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DIRECT T!STIKONT OP' HARJ< A. CICCHETTI 

0 Pleaae etate yo~r name and addreaa. 

A Hy name is Hark Anthony Cicchetti and my 

busineas address is 2947 N. Umberland Drive, 

Tallahaeaee, Florida 32308. 

0 By whom are you employed and ir. what 

capacity? 

A I am President of Cicchetti ' Company, a 

financial reaearcb and consulting fi~. I am also 

employed by the Diviaion of Bond Finance, Florida 

State Board of Administration, where I am the 

Manager of Arbitrage Compliance. 

0 Pleaae outline your educa~ional 

qualification• and experience. 

A I received a Bachelor of Science degree 

in Buaineas Adminiatration in 1980 and a Heeter of 

Bueineas Admi niatration deqree in Finance in 1981, 

both from P'lorida State University. 

Upon qraduation I accepted a planning 

aoalyat poaition with P'lagahip Banke, Inc., a bank 

holding company. AI a planning analyat my duties 

included merger and acquisition analya la, leaae-buy 

analyaia, branch !eaaibility ana1ya ie, and apecia1 
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DIRECT TESTIMONY OF HARK A. CICCHETTI 

projecte. 

In 1983, I accepted a regulatory analyst 

position with the Florida Public Service 

Commieeion. Ae e regulatory analyst, I provided 

in-depth onalysie of the coat of equity a nd 

required overall rate of return in numerous major 

end minor rate coeee. I reviewed end analyzed the 

current and forecasted economic conditions 

surrounding thoee rote ceeee end appl i ed financial 

integrity teats to determine the impe,cte of va rious 

r egula tory t reatments. I aloo co-developed an 

i ntegrated eproodsheet model which link• al l 

el-ente of a rate case and ca lculates revenue 

requirUiente. I received a meritorious service 

award from the I' lor ida Public Service Com.niseion 

f or my contr Lbutions to tno development of that 

model. 

In February 1987, I wee promoted to Chief 

of the Bureau of Finance. In tha t capacity I 

provided expert teetimony on the coat of coa:mon 

equity, riek and return, corporate structure, 

capital etructure, and ioduetry structure. I 

provided technica l guidance to thu Office of 

2 
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DIRECT T!STIMONY OF MARK A. CICCHETTI 

General Counsel regarding the development of 

financial rules and regulations. In addition, I 

authored the Commiaeion's rules regarding 

diversification and affiliated t ransaction&, 

chaired tbe Commission's Commit o:ee on Leveraged 

Buyouts, eupervised the finance bureau's regulatory 

analysts, co-developed and presented a seminar on 

public utility regulation to help educate the 

Plorida Public Service Commiasio11 attorneys, and 

provided technical expertise to the Commission in 

all areas of public utility finance for all 

industriea. 

In Pebruary 1990 I accepLad the position 

of Chief of Arbitrage Compliance in tba Division of 

Bond Finance, Depa.rtment of General Services. The 

Division of Bond Finance is now under the Florida 

State Board of Adminiatration, and my title is 

Manager, Arbitrage Compliance. As Manager of the 

Arbitrage Compliance Section, I am responsible for 

assuring that over $14 billion of State of Florida 

tax-exempt aecurit~es remain in compliance with the 

federal arbitrage requirements enacted by the Tax 

Reform Act of 1986.. I provide inveatment advice to 

truat fund manager& on bow to maximize yields while 

3 



I . . 

I 
I 
I 
I 
I 
! 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

OIR!CT TESTIMONY or HARK ~. CICCH~TTI 

=emaining in compliance wich c~e federal arbitrage 

requlationa. I designed and implemented the firac 

atetewide arbitrage compliance eyacem which 

includes data gathering, financial reporting, and 

cOMputation and analyaia aubayateme. 

In July 1990 I foundwd Cicchetci ' 

Company. Through Ciccbet t i ' Company I provide 

financial reeearcb and consulting services, 

including the provision of expert teetimony, in the 

areas of publ ic utility finance and economics. 

Topice l have testified on include cost 

of equity, capital etruc~ure, corporate struccure, 

regu l atory theory, croaa- aubaidi zet ion, industry 

structure, the overall coat of capital, incentive 

regulation, the eatabliabment of the leverage 

fornula for the water and wastewater industry, 

reconciling rote baae and capital structure, risk 

and return, and che appropriace r equlacory 

treatment of eonatruetion work in proqreea, used 

and uaeful property, construction coat recovery 

chargee, a nd the tax qroaa -~p associated with 

ccntributiona-in-aid-of-conatruction. 
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OIR!CT T!STlHONY OF ~ A. CICCH!1~I 

In 1985, I waa certified by the Florida 

Public Service Commtaaion as o Close 8 Practitioner 

in the araaa of finance and a ccounting. 

