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CER'I1FJCATB OF SERVICE 
Doclc:et No.I?0098-BJ 

I H.EREBY CERTIFY that a true and correct copy of Florida Power & Light 

Company's Revised Testimony of E.L. Hoffman and G. G. Kuberek was furnished to the 

following persons by U.S. Mail and Hand Delivery on this 7th day of June, 1989:-

James McGee. Esq 
Florida Power Corporation 
P.o. Box 14042 
St. Petersburg, Florida 33'133 

Gail P. F els, Esq. 
Assistant Dade County Attorney 
Metro-Dade Center, Suite 28'10 
lll N. W. First Street 
Miami, Florida 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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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER lc LIGHT COMPANY 

TESTIMONY OF EDGAR L. HOFFMAN 

DOCKET NO. 170091-EI 

FIBRUARY 17, 1989 

Q. Please state your name and business address. 

A. 

Q. 

A. 

Q. 

A. 

My name is Edaar L. Hoffman, Jr., and my business address is 92SO West Ftaster 

Street, Miami. Florida 33174. 

By whom arc you employed aad in what capacity? 

lam employed by Florida Power • Li&hl Company (Company) as Treasurer :llld 

Director of Finuce. 

What is the purpose of your testimony? 

To request consideration from the Commission for an increase in the Company's 

revenue rcquiremcnta as they relate to the estimated costs associated with 

dccommissionina the Company's four nuclear units a t the St. Lucie and Turkey 

Point sites. The basis for this request is an updated engineering study 

performed by the independent consulting firm or TLG Engineering Inc. (TLG) 

which estimates an increase in the nuclear plant dec.ommissioning costs upon 

which the current cost of service amounts are based. Additionally. my 
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Q. 

A. 

testimony is meant to present responses to issues related to the process of 

Nuclear Plant Decommissionina as it relates to those parts of the Studies filed 

with the Commission in 1981 for which I am the primary witness. 

Please describe your educational and professional backaround and experience. 

In January 1972. I araduated from the University of Wisconsin - Milwaukee 

with a Bachelor of Business Administration dearec and received a Master of 

Business Administration dearee in December 1974 from the same University. 

In December 1971, I was employed by Wisconsin Electric Power Company, 

startina as a Financial Analyst and ultimately attained the position of Project 

Analyst. In 1978,Jacccpted the position with Florida Power & Liaht Company 

as a Senior Financial Analyst in the Finance Department. In 1980 I was 

promoted to Coordinator of Financial Plannina and to Manager of Financial 

Analysis and Forecasts in December 1981. From December 198.5 throuah May 

19161 was the Manaaer of Rcaulatory Accounting and Research. In June 1986 

I was promoted to Director of FiAancc and Assistant Treasurer and to my 

current position ns Treasurer and Director of Finance in January 1987. 

Arc you sponsoring any schedules included in the Exhibits section of this filing? 

No, I am not. 
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Q. 

A. 

Before dlsc•••l•a the coats of audear decommlaaloalaa. what •etbodolon Ia 

coaaldered to be moat appropriate by the Co•paay for purpous or 

deco••laaloal•l Us roar aucltar ualtd 

Bucd on the Decommiuionina Cost Studies prepared by TLG and the 

recommendation of Thomas S. LaGuardia of TLG, the Company•s 

Decommiuionin&Stccrin& Committee comprised of various Company executives, 

decided on the most appropriate decommissionina methodoloay for each of the 

Company'a two nuclear aitea. The Company chose to decommission its facilities 

in wbat may be considered a prompt, yet intearated manner. F:tctors considered 

in reachina a decision on the appropriate decommissionina methodoloay 

included coat. lo&istics, health, safety. security and the future reaulatory 

environment. 

The prompt (and intearated) decommission ina methodoloay is the least expensive 

of the conventional decommissionina alternatives (as defined in the Nuclear 

Reaulatory Commission's (NRC) Nuclellr Decommissioning Rule issued on June 

27, 1911 and made effective July 27, 1988) available to the Company for both 

of its plants. As estimated by TLG, delayed decommissioning methods were 

anywhere from I 1.3% to 23.7% more capensive for the St. Lucie Plant and from 

I 1.2% to 30 ...... more expensive for the Turkey Point PlanL Other important 

considerations dealt with eliminatina potential uncertainties associated with a 

prolonaed period of plant dormancy or entombment. He:tlth and safety concerns 

related to a nuclear plant which sits idle for a prolonged period of time raise 

many unanswered questions. Concern for these health and safety unccrt:tinties 
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were uprencd by the NRC in its Nuclear Decommissionina Rule. Absent any 

clear showlna of why a nuclear plant should be decommissioned on a delayed 

basis, the NRC recommended prompt dismantlement. Lastly, the prompt 

decommiulonina mcthodoloay limits the Company's exposure to potentially 

costly rcaulatory actions which could be imposed on utilities havina plants that 

remain dormant or entombed for extended periods of time. 

Eacb of the two sites- St. Lucie and Turkey Point - has two units. Consequently, 

it is necessary to intearate the decommissionina process so that, at each site 

decommlulonina of both units is performed simultaneously. 

The current license expiration date for each of the two units at the Turkey 

Point Plant Is April 27, 2007. Because of Identical license expiration dates, 

preparations for and the activities associated with decommission ina occur in an 

intearated fashion over very much the same period of time. The terminoloay 

uiCd by TLCi to describe this methodoloay in its Turkey Point Decommission ina 

Cost Study is lnteantcd Prompt RemovaiiPjsmntljns. 

A similar approach is planned for the St. Lucie Plant. However, current license 

expira~ion dates for Unit Nos. I and 2 arc March I, 2016 and April 6, 2023 

respectively. Given this seven year difference in Jiceusc expiration dates and 

the Company's decision to intearatc the decommissionina process, it will be 

necessary to prepare (throuah what is termed "mothballina") Unit No. I for a 

period of dormancy. This dormancy period will last until the license expiration 

date of Uni t No. 2. at which time the decommissioning activities for both units 

4 
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will occur in an intearatcd fashion over the same period of time. The 

tcrminoloay used by TLG to describe this methodoloay in its St. Lucie 

Decommission ina Cost Study is Moth ba 11/Prompt-lntearared Stgtjon pjsmantljna. 

The intearated approach to decommissionina allows for a one time mobilization 

of personnel and 6.(tiipment necessary to decommission the units at each of the 

two sites. The Company believes a one time mobilization effort will help to 

eliminate the potentially sianiricant loaistical considerations and costs necessary 

to orpnize resources at two different moments in time. Additionally, one time 

mobilization of resources allows for experience gained in the decommissioning 

of one unit to be more easily applied to the dccommissionina processes at 

another unit. 

Jntearatina the decommission ina process helps to eliminate concerns over having 

to secure one facility which is operatina, from a unit which is beioa 

decommissioned. Conaestion associated with decommissionina one unit could 

pose security problems at a site where another unit is still being operated. 

