIDED 

Areva 310.000 00 251,912.43 58.087 57 
Shaw, Stone & Webster PTN 590.000.00 515.348.26 74,651 74 
Shaw. Stone & Websler PSL 590,000.00 540.944.56 49.055 44 

1.490.OW.00 1,308,205 25 181.794 75 

The Areva difference was not re-accrued because it was below the accrual threshold 
Therefore, it was reversed in January 2008 and was not booked again until it was 
actually paid. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only. 
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Docket No. 080009-El 
Audit Report for FPL Uprate - Redacted 
Exhibit KLW-2 (Page 9 Of 13) 

AUDIT FINDING NO. 5 

SUBJECT: TRANSFORMERS AT THE END OF USEFUL LIFE 

STATEMENT OF FACTS: An engineering Evaluation for the extended power uprate 
project for St. Lucie Units 1 and 2 discusses the main transformer. The report states. 

“Eased on their relatively long lives to date together with a relatively more troublesome operating lifelime 
condition history, replace the PSL Unit 2 MT’s (Main Transformer) with new units. This plan to replace 
these two MTs is considered especially appropriate when considering that these relatively old units 
would, with the EPU, be loaded to their highest ever MVA levels at a time when end-of-useful-life Is, by all 
industry measures, already approaching. ’’ 

Based on this report, it appears that the transformers may have needed to be replaced 
even if Florida Power and Light was not doing the uprate. 

An FPL representative has responded that the transformers have 10 more years of 
useful life. They have been asked to provide support for this assertion to the analyst 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only. 
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COMPANY EXHIBITS 
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St Lucie and Turkey Polnt Upnte Proled 
Retall Revenue Requirements Summay 

Schedule T-1 (Trump) 

FLORIDA PU8LIC SERVICE COMMISSION 

[Section (5)(c)l.a.] 

EXFUNATION Provide Ihe Calculation of be actual 1me.m of 

COMPANY Florida Power h Lghl Company 

DOCKET NO,: 08---El 

-- -r - ~~ ~~ 

total r e a  revenue requirements based ~1 a a d  expenditures 
for me current year and the prevlwsly filed expenddures 
(or such current year. 
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FLORIDA WELlC SERVICE COMMISSION 

[Section (5)(c)l .a.l 

EXPLANATION Provide the cablation of the actual hue-UD of 
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DOCKET NO. 080009-€I: Nuclear cost  recovery c lause f o r  F l o r i d a  
Power & L igh t  Company 

WITNESS: D i r e c t  Testimony O f  Kathy L .  Welch, Appearing On Behal f  
O f  S t a f f  

EXHIBIT KLW-3: Supplemental Audi t  Report f o r  2007 power uprate 
costs  f o r  t he  Turkey Po in t  and S t .  Lucie nuclear power p l a n t s  
(Redacted) 
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Docket No. 080009-El 
Supp. Audit Report for FPL Uprate - Redacted 
Exhibit KLW-3 (Page 3 of 5) 

DIVISION OF REGULATORY COMPLIANCE AND CONSUMER ASSISTANCE 
SUPPLEMENTAL AUDITOR’S REPORT 

July 28, 2008 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED 
PARTIES 

We have performed the procedures enumerated later in this report to meet the agreed 
upon objectives set forth by the Division of Economic Regulation in its audit service 
request. We have applied these procedures to the schedules attached to the original 
audit report issued May 28, 2008 prepared by Florida Power and Light Company in 
support of its nuclear uprate filing, Docket Number 080009-El. 

This audit is performed following general standards and field work standards found in 
the AICPA Statements on Standards for Attestation Engagements. This report is based 
on agreed upon procedures which are only for internal Commission use. 

- 1  



Docket No. 080009-El 
Supp. Audit Report for FPL Uprate - Redacted 
Exhibit KLW-3 (Page 4 of 5) 

OBJECTIVES AND PROCEDURES: 

Objective: To review the construction costs on the  T schedules for compliance with 
Section 366 93 of the Florida Statutes and Chapter 25-6 0423 F A C 

Procedure: We have reviewed the internal audit report of the uprate issued July 24, 
2008 

-2- 
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Supp. Audit Report for FPL Uprate - Redacted 
Exhibit KLW-3 (Page 5 of 5) 
- . . . . . . . - - - 

AUDIT FINDING NO. 1 

SUBJECT: INTERNAL AUDIT FINDINGS 

STATEMENT OF FACTS: 

CON FI DENTlAL 

EFFECT ON THE GENERAL LEDGER: FPL has corrected its ledger. 