In June , 1985, I published an article in 

PubU.c Otil.tt.! .. l'ortn.!gbtly titled "Reconciling 

Rata Base and Cepital Structure: The Balance Sheet 

Method." In September, 1986, I wae awarded third 

place in the annual , national, CoMpetitive Papers 

Saeeion eponeored by Public Utilities Reports, 

Inc., in conjunction with the University of Georgia 

and Gaorqia State University, for my paper titled 

"The Quarterly Oiecounted Cash Flow Hodel, the 

Ratemaklnq Rata of Return, and the DeterMination of 

Revenue Requirements f o r Regulated Public 

Utilities.• An updated version of that paper was 

published in the J une, 1989 edition of the National 

Regulatory haaaarcb Inat!tuta Ouarterly Bulletin. 

I bava since served twice ae a referee for the 

Competitive Papera Se11iona. On June 15, 1993, I 

publilbed an article on incentive regulation in 

Public Util.!tie• l'ortnigbtly titled "Irregular 

Incentives.· 

I am o po1t President and past member of 

5 
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the Board of Directora of the Society of Utility 

and Regulatory Financial Analyata (SURrA). I was 

awarded the deair;~nation Certified Rate of Return 

Analyat by the SURPA in 1992. I am a member of the 

Financi a l Management Aasociation International and 

I am listed in Who'• Who 1n tho Horld and Hho' • Hho 

1n Aller1ca. 

I have made public utility and finance 

related praaent«tiona to variou~ qroupa auch as the 

Southeastern Public Otilitiea Conference, the 

Society of Utility and Requlatory Financial 

Analyata, the National Association of Stete 

Treaaurera, and the Government l"inance Officers 

Aaaociation. 

0 Have you previoualy testified before this 

Collll!liaaion? 

A Yea, I have . 

0 For whoro are you testifying in thia 

proceeding? 

A I am teatifyioq on behelf of AmetiSteel 

Corporation t•AmeriSteel·). 

6 
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DIR.!CT TESTIMONY OP' MARX A. CICCHETTI 

0 

A 

What ia the purpose of your testimony? 

The purpoae of my teatimony ie t~ address 

the issue& in this docLat listed in Order No. PSC-

97-1035-PCO-!I . 

0 Please summarize your concluaione. 

A The propoul to extend •.hl' Plan for 

recording certain expens.Ja for the year• 1998 and 

1999 for Florida Power • Light Company ( 'FPL" ) as 

eat forth in Order No. PSC-97-0499 - P'OP'-!I is not in 

the public interest and should be rlenied. 

The Plan allows P'PL to accelerate 

expenaaa that are appropriately attributable to 

futuro period&, removal incentives for management 

efficiency inherent in traditional • atemaking 

practicea, and allowa additional charges without 

addreaaing dacreaa.O coati and imprudently incurred 

costa. The Plan reaulta in unreasonable rates, 

excaaaive compenaation, 

in6qllity. 

and intarqenerational 

Abaent t he expenaea allowed in the Plan, 

FPL will be in a al gnificant ovoreoroinqa aituation 

given exiating baa a ratea. 

7 
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DIRECT TESTIMONY OF MARX A. CICCHETTI 

allowed j, the Plan, FPL'e return on common equity 

will likely approach l6. 00\ in 1997. Baud on 

etaff'l eetimatea, FPL could write- off up to $841.2 

million in 1998 and 1999 under the sales-related 

portion of the Plan alone. 

The proposed extension of the Plan allows 

additional axpenaee that deviate from Uniform 

System of Account• quidelines and the Commieaion'e 

normal accounting practices. However, the record 

in this docket provides no evidence to support 

deviating from the Uniform System of Accounts or 

normal Commission practice. 

0 Should the Plan be extended for 1998 and 

1999 as set forth in Order No. PSC-97-0499-FOF-EI? 

(Inue 6) . 

A No. To put thie iooue in the proper 

perepective, I believe it would be helpful to 

provide some case background. 

On Horeb 31, 1995, PPL petitioned the 

Commiseion to allow FPL to increaee ita expeneea, 

effective January 1, 1995, to addreaa the pote~tial 

for stranded investment (Peti~ion to eatablieb 

8 
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DIRECT TESTIMONY OF HARK A. CICCHETTI 

amortizatlon schedule for nuclear generating units 

to address potential for stranded inveatment by 

Florida Power ' Light Company, Docket No. 950359-

EI). In reeponee to YPL'a petition, the C~mmiaaion 

approved a propoeal by PPL that resolved the issues 

identified in FPL's petition. By Order No. PSC-96-

0461-P'OP'-El, P'PL wae required to book additional 

amortization expenee including an annual $30 

million for ita nuclear generating unit&. 