Important opcr:uional and safet:t considerations deal with the potential h.uards 

associated with blastioa activities necessary to complete the dccommissionina 

proceu. Activities such as this which occur in close proximity to another unit 

which may still be operational, raise questions concernina the safety of 

continuina plant operations and its personnel. All of the previously mentioned 

points arc especially true at the St. Lucie Plont, where license expiration dates 

arc sianificantly different from one another. 
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REVISED 
For the cleco••luloalaa •ethoclolon selected b, the Compaa,, what Is the 

ntl•atecla.,ropriate COlt Ia c•rr••• (1911) dollars to cleCOIDIDiuloa each or the 

••clear ••Ita? 

The cost estimates contained in the Decommission ina Cost Studies approved by 

the Company were expressed in 1987 dollars. Using the escalation rate 

methodoloiY discussed in testimony which follows, the estimated 1987 cosu were 

escalated by the Company and expressed in 1988 dollars. The escalation rate 

methodoloay used produced sliahtly different rates for each of the four nuclear 

units ia 1988. Given below, for each of the four nuclear units arc the 1988 

cscalatioa rates as derived and the estimated future costs of decommissionina 

ia 1911 dollars. 

1988 Estimated Future Costs 

LlDil ~llilllliSZD Bills: io 12U Dallan 
St. Lucie No. I 4.01% $206,262,4 7 3 

St. Lucie No. 2 3.83% 203,421.665 

Turkey Point No.3 3.97% 162,771 ,3SS 

Turkey Point No. 4 3.91 % 191,133,750 

These cosu were escalated to 1988 based on the Company's May 1989 Inflation 

Rate Foreca1t. 
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Q. 

A. 

REVISED 

Wllal ••tiiMelotJ ••4 escalatloa rate were used to coa•ert tbe curreal 

esll .. le4 4~•lulo•l•a coat to tlae future deco••lulo•l•a estl•ated coatf 

Summary explanations of the escalation rate methodoloay and detailed 

calculalions of the rates used to escalllte the 1987 decommission ina cost estimates 

provided by TLG are provided in each of the 1988 Decommissioning Cost 

Studies filed wirh the Commission. Following is a further ex:planarion of tbe 

escalation rate methoc:loiOIY used by the Company. 

Tbe decommiuionina process consists of several activities. These activities have 

bca summarized in the Company's Decommissionina Cost Studies as: 

Decontamination. Removal, Packaaing, Shippina. Buri:al, Staff and Other. The 

cosuauoclated with each activity c11n be expected to incre:ase at different r:ates 

tbrouabout time. An escalation rate mcthodoloay which considers the potential 

for escalation rate differences between decommissioning activities was used. 

The Company's methoc:loloay considers the current and projected costs of each 

of the above decommissionin& act ivities separately for purposes of computing 

an overall. or averaae escalation r:ue. Each of the previously defined 

decommissionina activities is separ:ated further into three component paru; 

labor. material and other. The proportionate cost (in 1987 dollars) for each of 

these three components was provided to the Compuy by TLG Enaineerina Inc. 

Usina the decontamination activity for St. Lucie Unit No. l as an example. the 
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REVISED 
proportion of labor, material and other costs as a percentage of tocal costs for 

the Qec:ontamination activity was 65.S%, 34.S% and 0.0% respectively. 

With each of the dec:ommisaionina activities separated into labor, material and 

other components. the inflation index, from the Company's official May 1919 

Inflation Rate Forecast, which was believed to best characterize future 

escalation of each cost component was determined. The inflation index used 

for the labor component, depended on whether it was craft or staff labor. An 

Averaae Hourly Eaminp Index for construction workers was used for craft 

labor. Staff labor was escalated usinaa similar Averaae Hourly Earninas Index 

for service workers. The Producer Price Index (for capital equipment) and the 

GNP Deflator were used to escalate 1112terial and the other cost components, 

respectively. 

The escalated costs for each of the different decommissioning activities were 

determined for each ye:ar of the Study. Summina the escalated costs of all 

oc:tlvitles for D p:articulor year :and comp:aring this cost rel:ative to the previous 

year's cost provided the annual escalation rate for the tot:al decommissionina 

process from one year to the next. This process was repeated for ench of the 

four nuclc:ar units over the applic:able analytical horizon. 

An overall effective rate, equivalent to the year by year rates was determined 
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Q. 

A. 

for each unit and arc shown below. 

Unit 

St. Lucie Unit No. I 

St. Lucie Unit No. 2 

Turkey Point Unit No. 3 

Turkey Point Unit No. 4 

aEVISED 

Overgl! Escalation Rate 

S.O% 

S.O% 

S.O% 

4.9% 

Ghea tbls esc:alatlu rate •ethodolou. what is the total estimated cost of 

deco••lssloala1eac:b uall Ia lulure dollars based upoa the preseal operatla1 

llc:ease teraalaatloa dated 

The followinl future dollar cost estimates are based on the Company's May 

!9191nflluion Rate Forecast. For each of the Company's four nuclear units 

the current license cxpiruion date and the total estimated future cost of 

decommissionin& is aivcn below. 

Lit! II L.U:f:~Sf: f:X~IB ~IIQ~ ESI. EL!IL!BE ~QSI 
St. Lucie No. I March !, 2016 S 1,1 S6,040,449 

St. Lucie No. 2 April 6, 2023 1,272,8SS,821 

Turkey Point No. J April 27, 2007 462,122,891 

Turkey Point No. 4 April 27, 2007 SS7,S67.3SO 

These estimated future costs apply only to the decommissioning methodology 

selected by the Company for ettch of its two plants; Mothball / Prompt-Integrated 

Station Dismantlina for St. Lucie Un it Nos. I and 2. and Integrated Prompt 
• • • I 
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Q. 

A. 

Removai/ Dismantlins for Turkey Point Unit Nos. 3 and 4. 

The estimated future costs for SL Lucie Unit No. 2 include the obliaations of 

the Orlando Utilities Commission and the Florida Municipal Power Aaency 

which own 6.08951% and 8.806% of the Unit respectively. 

AI ,_.ally plaaaed, Ia wlllch yean wllllhe fuads acc•••latei Ia the N•clear 

Deco••lssloalaa Trusc Fuad be expeaded tor each ualt? 

The years in which funds are to be expended by the Company to meet the 

estimated costs of decommissionina each of the four nuclear units is aiven 

below. 

Unjr 

St. Lucie No. I 

St. Lucie No. 2 

Turkey Point No. 3 

Turkey Point No. 4 

vc;u<sl of Fund Expendjturc:s 

2014 - 2028 

2021 - 2028 

200S- 2013 

200S- 2014 

The timina of fund expenditures for each unit is based on the Enaineerina Cost 

Study performed for the Company by TLG Enaineerins. Inc. and the 

dccommissionina methocloiOIY selected by the Company for each of its four 

units. The arcater number of yeors over which funds will be expended for St. 

Lucie Unit No. I versus those of Unit No. 2 is ottribuuablc to the diffcrenc.e in 

the opera tina license cxpirotion date for the units. Because the opcratinalicense 
. ~ .. 

10 
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of St. Lucie Unit No. I is currently expected to expire approximately seven yean 

prior to that of St. Lucie Unit No. 2. fund expenditures are made for activities 

which enable Unit No. I to remain dormant until the license expiration of St. 