EFFECT ON THE FILING: This finding is for informational purposes only 
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DOCKET 10. 080009-€I: Nuclear cost recovery clause for Florida 
Power & Light Company 

WITNESS: D i r e c t  Testimony O f  Kathy L. Welch, Appearing On Behalf 
Of S t a f f  

EXHIBIT KLW-4: Audi t  Report for 2007 pre-construction costs and 
s i t e  selection costs for Turkey Point 6 & 7 (Redacted) 
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FLORIDA PUBLIC SI<RVI(’l< <‘OMMISSION 

Florida P m e r  and Light Company 
Turkey Point 6 & 7 Cost l ~ ~ c o v c q  (’lxuse 

Twelve Months Ended Dccembcr 31,2007 
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AUDIT CONTROL NO. 08-087-4-1 
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Docket NO. UtlUUUY-tl 
Audit Report for FPL TP 6&7 - Redacted 
Exhibit KLW-4 (Page 3 of 14) 

DIVISION OF REGULATORY COMPLIANCE AND CONSUMER ASSISTANCE 
AUDITOR'S REPORT 

July 24, 2007 

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED 
PARTIES 

We have performed the procedures enumerated later in this report to meet the agreed 
upon objectives set forth by the Division of Economic Regulation in its audit service 
request. We have applied these procedures to the attached schedules prepared by 
Florida Power and Light Company in support of its nuclear filing for Turkey Point Six 
and Seven, Docket Number 080009-El. 

This audit is performed following general standards and field work standards found in 
the AICPA Statements on Standards for Attestation Engagements. This report is based 
on agreed upon procedures which are only for internal Commission use. 

- 1 -  
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Audit Report for FPL TP 6&7 - Redacted 
Exhibit KLW-4 (Page 4 of 14) 

OBJECTIVES AND PROCEDURES: 

Objective: To verify that the filing amounts agree wlth t h e  gclicral ledger 

Procedure: We scheduled all increases in the general ledger accounts and reconcilod 
them to the filing. 

Objective: To review the construction costs on the AE schedules for compliance with 
Section 366.93 of the Florida Statutes and Chapter 25-6 0423 1 A C .  

Procedure: We read the Statute and the rule. We obtained an Excel file of all the 
charges made to the filing. We reconciled the filing to the Excel file. We sorted the file 
by both dollar and vendors and selected a sample that included the high dollar items 
and an assortment of the various vendors charged to the project We traced the sample 
to source documentation. 

For payroll, we also obtained all employees working on the new nuclear plants and 
reviewed where several employees charged their payroll in 2005 to determine if their 
salaries were already charged to base rates.. The utility made an adjustment in 2007 
and another in 2008 to remove some of these salaries. See finding one for more 
information on payroll. 

For charges from FPL affiliates, we obtained source documentation for the actual 
payroll, and supporting documentation for the overhead rates charged. Audit finding 
two discusses the affiliate overhead. 

For vouchers charged, we compared the amounts paid to the contractor to the 
supporting invoices. We toured the plant and questioned personnel. For the journal 
entries charged we reviewed the accruals to amounts paid in 2008. We traced the 
jurisdictional factor to supporting documentation and the ownership allocation percents 
to supporting documentation. Audit finding three discusses relocation costs and signing 
bonuses. 

We recalculated carrying charges and reviewed the calculation to the rule 

We reviewed the internal audit on the uprate and have filed a supplemental audit report 
for the uprate. 

