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) 

Docket No. 870098-EI 
Filed: July 10, 1989 

BRIEF OF FLORIDA POWER & LIGHT COMPANY 

Introduction 

By Order No. 12356 which was entered in Docket No. 

810100-EU on August 12, 1983, the Commission concluded its 

investigation concerning the accounting for and recovery of 

the cost of decommi~sioning nuclear units. In Docket No . 

810100-EU, the Commission concluded among other matters that : 

decommissioning costs should be accrued in equal annual 

amounts: deco-issioning costs should be accounted for 
I 

separately in a fund•~ reserve to assure adequate funds to pay 

for decommissioning: and, decommissioning costs should be 

reviewed and, if necessary, changed no less often than every 

five years. On April 20, 198~, Florida Power & Light Company 

("FPL") filed nuclear decommissioning studies for its St. 

Lucie Nuclear Units 1 and 2, accompanied by a Petition seeking 

approval of revised annual accruals to its nuclear 
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decommissioning reserve. On June 29, 1988, FPL filed nuclear 

decommissioning studies for its Turkey Point Nuclear Units 3 

and 4 and r ·evisions to its studies on the st . Lucie Nuclear 

Units 1 and 2. Also, on June 29, 1988, FPL filed a Petition 

seeking approval of these revised annual accruals to its 

nuclear deco11111issioning reserve for the TU.rkey Point Nuclear 

Units and the amended revised accruals for its St. Lucie 

Nuclear Units. 

Pursuant to notice, a Prehearing Conference was held in 

this Docket on May 4, 1989 establishing the issues to be 

addressed. Thereafter, hearings were held on May 25, 1989. 

Pi•cv••ion gt the Issues . 

A number of the issues identified for this proceeding 

were not in dispute except as to "generic disagreements" that 

each affected other issues. The position on each issue which 

FPL believes is supported by the record in this proceeding is 

presented in Attachment A to this brief. The "generic 

disagreeaents• as well as the remaining individual issues as 

to which there was dispute will be addressed in the body of 

the brief in separate sections. 

Further commez;tt is necessary on the "generic 

di•agreements." Although there was agreement on the 

appropriate methodo~ogy to decommission the nuclear units 

(Issue No. 4), the year the nuclear units will no longer be 

2 



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

in rate base (Issue No. 11), the years in which funds will be 

spent tor decOJIUilissioning (Issue No. 9) a nd the frequency with 

which contributions will or should be made to the 

decommissioning reserve (Is sue No. 21} , the di sag,reement 

between FPL and the Commission Staff over the appropriateness 

of a continqency allowance (Issue No. 5) and escalation rates 

and methodology (Issue No. 7) is the basis for the differences 

in position on six: issues relating to the cost, annual 

accruals and the revenue requirements for decommissioning. 

These issues are Nos. 6, 8, 10, 26, 27 , and 29. Thus, the 

decision of the commission on Issue Nos. 5 and 7 will 

determine the outcome on these issues . Therefore, Issue Nos . 

5 and 7 have been identified as ones to which there is 

"generic disaqreement. " 

Other issues, such as those relating to the requirement 

of the Nuclear Enerqy Regulatory commission ("NRC"} and the 

Internal Revenue Service ("IRS"} as to the control of the 

qualified deco-isaioninq funds and the management of the 

investment of those funds have the deqree of commonality as 

to permit them to be addressed together. 

A. The Contingency Allowance 

The total cost of decommissioning the TUrkey Point and 

st . Lucie nuclear units upon the termination of their 

operatinq life includes an average contingency of 

approximately 25t • . The basis for the continqency allowance 

3 



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

waa explained in the individual decommissioning studies 

prepared by TLG Engineering, Inc. (TLG) . Exhibit 23, at p. 

118 for the st. LUcie nuclear units and at p. 105 for the 

Turkey Point nuclear units. Mr. LaGuardia explained that: 

The purpose of that contingency ia to 
allow for the coat of high probability 
progr- probl... •• they occur in the 
field. Contingency auat be allowed to 
account for auch problema aa delays in 
ahipant of materiala, adverse weather 
conditions, strikes, illnesses, 
aechanical equip .. nt breakdowns which we 
cannot pr~iot with any accuracy at the 
eatiaating stage. The allowance of 25t 
contingency comes from our experience of 
working in the field, and has been 
confirmed by other estimators in other 
ca.panies, both in utilities as well as 
consultants. It ia our experience that 
that type of contingency ia appropriate, 
and we encounter that type of contingency 
every day during a decommissioning 
operation. 

Tr. 71 and 72. TbQ Ccmaiaaion Staff's explanation of its 

position on this iaaue ia set forth on paqe 10 of Prehearinq 

Order No. 21245. There, the Commission staff concludes that 

a contingency factor ia not warranted now because "the 

purpose of a five year minimum review of the companies' 

decommissioning funds ia to •zero in' on the actual cost of 

decommissioning." During cross-examination by the commission 

Staff, Mr. LaGuardia . explained that "the contingency 

allowa.nce he concluded to be ·appropriate was not to reflect 

a misestimation at this time." Instead, it is "based on the 

factors that are going to occur in the field at the time the 

plant shuts down." Tr. 73. Therefore, FPL submits that the 
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Staff mi•perceived the purpo•e tor the contingency allowance. 

It is not intended to reflect uncertainty as to the ability 

to accurately esti.Jiate the cost ot decommissioning if all 

activities are performed according to schedule, rather, it is 

to reflect the potential tor coat to be higher than the 

estimate because ot the occurrence ot the types of 

contingencies identified by Mr. LaGuardia which will make it 

impossible to complete decommissioning as scheduled. It is 

not an "estimator's cushion," Tr. 777 it is, as explained by 

Mr. LaGuardia, who has experiende in decommissioning nuclear 

units, to reflect the potential day-to-day tool breakdowns , 

weather delays, ate., that affect the ability to complete the 

decomaissioning activities. 

During the course of the hearing, Commissioner Gunter 

expressed his concern that a contingency allowance might 

create a self-fulfilling prophecy, Tr. 74, and asked whether 

it would be appropriate to identify what portion of the 

decommissioning cost was related to contingency so that 

future Commissions could review the prudence of actual 

decommissioning expenditures. Tr. 81. Although Mr. 

LaGuardia agreed that "on paper" such an identification could 

be dono , Tr. 81 and 82, he also spoke to the practical 

difficulties of that ' type of a tracking process. Tr. 82 and 

83. 

Durinq the hearing, Commissioner Easley noted that the 

25\ average contingency was made up of contingencies for 
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individual activities ranging from 3' to 75' . She then 

inquired as to the relationship of the contingency allowance 

tor indi vidual activities with respect to the point in time 

during the total decomaissioning period that t he particular 

activity would be perforaed. Tr. 8 5 . Mr. LaGuardia 

responded by pointing out that the 25t overall contingency 

allowance was an attempt to average the total contingency 

over a 7 year period and that while activities hav ing higher 

continqencies and scheduled for completion early in the 

decommissioning process could have lower actual 

continqencies, one could not concl ude that contingencies 

esti.Jiated at lower levels and to occur later during the 

deco1101issioning process could not actually have a higher 

continqency cost. Tr. 87. As he noted, "the contingency 

dollars shift from one [decommissioning activity] to the 

other (decomaissionlng activity]." Tr. 87 and 88. 

FPL subaits that the record in this proceeding 

establishes that ttre 25t average contingency allowance is 

appropriate and necessary to obtain a reasonable estimation 

of the potential actual costs of decommissioning the TUrkey 

Point and St. LUcie nuclear units. Therefore, the estimated 

"appropriate cost of decommissioning as set forth by FPL in 

response to Issue No. 6, should not be adj usted as Staf f 

proposes. Moreover, the related iss ues whi ch set forth the 

future cost of decommissioninq, the annual accruals to be 

made and therefore the reve.nue requirements necessary to 
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produce the appropriate decommissioning contributions, should 

not be adjusted to reflect elimina tion of the contingency 

allowance as the Staff propos~• · 

B. Tbe Appropriate. Escalation Rates. 

Because the cost estimates for decommissioning the 

nuclear uni ts are expressed in "current dollars," and 

decommissioninq will occur many years in the future , it is 

necessary to establish appropriate rates of escalation to 

apply to the "current dollar" estimates so that the revenue 

requirements and monthly contributions to the decommissioning 

funds will provide sufficient dollars to complete the 

decoiDlissioninq activities in the future. 