According to the Plan approved by the Commission in 

Order No. PSC-96-0461-P'OP-EI, the final accounting 

for the annual $30 million !or the nuclear 

generating unite ramains •subject to determination 

by tbe Commission in a future proceeding such as D 

generic stranded cost doctet.• (emphasis added) 

The PlaD approved in 1996 also required 

P'PL to •record an additiona l expense in 1996 and 

1997 equal to 100\ ot base revenues produced by 

retail sales between ite ·1ow band• and ·moat likely 

sales forecast for 1996 and at least SO\ of the 

base rate revenuets produced by retail sales above 

YPL's ~st likely sales forecaet• for 1996 as filed 

in thie docket. Any additional expense recorded as 

a result of this provision will be first appl i ed to 

9 
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DIRECT TESTIMONY OF HARK A. CICCHETTI 

correct the re=aining reserve deiiciency exis ting 

in nuclear production; eecond, to corruct the 

reeerve deficiency existing in l'PL • • other 

production facilitiea, which wee ca lculated to be 

$60,338,330 aa of J anuary 1, 1994; third, to write 

off the net amount of boo~-tax ti=ing differe nces 

that were flowed through in prior yeu·a and rel114in 

to be turned eroun~ in future ~riode; and, fourth, 

to write off the unamortized loae on reacquired 

debt .• 

atatf 

In April 1997, the Commiaeion approved a 

propoaal to extend tbe Plan, with 

IDOdificationa, for an additional t wo yeare tbro•tgb 

1999. The modification• included adding item• to 

the liat of additional expenae1 a nd changing tbe 

priority of the item. on the list. The items added 

to tbe liat included correction of foeail 

dismantlement and nuclear decommi1aioning reserve 

deficienciea, if any, and an unspecified 

depreci ation reaerve account for production plant 

to be uaed in the event any revenue• aaaociated 

with the difference between actual and forecasted 

revenue• remair to be diapoeed of. 

10 
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DIRECT TESTIMONY OF HARK A. CICCHETTI 

In the PAA in thia docket, Order No. PSC-

97-0499 - POF-EI, tbe Commiaaion ~tated, ·we believe 

tbia plan ia appropriate becauae it ~itigatea peat 

deficienciea with preacribed depreciation, 

dia~ntla~ant, a nd nuclear decommiaaioning 

acoruala . Tbe plan elao bring• PPL'a eccoun~ing in 

Hne witb non-r~ula ted companlea by elimina ting 

regulatory ••••t• aucb ea deterred refinancing 

coat a and the aaaeta as/locleted with previou11ly 

flowed t .brougb tax-... Tbeae accounting edju&tment• 

will faci litate the eetebll11hment ot a level 

~ccounting•pleying field between PPL end pos&ible 

non-regulated competitor& .· (emphaaia added ) 

On Kay 20, 1997, AmeriSteel proteated the 

the eommlaaion'a Proposed Agency Action. ~taff, in 

ite recommendation dated Auqust 14, 1997 addressing 

Amer1Steal'a proteat and petition to intervene 

atated, •stall bel1evea, absent an exten&ion of the 

plan, overaarning• will exiat on e prospective 

beals. For thi• raaaon, aome action i• neces&ary 

to protect ratepayer 1ntarellt&. Staff believea it 

-y be necaSiary to attach jurildiction to 

over.arninqe effective January 1, 1998 or take aome 

other action to protect ratepayer intereata . Since 

11 
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DIRECT TSSTIHONY OF HARK A. CICCHETTI 

the inter~m statute 1e baaed on hietoric calc) 

earninQe, it will not adequately protect against 

1998 overearninQe .· (Emphasis added) 

Ae of June 30, 1997, the amounts allowed 

in Order Nos. PSC-96-0461-YOF-!1 and PSC-97-0499-

YOF-!I associated with correction of any 

depreciation reserve deficiency resulting from an 

approved depreciation study order ($235.6 million), 

and the net amounts of book-tax timinq differences 

that were f lowed throuqh in prior years and 

remained to be turned 1\round in future periods 

($79.5 million) (Items 1 and 2 in Order No. PSC-97-

0499-FOF-!I) have boen written-off and their 

treatment is a moot issue. 

Ae mentioned above and shown on Exhibit 

1, page 1 of 2, and on Exhibit 2, page 1 of l, it 

ie estimated that FPL could write-off approximately 

$273 million in 1997 under the Plan. FPL has 

written- off $130.6 million through July 31, 1997 

and earned approximately 40 beeia pointe above the 

mid-point of ita allowed return (100 basis points 

ia equal to approximately $70 million dollars J • 

Assuming FPL earns only the midpoi nt of i t s allowed 

12 
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DIRECT TBSTIKONY OF HARK A. CICCHETTI 

return after writing-off the estimated amount of 

additional expeneea, FPL'e earned return on common 

equity, absent the additional expenses, would 

approach 16.00\ ($273/$70• 3.9, 12.00 + 3.9 • 

15 . 9). 

Further, ae ehowr. on Exhibit 1, page 2 of 

2, which ie FPL'a 1997 Baee Rate Revenut Forecast 

(excluaive of r ovenue taxee) and Accruals of 

Additional Amortization Expense (obtained through " 

Production of Public Documents Request by 

AaeriSteel), ae of July 31, 1997, $54.4 million of 

loee on reacquired debt has been written-off in 

1997 with $227.6 million remaining to be written

off in 1997 and 1998. Through July 31, 1997, total 

ealee-related (variable) accruals of $113 . 1 million 

have been written-off in 1997. The expected 

maxl=um amount of total accruals to be written-off 

in 1997 under the Plan is $272.5 million (Exhibit 

1, Page 1 of 2) . 