Lucie Unit No. 2. Upon License expiration of St. Lucie Unit No. 2. both Units 

will be decommissioned toaether on an integrated basis. Because there is no 

difference in license expiration dates for the Turkey Point Units, expenditures 

arc made over approximately the same period of time. 
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WlaaC Is the estl .. ted f•t•r• cost of deco••lssloalal by ••ll Ia each year I• 

which deco••l11loala1 fuads will be upended? 

Fo.r each of the Company's four nuclear units the estimated future cost of 

decommissionina for each year in which funds arc expended. is aivcn below. 

Turkey Point Plant 

lntcarated Prompt Removai/ Dismanllina 

Year of Estimated Future Cost 

Deeommiaaiaaial Uoil ~a. l Uoil ~12. ~ 
2005 s 1,043,067 s S62,62S 

2006 4,432,678 2,437,959 

2007 28,236,950 20,082,623 

2001 87,716.291 29,831,671 

2009 116,491,727 99,502,966 

2010 122,316,313 131,947,742 

lOll 61.930.931 138.413.181 

2012 30, 114,852 77.326,929 

2013 10,540,081 4S,S21,897 

2014 11.2JZ zn 
Totals $462.822,891 i~~,.~~z.~~2 

.<- I 
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REVISED 
St. Lucie Plant 

2 Molhball/Prompt • lntcantcd Dismanllina 

3 Year of Estimated fulurc Cost 

.. Dss;ammiaaiaaiol J.lD il t!g, I J.loi& tfg, ~ 

s 2014 s 1,634,646 

6 2015 6,411 , 176 

7 2016 68,854,515 

a 2017 24,649,790 

9 2018 10,980,815 

10 2019 11 ,529,1S6 

II 2020 12.106,349 

12 2021 12.711,666 s 1,122.515 

13 2022 65,026,359 4,672,311 

14 2023 221,961,640 S3,920,52S 

IS 2024 241,8 IS, 79S 237,021,222 

16 2025 2S3,906,SIS 306, 142,509 

17 2026 112.271,649 321,449,635 

II 2027 I 03, 1 S3,326 200.065,343 

19 2021 2.Q~6.~B~ 141.~§ 1.622 

20 Totals 11.1 ~A.~~~~~.~~2 spZ2,US,I21 

.. . .. .. ,J • 
; 
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REVISED 
Wltat are the aaaaal accraals aad renaue require••••• Ia equal dollar amoaats 

aeceuary to reconr future deco••lssloaiDI costs, net of tax, o.-er the remalala1 

llle lor eacb of tbe Compaar'• auclear power ualts? 

The followin& jurisdictional :annual accruals and revenue requirements are 

needed to meet the estimated costs of decommissioning. These amounts arc 

bued on the Company's estimates of 1981 dccommissionina cost1 and the May 

1989 Inflation Rate Forecast which usumed nn cstimnted decommissionin1 

fund aftcr·tax earnings rate of S.S%. 

Unit Annual Accrynl Annyal Revenyc Regyjrements 

St. Lucie No. I s 8,325,464 s 8,485,898 

SL Lucie No.2 7,113,878 7,250,96S 

Turkey Point No. 3 8,611,724 8,777,67S 

Turkey point No. 4 11.424.866 11.645.027 

Total SJS.47S29J2 5362 I S92S65 

The annuol eccru:als ond revenue requirements arc: assumed to be collected 

equally over the rcmainina oper:uina life of each unit, beginning January 1, 

1919. The annual accruals through the c urrently estimated remaining life of 

these units arc amounts which will be needed to cover the currently estimated 

jurisdictional costs of decommissioning each of the four unics. Because the 

Company is obliaarc:d to pa y Regulatory Assessment Fees (0. 125%) and Gross 

Receipts Tu ( J.S%) :along with a provisio r. which must be made for 

14 
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Q. 

A. 

REVISED 
Uncollectible Accounts (0.26561111) on its total revenues, the above annual revenue 

requirements exceed the accruals. An increase in the Regulatory Assessment Fee 

from 0.01331111 to 0. 12.51111 which became effective January 1, 1919 was approved 

by the Commiuion at an Aaenda Conference in November, 19a&. As a result, 

the above revenue requlre~nents differ from those submitted in our 1981 

D~commissionina Cost Studies. 

The annual revenue requirements above, represent an increase of $16,974,793 

over the Company's current revenue requirements of Sl9,184,772 as established 

i.n previous Commission Orders. 

W.at •etbod Is carreatly asH h tbe Co•paay to luad lor deco••lssloalaa 

cosh? 

Prior to Internal Revenue Service (IRS) Code Section 468A which provided for 

the establishment of qualified funds, t he Company made contributions to a non­

qualified fund. Contributions to the non-qualified fund were to be used to 

meet the cost of decommissioning all of the Company's nuclear units. The IRS 

Code whic:h now provides for the establishment of qualified f unding 

arranaements enable the Company to make an annu:al election to m:ake either 

qualified or non-qualified contributions to the fund(s). Unlike the non­

qualified fund, contributions to a qualified fund must be used to meet the costs 

of decommissioning a specific nuclear unit. Mr. Kuberek. in his testimony, 

discusses the regulations which govern qu~tlificd funding elections by the 

Company. 
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REVISED 
CoDiributions to the qualified fund are made to an external trustee, State Street 

Buk & Trust Company (State Street), Doston, Massachusetu. State Street acts 

u a uustee for the qualified fund and has certain responsibilities to ensure that 

the quatified funds are in compliance with the requirements of Section 461A 

of the IRS Code and the terms and conditions of the Trust Asreement. In 

addition, State Street also provides custodial services to the Company as they 

relate to the qualified funds. 

CoDttibutions made to the non-qualified fund are also made to State Street. 

which also serves as Trustee for the non-qualified fund. State Street's 

responsibilities u Trustee for the non-qualified fund are not as broad as those 

requited for the qualified fund. The Trustee has additional responsibility with 

respect to the qualiiJed fuod to ensure c.ompliance with IRS Code Section 461A. 

The Company continues to control the selection of the investments for both the 

qualified and non-qualified funds. 

As of December 31, 1988 the differences between actual fund balances and 

thoee which were used in the Decommissioning Studies follow: 

Adjusted Fund B:abnce 

Used in the Study 

COOQ's) 

Qualified s 80,090 

NoD-Qualified S I .799 

Combined Sl3!.§89 .. 

Actual 

(22Q:ll 

$ 78.067 

22.129 

SI OO 196 

16 

Difference 

COOO'sl 

$ 2,023 

29.670 

s 31.693 
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~~EYiSED 

The differences between actual and projected fund balances are attributable 

to: 

S 26.7 million Federal income tax refund receivable for tax years 1914 

throuall 1986. 

U million current and future State income tax adjustments (or 

deductions). 

1.0 million Accrual for December 1988 contribution to be deposited 

in January 1989. 

_u million market value versus book value. 