Issue No. 7 in Prehearing Order No. 21245 poses the 

question of the appropriate methodology and escalation rates 

to be used in converting the current estimated 

decommissioning coat to the future estimated decommissioning 

coat. The Commission Staff has taken the position that the 

methodology used by FPL to determine the escalation rate is 

reasonable for determining an appropriate rate. However, 

they explained that their recommended escalation rates are 

the result of "differences in the t ime frame and type of 

inflation measures used." While FPL recommended escalation 

rates of 5.6, for st . Lucie Units 1 and 2 and Turkey Point 

Unit 3 and 4.9, for TUrkey Point Unit 4, th~ Commission Staff 

proposes escalation rates for FPL ranging between 6. 34% and 
I 
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The dollar iapact of even a small difference in 

escalation rates is siqnificant in the calculation of the 

future cost of deccmaissioning because of the compounding 

effect over aany years to the date such decommissioning costs 

will be incurred. For example, if the Staff's estimate for 

the current coat of ~ecommisaioning FPL'a four nuclear units 

(which excludes the 25' contingency allowance) is used and 

the differential betweon the escalation rate recommended by 

FPL (the lower rate) and that recommended by the Staff (the 

higher rate) is compounded for each unit to the date 

decommissioning would commence for each unit, the Staff's 

recommended escalation rates would increase the future cost 

of decommissioning by approximately $195-million. This is 

not to say that a lower escalation rate is the appropriate 

rate; however, it does illustrate the substantial tinancial 

impact. 

The detailed explanation of the computation of the 

escalation rates used by FPL is set forth in Schedule J of 
' 

Exhibit 23 for both the Turkey Point and the st. Lucie 

nuclear units. Mr. Hoffman explained the methodology for 

determining the escalation rate used to convert the current 

estimated decommissioning cost to the future estimated 

decommissioning coat in his direct testimony . As he 

explained, FPL's methodology considers the current and 

projected costa of each of the seven decommissioning 

activities separately for purposes of computing an overall, 
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or average, escalation rate. Tr. 118. Further, each of 

these seven activities is divided further into three 

component parts: labor, materials and other. Tr. 118. The 

proportion which each of these three component parts 

contributed to the total cost of each decommissioning 

activity was determined. Tr. 119. The inflation index used 

for the labor component was separated into an Average Hourly 

Earnings Index For Construction Workers and Average Hourly 

Earnings Index For Service Workers. The Producer Price Index 

(for capital equipJient) and GNP Deflator were used to 

escalate material and the other coat components . Tr . 119 . 

Mr. Hof~ then explained that the escalated cost for each 

of the seven decommissioning activities was determined for 

each year of the study and that summing the escalated costs 

of all activities for a particular year and comparing that 

cost to the previous year's cost provided the annual 

escalation rate for the total decommissioning process from 

one year to tbe next. Tr. 119. This permitted the 

calculation of an overall effective rate which was equivalent 

to the year-by-year rate. Tr. 119, 120. The respect! ve 
I 

rates for each of the four PPL nuclear units are: 

~ OVerall Escalation Rate 

St. Lucie Unit No. 1 5 . 0-\ 

st. Lucie Unit No . 2 5.0% 

Turkey Point Unit No. 3 5.ot 

Turkey Point Unit No. 4 4.9% 
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As shown by their statement of position to Issue No. 7 

in Prehearing Order No. 21245, the Staff • s proposal for 

decommissioning escalation rates are: 

1lnit OVerall Escalation Rate 

st. LUcie Unit No. 1 6.63% 

st. Lucie Unit No. 2 6.48% 

TUrkey Point Unit No. 3 6.35% 

TUrkey Point Unit No. 4 6 . 34% 

Although the Staff did not offer evidence in support of 

the proposed escalation rates, they did cross-examine Mr. 

Hoffman. There were three principal areas of questioning by 

the commission staff which related to the appropriate 

escalation rates to use. These were the use of the Average 

Hourly Earnings Index For Labor as opposed to an alternative 

DRI Index, the use of the Producer Price Index (for capital 

equipment) as opposed to the Producer Price Index (for 

intermediate goods), and whether the determination of the 

average annual esca~ation factor properly reflected the fact 

that decommissionin~ funds would be spent two years prior to 

the commencement of actual decommissioning. 

As to the use of the Average Hourly Earnings Index, Mr. 

Hottman explained the index was most appropriate because of 

the type of work and labor that would be utilized in 

decommissioning activities. Since these activities would be 

heavily construction orientated, a construction-related index 

would best support that. Tr. 149. He also explained that 
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the average hourly earnings index reflected anticipated 
• 

escalation in the wage component of labor costs and excluded 

other benefita. Tr. 151. However, he noted that the base 

number, that is the current cost of labor for 

decommissioning, included both the wage and benefit 

components. Tr. 151. Thus, the escalation rate used by FPL 

did in fact escalate both the wage and benefit components of 

compensation for workers. 

The aeparate DRI Index included escalation tor both 
• • I 

wages and other benefits. Tr. 151. Mr. Hoffman explained 

that the DRI Index anticipates escalation increases ot' as 

much as 7t per year in the later years which raises the Index 

to quite high levels . Tr. 151. He noted that there was a 

question as to whether benefits could increase that rapidly, 

Tr. 151, and therefore felt that portion of the DRI Index was 

not conatructed properly. Tr. 151-152. 

Next, the Stat~ inquired as to the use of the Producer 

Price Index for capital equipment suggesting that the 

duration of the decommissioning activities would relate more 

to the use of intermediate type leasing rather than the 

making of capital investments. Tr. 152. Mr. Hoffman 

explained that from the information available, he had 

concluded that the decommissioning effort would be capital 

intensive requiring the buying of tools and cranes and 

investing in a number of items that are more like finished 

goods. Tr. 152. For this reason, he concluded that it was 
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more appropriate to use the Producer Price Index for Capital 

Goods although he conceded that he was not an expert on that 

subject. Tr. 152. 

The final principal area of inquiry with respect to the 

determination of the escalation rates related to the fact 

that payaenta for the coat of decommissioning will commence 

as early as two years prior to the actual decommissioning of 

the nuclear units. Mr. Hoffman explained that he used the 

current estiaated cost of decommissioning and escalated that 

to the point where decommissioning would commence and did not 

adjust for the expenditures made prior to the commencement of 

decommissioning. Tr. 1!53-15!5. Mr. Hoffman finally concluded 

that the expenditures durinq those two years would have to be 

quite significant in order to move the average annual 

escalation rate by even a tenth of a percent. Tr. 155, 156. 

Of course, the correctness of Mr. Hoffman's conclusion 

can be deterained by looking at the statement of position on 

Issue No. 10 of Prehearing Order No. 21245 which sets forth 

the years in which decommissioning funds will be expended and 

the amount of the expenditures for those years. For example, 

there it is noted that expenditures for Turkey Point Unit No. 

3 will ca..ence in the year 2005 , which is approximately two 

' a.nd one-third years prior to the license expiration date for 

that unit. See Issue No. 8, Prehearing order No. 21245. If 

it is assumed that the approximately $28.2-million shown as 

the decommissioning expenditures for the year 2007 for TUrkey 
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Point Unit No. 3 is spread evenly throughout the year, and 

the resulting percentage amount of that figure, approximately 

$9-million, ia added to the $5.5-million to be expended in 

the year• 2005 and 2006, the total decommissioning 

expenditure• prior to the e.xpiration of the license 

repreaenta approximately 3.1t of the total estimated future 

cost of decommissioning of $463-million for the TUrkey Point 

Unit No. 3. FPL submits that the exclusion of this 

relatively amall portion of the total future decommissioning 

cost and determining the annual average escalation rate to 

use would produce an insignificant differential. 

c. NBC and IBS Requirements As To Tbe Control Of the 
Decouissioninq pynds and Management of the 
Xnyeatments of the lunda. 