Aa shown on !xbibit 2, which ia a etaff 

workpaper (a leo obtained through a Production of 

Public Documents Requeet by AmeriSteel; the 

annotations on the document are staff annotations), 

13 



I· . 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

DIRECT TESTIMONY Ol' MARX A. CICCHETTI 

st4ff eat~tee that $841.2 million could be 

written-off in 1998 and 1999 in addition to the 

amount• previouely wr~tten-off under the Plan. The 

identified amounte to be written-ott against the 

lilted Plan item• in 1998 and 1999 total $619.1 

million, as shown on Exhibit 2, and ia compriaed of 

$101 million of remaining 1011 on debt, $33.5 

million of fo11il dilmantle111ent det iciency, and 

$484.4 million of nuclear decommissioning reserve 

deficiency. The remaining di f ference ($222.1 

million) between the total amount to be written-off 

age.inat specific item• ($619.1 million) and the 

total amount expected to be available ( $841.2 

million), would be applied to the unspecified 

depreciation roaorve to be allocated at 11 :ater 

date, if l'PL eo chooaee. 

0 How doee the plan deviate from 

traditional ratemaking? 

A Tho Plan propose• to correct reaerve 

deficienciee and to accelerAte the write-off of 

requlatory aaaeta. Normally, reaerve deficiencies 

are corrected over the remaining life of the 

aaaociated facilitiea. Liltewiaa, the generally 

accepted ratemaking treatment for recovery of 

14 
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regulatory eaaeta , tuch ea the unamortized lora on 

reecqu~red debt, ia to spread the coat over a 

period of yean to match the coati And benetite 

over tilne. The Commiaaion hall routinely fo llowed 

this approach when aetting electric utility ratea. 

ltxtenaion of the plan propoae1 a!qnificact 

departure• from accepted retemeki:lg end e atobliahed 

Commiation practice for which there ia no record 

evidence. All noted previous ly, the i dentified 

depreciation reaerve deficiencieG that were 

addressed in the Plan approved fo r 1995-1997 have 

been corrected. 

Q Pleaae continue. 

A The Plan ahould not be extended for 1998 

and 1999 beceuae it 11 not in the public interest . 

Given the write-offa that hove a lready occurred, 

ertenalon of the Pla n now addreaaea accelerated 

regulatory eseet recovery, claimed deficiencies for 

foasil dismantlement, nuclear decommissioning 

accrua ls, end e n unapeclfied deprecia tion reserve 

f or which there ia no r ecord juatlfico: \on . The 

Plan allow• FPL to ecce ler.ste expen1e1 that ere 

appropriately attributable to future periods, 

r81110vea incentives for management efticiency 

15 
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inherent in traditiona l r a temaking practices, a nd 

addrewae a additional charges without addressing 

decreaaed coata a nd imprudently incurred coets. 

The Plan r e eulta in unreasonable rates, excessive 

co~enaation, and intergenerational inequity. 

There ia no record ev.~.dence in this docket to 

aupport additional expenaea for PPL for the purpoae 

of eliminating potential etrande~ c?ete. 

Aa abown on &xhibit 3, which ia from f?L 

Group'& Auguat 1997 Preaentation to Security 

Analyata (alao obta ined through the Production of 

?ublic Document& Requeat by Am~riSteel), the book 

value of FPL'a foeeil unite and nuclear units are, 

reapectively, Sl\ and 62\ below industry averages -

one of aeveral indications that FPL is 

comparatively well - auited to meet competition, even 

though retail competition in the electric utility 

ioduatry in Florida is not expected in the near 

term. Furthermore, there is evidence that P'PL ' s 

aeaeta will be worth more in a deregulated 

environment, and not leas. A Reaource Da t a 

International , Inc. ("RDI") study titled "Power 

Marketa in the U. s.· eatimated that P'PL aaaeta are 

undervalued by ne&rly $900 million compared to 

16 
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their expected value in a competitive generotion 

market ("Power Markets in the u.s. , · Resource Data 

International, Inc., 1994). For purposes of the 

study, RDI defined stranded coats as the net of any 

atrended generation a11ets, regulatory aasetG, 

purcha1ed power contract•, end wholesal e sales 

contract•. Furthermore, recent auctions of 

generating auets help eatabliab proxlea for the 

value of such aasete. New England Electric System 

recently announced the aalo of 4,000 HW of foseil 

and hydro generation a11eta for approximately 

$400/ltw. P'PL owns about 13,500 KW& of fossil 

generation that, as shown on Exhibit 3, is on tho 

booke at $180/kw. At an average market ~•lue ot 

$400/kw, P'PL' s fossil generating assets have en 

indicated market value of almost $3 blllion over 

their book value. Additionelly, FPL's regulatory 

asaets repreeent only 8\ of common equity while the 

industry average is 19\ (See Exhibit 3, Page 3 of 

3) • 

Other factors that strengthen P'PL's 

competitive position include low residential rates 

relative to Florida and tbo aoutheeut region, low 

induetrial load, high reeide~tial load, geographic 

17 
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ieolation from the continental u.s., lack of eAcese 

capaciey, and croee-atate trenamiaeion capacity 

li.m.i.tationa, eapecially to PPL'a major load centers 

in South Plorida. ~lrthermore, Florida's senaitive 

environment i1 likely to hamper attempts to 

increaee tranemieaion capacity into and within the 

etate. 