LU.Z million variance 

For purposes of projectina decommiuionina fund balances for year-end 1981 it 

was auumed in our Decommiuionina Studies that the federal income tu. 

refunds associated with Qualified Fundina elections for years 1984 throuah 1986 

had been received. To date, these refunds have not been received. 

Consequently, the above variance is largely due to timing differences. 

The above State income tu adjustments are those attributable to makina 

qualified funding elections for tllX years 1984 throuah 1986. Because there is 

no actual State income tax refund associated with having made qualified 

funding elections for these years, the term •adjustment• is used to describe the 

fact that the Company takes a deduction on its State income taxes for purposes 

of realizin1 the amount attributable to qunlificd funding elections for ye:us 

1984 throuah 1986. A detailed explan:uion of the analytical tre:ument of the 

State income tax adjustments was provided in the 1988 Decommissioning Studies 

' 
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~EVISED 
filed with the Commission. The assumed earnings rate on Federal and State 

income tax refunds/adjustments is S.S%. 

Wllat ue tbe costs .. IOdated wltb tbe trusteesenlcesaad portfolio ••••&••••t 

of tbe Co•paaJ'I ••clear deco••l11loala1 fuad? 

Tbe fees payable to the trustee, State Street, are assessed on a slid ins scale based 

on the market value of the securities beins held and are paid by the Fund. The 

current fee schedule is as follows: 

First SS million 

Next SIO million 

Nut SIS million 

Next S20 million 

Over S.SO million 

l /.Sth of l% 

l / IOth of 1% 

l/ 20tb of 1% 

l/ 30th of 1% 

1/SOth of 1% 

In addition, nominal transaction and accounting fees arc charged. 

State Street was chosen as Trustee for the Fund because of their commitment 

to trust business, a hish level of automation, technical sophistication and a 

competitive fcc structure for services provided. 

The maoaaemeot of the Fund's assets is presently performed by staff within the 

Finance Department. There arc no plans to incur the addlt ion11l cost of outside 

m~tnagcrs unless it could be demonstrated th:u :1 n outside manager would 
- I ' r 
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Q. 

A. 

provide an incremental return with an equivalent level of investment safety. 

Ta.e Company's pension consultants estimate that the Fund would incur an 

additional annual cost of between 25 to SO basil points if outside manaaen 

were co be utilized. 

Wllat Ia the laYest•e•t atratt&J for the Co•paay•a N•clear Deco••iaaloalaa 

The primary objective of the fund is to provide the capital necessary for the 

dccommiasionina of the Company's nuclear power plants at the end of their 

rcapecdve liconaina periods. To accomplish this, the atrateu is to maximize the 

canaiap arowth of the portfolio while maincainina a hiah dearee of safety so 

aa to minimize future customer contributions. Safety will be increased throuab 

the use of filled income investments, with quality controls and diversification 

auidcllnea used to manaae credit risk. The hiaher after·tu returns from 

investments in municipal securities further strenathens the portfolio in meet ina 

ita fundina objective. 

In January 1911, the Company's nuclear decommissionina fund was separated 

into two components, non-qualified and qualified. A qualified fund was 

catablished co realiz.e the tax benefits offered in Section 468A of the IRS Code. 

Mcctiaa the requirements of Section 468A requires the assets of the qualified 

fund to be invested in auets as defined in the •Black Lung Act•, which are 

public: debe securities of the United States, obliaations of stllte or local 

aovernments or time or demand deposits. The monies remaining in the non-
,,. 
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qualiried fund arc not subject to rcaulatory restriction. 

The ability of a decommiuionina fund to meet its future liabilities is based on 

the accuracy of cost estimates and the accompanyina rate of inflat ion. Because 

inrtatlon will play such an important role in mectina the future obliaation of 

a dccommisaionina fund, the Company hopes to achieve a real return on the 

fund areater than the rate of inflation. To accomplish this, a dec:ommissionina 

fund should pursue an investment strateay that is sensitive to chanae in the 

environment related to dec:ommissionina costs, technolo&Y. rcaulation and 

Ciaancial market volatility. This means pursuina a course that diversifies 

market risk over time rather than matcbinaall investment maturities with each 

plant's expected license expiration date. Because the Dec:ommisaionina Fund is 

a taxable entity, at the caistina corporate tax rate of 34~. tax-exempt municipal 

securities provide the areatest economic benefit for both the qualified and non­

qualified portfolios. Since establishing the reserve in 1983, the Company has 

pursued a strateay of usina tax-advantaged fixed income instruments, namely, 

municipal bonds and preferred stock. Municipal bonds have consistently 

provided a hither after-tu benefit to the Fund than alternative taxable 

securities. Durina 1911 the averaae after-tax yield •pick-up• on new purchases 

of municipal bonds over U.S. Treasury Securities issued with comparable 

maturities was approximately 140 basis points. 

Preferred stock has been an attractive investment from time to time because 

of the Dividends Received Deduction (ORO) to institutional investors. High 

quality sinkina fund preferred stock has been used extensively in what is now . ._ I • 

20 
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A. 

labeled tbe non-qualified fund but has lost some of its appeal due to the 

reduction of the ORO to 70% from 8S% and the aeneral lack of supply of hiah 

quality issues. 

Wllal ........... stract•r• or tbe deco••lssloal•l portrollos .. d what has .... . 

tile lllstorlcal la.rnt•••• pertor•a•ce1 

On December 31, 1911 the asset mia:. of the decommissionina fund was as 

follows: 

Non-Qualified Qualified Combined 

<QOO's) £Qgg'al £QQQ'al 
Cash A Equivalents s 274 S 1,19S s 1,469 

Municipal Bonds 20,040 76,172 96,912 

Preferred Stock __l.lli ~ 1.11~ 

Total $22.129 JZI.~~7 ~~~~.12~ 

17 The histor ical investment performuce :as of December 31 , 1988 is as follows: 
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How was the Compa ny's 5 .. 5% earnln& rate computed? 

Since earnings of the decommissioning funds are taxable, t he funds receive the 

greatest benefit from tax free municipa l bonds. An analysis of historical 

municipal bond yields was performed. Thirty-eight years of Moody's "Aa" 10 

and 20 year municipal bond yields were examined a nd compared to the 

Consumer Price Index (CPI) for a like period. To smooth out the effects of 

market distortion, 30 year moving averages were calculated for both mat urities. 

The 30 year moving average yield spread to CPI for the 10 year "Aa" municipal 

was calcul:ued to be a negative 8 basis poi nts. For the 20 year "Aa" municipal 

the spre:ad was a positive SO basis points. The average earnings rate was derived 

by weighting the average yield spreads to CPI of the 10 and 20 ye:1r "Aa" 

mur.:cipal bonds. By assuming a SO/ SO weighting or the two spreads the 

f ollowing results were obtained: 

Municipal 

Bond 

10 Year 

20 Year 

Average 30 

Yea r Spread 

Over/ Under CPJ 

·0.08% 

O.SO% 

22 

Assumed 

Weighting 

50% 

50% 

Weigh ted Average 

30 Year Spread 

Ovcr i Uodcr CPJ 

-0.04% 

±.Q.ll% 

:Q.ll% 
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.~EVfSED 
How waa the Co•paay'a 5.5" earalaa rate computed? 