Durinq the Prellearing Conference held on May 4, 1989, 

the Prehearing Officer directed that four issues be 

identified and add.ressed by the companies at the hearing. 

FPL prefiled the Supplemental Testimony of Gary G. Ruberek to 

address th•ae ia•ues (Issues No. 12, 13, 14 and 15) . The 

Commission staff has agreed that FPL complies with the NRC 

requirements pertaining to the control of the decommissioning 

funds (Issue No. 12) and .with the IRS requirements pertaining 

to the management of the investments of the decommissioning 

trust funds (Issue No. 15) • The Staff did not take a 

position on whether FPL complies with NRC requirements 

pertaining to the aanagement of the investments of the 
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deco-isaioning trust funds (Issue No. 13) or whether FPL 

complies with the IRS requir .. enta pertaining to the control 

of the deca.aisaioning tunds (Issue No. 14). The position of 

FPL on these four issues will be presented in the appendix to 

this brief. However, in addition to those statements of 

position in the appendix, FPL would point out that as to 

Issue No. 13, which questions whether FPL complies with the 

requirements of the NRC pertaining to the management of the 

investments of the decommissioning trust funds, that the NRC 

Staff baa indicated that they will construe the applicable 

rule to require only that the trustee of the decommissioning 

funds be unrelated to the licensee, that is FPL. Tr. 212 . 

Moreover, although Mr. Kuberek concluded that FPL's current 

method of investment management complies with the NRC 

requirements, he stated that should the NRC require external 

management of the investments, FPL would comply. Tr. 212 . 

Aa to the issue of whether FPL complied with the IRS 

requireaenta pertaining to the control of the decommissioning . 
funds (Issue No. 14), Mr. Kuberek testified that the 

applicable treasury regulation, Section 1.468A-5(a), requir9s 

that a qualified fund "be established and maintained at all 

times in the Unite~ States pursuant to an arrangement that 

qualifies as a trust under . state law. " Tr. 213. The 

Internal Revenue Code and Treasury Department regulations do 
I 

not prescribe requi~ementa as to the control ot non-qualitied 

funds. Tr. 213. Finally, Mr. Kuberek testified that the 

14 
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company had a 1e9al opinion that the qualified fund qualifies 

as a truat under state law and that it had been reviewed by 

the IRS and deemed to meet those requirements. Tr. 241. 

For th... reasons, and for the reasons stated in the 

statement of position on Issues 12 through 15 in the appendix 

to this brief, FPL submits that its fund meets all applicable 

requirements of both the NRC and the IRS as to control of the 
' 

funds and the management of the investment in those funds. 

D. Issues Belated to pynd Investments 

Three issues were identified which related to this . 
l 

category. Tbey include: what is an appropriate investment 

strategy for a nuclear decommissioning trust fund (Issue No. 

18), should a ainimum fund aarninqs rate be imposed and, i f 

ao, how should the rate be determined (Issue No. 19), and 

what ia the assumed appropriate fund earnings rate, net of 

tax, tor a nuclear decommissioning trust fund (Issue No. 20) . 

FPL submits that the combination of Issues 18 and 19 raise 

fundamental questions about the purpose of investments of 

decommissioning funds as well as the objective sought to be 

achieved through those investments. They raise the question 

of the relative iapoJ;tance of potential fund earnings through 

investments versus the risk associated with those 

investments. Quite simply, the attempt to maximize the 

potential inv-blent return for decommissioning funds 

requires a reo09nition of the associated risk of doing so and 

15 
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the potential resulting consequence that decommissioning fund 

balances may be less tha.n adequate to pay the cost of 

decommissioning when required. 

1. Tb• Appropriate Investment Strategy. 

The individ!-lal decoJDJilissioning funds for FPL's four 

nuclear units will be required to pay for the decommissioning 

activities many years from now. For example, and although 

relatively small expenditures from the fund will take place 

before these dates, the decommissioning of Turkey Point 

Nuclear Units Nos. 3 and 4 will begin approximately 18 years 

from now, while decommissioning tor st. Lucie Nuclear Unit 

No. 2 will begin 34 years from now. ~ Issue No. 8. The 

availability of sufficient funds to pay the cost of 

decomaissioninq when needed will be a function primari ly of 

the annual contributions to the funds, the federal and state 

income tax rates, and the assumed earnings on investments in 

the funds. The assumed earnings rate has a direct impact 

upon the level of monthly contributions because, the higher 

the earnings, the lower the level of contributions necessary 

to achieve the same targeted fund balance. However, 

primarily because o~ ~~e volatility of tbe interest markets 

which Mr. Hottman pointed out, it is unrealistic t o expect to 

achieve a return on the funde greater than some target rate 
f 

such as that proposed by FPL which is tied to the expected 

level of inflation. Tr. 142. Higher r e turns , if achieved , 

will be beneficial in serving to reduce the level of future 

16 
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contribution•, but the difficulty of establishing a realistic 

return level over the longer term that is not tied to 

expected levels of inflation could have substantial negative 

effects on the ability to accurately establish fund 

contribution levels. This could result in the contributions 

to the ~und becoaing aore volatile and tied to the volatility 

of achieved returns on investments. 

Another aspect of decommissioninq fundinq that is of 

particular significance to investment strategy is the need to 

have the deco~ssioning funds available at the right time 

and to consider the impact of riskier investment strategies 

on the level of future funding contributions. As Mr. Hoffman 

explained, a fairly conservative strategy is appropriate for 

a deco .. iaaicning fund because •what you don't want to do is 

eat into the customers• contributions, effectively have such 

losses that the contributions that customers have already 

provided would be e~oded.• Tr. 177. 

Yet another factor affectinq the investment strategy for 

decommissioning funds is the taxability of earnings and 

restrictions on the type of investments available to 

qualified funds. To obtain the tax benefits offered oy 

Section 468A of the IRS . Code the funds are required to be 

invested in assets as defined- in the "Black Lunq Act," which 

are public debt securities of the United States, obligations 

of state or local governments or time or demand deposits . 

Tr. 130, 145. The fact that a decommi ssioning fund is a 

17 



taxable entity, Tr. 131, al•o requires recognition of the 

need to realize that any earned return that is taxable is 

substantially lower on an after tax basis than that provided 

by an investaent vehicle such as municipal bonds which are 

not subject to tax. For exaple, at -an effective tax rate of 

37.63t reflecting bo~ federal and state income taxes, the 

5. !5t return proposed by PPL equates to a pretax return on 

taxable investments of approximately 8 . 82t . 

With all of these factors involved, Mr. Hoffman 

explained that FPL's primary objective is to provide the 

capital necesaary for decoJIIl:i.ssioning at the end of the 

respective licensing periods for the company's nuclear units. 

The accoaplisbmant of this strategy requires a maximization 

of earnings growth of the investment portfolios while 

maintainin9 a high degree of safety so as to minimize future 

customer contributions. Tr. 130. Finally, in order to have 

a strateqy .. nsitive to change in the environment related to 

decommissioning costa, the course to be followed is one that 

diversifies aarket risk over time rather than matching all 

investment maturities with each plant • s expected license 

expiration date. Tr. 131. Therefore, FPL submits that its 
. 

market strateqy of .focusing on long-term earnings 

accumulation rather than capitalization on short-term 

differentials between securities while maintaining a high 
) 

degree of safety is compatible with the goal of providing the 
I 
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capital needed tor the decommissioninq of the Company's 

nuclear units. Tr. 135, 138 and 142. 

2. Xwposinq a Minimwp Earnings Requirement for 
Dacqlmissioninq fUnds. 

As pointed out in the introduction to this section of 

FPL's brief, any return tarqeted tor achievement must reflect 

a policy decision as to the deqree of risk to which the 

decommisaioninq funds are to be subjected. Thus, the 

appropriate investment strateqy to be followed is an 

essential el .. ant in identityinq any tarqet earninqs level. 

