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Proposal ro E~ttc:nd Plan for !he: Recording of Certain Expc:n~c~ for llle Year~ 

1998 and 1999 for Florida Power & Lighl Company 

Dear Ms. Bayo: 

Enclosed pi~ find for filing wil.h !he Public Scrvace Commission the original and 1.5 copies of 

rebuaal testimony of MIIX A CK:chcttl and Tho~ C. De Ward for filing in !he abovc·rcfcrenccd 

dockcl . 11~4"1 - <i-( 11 ~'!'~ · 1'1 

Thank you for your assisiiUlCC in fi ling !he above Should you have any quesuon~. plc:•se do no1 

J\,('1( . hcS~UIIC lO COnUICI !he undersigned. 
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Ve{y 1ru!y yours, 

~ALEM . SAXON & NIELSEN, P.A. 

) Manan B. Rush 
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SERVICE LIST 
(PSC DOCKET NO. 970410..EI) 

William Cochran :Keatin&, IV, Esq. 
Robert EliaJ, Esq. 

Aorida PubUc Service Commission 
Gerald L. Gu.nter Building 
2540 Sbwnard Oak Blvd. 

Room 301 
Ta.llalwsec, FL 32399.0850 

Telepbooe: 904-413-6212 
Facsimile: 904-413-6250 

Matthew M. CbUds. Esq. 
Steel, HectOr & Davis 

21S Soutb Monroe 
Suite 601 

Tallahassee, FIL 32301-1804 
Telephone: 904-222-2300 
Facsimile: 904-222-?SIO 

WUIIam Feast.cr 
Aorida Power & Light Company 

21S S. Monroe 
Suite 810 

Tallahossec, FL 32301-18S9 
Telephone: 

Faaimlle: 904-224-7197 

Jack Shreve, Esq. 
Roger Howe. Esq. 

Office of Public Counsel 
Ill West Madison Street 

Room 812 
Tallabassec. FL 32399 

TelepboOJe. 904--488-9330 
FacslmJic: 904-488-4491 
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A. 

BEFORE THE FLORIDA PUBUC RERVTCE COMMISSION 

AMERJSTEEL CORPORATION 

REBUTTAL TESTIMONY OF THOMAS DE WARD 

DOCKEr NO. 970410.£! 

NOVEMBER 3, 1997 

Pleae swe yoiU rwno and ad.drcss 

My uame is Tbomu De Wed and my businenlddtas is 2S806 Glover Court. 

Fazminpla Hills, Michl.&&n 4133S. 

Please briefly descn'be your cdlatiOD&l baclcground and YOIU prior experience in 

regulatory manen. 

J have an M.B.A. from the Uaiverrity ofMichipn. I am a C.P.A . licensed 10 the 

State ofMlcblpn. Prloc to beeomina the Vice President-FUWlcc of Midwest 

Door mel Wmdow Co. in April oflhis-ycv, I spc:ut nearly sixteen yean in the 

regu1ltoty fidel I bave lallfied in nu::nm>\13 cases in the stan:s of Califonua. 

Omnedian, Florida, lbwai i. Kentucky. Michipn. NCVllda. Texas and Virginia 

I have patticip&lcd in oac form or anodm in over l 00 utility cases 

What is the pwpose of your rdluttal tottimony? 

Tbe pu:pote of my rebuttal tntimony is to rebut certain pruwnplions end 

rtl:frmCUI proffered in the direct testimony of FPL wi!DeSS Mr. H A. Gower with 

1espec:1. to \be A~e rar.m•kme for nucl~~~~r decotrmuUionln~ acmWs and 

with~ to pmniunu paid end com incwn:c! to reacqWJ-e and rdinAnCC debt 
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In hU testimony, FPL wi!DQS Ocrwer dt~CUSSe31hc traditional utiliry ar{!umenl 

that the current reropitlon of the lO.wled DUc.lear dccQmmisSionina reserve 

ddicieucy wiU benefit ratopayen illlho lona·nm. Do you &81U with that 

&I'JIIIDCDI.? 