Since carninas of the dccommiuionina funds arc taxable, the funds receive the 

areatcst benefit from tax free municipal bonds. An analysis of historical 

municipal bond yields was performed. T hirty-ciaht years of Moody's "Aa" 10 

and 20 year municipal bond yields were examined and compared to the 

Consumer Price Index (CPI) for a like period. To smooth out the effects of 

market distortion. 30 year movina avcraacs were c:alculatcd for both maturities. 

The 30 year movina avcraae yield spread to CPI for the 10 year "Aa" municipal 

wu calculated to be a ncaative I basis points. For the 20 year "Aa" municipal 

the spread was a positive SO basis points. The averaae carninas rate was derived 

by weiahtina the averaae yield spreads to CPI of the 10 and 20 year "Aa" 

municipal bonds. By auumina a SO/ SO weiahtina of the two spreads the 

followina results were obtained: 

Municipal 

Bond 

10 Year 

20 Year 

Averaae 30 

Year Spread 

Over/ Under CPI 

·0.08% 

O.SO% 

# -, 1~•-A.ilJ :-. - I .. f , ' 

22 

Assumed 

Wejgbtjna 

SO% 

SO% 

Weiahted Average 

30 Year Spread 

Over/ Under CPI 

·0.04% 

±2..ll% 

;tJUJ.% 

• I • 
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REVISED 
By addina the weiabted avcraac yield spread above to the CPI as forecasted by 

the Company, an after-tax carninas rate was derived. 

Company's 

Lona Term Weiahted Assumed 

Avenae CPI Averaae Earninas 

Eslaililll SIUGid QVG[ CEI BllG f,U,I:III 

S.34111 0.21% S.S% 

Siacc the assumed e:uninas rate is tied to the Company's forecast of the CPI this 

rate will be subject to cbanac f rom time to time. 

Wily tlon the Co•J••Y feel lbla rate Ia appropriate? 

Based on the taxability of t he decommissioning fu nd, it was determined that the 

most meaninaful proxy for f uture earninas growth would be to compare 

historicallona term municipal bond yields against CPl. This long term look at 

historical municipal bond yields gives a good picture of the trend of bond yields 

durina periods of both very low a nd high periods of inflation and the effects 

that the •oil shock• of the 1970's had on the market. This demonstrates that over 

lona periods of time it is difricule to beat inflation. 

Because of the limited and erratic supply of high gr:1de preferred stock issues. 
.. " .. ., ~ .. 
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it would be inappropriate to make an assumption chat these hiaher yieldiaa 

scc:aricies make up a sianificaac part of the asset mix in the future and 

therefore, impact the Company's earnings rate assumption. 

Total return measures include any unrealized appreciation or depreciation of 

a security which will vary with market fluctuations. This is particularly useful 

for securities which do not have a final maturity such as common stocks. Since 

the decommiaioning fund is generally comprised of fixed income instruments 

which have a stated maturity and will be used to eventually fund a liability 

with a known payout date, it was determined that it will be the earnings cash 

flow and the compounding of thltSe earninas chat will provide the doUan 

required rather chao price appreciau on. For instance, auume a portfolio was 

to purchase a Sl million, 20 year bond at par. with a S.6CW, coupon and that the 

reiavestmeoc rate on the coupon payments is also S.6CW,. Over the life of this 

bond the interest earned on interest represents over 40CW, of the total income. It 

is this Income flow and accumulation of the reinvestment of that income that 

will finally determine the ability of the Fund to meet its obligation and 

therefore, was the determining factor in selecting this methodology. The 

Company's investment strate&Y has generally been one which focuses on long­

term earnings accumulation. rather than one which attempts to capitalize on 

short-term price differentials between securities. 

.. • l ;;t _, * • .. .., • . . . r 
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A. 

How oftea slaoalcl coatrlltatloas be aacle to the Compaay's Decommluloala1 

F•••' 

The Company bills its customers for service provided on a monthly basis. A 

portion of the cosu recovered in a billina cycle arc considered costs associated 

wilh nuclear plant dccommiuionina. In that the costs arc recovered by the 

Company on a monthly basis, monthly contributions to the fund arc considered 

to be most appropriate. The current Decommission ina Studies assume that fund 

contributions and carninas arc applied on a monthly basis. 

Mr. Hoff•••· does this coacl•cl• yo•r lulhnoay7 

Yea, it does. 

.. -.~ . , -· .... .,-; ... . , t -,.. 
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BIFOBE THI FLQRIQA PUJLIC IIRVICI COKMIIIION 

FLQBID& PQ!JB i LIQBT CONPAHX 

TIITIIOIY or 
GARY Q, ISUIERIIS 

DOCJSET NO, 870098-EI 

FIIBUABY 27, 1989 

Please state your name and business address. 

My name i s Gary G. Kuberek and my business address is 9250 

West Flagler Street, Miami, Florida 33174. 

By whom are you employed and in what capacity? 

I am employed by Florida Power & Light Company (the 

Company) as Assistant comptroller corporate Tax. 

Please describe your educational background and business 

experience . 

I am a graduate of the University of Tennessee with a 

Bachelor of Science degree in Business Admin i stration , 

with a rnajor in accounting. In addi t i on, I have complet ed 

the Executive Program in Business Administrati on at 
Columbia Univ~r:J itv . I WltR el'ln l ,...., ..... ~ ........... • ,.., · l -.r:r .:.n 

1 



1 

2 

J 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

1 3 

14 

15 

16 

17 

.a 

19 

20 

2 1 

22 

2 ) 

24 

2 5 .. 

1972 and have worked in its Accounting Department since 

that time. I have held various technical and manage~ial 

positions with the Company, including Tax Analyst, l1anager 

ot Corporate Tax, Assistant Comptroller and Manager of 

Corporate Tax; Assistant Comptroller and Director of 

Corporate Taxes and Property Accounting and my present 

position, Assistant comptroller Corporat e Tax. I was 

Chairman of the Edison Electric Institute Taxation 

Committee for the f i scal year 1982-1983. Before joining 

the Company , I held various positions with the Internal 
Revenue service. 

Q. Will you please describe your duties as Assistant 

Comptroller Corporate Tax? 

A. As Assistant comptroller Corporate Tax, I am respons ible 

tor directing the Company-wide functions concerning taxes 

and providing tax policy guidelines to all levels of the 

organization. In addition, I am responsible for advising 

management of the effect of taxes on business decisions. 

Q. What is the purpose of your testimony in this proceeding? 

A. The purpose of my testimony in this proceeding is t o 

2 
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decommissioning costs included in the Company 's cost of 
service and significant changes i n regul ations occurring 

subsequent to the Company's last decommissioning hearing . 

How are nuclear decommissioning coats accounted for i n the 

Company's books and records? 