Moreover, the ability to achieve a tarqeted rate of earninqs 

on deca.aissioninq funds will be dependent upon the actual 

market conditions experienced in the future . Therefore, an 

evaluation of whether decomaissioninq funds actually achieved 

the targeted earninqs level will of necessity require an 

analysis of actual market conditions reflecting those 

conditions which formed the basis tor establishing the 

targeted earnings rate. ~ Tr. 138, 142 and 178. This is 

the point Mr. Hottman was makinq in response to a question by 
I 

Commissioner Gunter when he noted that it would be bett er to 

review the performance of the investments in the 

decommissioning fund after the fact and consider the 

circumstances that were actually faced. Tr. 144. Xt is 

FPL's position that the Commission shouldn't establish a 

minimum earninqs rate for trackinq the performance of 
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investments. Tr. 142. However, if the Commission deems it 

appropriate to review the investment performance of the 

decommissioning funds, then, FPL proposes that such review be 

conducted periodically and in conjunction witt.. the 

Commission • s periodic review of decommissioning studies in 

the future. 

3. Tbe Appropriate Asauaed Earnings Bate. 

The position of the commission staff on Issue No. 20 was 

that the •arnings rate should be equal to or greater than the 

rate of inflation. a.. order No. 21245, p. 21. The s .st 

fund earning• rate assumed by FPL is in excess of the 

forecasted rate of inflation. a.. Schedule L for the Turkey 

Point Nuclear Units and the st. Lucie Nuclear Units in 

Exhibit No. 23. 

In hit direct testimony, Mr. Hoffman explained that 

because the earning• of the decommissioning funds are 

taxable, the funds receive the greatest benefit from tax-free 

municipal bonda. · Tr. 133. Therefore, an analysis of 

historical municipal bond yields having maturities of ten and 

twenty years waa performed and compared to the Consumer Price 

Index for the thirty-year period of analysis. Although 

noting that the assumed earnings rate for the investments in 

the decommisaioning funds will be tied to the forecast of the 

CPI and thus subject to change from time to time in the 

future, the addition of the weighted average yield spread for 

the municipal bonds above the CPI for the thirty-year 
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historic period produced an assumed earnings rate on 

investaenta of s.st. Tr. 134. Mr. Hoffman concluded that 

this long-tera look at historical municipal bond yields gives 

a good picture of the trend of bond yields during periods of 

both very low and high inflation and the effects that the 

•oil shock" of the 1970's bad on the market. Tr. 134. For 

these reasons, FPL submits that FPL's assumed return on the 

decommissi.oni.nq fund investments of s.st is reasonable and 

appropriate for use in this proceeding. 

E. Qualification versus Non-gyalification of the 
pecqwaissioninq FUnds. 

There were four issues identified in Prehearing order 

No. 21245 relating to this subject. Issue No. 23 posed the 

question of whether it was appropriate for FPL to qualify the 

nuclear deco .. issioninq funds for the years 1984-1987. Issue 

No. 24 posed the question of whether it was appropriate for 

FPL to not quality: the nuclear decommissioning funds for 

1988. Issue No. 25 asks whether FPL should be required to 

qualify nuclear decollllDissioning funds prospectively. The 

evidence presented in response to Issue No. 22, which was 

identified by the Prehearing Officer in this proceeding, 

provides the basis for the result on these Issues 23-25. 

That Issue reads: 

Issue 22: What are the tax and revenue 
requir ... nts implications of having a 
qualified fund versus a non-qualified 
fund? 

21 
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. 
To address this issue, FPL filed the Supplemental 

Testimony of Mr. Kuberek and Document No. 3 to that 

Supplemental Testimony. This document, which is a part of 

Exhibit No. 25, is enclosed as Attachment II to this brief. 

The significant differences between a qualified and a 

non-qualified fund are the timing of the ta.x deductions 

associated with the two types of funds and the consequent 

impact of a potential change in the federal income tax rate. 

As Mr. Kuberek explained, contributions to a qualified fund 

are tax deductible in the year made under IRS Code Section 

468A while contributions to a non-qualified fund are not. 

Tr. 215. On the other hand, expenditures for decommissioning 

from a qualified fund are not tax deductible while those from 

a non-quali~ied ~und are. Tr. 215. Earnings from 

investments on both qualified and non-qualified funds are 

taxable if they are from investments subject to tax. Tr. 

131. Thus, the basis on which a decision should be made to 

evaluate whether to qualify a decommissioning fund should be 

whether it is more or less probable that the federal income 

tax rate will be higher or lower in the year decommissioning 

funds are to be spent than in the years that contributions 

are actually made to the funds . 

Mr. Kuberek's Document· No. 3 to his Supplemental 

Testimony illustrates these effects. First, on page two of 

that Document, Mr. KUberek reflects the differences between 

tax effects for qualified and non-qualified funds where the 
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federal inco.. tax rate in the years ot decommissioninq is 

the aaae aa during the years contributions were made to the 

fund . As can be seen from that Document, the revenue 

requireaent for each year is the same tor both the qualified 

and non-qualified funds. In addition, the tax deduction 

taken on the decommissioninq expenditures from the non

qualified fund are equal to the annual tax deductions 

available for the qualified fund toqether with the increased 

earninqs on investments from that fund. Therefore, where the 

federal incoae tax rate does not chanqe, there is no 

difference between the revenue requirements or tax 

implications for either the qualified or non-qualified fund. 

Paqe three of Itt. Ku.berek's Document No. 3 analyzes the 

consequences of havinq a federal income tax rate in the year 

of decoaaiasioninq that is lower than the tax rate applicable 

to the years contributions were made to the fund. This 

analysis shows that if the federal income tax rate is lower 

in the year of decommissioninq than in the year contributions 

are made to the fund, then the decision to not qualify the 

fund produces adverse consequences. 

Finally, paqe four of Mr. Kuberek's Document No. 3 

evaluates the consequences where the federal income tax rate 

in the year of decommissioninq exceeds the tax rates 

applicable to the years in which contributions were made to 

the fund. Tbia analysis shows that the decision not to 

qualify the fund under these circumstances produces favorable 
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financial consequences. Therefore, as is clearly shown by 

the analysis performed by Mr. Kuberek in his Document No. 3 

to hia suppleaental Testi•ony, the decision to qualify a 

decoiiiJilissioninq fund should be based upon an evaluation of 

whether it ia more 'reasonable to conclude that the federal 

income tax rate will be higher or lower in the years 

decoiiiJilissioning funds will be expended than in the years 

contributions are made to the fund. 

In addition, 'it should be recognized that once a 

qualified fund has been established and a taxpayer has 

elected to contribute to a qualified fund, the taxpayer, FPL, 

is not required to continue to make contributions to the 

qualified fund for every year thereafter. Tr. 217. It is 

discretionary with FPL on an annual basis to make a decision 

as to whether to contribute to a qualified or a non-qualified 

fund. FPL believes that it is important to maintain this 

discretion ao that if federal income tax rates are changed in 

the future, an evaluation can be then made as to whether it 

is more reasonable to assume that tax rates in the year of 

decommiaaioninq will be higher or lower than the newly 

established federal income tax rate. 

concluded: 

As Mr. Kuberek 

It ia clear from · the examples in my 
Document 3 that the tax rate in the year 
of decommissioning could affect the 
amount of funds available for 
decommiaai:Oning when contributions are 
made to the non-qualified funds. Under 
present law, I believe that the ratepayer 
will benefit in the long run if 
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Tr. 218. 

contribution• are made to the qualified 
funds when the tax rates are high, as 
they were in prior years, and to non
quali.fied funds when the tax rates are 
low, as they are presently. Therefore, 
by following this practice of electing 
qualified ·contributions selectively based 
on each year•s facts and circumstances, 
I believe FPL can provide the necessary 
decoJIIJilissioning funds at a lower total 
cost to the ratepayer. 

For these reasons, PPL believes that the record clearly 

establishes that its position on Issues 22 through 25 should 

be adopted. 