No. l1lc ~ecoazmuniutions indllltry is . aood example or why tht) theorem i) 

not always conect. Today the telecommunit8rions oompanies tn FloridD ~ 

luldY dcreJulllled To lho extern that dqlroci&tloo reserve dcfic•cncies were 

writtc otr u lmmecfil1e charta to depreei&Uoo expeme and thus rodu.cod 

owreamilJas or inc:reued ~ requlre:meuts, the benefit hu been reepcd by 

chc ablnholdcr's of the now dercauJatcd telecommunication companies. In oth.er 

worcb, \he rcdu.cod future opensc will never benef\t ratepayers if competitiOn in 

the 1\.nme results in dereplated xrvic..-, rotbcr than rates detmnined in o 

trlditioaal COSI of tcrVicc 0'\IUlDCI' Ratcpa)'Cn -.uld tJc, far better off 1f note~ had 

been rccluced or rate lnaeue.. if applicable, bad beat reduced. Whlle there is no 

~thai the electric utilltiea will be dC'te~tecllhat seems 10 tJc, the trend 

throughout the: country. Moreova, there is no indication th.1 FFL would have 

reuon to 10ek 11 base rate Increase ir; the foncable futut.c: Therefore. if any 

allepd dccoalmimonina J'CMnle de6ctcncy i! allowed to be cbaraed qainst what 

appeal to be overcaminaa. ~rs may never benatlt In lhat rates wtll remain 

at lbc cum:nt I eve b . 

If the Compmy writes offtbe allcted d~oruna ~ dcfictcncy as a 

one run. chaJie, is the: CorMUuion oblipted 10 follow the same accounlill4: 

uea~mcnt Cor ,.,,.,.ml purpo~CS? 
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A. 

DefiaiteJy not Financial reporting and rcgulauny accountina are often at odds 

As a flnlll!Ci•l ofllcer. a CPA. and angulalory accountant, I am av.-an that !here 

oftal are C<~CUodietions berwccn IICC:)untina praeticn =:eptablc to Industry and 

those wblch are appoprl&te iJI a recuJ~ory environment 

Do you bave 111 ex.nple wbeR ~ l'CJ)OI1iD& differs from "'iulatory 

loCQ)IIDtiJia? 

Yes, SFAS 106 ("'PEB") RJqumcla different accounting for he<Lilh C&l"f costs 

after retirancnt than had previously been in pbce. Some compmues. and in 

putlcular ulilltiea. provide for contiDued health care an.r !Wremcnt. In other 

wol1b. when m employee retires. tbcir medical oovcrqe b continued. Prior to 

1993, c:ompenicsiiCCOWted for this cost on the pay as you go method. In other 

worc:IJ, u c::l&lms wert IUbmittcd.. the: cost was recosnized. ~ accounting 

profession deemed this metbodoloeY was DO lonacr appropriate and RJQuirccl 

<:ompaniu to rcoosn1ze the cost of providing thiJ c.oven.cc over !he workina liVM 

of !he employee~. When SFAS 106 flm became cfJC<:tivc. as you c:an unqine, 

there wu • substantUIIiabUity for o(11lp)oyces who had ahudy ntircclrnd 

auocialed wi1h the ye~n current employees had already wcn1ted but no IIQ,., ua.J 

was beina ~· Thill a sublunti&l obUiA!Jon wu rcc:osnized wl:.c:n SF AS 

I 06 first became effective. ThiJ obU..rioo was known u the Transiuon Bc:nefil 

Obliption ("'TBO''). Companies w~ aJven !he option of ~liz:ing this "past" 

COfl u a ooe time dlari• or amoni.z:ina the cost over a peri.od of years Some 

c:ompani011, web as o-.1 Motors. took a u.mencroua one time obqe against 

caminas. 

J 



II 

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

l 

3 

4 

s 

6 

7 

I 

9 

10 

II 

12 

1) 

,. 
I) 

16 

17 

18 

19 

20 

21 

n 

21 

Q. 

A. 

Did the estab!ishmem of the reKrVe require any estimau~s? 