In compliance with Order No. 10987, Docket No. 810100-EU, 

issued July 13, 1982, the Company recovers the estimated 
nuclear decommi ssioning costs over the rema i ning li fe of 

the nuclear unit . The nuclear decommissioning costs are 
recorded as a separate e xpense i n sub-account 403 , 

Depreciation Expense. The related decommissioning 

reserves are also segregated withi n t he accumul ated 

provision f or depreciation . Revenues c ol l ected associated 
with nuclear decommissioning costs are deposited i n t he 

funds on a monthly bas i s . 

Are the parties owning an interest in the nuclear units 

ot the Company required to provide tor t heir proport i onate 

share of the total decommissioning costs? 

"/es . The pa r ticipati on agreements a r e assoc1at.ed ·.\l t.h St . 

Lucie Unit No . 2 and are between t he company a nd Fl ori da 
. .. .:. 
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~.,llll!l! biH Ofl t u ll!; ) , L aspeot lve l y . These agreements s tate 

that the participants shall make funds 11available for 

payment of decommissioninq (and disposal) costs on the 

same basis and with the same priority as (those ) provided 

by the Company11
• Excerpts from the FMPA a nd OUC 

agreements are included in my Document No . 1. 

Based upon the Company's previously approved study , what 

are the annual amounts .included in cost of service for 

nuclear decommissioninq? 

The annual amounts previously approved by the Commission 

and required for nuclear decommissioninq are as follows : 

IQtAl ~Qmli!AD~ J:l.u: i ig i sa~ i QDA 1 

Turkey Point Unit No. 3 $ 5,504 , 080 $5,355,895 

Turkey Point Unit No . 4 4 , 022,756 3, 9 14 ,544 

St. Lucie Unit No . 1 5 , 019 , 875 4, 8 8 4 . 338 

St. Luci e Unit No . 2 4,79 6 , 1 15 ~. 667,100 

Based on the company's petition in thi s proceeding, what 

are the annual amounts required to be included in the 

Company's cost of service? 

The annua l amounts required for nuclear decornmission1ng 
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REVISED 
Total Company Jurisdicional 

Turkey Point Unit No. 3 $ 8, 766,809 $ 8, 611,724 

Turkey Point Unit No. 4 11,630,612 11,424,866 

St. Lucie Unit No. 1 8,475,393 8,325 ,464 

St. Lucie Unit No. 2 7,241,989 7 ,113,878 

What is the projected date that each nuclear unit will no 

lonqer be included in rate base for ratemakinq purposes? 

For purposes of the present decommissioninq f ilinq, the 

Company projected that the nuclear units would be retired 

and removed from rate base for ratemakinq purposes as 

follows: 

TUrkey Point Unit No. 3 April 27, 2007 

Turkey Point Unit No. 4 April 27, 2007 

St. Lucie Unit No. 1 March 1, 2016 

st. Lucie unit No. 2 April 6, 2023 

Have any laws been enacted or regulations been issued since 

the last decommissioninq hearinq which have a siqnificant 

attect on nuclear decommissioninq as discussed in your 

testimony? 

Yes. Section 468A of the Internal Revenue Code was added 

by the Tax Retot~ Act of 1984 providinq for a n annual 
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election t o make a tax deductible contribut ion to a 

qualified nuclear decommissioning fund i f certain 

conditi ons are met. 

In 1986, t he Treasury Department issued Temporary 

Re9ulationa under Section 468A. The Temporary Regulations 

provided transition rules which allowed a tax deduction 

for cash payments to a qualified nuclear decommissioning 

fund tor tax years 1984 through 1986. The final 

regulations were issued in March 1988. 

on June 27, 1988, the Nuclear Regula~ory commission (NRC) 

issued a final rule amending its regulations , to be 

effective July 27, 1988, requiring that fi nancial 

aaaurance be provided so funds will be available for 

deco111J1lissioning nuclear units. This assurance must be 

demonstrated by one of the following methods: 1) 

Prepayment priQr to the start of operation ; 2) External 

sinking fund , or 3) A surety method , insurance or other 

9uarantee method. Under the prepayment or sinking fund 

methods, the NRC would require that funds for nuclear 

decommissioning be segregated from the licensee 's other 

assets and outside the licensee's administra~ ive control . 

In addition, t he NRC rules requ i re utilit i es wi th 

. ~· ·= : ;: - .. .- i ~ -
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Q. 

A. 

minimum decommissioning funds based on megawatt thermal 

capaci ty . Under t his rule, the company would be r equired 

to provide a mi nimum of approximately $95 million per unit 

at Turkey Point and approximately $100 mil l ion per unit 

at St. Lucie ( in 1986 dollars). These NRC esti mates do 

not include costs to ship spent fuel and demolish non-

radioact i ve structures , as the NRC does not consider these 

decommiss ioning activities. These amendments to the 

regulations effectively require a utility with an 

ownershi p interest in a nuclear unit t o establ i sh an 

external fund to provide for decommission i ng of the 

nuclear unit . 

In order to meet the conditions of Section 468A of the 

Internal Revenue Code and to comply with NRC requ i rements , 

the Company determined that the current arrangement, 

placing nuclear decommissioning funds with a trustee was 

required . This arrangement a l so compli es with Order No . 

10987 which states that "decommissioning cost of nuclear 

CJenerati ng uni ts shall be funded by us e '1 f a funded 

reserve" . 

What i s a qual ified nuclear dec ommi ssioni ng fu nd ? 
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eatab1 ished to meet the requirements of Section 468A o f 

the Internal Revenue Code. 

~~at is the purpose of establishing a qualified fund? 

The purpose of establishing a qualified fund is to permit 

the Company the opportunity to make an election to take 

a tax deduction for cash payments to a nuclear 

decommissioning fund. In the absence of an election under 

Section 468A of the Internal Revenue Code, payments to a 

nuclear decommissioning fund are not tax deductible until 

economic performance, i.e. actual decommissioning, occurs. 

What are the major requirements under section 468A of the 

Internal Revenue Code for obtaining a tax deducti on for 

a payment to a nuclear decommissioning fund? 

The major requirements which must be met under Section 

468A of the Internal Revenue Code in order to obtain a tax 

deduction are: 

1. The taxpayer must receive a ruling from the Internal 

Revenue Service approving the schedule of amounts 

(ruling amount) applicable to the nuclear 
: ,.. 
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2. 

3. 

4. 

The payments to the fund must be included in cost of 

oervice for ratemaking purposes. However , such 

amount is limited to the ruling amount for tax 

deduction purposes: 

The taxpayer must establish a nuclear decommissioning 

trust fund for each unit; and 

The fund investments must be limited to those 

enumerated in Section 468A of the Internal Revenue 

Code. 

In my Document 2, I have included selected pages from the 

executive summary of the Company 's filing which explains 

in more detail the requirements, the tax consequences and 

advantages and disadvantages of a qualified fund. 

Why did the company elect to make contributions to 

qualified funds for years 1984 through 1987? 

In Order No. 17467, Docket No. 870273-EI, issued on 

April 27, 1987, the Commission required the Company to 

file requests with the Internal Revenue Service seeking 

ruling amounts under section 468A. The Company fil ed its 

-n~ 
(' . . 

9 

·. 