F. Costs A1109iated Witb Non-contaminated Structures 
and Facilities. 

Although stated separately, it appears that the 

Commission Staff'• positions for Issues No. 1 and No. 2 have 

the same rationale. The statements of position in the 

Prehearing Order d~ not fully reflect this commonality. 

Thus, the Staff'• stated position on Issue No. 1, which asks 

whether certain components at a nuclear facility could be 

used after removal of the contaminated components, is: 

STAPP: Yes, there are portions of the 
nuclear electric generating units that, 
if not radioactive, could be retained and 
uted fo~ future generation of 
electricity. (Woerner) 

The Staff's stated position in response to Issue No. 2, 
. 

which asks whether ' the cost of dismantlement of non-

contaminated components should be included in t .he funding for 

"nuclear decoJIIJilissioning" or recovered separately, is: 

STAFF: The dismantlement of non
contaminated plant components should be 

25 



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

recovered separately through the use of 
liv.. and coata apecitically related to 
thoae cOJtpOnenta. However, based on the 
current studies filed in this proceeding, 
there is no way to distinguish between 
the costs of dismantling contaminated and 
potentially non-contaminated assets at 
the time of dec0111JDissioning. (Woerner) 

The direct testim~my of Staff witness Mr. Woerner 

clarifies that the Staff's position on both Issues 1 and 2 is 

based upon a view that the non-contaminated components may 

have additional use even after the license for a nuclear unit 

expires. Thus, i n responding to a question as to "What is 

inherently wrong with collecting money to be used for 

decoJDiaaioning the nuclear side and dismantling the non

nuclear side of the generation station simultaneously?" Mr. 

Woerner t-tified: 

Tr. 337. 

The aoney collected from the ratepayers 
to dismantle an electric generating 
station are calculated using two factors : 
1) Eatiaated Expense• That Will Be 
Incurred At The Tiae Of Dismantling and 
2) The Period Of Time over Which The 
Generating Station Would Be Serving The 
Ratepayer. The second factor is my major 
concern. 

To address the•• issues, FPL presented the testimony of 

Mr. Denis who aponsor£d Exhibit No . 7. Mr . Denis' testimony 

established that it is presently impossible to determine 

whether there are coaponents at the nuclear units that could 

be retained for use elsewhere a.nd that the ability to use 

these components would depend upon their "wear and tear" 
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status at the time ~y reuse commenced. Tr. 256. Obviously, 

potential technological changes would have to be considered 

as well. Be pointed out that the recycling of non

contaminated components would have to be evaluated ir. l ight 

ot the then existing environmental, economic and strategic 

concerns and that the ability to predict over the long-term 

is limited and speculative. Tr. 257. The long-term problems 

identified by Mr. Denis are explained by his Document No. 1 

(Exhibit No. 7). There, it is shown that the elapsed time 

between the present and the completion of decommissioning of 

FPL's four nuclear ~~its ranges between twenty-tour years and 

thirty-nine years. 

Mr. Denis also pointed out that when a nuclear unit was 

taken ott-line to ca.menoe decommissioning, the Company would 

need replaceaent capacity for that unit. Tr. 258. Thus, it 

would be bapoasible to use any non-contaminated structures or 

components of the nuclear units in the replacement unit 

because the replacement unit would have to be available at 

the time decommissioning oommenced. Finally, in evaluat i ng 

the potential to ".repower" the nuclear units, Mr. Denis 

concluded that partial repowering was unlikely and that full 

repowering would require 4, 840 MW of combustion turbine 

capacity at the Turkey Point site and 5,600 MW of the same 

capacity at the st. Lucie site. 

Mr. LaGuardia also addressed these issues noting that it 

was not cost-effective to attempt to refurbish the units . 
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Tr. · 92. Be explained that the difference in the 

thermodynamic cycles for nuclear units would result in a very 

inefficient overall operating system because the efficiency 

of nuclear power plant turbine generator systems and 

condenser syst- are not designed to run "with our efficient 

or current design boilers that we have available. " Tr. 93. 

Mr. LaGuardia further noted that because of the 

potential danger and liability to the Company his 

recommendation is for complete dismantlement. Tr. 94. 

In view of this uncertainty and lack of ability to 

predict whether any non-contaminated components at a nuclear 

plant to be decomaissioned would be useful, FPL recommends 

that its position on Issu.. No. 1 and 2 be adopted. 

Moreover, in considering whether to attempt to separate non

contaainate4 structures and materials from nuclear 

deco-issioning funding because of their potential reuse that 

the Commission consider the financial implications of such an 

action. Por example, if a component is to be reused in the 

future then the utility should be permitted to either earn a 

return on that net investment or, at a minimum, capitalize a 

return on that net investment. If the earned or capitalized 

return exc .. ded the rate of escalation for the purchase of a 

similar coaponent then, any potential reuse of non

contaainate4 structures and materials may be very uneconomic. 

If, however, the Coaaission determines that it is appropriate 

for there to be addi~ional decommissioning studies addressing 
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the consequences of separate recovery and the potential reuse 

of non-contaainated structures and facilities, then FPL 

recommends that those studies be completed in accordance with 

the normal cycle for new decommissioning studies and periodic 

review of those stuaies by this Commission. 

Conclusion 

FPL submits that the record in this proceeding 

establishes that the results of the decommissioning studies 

for its TUrkey Point and St. LUcie nuclear units should be 

adopted and that the Commission should approve the 

jurisdictional deco111m.issioning costs, e~ressed i.n current 

January 1, 1989, dollars, of $206,262,473 and $203,421,665 

for St. LUcie Nu~ear Units Nos. 1 and 2, respectively, and 

$162,771,355 and $191,133,750 for the Turkey Point Nuclear 

Units 3 and 4, rupecti vely; approve the annual accrual 

associated with these costs of $8,325,464, $7,113,878, 

$8,611,724 and $11,424,866 recognize these annual accruals as 

being included in FPL 1 s cost-of-service commencing January 1, 

1989. In addition, FPL requests that specific rulings on 

Issue Nos. 4, 6, 7, 8, 9, 10, 11, 20, 21, 26 and 27 be set 
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forth in the Final Order of the Ccmaission in this proceeding 

because they are required by the IRS. 

Respectfully submitted, 

STEEL HECTOR & DAVIS 

Attorneys for Florida Power & 
Light Company 
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Appendix A 

APPIIfDD TO BRill Ol I'IQRJ:DA POWJR i LXGBT COKPANY 

ISSQE 1: Are there components and facilities now a~ the nuclear 
production units wbich could be retained to generate electricity 
with another st... source after the removal of the current 
contaminated steaa generation· components? 

EEL: It ia unknown at this time. Components with potential for 
reuse after decomaissioning would be limited to the nuclear non
contaminated coaponents. These would primarily include portions 
of the turbine-generator power block, cooling system and electrical 
grid interconnectinq facilities. The usability of these components 
however, will depend on the wear-and-tear status at the time reuse 
is commenced, the econoaic viability of such reuse and the 
conformance to future regulatory standards. (Denis) 

ISSUB 2: Should the disaantleaent of non-contaminated plant 
components be included in the funding for "Nuclear 
Decommissioninq", or recovered separately throuqh the use of lives 
and costs specifically related to those non-contaminated reusable 
components? 

Ulf: At this tiae, the dismantl-ent of the nuclear non
contaJDinated plant coaponenta is and should be included in the 
fundinq for nuclear deca.aissioning. If the nuclear non
contaminated portion of the unit is retired at the same time as the 
nuclear contaainated portion, there would be no siqnificant 
difference in total costs since such costs have not been considered 
in current depreciation studies and the removal of such costs from 
the deco .. issioning study would cause an offsetting deficiency in 
depreciation reserv... However, if at a tuture time the nuclear 
non-cont .. inated portion is determined to have a useful life beyond 
the nuclear contaainated portion, it may be preferable to recover 
the related reaoval costs as a component of depreciation to more 
closely match these costs with each unit's period of generation. 
(Kuberek) 

ISSPE 3: Should a decommissioning cost study be required from each 
company addressift9 the exclWiion of non-contaminated components and 
facilitiea wbicb can be used for qeneration of power subsequent to 
decommissioning of the preaent nuclear components? If so, in what 
time-frame should they be required? 