Yes, then: were numerous enimates involved. Perhaps the utimate which had the 

greatest imp3et wu the mimate of the escalation of the cost of health care. As 

you will~. tbe COS1 of health care wu esc•leting dramatically in the emly part 

of 1990s. Thus estimates were requimi oftbe rate 8l which health carc cosu 

W01.ild eaeaiiU' weU into the fulun!. It was not UZICOIIU!lOn to see estii!Uites for the 

immediate fuwe in the J1lllle of I 3o/t 10 17% annu.ally and then declining 

tberafter. It is tuY 10 cnvisioo tbc: cn:mendo:u mimales oftbe cost of 

providi.lg health cce for a 23 year old employee wt1h planned retirement at age 

65. Poe instaoee ifthe estimate included a 15%10 17%an.ruw compounded 

inc:tQse decllnin& 10 ay 6% in ~ years, with the funue amount discounted at 

7'Yo, the llabWty was enormous. Other estima•es inc;lnded discou.nt ntl'n md 

earninp on lnvestme111J should there be any ftmdq of costs. Of course. many 

compmles opted not to fund tbe liability but meJely to provide a rexrve. Another 

estimate involved what share of futlln costa would be covered by Mcdican: 

Recently, there bas been some dramatic ~Q in the annual lnc:rease.s in the cost 

ofbealth care. Annual increases am under I 0%. Had this been known at the time 

the original estimate of the Transition Benefit Obliption was determined. the 

raults tOuld be dramaliWiy differenL General Motors one~ ~e would 

have been leas Tbe COS1 of MTVi~ ror utili ty compeu.la would have been lower. 

Those utilities who 10ught rare relief would ~ l'llqUired a suWler increase or 

the reduction would have been pate:r in overeami!liS C&SC$ because of more 

realistic CltiiD4W. 

4 



I 
I Q. Is the estimm of cons ~i.ted with bealt!l care costs similar to the: estJm4tc:.s 

2 of future dccol'!lll\iJAou!na of nuclear plants? 

I ) A. To some c:xten~; bowe\.u, there are impottam distinctiotlJ puticulazl)' as 11 •s 

I 4 applied w this cue. The esrimi!M of Sf' AS I 06 cous genera! I y are mo.clc by 

s actuaries. They lire expeab .r detCilllliniJI& trmds bul they do make errors tn the 

I 
6 estimates offunn eotts. In maliaa tbeac: ~ l am.anc ID ICtlW)' ~ltu on 

I 7 prior trends to tlclwmine ~ cosu. l'hiJ make$ tenSe. This is a major 

I 8 differeace In ertlm•rina tbe cost of dec:otmn.Wionin5 nutiCII' facilities. There 

9 bave been &w doeoauni.tsi.oa to d.!c. Thus.. there is little lldUal expc:ricncc 

I 10 that could be UJCd for estiDY'i"' fUturt cSec:ommiuionina com. The estimates of 

I II future dccommilsionina costs is highly uncc:rtain for other rusons as well 

12 Changa i.n c.clmology, escalmon rates, ADd revisions to the u.sefullives can o.ll 

I 13 affect the estima1c:s of future cous. 

I 14 Q. Didn't the rllliDCial Sta~~dmb 8ocd establish SOllie ,Wdeli.oeJ relating to tht 

I 
I' determination of SFAS 106 C0$1$? 

Yes, tbcx ~~aDded~ wac: detailed in SFAS 106. 16 A. 

I 17 Q. Were utilities bouDd by Sf' AS 106 for financial reportina purpotes? 

I II A. Yes. However, JOme ccnnmissioos deviated from SFAS 106 for nucmaldna 

19 pmpoJCS. Some commissions rDqUired utilities to COIUinue to recQgniz.e com on 

I 10 the .-r a you 110 mc::lbod for mc:m•!rina ~· Some cornmtworu n>qutn:d 

I ll that tbe cxptDIC' be flmded or the .dditiooal eotpeme over the pay., you ao "'ould 

22 DOt be .uow.d. Some coiJUDiJiioo.s CXIen.ded the amortization period. AI I staled 

I 2l earlier.- compuies, particularly 12lecocm:nmication comp&nJes. wrote otr the 

I s 

I 



l. 
I 

2 

I ) 

because of the current environment. namely deregulation. However, in the few 

iDstaDces tbnc I&IDe utilities were before commissionJ, they :argued for fuJI 

I • recovny of all lhe ccms ~rded ~they could be made whole . 