1 

2 

3 

.; 

5 

6 

7 

8 

9 

10 

11 

12 

lJ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 Q . 

aaounta for the Turkey Point Units in December 1987 and 

the St . Lucie Units in January 1988. Upon rece ivi ng t hese 

ruling amounts, the Company had thirty days t.o make 

deposits t.o qualified funds for years 1984 t h rough 1986 

or lose the ability to make elections for such years . 

After giving consideration to the reduction i n the 

corporate Federal income tax rate from 46\ to 34\, 

effective July 1, 1987, the Company believed the 

advantages of the qualified fund outweighed the 

disadvantages for those years. The Company elected to make 

qualified contributions to nuclear decommissioning funds 

tor tax years 1984 through 1986 and filed amended tax 

returns. Based on the previous analysis, the c ompany 

elected t o make qualified contributions for 1987 i n the 

original return as fi l e d . The r evenue requ irements 

related to nuclear decommissioning determined i n the 

Company • s previous filing were premised upon a 4 6\ Federal 

tax rate . With the lowering of the federa l tax r a te t o 

34t, the company incurred a projected deficiency i n its 

funding . In fact, the annual revenue r equ i rements 

requested under the petition as filed would have been 

hiqher had the Company not made these elections . 

Should the Company be required to elect qualified nuclear 
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No . While the required contribution must be funded eac h 

year, the Company decides whether to make con~ributions 

to e ither the qualifie d or nonquGli t i od nuc l e ar 

decommi ssioning f und based on 

circumstances applicable to 

the current 

the Company . 

fac~s 

If 

and 

the 

commission were to require the Company to elec~ and make 

contributions to the qual i fied funds, it woul d ~ake away 

the Company ' s ability to adapt to changes in circums~ances 

in the future that might produce l ower revenue 

requirements f or our customers. By prescribing taxpayer 

elections, the Commission would impede the abil i ty of the 

Company to avail itself of the most cost effective 

strategy and, therefore, I would strongly recommend 

against setting such a precedent. 

Does the Company believe i ts c urrent f il i ng will provide 

the funds necessary to decommission i ts nuclear units 

based on the current decommi ssioning study performed by 

TLG Engineering, Inc . and the c ost escala~ ion a nd 

inflation rates s upported by the Company? 

Yes . The company believes that based on the current 

decommi ssioning study performed by TLG Engineer i ng, I nc., 

a nd the cost e s calation and inflation r a tes suppor~ed by 

tn"9-COI!Ip~y ,. t h 'l r~~ac-.v ... -y o f ~~..::•Jri -=i=:. in:J cos~s !~a t: 
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forth in its petition will be sufficient to decommission 

the nuclear units upon termination of their licenses. 

Should the dismantlement of nuclear non-contaminated plant 

components be included in the funding for nuclear 

decommissioning, or recovered separately through 

depreciation based on the lives and costs specifically 

related to those nuclear non-contaminated reusable 

components? 

At this time, the dismantlement of the nuclear non­

contaminated plant components is and should be included 

in the funding for nuclear decommissioning. If the 

nuclear non-contaminated portion of the unit is retired 

at the same time as the nuclear portion, there would be 

no significant difference in total costs since such costs 

have not been considered in current depreciation studies 

and removal of such costs from the decommissioning s tudy 

would cause an offsetting deficiency in depreciation 

~e•erves. If, however, at a future time , the nuclear non­

contaminated portion is determined to have a useful l i fe 

beyond . the nucle.ar portion, it may be preferable to 

r ecover the related removal costs as a component: cf 

depreci~tion to more closely associate these costs with 

each unit's period pf-genorati~n. 
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Should a decommissioning cose study be required !rom the 

Company addressing the exclusion of nuclear non­

contaminated components and facilities which can be used 

!or generation of power subsequent to decommi ss1oni ng of 

~he present nuclear components? 

currently , as discussed by Company witness, Mr . Denis, 

i t does not appear that there is any basis t o conclude 

that nuclear non-contaminated components will have a ny 

significant value upon decommissioning. If i t can later 

be established that the nuclear non-contaminated 

components and facilities have a useful life beyond the 

nuclear facilities, a cost study should be required and 

the removal cost of the nuclear non-contami nated portion 

~ould. be spread over the extended period the unit would 

provide generation. Since this i s not presently the case, 

no change to the study filed i n the company's pe~ition 

should be made . 

If a decommissioning cost study is required addressing the 

exclusion ot nuclear non-contaminated components and 

facilities, i n what time frame should it be requ i red? 

! ! the Commission decides it is in the ratepayers' best 

: nterest to separate the nucl ear non-contaminated por t ion 

13 



1 

2 

3 

4 

5 Q. 

6 

7 A. 

from the decoJDJDissioninq study , I recoJDJDend that the 

proper t i me to incorporate this change would be i n the 

Coapany•s next decommissioning study. 

Ooea thi s conclude your testimony? 

Yea , it does . 
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SECTION 11- Deeommi!lionils IDd Dilpoel 

eo.,.,., in ita lOla cllaretion lhaJl have the authority to determine 

at uy time whe tbl Estimated Useful Llle or Ecooomio Llle of 'St. Lucie 

Unit No.2 hu ended IDd tbereupan to nUn St. Lucie Unit Mo. 2. Company 

lhaJl aereiH I&Jd dllaredon in pod faith. 'nMreupon, Compe.ny may take 

such action, on behalf of all Ownera, u may be Deotul"'y to terminate 

operation and to plan St. Luote Unit No.2 In al&felhutdown condition, and 

further may, ln ita lOla diloretioa. decommiaioa aDd d' lpOH of ADd 

tbenalter maintain St. Luaie Unit Mo. 2. Company lhal1 have sole 

r~~~PG~IIibWty foe>, and 11 fully autborized to aat on behalf of Participant 

with r..,.at to termJD&tSan of op.ndon, decommiDionlftc, dllpOI&l and 

IUbNqulnt maJDtenanoe of St. Lucie Unit No. 2 (lncludlftc all related waste 

produatl ud materiala). l8otl Owner lhal1 be retpOalible for its Ownership 

Peroeat.lp ot aD caas lnourred In oonaeetion therewith (ln accordance with 

Seotiaa t), aDd lhal1 be udtled to itl Ownership Percentqe ot the Mlvqe 

value ot St. Luaie Unit Mo. 2. Tbe provtaions of this Section 18 are subject 

to tbe Umited option provided ill Section 20. 

SECTION 1t- Prowilion for DeoommillioninJ Coetl 

a.pminc with Plrm Operation. Company intends to provide !or 

deooiDIIl'-iODinr and d1lpOI&1 COltS throurh lncludinc in Its depreciation 

rat• and ahal'pl a nerattve aalvqe value applicable to St. Lucie Unit 

No.2. Participant shall prcmde thr'OU(h Its depreciation rates or throU(h 

cha.rfa to its members or from other cuh sources a promlon Cor 
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deoonalllillioftinr and dilpolal 001t.1 baed on Participant's Ownership 
Pernatlp no 1- at 1111 time tbaD that aceunaulated by Company in its 
dlp'eaiadoa ratel or tN'Oulb ot!Mr charpl u reported to or~ by the 

Federal ED-u J1eculator7 Comnaillioll or its suoc••ar biNd on Company's 
o.....up Percentap. If eo.,_,, by its own deoilion or by Cll'der of 1111 
p...,.•w authority, 'pi"CMdea at U1J time a tUDd or other IMUI'tty for 

deoOnamillloah~ IIJIJ/or dlipOIAI ot St. Luaia Unit Ho. %. PU'Uciput sl".all 

aaaaibute to IUOb tUDd or otber .....tty ill propartioa to its Ownership 
P-tap· or ..u.bUib a ..,.ata fUDd or MCNrity ill proportion to its 

fund or Meurity lb&l1 be available tor the peyment ot deoommi.aionin( and 

dilpOMI OOIU with no 1Ma priority thaD the fund provided by Company. 