EEL: It does not appear that there is any basis to conclude that 
nuclear non-contaminated components will have any significant value 
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upon deco-tssioning. If it can later be established that the 
nuclear non-contuainated components and facilities have a u.seful 
life beyond the nuclear contuainated facilities, a cost study 
should be required and the r-oval coat of the nuclear non
contaminated portion should be spread over the extended period the 
unit would provide generation. Since decommissioning studius are 
filed no less frequent than every five years, any change to exclude 
non-contuainated components ahd facilities should be incorporated 
in the Company's next studies . (Kuberek, Denis) 

ISSQB t: What methodology should Florida Power Corporation and 
Florida Power 5 Light utilize to decommission their nuclear units? 

1!:f.L: The appropriate methodology for decommissioning Turkey Point 
Unit Nos. 3 and 4 is an Integrated Prompt Removal/Dismantling 
approach. The Intac)rated Prompt r-oval/diamantling for Turkey 
Point is preaently the loweat coat method and was chosen, among 
other reasons, because it utilizes those individuals familiar with 
the nuclear facility to support the dismantling effort and is the 
method rec~ed by the Nuclear Recjulatory Co1111ission (NRC) • 

The appropriate .. thodology for decommissioning st. LUcie Unit Nos. 
1 and 2 is a Mothball/Prc;apt Inteqrated Dismantling approach. Tbe 
Mothball/Proapt Inteqrated Dismantling approach is the lowest cost 
method and, due to the difference in license expiration dates, 
allows for a one tiJie aobilization of contractor personnel and 
equipment by aotbballing Unit No. 1 until the expiration of Unit 
No. 2 •s license. (Roffman, LaGuardia) 

ISSQB 5: Should there be a contingency allowance applied to the 
total coat at this tiae, and if so, what should the percentage be? 

ZEL: Yea. Tbe contingency percentage is 25'. This percentage 
· provides for the coats of high probability program probl-. wh•re 
the occurrence, duration, and severity cannot be accurately 
predicted and have not been included in the basic estimate. The 
contingency providea for site specific problema that may arise and 
does not represent a provi~ion for inaccurate coat estimates. If 
cost estiaatea were to be JD&de at the time of commencement of 
decommissioning activities they would also include a contingency 
allowance of 25'. contingency it- that could occur include 
changes in the r89Ulatory requir-enta, the effects of craft labor 
strikes, bad weather halting or slowing down waste shipments to the 
burial qrounda, equi~t/tool breakage, changes in the anticipated 
plant shutdown conditions, etc. SUJIIJilation of the categories 
examined, yielded an average contingency of approximately 25,. 
(LaGuardia) 
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Appendix A 

ISSQE 6: What is the estimated appropriate cost in current 
(January 1, 1989) dollars to decommission each of the nuclear 
units? 

,Ul,: 

Turkey Point Unit No. 3 
Turkey Point Unit No. 4 
st. Lucie Unit No. 1 
st. Lucie Unit No. 2 

Estimated Future Costs 
at 1/1/89 

$162,771,355 
$191,133,750 
$206,262,473 
$203,421,665 

The above was baaed on the Company • s May 1989 Inflation Rate 
Forecast. (Hoft.aan, LaGuardia) 

ISSQB 7: What is the appropriate methodology and escalation rate 
to use in convertinq the current estimated decommissioning cost to 
the future deca.aiaaioning estimated coat? 

,Ul,: An escalation rate aethodology which considers the potential 
tor escalation rate differences between the decommissioning 
activities of decontamination, removal, packaging, shipping, 
burial, staff and other is used. These activities are separated 
further into labor, material and other. costs identified were 
inflated by use of the Company's Inflation Rate Forecast and/or 
Average Hourly Earnings Index in addition to Producer Prices 
Indices and GNP Deflator when appropriate. 

The escalated costs for each of the different decommissioning 
activities were determined for each year of the study. Summing the 
escalated costa of all activities for a particular year and 
comparing this cost relative to the previous year's cost provided 
the annual escalation rate for the total decommissioning process 
from one year to the next. This process was repeated for each of 
the four nuclear units over the applicable analytical horizon. 

An overall effective rate, equivalent to the year by year rates was 
determined for each unit and are shown below: 

Turkey Point Unit No. 3 
Turkey Point Unit No. 4 
st. Lucie Unit No. 1 
St. Lucie Unit No. 2 

Oyerall Escalation Rate 

3 

5. ot 
4.9\ 
s.ot 
5.ot 
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Appendix A 

The above was based on the Company's May, 1989, Inflation Rate 
Forecast. (Hoffman) 

ISSQE B: What is the total estimated cost of decommissioning each 
unit in future dollars based upon present operating license 
termination date? 

UL: 

Turkey Point No. 3 
Turkey Point No. 4 
st . Lucie No. 1 
st. Lucie No. 2 

License Exoiration 

April 27, 2007 
April 27, 2007 
MArch 1, 2016 
April 6, 2023 

Est. Future Cost 

$ 462,822,891 
$ 557,567,350 
$1,156,040,449 
$1,272,855,821 

The above was basad on the company's May, 1989, Inflation Rate 
Forecast. (Boftaan, LaGuardia) 

ISSQI 9: As praaently planned, in which years will the funds 
accumulated in the Nuclear Decommissioning Trust Funds be eXPended, 
by unit? 

UL: 

Turkey Point Unit 3 
Turkey Point Unit 4 
st. Lucie unit 1 
st. Lucie Unit 2 

(Hoffman, LaGua.rdia) 

YearCsl of Fynd Expenditure 

4 

2005-2013 
2005-2014 
2014-2028 
2021-2028 
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Appendix A 

ISSQB 10: What i• the estimated future cost of decommissioning, by 
unit, in each year in which decommissioning funds will be expended? 

.lEI,: 

Turkey Point Plant; 
Integrated Praapt Remova~/Diamantling 

Year of 
DecOJIQDiaaioning 

2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 

Total a 

st. Lucie Plant: 

. Estimated Future cost 
Unit No. 3 Unit No. 4 

$ 1,043,067 
4,432,678 

28,236,950 
87,716,291 

116,491,727 
122,316,313 

61,930,931 
30,114,852 
10,540,081 

$462.822.891 

$ 562,625 
2,437,959 

20,082,623 
29,831,671 
99,502,966 

1 31,947,742 
138,413,181 

77,328,929 
45,521,897 
11~937.757 

$557.567~350 

Mothball/Pra.pt-Inteqrated Diamantling 

Year of 
Decczgisaionina 

2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 

Total a 
(Hoffman, LaGuardia) 

Estimated Future cost 
Unit No. 1 Unit No. 2 

$ 1,634,646 
6,411,176 

68,854,515 
24,649,790 
10,980,815 
11,529,856 
12,106,349 
12,711,666 
65,026,359 

221,961,640 
241,815,795 
253,906,585 
112,271,649 
103,153,326 

9.026.282 

$1.156.040.449 

5 

$ 1,122,585 
4,672,311 

53,920,525 
237,021,222 
306,142,509 
321,449,635 
200,065,343 
148 I 461.690 

Sl. 272 I 855 I 821 
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ISSUE 11: What is the projected date that each nuclear unit will 
no longer be included in rate base for ratemaking purposes? 

U~,: For purposes of the present decommissioning filin<;~, the 
company projected that the nuclear units would be retired and 
removed from rate base for rB;temaking purposes as follows: 

Turkey Point Unit No. 3 
Turkey Point Unit No. 4 
St. LUcie Unit No. 1 
st. LUcie Unit No. 2 

(Kuberek) 

April 27, 2007 
April 27, 2007 
March 1, 2016 
April 6, 2023 

J:SSQI 12: Do FPL and FPC comply vi th NRC requirements as "t.hey 
pertain to control of the decoJDJilisaioning funds? 

'-.. 