The marketplace i1 well aware of the 

threat of competition in the electric utility 

induetry. Yet, PPL Group's stock price bee 

increaeed approximately 40\ over the last five 

year• and PPL' 1 bond rating• were increased by 

Standard and Poor'• to AA- in 199S end to Aa3 by 

Moody'• in 1996 . 

0 Why il it inappropriate to allow PPL to 

Yrite-off co1t1 that are attributable to future 

periode? 

A The concept of interqenerational equity, 

that liee at the core of traditional ratemaking, 

bold• tbet each 91neration of cuetomera ahould pay 

ite ehare of tha co1t1 rele~ed to the eervice from 

which they are benefittinQ. For example, the coeta 

aeeocieted with reacquired debt abou1d be 

18 
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dhtributed over appropriate future pe1·iod1. .t ia 

inappz opriate, under the concept of 

interqenerational equity, to force current 

ratepayer• to bear the coate of reacquired debt oo 

that future rat.epayera can enjoy a coat of debt 

below the "nat" coat of debt. I will addreae P'PL' e 

uniUDOrtiaed loll on reacquired debt in qreater 

detail in Ieeue 4 . 

Q Kow doaa tho Plan remove incontiveR for 

mana9omant efficiency i nherent in traditional 

ratemakinQ practicoa? 

A Under tuaditione l ratomakinq, requlated 

utilitiee are not quaranteed recover~' ot coate but 

inetoad are given the opportunity to recover their 

coete including a return on tbeir investment 

coJIIIDenaurata witb the riek ot their investment. 

Thil ie accompliahed by setting rates that are 

expected to recover the utilities expected coots . 

Onder tbie approach, a utility baa an incentive to 

keep expenaea at a level that will allow it to 

recover ita coati including its allowed return on 

common equity. The utility he• a further incentive 

to lower coate to take advantage of the requlatory 

lag related to the time neceeaary to reaet rate• to 

19 
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recoqnize 'overed coste . In Florida, regulated 

utilities have the additional incentive to lower 

coats because they can earn up to 100 basis points 

over their allowed return on common equity without 

being subject to overearnings, all other things 

being equal . 

However, in this docket FPL'a rates are 

eet at a point that will generate overear ninga 

absent additional allowed expenses. Consequently, 

the management inc•entives for efficiency associated 

with traditional ratemaklng practices are removed. 

Under the Plan, FPL can manipulate its earnings end 

achieved return. 

It has been over ten years s1nce FPL's 

last rate case and, absect additional allowed 

expenses, FPL will overeern by hundreds of millions 

of dollars. Undor the Plan, FPL has complete 

discretion with regard to 50\ of the base revenues 

produced by retail sales above FPL's 'most likely 

ealee forecast" forecasted for 1996. Because the 

revenue level is based on 1996 rev~nuee, the Plan 

qivee PPL discretion over tens of millions of 

dollars of expenses. This provi~os the opportunity 

20 
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to •manage· the earned return. For example, PPL 

could foceqo writing- off certain expeneea allowed 

under the Plan and ineteed incur an expense the 

Collllllilsion might :not normally allow. The result 

being that there is etill a ' legitimate' expense 

that can be claimed and the earned ret urn is the 

aame aa if the 'legitimate' expense bed been taken. 

Q Ooel the Plan allow for additional coats 

to be charged while ignoring decreased costs and 

imprudently incurred coete? 

A Yes. In my opinion, FPL 'a allowed return 

on equity (See staff'& Quarterly Report on Equity 

Cost Rates) and PPL's equity ratio used to monitor 

earnings ere s eriously outdated end should be 

reduced because they are excessive and e re adding 

subatantially and unnecessarily to the revenue 

requirement being borne by ratepayers. 

0 Please explain. 

A By reacquiring substantial amounts of 

debt, FPL replaced a tax deductible source of 

financing with a higher coat, non-tax deductJ.ble 

source of financ ing that increases FPL's after-tax 

overall coat of capital relative to what it would 

21 
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be otberwiee, increaeee the dollar return to 

inveetore, a nd reduce• tbe amount of potential 

overearninge. P'urthermure, as noted above, the 

Plan allow• tbe unamorti%ed loea on the reacquired 

debt ($283 million) to be written-off against 

earning• in 1997 and 1998. 

PPL'e equity ratio baa !~creased 

eubetantially eince the last time rates were set. 