- 2 -  



Docket NO. 080009-El 
Audit Report for FPL TP 6&7 - Redacted 
Exhibit KLW-4 (Page 5 Of 14) 

AUDIT FINDING NO. 1 

SUBJECT: PAYROLL 

STATEMENT OF FACTS: Payroll of $823,172 29 was charged to site selection and 
$274,267.94 to pre-construction costs. Some of the employees were FPLE employees 
and therefore not in Florida Power and Light's base rates. Some employees were 
charged to capital projects the previous year and thus not in base rates. Some 
employees were replaced by new staff so that they could work on the project. Some, 
however, were Florida Power and Light employees who would have been included in 
expenses used to determine base rates during the last rate case. In the 2007 filing, the 
utility removed $127,529.37 of the above salaries because they were already recovered 
in base rates. An additional amount of $32,450.43 strll needs to be removed from 2007. 
The amount is still included in the 2007 filing but adjusted in 2008 and will reduce the 
2008 costs. The remaining amount is immaterial and should not have a major impact 
on carrying charges which were only computed for three months in 2007. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only 

EFFECT ON THE FILING: This finding is for informational purposes only. 

- 3 -  



Docket No. O8UUUY-tl 
Audit Report for FPL TP 6&7 - Redacted 
Exhibit KLW-4 (Page 6 of 14) 
- . . . - - - - - - . 

AUDIT FINDING NO. 2 

SUBJECT: AFFILIATE OVERHEAD 

STATEMENT OF FACTS: FPL Energy (FPLE) charged FPL for four employees that 
were assigned to the Turkey Point 6 8. 7 project. Three were general counsel 
employees and one was the director of construction. In 2007, 
overhead was charged to the site selection work order and m to the pre- 
construction work order. FPLE charged = in overhead to the base salary. The 

with payroll benefits * of and a space allocation of -/o. 

overhead includes 

The non-productive rate consists of m h  for sick time, vacation time, etc. and is 
based on FPLE non-productive pay code costs divided by total payroll costs. Incentive 
payments account for m h  of the non-productive costs. 

The pay rates of FPLE employees including overhead ranged from $-to $=. 
Actual costs were traced to payroll detail and expense reports. These rates were less 
than comparable rates with outside vendors. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only 

of salary and  

of non-productive charges. This loaded rate is then charged 



Docket No. 080009-El 
Audit Report for FPL TP 6&7 - Redacted 
Exhibit KLW-4 (Page 7 of 14) 

AUDIT FINDING NO. 3 

SUBJECT: RELOCATION COSTS AND SIGNING BONUS 

STATEMENT OF FACTS: 
attract new employees to work on the nuclear project 

The relocation costs charged in 2007 are 

FPL has paid relocation costs and signing bonuses t o  

The signing bonuses in 2007 were: 

FPL has reversed the $= signing bonus and will be amortizing it monthly to the 
project over the commitment period. The $= bonus will be reversed in July 2008 
because of an internal transfer of the position in June 2008. 

EFFECT ON THE GENERAL LEDGER: This finding is for informational purposes only. 

EFFECT ON THE FILING: This finding is for informational purposes only 
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Turkey Polnt U n b  867 
Pn-ConsbycUon Coati and Carrylop C o i u  on Consbycum Cost B a l a n c ~  [SeCllOn (5l(C)1 b ]  

Schedule AE-I (AcluallEstlmaIad) Actual 6 Estimated Flllng: Retall Revenue Requlramanu Summary 

FLORIDA PUBLIC SERVlCE COMMISSION 

COMPANY: FLORIDA POWER & LIGHT COMPANY FortheYear Endad 1213112007 

SO I l . 3 8 9 . 2 3 I  11,154,018 $2,543,248 so so $0 

IO SO so $0 SO $0 $0 

3. Recoverable 06M R s m u o  Rsqulmmenls (Schedule A M ,  lune 24) IO SO IO SO SO $0 $0 

$0 so SO so (St1 IS71 ($8) 

IO so SO $0 so SO SO 

$0 IO $0 $0 1l.588.230 S 1 , I Y . O I O  12,543,259 

SO so SO SO SO SO so 

$0 so SO SO 11,389,230 $1.154010 S2.543.239 



Turkey Pdnt Unlt. Eh7 
~Secllon [S)(c)l b ] Pro-Constructlon Costa and Carrflng Costs on Construction Coat Balance 

Actual h Estlmated Flllng: Deferred Tax Carrying Coats Schedule AE-3A (ActuaVEstlmated) 

FLORIDA PUBLIC SERVICE COMMISSION 

COMPANY FLORIDA POWER 8 LIGHT COMPANY 

EXPLANATION Provfde the calculation of the ActusllEdim~lsd 
deferrnd lax Carrying Cost1 for the cumnt 
Y*W Forthe Year Ended 12131/2007 

DOCKETNO.: 080009.EI Wltness Klm Ourdahl 

(1) (Jl (0 (L) (MI (Nl 101 (PI 
Line 8eQlnninQ Actual Actual Adual AdUaI Actual Actual 12 Month No. of Period July AUBUSI Saplsmbar October November December Total 

Jvnsdlctlanal Dollars 
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I O .  