,lEI,: The final rule set forth by the Nuclear Regulatory commission 
(NRC) requires that the Coapany submit a report to the NRC by July 
27, 1990, indicatinq bow reasonable financial assurance will be 
provided that funds will be available for decommissioning. 
Financial assurance is to be provided by either prepayment prior 
to the atart o~ operation, external sinking fund or a surety 
method, insurance or other guarantee method. The external sinking 
fund aethod aa defined in the final rule is "a fund established and 
maintained by -ttinq funda aside periodically in an account 
aeqreqated froa licensee assets and outside the licensee's 
administrative control in which the total amount of funds would be 
sufficient to pay 4eco.miaaioning costa at the time termination of 
the operation is expected. An external sinking fund may be in the 
form of a truat, -crow: account, governJDent fund, certificate of 
deposit or depoait of governaent securities.• 10 C.P. R. Section 
50.75 (e) (1) (ii). The Company provides for financial assurance 
th.rough monthly contributions to its Nuclear Decommissioning Funds. 
These nuclear deccmmiasioning funds are in the form of a trust vi th 
State Street Bank and Trust Company as trustee for each trust. 
Baaed on the eo.pany•a interpretation of the NRC final rule, the 
Company believea ita method would constitute an external sinking 
fund which coapliea with the final rule and that reasonable 
financial assurance will be provided that funds will be available 
for decoJDmisaioninq. A.fter the Company submits its report to the 
NRC, should the NRC impose any additional requirements pertaining 
to the control of the decommissioning funds, the company will 
comply with such requirement•. (Kuberek) 

6 
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XSSQB 13: Do PPL and FPC comply with NRC requi rements as they 
pertain to the manaqement of the investments of the decommissioning 
trust funds? 

,lEL: The manaqement of the investment of the fund assets is 
currently performed by staff within the Finance Department of FPL. 

The final rule set forth by the Nuclear Regulatory Commission (NRC) 
requires that the Company submit a report to the NRC by July 27 , 
1990, indicatinq that reasonable financial assurance will be 
provided that funds will be available for decommissioninq. As 
described in Issue ~, the Company's decommissioninq funds are in 
the form of an external ainkinq fund pursuant to the final rule. 
There is no requirement in the final rule or in any other 
regulations promulqated by the NRC that mandate the use of an 
external investment manaqer for nuclear deco:mmissioninq funds. The 
final rule does require that a licensee utilizinq an external 
sinkinq fund set aside monies composinq the external sinkinq fund 
"in an account saqreqat,ed from licensee's assets and outside 
licensee's administrative control . " 10 C. F.R. Section 
S0.75(e)(1)(ii). Because of potential differences in 
interpretations of the foreqoinq languaqe, the Company's outside 
counsel contacted the NRC for clarification. The NRC has indicated 
they will construe this language to require only that the trustee 
of the decomaissi:oninq fund must be unrelated to the licensee. 
Baaed on the Company's interpretation of the final rule and NRC 
clarification, the company believes its current ·method of 
investment manaqeaent of the nuclear decommissioninq fund 
investments coapliea with the NRC requirements and that should the 
NRC require external manaqement of the deco:mmissioninq fund 
investments, the Company will comply with such requirements . 
(Kuberek, Hoffman) 

ISSQB 14: Do PPL and FPC comply with IRS requirements as they 
pertain to control of the decommissioninq funds? 

EEL: Yes . For a qualified nuclear decommissioninq fund, Treasury 
Regulation Section 1. 468A-5 (a) requires that "a nuclear 
decommissioninq fund must be established and maintained at all 
times in the United States pursuant to an arranqement that 
qualifies as a trust under state law. such trust must be 
established for the exclusive purpose of providinq funds for 
decommissioninq of one or 'more nuclear power plants, but a sinqle 
trust aqreement may establish multiple funds for such purpose. " The 
Company established an~ maintains its decommissioninq funds in a 
trust with State Street Bank and Trust Company as trustee of each 
trust. This arranqement complies wi th the IRS requirements . 

7 
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The Internal Revenue Code and Treasury Department Regulations do 
not prescribe requirements for a non-qualified nuclear 
decommissioning fund. (Kuberek) 

ISSQB 15: Do FPL and FPC comply with IRS requirements as they 
pertain to the management of the investments of the decommissioning 
trust funds? 

,UL: Internal Revenue Code Section 468A and the Treasury 
regulations applicable to section 468A do not require external 
management of nuclear decommissioning funds . They do require that 
the funds only be invested in public securities of the United 
States, obligations of state and local government or time and 
demand deposits in a Bank or insured Credit Union. 

The management of the funds 1 assets is presently performed by staff 
within the Finance Department of Florida Power & Light Company. 
Investment criteria established for the qualified fund is limited 
to those required· under the Internal Revenue Code. 

The Internal Revenue Cod• and Treasury Department Regulations do 
not prescribe requirements for a non-qualified nuclear 
decoJDJDissioning fund. (Kuberek, Hoffman) 

ISSQE 16: What are the fee structures associated with the 
administration and aanagement of the decommissioning trust funds 
for Florida Powe;r II Light and Florida Power Corporation and are 
these appropriate? : 

EEL: The fee structures. for FPL are appropriate. Administration 
fees payable to the trustee, state Street, are assessed on a 
sliding scale baaed on the market value of the securities. The 
current fee structure is as follows : 

First $5 million 
Next $10 million 
Next $15 million 
Next $20 million 
OVer $50 million 

1/Sth of 1% 
1/10th of 1% 

. 1J20th of 1% 
1/30th of 1% 
1/50th of 1% 

In addition, nominal transaction and accounting fees are charged. 

The management of the Fund's assets is presently performed by Staff 
within the Finance Department, therefore there is no fee structure 
associated with management of the decommissioning trust tund . 
(Hottman) 

8 
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ISSQI 17: Are the parties owning an interest in the nuclear units 
ot Florida Power ' Light and Florida Power Corporation providing 
their share of the total deca.a.issioning costs? 

ZEL: The participation agreements are associated with st. Lucie 
Unit No. 2 and are between the Company and Florida Municipal Power 
Agency and Orlando Utilities COJIJilission, respectively. These 
agreements state that the participants shall make funds "available 
for payment of decommissioning (and disposal) costs on the same 
bases and with the priority as (those) provided by the Company." 

In September 1983, the Company notified each participant of their 
required annual contribut:i.on to their decommissioning fund. To 
verity that each participant is making the required contribution 
the Company requires copies of each participant's audited financial 
statements. The notes ·to these statements indicate that the 
participants have the required funds deposited in separate 
restricted accounts. (Kqb&rek) 

ISSQI 18: What is an appropriate investment strategy tor a nuclear 
decommissioning trust fund? 

U,L: OUr investllent strategy is an appropriate one in that it 
meets the priaary objective of the fund which is to provide the 
capital necessary for the decommissioning of the Company's nuclear 
power plants at the end of their respective licensing periods. To 
accomplish this, the strategy is to maximize the earnings growth 
of the portfolio vbile maintaining a high degree of safety so as 
to minimize future customer contributions. Since establishing the 
fund in 1983, the C011pany has pursued a strategy of using ta.x
advantaged fixed inca.e instruments, namely, municipal bonds and 
preferred stock. (Hoffman) 

ISSQI 19: Should a minimum fund earning rate be imposed and, if so, 
how should that rate be determined? 

ZEL: No the Commission should not establish a minimum earnings 
rate for the actual earnings performance of the funds. our 
investment strategy of maximizing the earnings growth of the 
portfolio while maintaining a high degree of safety is compatible 
with the goal of providing the capital needed for the 
decommissioning of the Company's nuclear plants . High volatility 
in interest rates makes it unrealistic to assume that a minimum 
earnings rate can be consistently achieved for the overall fund on 
a total return basis. For computational purposes, however, it is 

9 
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reasonable to use the inflation rate as a proxy for the long term 
expected earnings rate as d .. onstrated in our analysis of 
historical returns for Municipal instruments. (Hoffman) 

XSSQI 20: What is the assuaed appropriate fund earnings rata, net 
of tax, for a nuclear decommissioning trust fund? 