The equity ratio ueed in the 1985 t e et year in the 

lalt rate ca1e wae 42.3' of investor capita l . 

l'PL' 1 aver aqe equity ratio for the period ending 

July 31, 1997, per the July 1997 Surveillance 

Report, wa1 61.1' of inve1tor capital. Generally, 

increaein9 the amount of equity in the capit11l 

structure, all otber tbin9• being equal, Gecreaeee 

the required return on commor: equity. However, 

PPL'e allowed return on common equity has not 

chan!Jod eince 1990 while, over the same period, ita 

equity ratio bel eiqoificantly increased . 

Additionally, I'PL' e equity ratio has r iaen to a 

level much qreater then that required for a AA

rated electric utility with FPL'e business 

po1ition, per Standard and Poor'• quidelinea (See 

!xbibit 4). I'PL • e Bueineee Po11ition ie rated 1, 

22 
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above aver a ge (See Stllnda rd and Poor's, Utility 

cred l.t Report, June 1996 ). FPL significantly 

e xceed• the equity ratio be nchma rk for a AA rated 

e l e c tric utility with a Bu e inee e Position of l, 

61 . 1\ ver1u1 53\ . By not addreeeing these factors , 

t he Pla n ie a llowing FPL to increa ee a llowed 

expen1e1 while dieregardi 'lg de c reased coste and 

imprudently incurred coete. 

0 Should PPL be a uthorize d to accelera te 

the write-Ott of Un8JDOrtized Lo•e on Reacquir ed 

Debt? (Ieeue 4 ) 

·' No. Tbe o.mount of uno.mortized loes on 

r eacquired debt tha t the Con1111ieeion believes wae 

prudently incurred ebould be 8JDOrt 1zod over t:-te 

remaining life of tho oriqiccl debt if there wee 

not a refunding, or if there wee a refunding, 

amortized over the remaining life of the original 

d ebt 01 eprea!l over the lite of the new ieaue . 

Tbie ie the Commieeion•e norMa l practice, the 

Uniform Syotem of Account• requiro.ment, and tho way 

l'PL auet account for the•• coete tor financial 

reporting purpoeee. There ie no evidence in this 

dOQitet to support accelerated recovery for any 

other purpose. 

23 
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Ra~epeyera in the f uture will enjoy the 

beaefita of reduced intereat expenae aaaocia ted 

with the prudently rtoacqui red debt. Und4r the 

concept of int•rgenerational equity, Jt 

inappropriate to force current ratepayers t~ bear 

the coati of reacquiring the debt 10 that f uturo 

ratepayer• c an en joy a coat of debt below tho · not• 

coat of debt. Ratepayer• beer tho -:o.,t to the 

extent that the expenaea telten under the Plan 

reduce overearninga. For other then inaignifica nt 

amounta, tbe Uniform Syate111 of Accounts requi: ea 

the una.ortized loa• on r eacquired debt to be 

amortized in the manner I aJD roco111111ending. 

Moreover , for financial reporting purposes, the 

amortisation of the lo11 on reacquired debt wi ll 

continue •• if there ia no VTito-off per tho Plan . 

In otber worda, .oven though tho Com;uieaion hoe 

allowed FPL to accelerate the write-off of $283 

million of unamortized loaa, the Uniform Syetem of 

Acoounta doea not allow thie treatment to be used 

for financial raportino. Then unit om Sy1tem Of 

Account•' requirement• aupport tho concluaion that, 

to a chieve intergenerational equity, tho 1011 on 

reacquired debt ebould be amortized aa I am 

recollllllending. 



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

. . . . 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

DIRECT T&STIHONY OP' MARX A. CICCH!TTI 

Recovery of regulatory a aeete , such as 

t he unamortized loaa on reacqulred debt, that are 

coneidered potential stranded coats, should be 

addreaaed tbrouqb eatabliehed meane auch aa a 

requeat for increaaed rotee, a generic Commission 

ruling on etranded coets, or: a request for a 

limited proceeding to allow for additiona l coata . 

Such proceedinqa provide the opportunity to examine 

both increaaed and dec reaeed coate ae well ae 

generally appl icable Commieeion policy on stranded 

coata. Thia would provide all partiee due process 

and preaerve the public ~ntereat . Thia is 

particularl y true when the utility ia in on 

overearninqa lituation. 

0 What is the appropriate revenue forecast 

to be uaed to deteraine the level ot additiona l 

expenae1 allocated to thi1 Plan? (ll&ue 1) 

A Allowance of accelerated amortization 

ahould be baaed on need and ehould not be a 

funct ion of P'PL'e growth in revenue. lf the 

Commiaaion a llowe rec<"very ot the expeoeea 

allocated to the Plan, the comm.i .. ion ehould limply 

di rect P'PL to write-off thoeo amount• over an 

appropriate period. The Commiaaion 1hould not 

25 
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allow FPL to manipulate its earnings and achieved 

return f~r the reaeons previously stated regarding 

appropriate management incentives for efficiency. 