, I 
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DICQJQIISSIOIIIIIG 
FVJII)IIq ILUBQTmS 

OUALIFIID y1. NOIQUILiliiD 

oyalititd Dtaomaittioninq rynO 

Section 468A of the Inttrnal Ravtnua Code (Code) provides for an annual election tor contributions to a qualified fund. Listed below are the raquirtmants impostd by the Cod• and Treasury Regulations which must bl mat to secure the tax deduction as well as the tax constquences of utilizing a qualifi ed decommissioning fund: 

RequirMIDtl: 

1. In raqueaeing and obtaining a schedule of ruling amounts : 
(a) The Internal Revenue Servi ce (IRS) will not provide a schedule of ruling amounts until a public utility commistion (l) baa dttermined the amount of decommissioning costs to be included in the taxpayers• cost of service, and (2) has disclosed the after tax return and any other aatucptions ustd in establishing or approving such amounts tcr taxable years beginning on or after January 1, 1987 . 

(b) A request for an initial or revised schedule of ruling amounts must be tiled -...itb the IRS on or before the "deemed payment deadline date .. of the first taxable year to which the schedule ot ruling amounts will apply, i.e. March 15 ot the succeeding taxable year for calendar year taxpayers. 

Qocklt No. 870098-EI 
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DIQOMIIIIIOIIIQ 
I'Jliii)IJIG AL!I'QTIDI 

OUALIPIIQ ya, MQIQUILIPIID (Cont'd ) 

Requirtaeata: (Cont'd) 

2. The maximum amount which can be contributed t o a qualified 
nuclear decommissioning fund cannot exceed the lesser of: 

(a) The amount of nuclear decommissioning costs included in 
the cost of service for a taxable year (to the extent 
such coats are directly or indirectly charged to 
customers of the taxpayer by reason of electric energy 
conaumed during such taxable year or are otherwise 
required to be included in the taxpayer's income); or 

(b) The applicable ruling amount for that year. The taxpayer 
must secure a schedule of ruling amounts from the IRS 
that will generally be determined on the same basis as 
that used for regulatory purposes, except that the ruling 
amount may not exceed the amount necessary to fund that 
portion of nuclear decommissioning costs which bears the 
same ratio to the total nuclear decommissioning costa as 
the period for which the qualified fund is in effect 
bears to the estimated useful life of the nuclear unit. 

3. The assets held by a qualified fund can be invested only in 
the following types of securities: 

(a) Public debt securities of the United Sates . 

(b) Tax-exempt obligations of a state or local government 
that are not in default as to principal or interest; or 

(c) Time or demand deposits in a bank or insured credit union 
located in the United States . 

4. A separate qualified decommissioning fund must be established 
for each nuclear unit. The fund must be maintained at all 
times in the United States pursuant to an arrangement that 
qualifiea as a trust under state law and must be established 
tor the exclusive purpose of providing funds for 
decommisaioning. 
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TAX CODieq»IDCII 

DICQIMIIIIOKIJq 
lJlJU)IKG ALQID'l':ryll 

OQALiliiQ ya, IQIQVJLiliED (Cont'd) 

5. The tax effects of making an election under Code Section 468A 
are: 

(a) Contributions to the fund are deductible as long as they 
are paid to the fund by the "deemed payment deadline 
date", i.e. March 15 of the succeeding tax year for 
calendar year taxpayers; 

(b) All distributions from the fund are included in the 
taxable income of the electing taxpayer with the 
exception of direct payments of administrative costs and 
other i ncidental expenses of the fund; 

(c) In substance the Code allows a deduction in the year of 
decommissioning only to the extent that decommiss ioning 
expense• exceed the amount distributed from the qualified 
fund for decommisaioning expenses; and 

(d) Contrary to the tax l aw in general, the taxpayer receives 
no deduction for decommissioning expenses paid with 
earnings of the qualified fund . 

6. The tax effects on the qualified decommissioning fund are: 

(a) contributions are not taxable to the fund; 

(b) Earnings of the fund are taxable at the highest corporate 
rate in effect for the tax year i n wh ich the earnings 
accrue; and 

(c) Administrative expenses paid by the quali fied 
decommi ssioning fund (other than an amount paid to the 
electing taxpayer) are deductible by the fund. 
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DICQJQ(IIIIOIIIICI 
lJlii)IIG AYn'J!TJYII 

OUALIPIID ya, NQIQQILIFIIP (Cont'd) 

Adyaataqes of a oualified lgad 

The two primary benefits of a qualified decommiss ioning fund are 
the increased revenue requirement stability and inc reased security 
of the fund. 

stability 

Increased stability is provided over the remaining life of the 
plant, including the period of decommissioning. This increased 
stability is a result of the levelized IRS method of funding 
whereby the effect of tax changes are levelized and no particular 
vintage of customer gets a windfall or detriment solely due to the 
timing of tax rate changes . 

s ecurity 

Increased security of funds is provided, since contributions to a 
qualified decommissioning fund cannot be used for any purpose other 
than deco11111issioninq and the fund is limited in the nature of 
investments permitted. This insures that the funds are used only 
for the reason they were intended and not used for any other 
purpose. 

Disadyaptaqe• of a oualitied pypd 

The primary disadvantaqe of a qualified fund is its inflexibility 
as evidenced by the inability to transfer over or underfunded 
amounts to other units , the limits on the maximum amount which can 
be funded and the restrictions on investment alternat ives. 

Transfers 

The inability to transfer dollars between funds is the most serious 
problem since it removes the ability to make up a shortfall in one 
fund with an overage in another fund. 
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DI®IIIIIIIOIING 
FUIQIIQ ALQIUIM'rD!I 

OQILIPIIQ ya. IQIQQILIPIID (Cone'd) 

Diaadyaptaqta of a oualifitd fUDd (Cont•d) 

Contribution Limits 

The limit on the amount which can be contributed to a qualified fund each year makes it impossible to realize the tax advantages of the qualified fund for all amounts collected. Any portion of the amounts collected attributable to nonqualified decommissioning costs cannot be contributed to a qualified fund. In addition , any amounts contributed to a qualified fund are limited to ehe amounes collected based on energy consumed during the taxable year i n queseion. 

Investment Alternative Limits 

The l imits on investment alternatives could be a disadvaneage i n eimes when oeher financial alternatives would be more attrace ivfl. 
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