J:EL: Because of the inability to determine with complete certainty 
the future level of inflation or investment premiums an appropriate 
fund earnings rate cannot be determined. since inflation will play 
such an important role in determining the future obligation of a 
decoliUilissioniJ"'g fund, the C011pany hopes to achieve a return on the 
fund greater than the rate of inflation. The Company • s most recent 
analysis indicates that based on long term historical relationships 
it is reasonable to expect an average fund earnings rate (net of 
tax) of ~ or ~ over forecasted CPI. since the assumed 
earnings rate is tied to the Company's forecast of the CPI this 
rate will be subject to change from time to time. (Hoffman) 

XSSQI 21: Bow often should contributions be made to the company's 
decommissioning fund? 

ZEL: In that the costs are recovered by the Company on a monthly 
basis, monthly contributions to the fund are considered to be most 
appropriate. (Boftaan) 

XSSQI 22 : What are the tax and revenue requirements implications 
of having a qualified fund versus a non-qualified fund? 

.lEI,: 
Tax Implicatigns - The qualified fund allows the Company to 

take a current tax deduction for contributions to a qualified 
nuclear decommissioning fund. Contributions to a non-qualified 
decommissioning fund are not deductible currently. The tax 
deduction is deferred un'til the year decommissioning costs are 
incurred. Therefore, Federal and State income taxes are paid 
currently on revenues collected for decommissioning and recorded 
as prepaid taxes. 

The non-exempt earnings 9f both the qualified and non-qualified 
nuclear decommissioning funds are currently taxable. 

Revenue Implications The revenue requirements for a 
qualified or a non-qualified fund are the same assuming the 
inflation rate, tax rate and earnings rates are the same for both 
funding methods . (Kuberek) 

10 
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ISSQB 23: was it appropriate for Florida Power & Light and Florida 
Power corporation to qualify the nuclear decommissioning funds 
under section 468(a} of the Internal Revenue Code for 1984 through 
1987? 

.fEL: Yea. After considering the reduction in the corporate 
federal income tax rate (rom 46t to 34\, effective July 1, 1987, 
the Company believed the advantages of the qualified fund 
outweighed the disadvantages tor those years. The annual revenue 
requirements requested under the petition as f i led would have been 
higher had the Ca.pany not made these electi ons. (Kuberek) 

ISSQI 24: Was it appropriate tor Florida Power & Light t o not 
quality the nuclear deco~issioning funds under Section 468(a) of 
the Internal Revenue Code tor 1988? 

.fEL: Yes, Flori:da Power &, Light Company believes that it is i n the 
customers • best interest not to qualify the nuclear decommissioning 
funds when the federal income tax rate is extremely low as in 1988. 
It the federal income tax rate is higher in the year of 
deco1111iaaioning the customer will benefit by the reduced revenue 
requirements a·ssociated with the tax rate differential. Also, the 
customer aay benefit trom greater tund earnings since the 
investments in the non-qualified fund are not restricted as in the 
qualified tunda. (Kuberek) 

ISSQI 25: Should utility companies, prospectively, be required to 
quality nuclear decommissioning trust funds pursuant to Section 
4~8(a) ot the Interrial Revenue Code? 

• 
J:EL: No. The Company must be able to determine whether to make 
contributions to either the qualified or non-qualified nuclear 
deco1111issioning fund based on current facts and circumstances 
applicable to the Company; It the Commission were to require the 
Company to elect and make contributions to the qualified funds , it 
would take away the Company's ability to adapt to changes in 
circumstances that might produce lower revenue requirements for our 
customers. (Kuberek) 

11 
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ISSQI 26: What ia the appropriate annual accrual in equal dollar 
amounts necessary to recover future decommissioning cost over the 
remaining life of each nuclear power plant for Florida Power 
Corporation and Florida Power & Light? 

U,L: 

Turkey Point No. 3 
Turkey Point No. 4 
St. Lucie No. 1 
st. Lucie No. 2 

Totals 

Jurisdictional 
Annual Accrual 

$ 8,611,724 
$ 11,424,866 
$ 8,325,464 
s 7.113.878 

I J~.~2~dU2 

Annual Revenue 
Requirements 

$ 8,777,675 
$ 11,645,027 
$ 8,485,898 
s 7.250.965 

I J§.l~2.:!§~ 

The revenue requir-ents exceed the annual accrual due to the need 
to provide for Regulatory Assaaaaant Fees, Gross Receipts Tax and 
Uncollectible Accounts. (Hoffman) 

ISSUE 22: In which years are decommissioning costa projected to be 
included in tbe coapany•s coat of service and what are the 
projected amounts that will be included each year? 

U,L: Decommissioning accrual amounts will be included in the 
Company •s coat of service each year until each unit's license 
expiration date. The accrual amounts Florida Power & Light Company 
is requesting are as follows: 

Turkey Point Unit No. 3 
Turkey Point Unit No. 4 
St. Lucie Unit No. 1 
St. Lucie Unit No. 2 

Total Company 

$ 8,766,809 
$11,630,612 
$ 8,475,393 
$ 7,241,989 

Jurisdictional 

$ 8 , 611,724 
$11,424,866 
$ 8,325,464 
$ 7,113,878 

ISSVB 28: What should be the effective date for adj usting the 
annual accrual amount? 

ZE,L: Effective date for adjusting the annual accrual amount should 
be January 1, 1989 . (Kuberek) 

12 
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ISSQB 29: What are the jurisdictional revenue requirements needed 
to recover the coats associated with the decommissioning of each 
nuclear unit? 

nx,: The jurisdictional revenue requirements were based on FPL's 
estimates of 1988 decommissioning costa using the methodcloqies 
referenced in Issue 4. The deco .. iasioning coats are assumed to 
be collected equally over the r-ining operating life ot each 
unit, beginning January 1, 1989. The jurisdictional revenue 
requirements for each of the uni ta are: 

Turkey Point Unit 3 
TUrkey Point Unit 4 
St. LUcie Unit 1 
st. Lucie Unit 2 

Total 

(Hoffman, LaGuardia) 

Previously 
Authorized 
by the 
Cogission 

$ 5,459,105 
3,989,885 
4,978,857 
4.756.925 

&12.11~.112 

Increase Total 
Based on Annual 
current Revenue 
Studies Requirements 

$ 3,318,570 $ 8,777 , 675 
7,655,142 11,645,027 
3,507,041 8 , 485,898 
2.494.040 7.250.965 

&1§.21~.12:1 &:1§.1~2.~§~ 

ISSVE 30: Should base rates be revised in this docket to reflect 
any change in revenue requirements? 

EEL: Florida Power ' Light Company is not requesting that its base 
rates be adjusted at this tiae: however, the increased costs of 
nuclear deoo .. issioning should be authorized to be included in cost 
ot service effective January 1, 1989 . (Xuberek) 

13 
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Florida Power & Light Company 
Qualified vs Non-qualified 

Decommissioning Fund 

1. Decommissioning Cost 

2 . After Tax Earnings Rate 

3. Decommissioning occurs immediately 
at the end of year 5 

4. Funds deposited annually at the end 
of the year 

1 

$100,000 

D:>c;~et i'· ~ : 1'J :. t· · 
Fi-'L. Witness; ~::. v. Ku~ .. ,~ 
F.xhibl~ Document No. 3 
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CBRT:IF:ICATB OF SERV:ICE 
Docket No. 870098-E:I 

:I HEREBY CERTIFY that a true and correct copy of the 

Brief of Florida Power & Light Company has been furnished to 

the following persons by hand-delivery or by u.s. Mail on this 

lOth day of July, 1989: 

James McGee, Esq . 
Florida Power Corporation 
P. o. Box 14042 
Petersburg, Florida 33733 

Gail P. Fels, Esq. 
Assistant Dac:le County Attorney 
Metro-Dac:le center, Suite 2810 
111 N.W. Firat Straet 
Miami, F1oric:la 33128-1993 

M. Robert Christ, Esq. 
Division of Legal services 
Florida Public Service 
Commission 
101 East Gaines Street 
Tallahassee, Florida 32301 

By:~~ 
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