0 

allow 

Should the Commission defer a decision to 

any additional decommiuioning or 

dismantlement expense until there bas been a full 

examination of l'PL's nuclear decoll'llli'lsioning and 

fossil plant dismantlement studies? (Issue 2) 

A Yes. There is no demonstrated need to 

allow the write-oft of these claimed theoretical 

reserve deficiencies in 1998 and 1999. FPL's 

annual allowance for decommissioning costs was 

increased as recently as 1995 from $38 million to 

$85 million. The magnitude of the additional 

expen11es to be allowed under the Pl an ($33 . 5 

million for fossil dismantlement and $484.4 million 

for nuclear deco~issioning) and the potential to 

address offsetting and decr eased costs that have 

been identified or that may be identified in the 

upcoming etudies (for example, possible decreased 

inflation expectations) indicate tho comprehensive 

dismantlement and decommissioning studies, due to 

be filed by October 1, 1998, need to be reviewed to 

determine if there actually is a need to book 

26 
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additional amortization expense. There is no 

re:ord evidence indicating whether or not the 

claimed reserve deficiencies ere life-related and 

it there are interqsnorational equity concerns 

relating to accelerated amortlzation of these 

exponeee . 

By any measure, the amounts associated 

with the claimed foeeil and nuclear decommissioning 

reserve deticienciee are tremendous. In my 

opinion, it would be prudent to have comprehensive 

studies, in bend, that demonstrate that a 

eiqnificant theor·eticel reserve deficiency exists 

before overearninqs ere reduced to offset the 

claimed deficiency. 

0 Should the Commission cousider whether 

FPL baa reserve depreciation surplus balances for 

any of i t a plant accounts to offset depreciation 

roaarve deficiencies? (Issue 3) 

A Yes. Where applicable, the CoJIIIIIiBBion 

should apply any depreciation reserve surplus 

balances tor plant acr.ount11 against depreciation 

reeerve def1cienciea. 

27 
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0 Should FPL be authorized to record, in an 

unapecified depreciation reeorve , an expenee amount 

qre:!ter than tho amount• to correct any 

depreciation reaerve deficiency, write- ott tho 

unamortized loa a on reacquired debt, correct any 

foseil diemantlen~ont reeervo def iciency, and 

correct any nuclear decommiea ioninq r eserve 

~eficiency? (Ieeue 5) 

No. Thoro i e no identified duprociation 

r eeerve deficienr.y. Conaequently, there is no 

aound regulatory reason (other than for potential 

etrended coata for which there is no record 

evidence i n thie docket) to create on unspecifi ed 

depreciation roeerve rather then providing rate 

relief. 

Q 

A 

Pleo1e summarize your teltimony. 

The Plan should not be extended because 

it ie not in the public interest. It allow& FPL to 

accel er ate expenee1 that ahould be attributed to 

future perioda, it rmnovea incentives for 

aaneqe.ent efficiency inherent in tradi~iona l 

rotemakinq practicea, and it allow• additional 

cherqe1 without addroa1inq decreoaod co1t1 a nd 

!=prudently incurred coete. 

28 
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unreaeonable rate a, eJtceseive co111peneation, a .1d 

intergans :ational inequity. 

Recovery ot regulatory aseeto, such as 

the unamortized loee on reacquired debt, that could 

be conaidared potential stranded coste, should be 

addrasaed through aatabliahed mecns auch as a 

requaet for increased ratae , a generic Commission 

ruling on etranded coete, or a raqueet for a 

limited proceeding to allow for additional costa . 

Such proceeding• provide toe opportunity to examine 

botb incraaeed and decreaeed coete . This would 

provide all partie• due pr-~••• and preserve the 

public intaraet. 

The additional amortization expense 

allowed under the Plan for foaeil diemantlement and 

decommieeioning raeerve daficianciae ehould be 

delayed until the upcoming comprehensive studies 

can be reviewed to determine if there actually is a 

need to book additional amortization expenae. 

Finally, it appears a 11111jor element of 

tba Plan 11 to permit I'PL to offut growth in 

revenuae and aarninge by accelerating the recovery 
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of re<,JUletory au eta to minimize I'PL' • potential 

atran.r'~ coat•. There ia no baail in the record to 

allow accelerated aaaet recovery in ~ontempl etion 

of competition or to mitigate the potential for 

atranded coata. 

Tbe Commiuion approved Plan cited i n 

Order No. PSC-96-0461-1'01'-!I indicated t ho 

Commlaaion would eddreaa the final dete~mination 

of the fixed $30 million of additional nuc.loar 

amortization in a futuro proceeding ouch as a 

generic atrended coat docket. I believe the 

Commiaaion ahou ld eatabliah a def intod r oqu letory 

policy in auch a docket or in e rulemakinq 

proceeding before aut horizing further acceler~ted 

amortization ot, potentially, ovar $84~ million. 

0 Doe• this conclude your teatimony7 

A Yea, it doee. 