ConstrucUDn Period loternst (Schedule AE-38, Line 7) 

RscDvsrnd Cmts Excludlng AFUDC 

Other Adjuatmenlt (d) 

Tax Barla Lass Bock Easls (Prior Mo Balance t Line 1 + 2 + 3) 

$0 $0 so $0 $0 SO $0 

$0 SO SO SO so $0 $0 

SO SO $0 SO ($904) ( $ 2 2 0 6 )  (53.109) 

$0 $0 $0 SO SO ($904) ($3.109) ($3,1091 

so ($348) ($1.199) ($7,1991 Deferred Tax Astet DTAqDTL) on Tax Barlr In Excsar of Bwk (Llne 4 *Tax Rate) 36.575% $0 SO $0 SO 

a. Awe@ Acwmulatsd DTN(DTL) 

b. Prlw months cumulaltve Relum on DTAI(DTL1 

c. Average DTAI(DTL) including prior park€ ratum 8ubtotaI 

Canylng Cod on DTPJ(DTL) 

a. Eqully COmponEnt (Llne 7b*.E1425) (a) 

$0 SO so SO ($174) (S77d) 

$0 $0 SO SO so ($2) ($8: 

$0 SO so SO ($174) IS7761 

b. Equity Comp. gmsaad up for taxes (Llnr E c * 0.007419034) (a1 (b) (c) SO SO so so ( $ 1 )  IS6) 'S7 '  

E .  Debt Component (Line 0 E X  0.001325847) (e) ' 

Total Rdum Raqulr"nt8 ( Llne 7b + 7c) 

Tolal Rslurn Raquirnmsnlr from most w n t  Pmleuiona 

DMerenea (Line 8 - Llne 0) 

SO SO so is01 ( S ' I  q r l  

$0 IO SO SO (SZI IS71 (Illh 

$0 so SO so so $0 $9 

$0 SO so SO IS21 117) (Id' 

$0 

(a) The monlMy Equity Component reflects an 11% rdum on squlty 
(b) Rnqulremenl for the payment of Income taxes 13 calculated UtlnQ s Federal lnmma Tax rate of 35% and I state lncme tax (ale of 5 5% 
(c) In order lo Q ~ S S  up the aqully component for taxes (I monthly rnb of 0 007439034 (EquW) and 0 001 325847 (Debl) re8ub In lha annual Pretar ral l ld 1 ' 04% 
(d) OlherAd]urbnent reprssem ths bwk tsx expanse dedudcon related to the debt ccmponsnl of the cdrrylng margs c~lc~laled On AE-2 line 5c 





REVISED 
[SsnIO" i S ) l C i t  b 1 

Turky Pdnt U n b  667 
Site Selwtlon C w  nnd Canyina C O m  on Slt. S.l.etlon C o n  Balance 

Schedule AE.1 (AdwllEsllmesd) Actual 6 Wmated Flllng: Retail Revenua Requlnmenb Summary 

EXPUNATION Pmvide We cdlmleion dlha armallarlimeed l n ~ e - ~ p  of 
Ida1 mIei revenue n4uIremnts baaod on adUaI1es"lld 
oxpendilums for We a" year and the previou?lly R I M  
expendllureI for lueh cured year 

FLORIDA PUBLIC SERVICE COMMISSION 

COMPANY FLORIDA POWER 6 LIGHT COMPANY 

DOCKET NO OBWOPEl 

FOIiha Year Ended 12l31/2007 

Wliness Kim OUSdahl 

UM Aauai (HI Astulll (1) AdWl (J) AC1U.I (Kl ACtulll ( 4  A M m  IM) 12Monih (N) 
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