30 
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DOCKET NO. 15035$.£1 
ACCRUALS-To.oATE 

' Arbgt- thfuuth .Juky, 1tt7 
(llllatiM of clollanl AccNAI 

Targets. 1997 T ocal Accn&ala, 
1996-7 1916 Aca\l.m 1Mand1n7 

(See Not.) Aceruals (to at.) (1o dati) 
1 FIXED ACCRUAI..S 
2 ~ NIIDI11Z:alun $60.0 $30.0 $17.5 $47.5 
3 
4 VARIABI E ACCRUN..S 
5 R- Dwlk:llidel (IU:iur) $49.2 $48.2 $0.0 $48.2 
e Re- Dwlk:lliidH (~ $60.3 $60.3 $0.0 M0.3 
7 Book-Ux 11n*lg Dlf. $78.7 $20.1 ~Se.e $78.7 
e Lost on Reec:qund Debt (1282 Mll12·Q6) $2!2.0 $0.0 $54.4 $54.4 
9 Sa "'tnt~~ (Veriable only) $470.2 $129.6 $113.1 $242.7 

10 (Sum ol Unes 5-8) 
11 
12 TOTAL.ACCRUALS 
13 Fmc! pg Veriable $530.2 $159.6 $130.6 $290.2 
14 (lile 2 + Une 9) 

Now. AccNal TlfVIIb Include emourU consblld with tnt amGillallon IChe<1M fof FPI. l'aldNr gemralklg unb 
a cltialbed In OnMr No. PSC 95-G872..f0f..EIIn Docbt No. 950S9-8. 

Acc:nlal 
Balance 

$12.5 

$0.0 
$0.0 
$0.0 

$227.6 
$227.6 

$240.1 

- -

?~~~ 
:;'5'?"z 
~~0.!) 
.,~:s 
olt~ 

~i~ 
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. Docl:et No. 970410-El 

lor1da Power & Light Mm A .. Cicc:he«i. E!thibic 2 

W · FPL Wnte-OffSull\IIW)' 

ISOJS~E:!: 

I 
Nuclu..r Ret~rvt Daftdt (11715 .. 3) 

Nud.tu Plut Amortiutloo 
O~er Pnduction Plut (S60.3) 

I 
PnM Flow Thnnllh (S7U) 
~ ou )Wacquirtd Dtbt (SU2. 7 u t.) 

BTOTAL DoWc ISOJSI-EI 

I 
910iiO..EL 
Deprtciation RtltlTI ~ 
~meln!n' Debt Loa ($101.2) . (7) 

I 
D•am•nrlemtnt Daftd 
Decommlu iDIIiD' o.e~.tl) 

SUBTOTAL DocluliTO~JD-~4> 

I 
I 
I 
I 
I 

: 1lne. r~o-~t --i-\,J 
I ~ rou~,·-j 1:.t 

I th'( 5 I~ DeCCVJ.H 

1 ~ ~rJJ,Movk 

liiU 

$126.0 s .. e.s 
30.0 30.0 
60.3 
2C/.3 ll9.2 

1128.0 

Page I of 1 

30.0 

$30.0 

(SXXX) 
101.2 

7 

'W 

30.0 

$30.0 

TOTAL 

s 1 i5.3 
120.0 

60.3 
i9.5 

141.5 
$~76.6 

? 
101.2 

7 

s~ -€~~~: 
~ro~t~ up 'q{, ~~~. 

~) (oOfo b~»t.:.. J 

~~~' 
*~1\oru.Jv~ o.ccru oA. ~.{ 1\ 

!)J!•.rx- 1 X ! 90 ~"';)A. 
{h ~ R;J 15 

~.,, felh:..,.,<J -Pi-x~c/, ye:f-

I 
-b -P-rl ~ \) i?S 

by 

I 5vbov t ~ JJi>/J.r. 
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Industry 

($ per KW of capacity) 

203 

94 
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Notes: ___________________ _ 

38 

~ ... 

:~3:S? 
~ r- ~ ~ 
-a->n 
9,~(')~ ... -· . =Roo 8 ::r ..... ,..no 

:: 4» <·-· -
l!!..m'? 
c: ~~ m 
ll 2: -g: 

..... 





I .. . . Doclcet No. 97041 0-EI 
Muk A- Cicche1ti. Exhibit 3 
FPL Asset Book Values 
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STANDARD AND POOR' FINANCIAL BENCHMARKS 
FOR AA RATING 

BUSINESS 
POSmON 

2 

3 

4 

TOTAL DEBT/TOTAL CAPITAL 

47.0% 

4S.S% 

44.0'!. 

42.0"!. 

•The complement of !he total debt to total capital benchm.ark. 

BUSINESS 
POSmON 

2 

3 

4 

PRETAX INTEREST COVERAGE 

3.50X 

3.65X 

3.80X 

4.00X 

BUSINESS POSmON 

l 
2 
3 
4 

Above Average 
Somewt-.at Above Avenge 
High Average 
Aver~ge 

EQUITY RATIO• 

S3.Wo 

S4.S% 

S6.Wo 

58.0"/o 

I Source. Standu'd and Poor' a Utility riJWlcial StatiJtics 

I 
I 
I 
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