I ' 
6 

Q. Do you qsee wl1h Mr. Gower tha1 a tbeoretic:al deficiency in the fundin~ of 

I 7 1991 aDd 19997 

I I A. No. FPL '1 auclaa.r IIIUII each have an opeminJ life of 40 ye.n under their 

9 Uce111C1 ilsucd by tbe Nuclear ReauWory Commission. Thae has long ~ 

I 10 

I II 

12 

I 13 

relatiYely linle experience in ac:tual decommiulocina, and foroc:asts of futun: 

tlep!DJU mUJt be mad.c for IMI'IY yev. mto lhe iUNre Consequently, the 

I ,. 

I 
u thole ICtivtties ev=ly ovu the lic:e~~M life of the &netS. To IICCOunt for changes 

16 

I 17 clccowmlssionJna costs. rqulalory commissions. includina the Florid. Publ ic 

I II SeMce Commiuion, typiQ!Iy require pcriodicalJy updated nudies of nuclur 

19 decommimc:alna ~sa. In Florida. for example, NCb 11Udlet must be flied every 

I 20 

'• 21 

22 remedied 0\IU time. 

I 
I 6 
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Q. 

A. 

b the c:urrent PSC pracnce coru11tm1 with that epproacll? 

Yes. In Ordef No. PSC-95·1531-FOF·El issued in Oec.cmba 1995. aft~r 

revi.wizl& comprebcnsi~ alte-apccific J!Udles by FPL. the Commission 4p!)I'OVcd 

mlnaeue ill FPL 's annual acaual from $38 million to more lh&n $84 million 

ID Ibm order, the Commiu ion concluded: 

Bued on tbc ~ dollar coR to decomml"lon e.ach 

JNC:lev plsnt. tbc plant-:pedlic cootiJiacncy allowances. 

the piatu•specific escalation l"'l1:l. the COJ'I of extended 

llOf'lle for lpCCt f'IMI. and 1 flmd eamiJip rue of 4.9<W •• 

we bave cletmnlned the approprlal. juritdletioo.al iMual 

acc:rualamolllltJ DeCCSS&I)' co rec:oYeT future 

dcoomroiaioning costs ovt.r the remaiJlina life of e8Ch • 

nucleez powv planL 

Order PSC-95·1531 -FOF-El at p. 1.5). 

Thl.t ec:tion WIJ COOIIstmt wilh the Commrn:ion ' s lona·JIADdinl order thar 

cfeoomminionina eosu should be IICCNCd evenly over the U!e of the plarlu. And. 

u qUOI8d abo~. the: revilied 111111ual IICCI'UIIs wen cbianed to provide for full 

fundbl& of ~mminionina costs over that lime 6wne. includJn.& eon-ec:llon of 

any raerve defic:lc:ncies that wert idenufied a1 the time:. FPL will tile it1 next 

~ve llUdica in l&lc I 991. 1Jpoo c:omplecina iu review of tho• Jt\ld.iu. 

the ComD'!inion lbou1d determine if any fw1ber leijuatmc:nt rn the 111111ual acc:ru&.l 

u Wllnmled. lben :s oo oeed (.,.- eddnional •correctiooJ~ IDIIess the ocxt set of 

7 
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I 
I dccommialiooina studies demo~U~ntc chat tbt acauaJ levels establuhod in 1995 

I 
2 ue IDsuffieil'tlt. 

Q. Mr. Oowu ltllCS lhat IU future comprehensi~ studies ~ . ..;u only rem~ ; 

I • tho amount of tbe deficiencies. .. (Gower Direct. p 1 0). Do you aarcc with that 

I s ~? 

6 A. No. A1J1m1.ina theft will al_,.a be a a-t to ciecocMUssion nuclear plants in 

I 7 some manncT, a proviJion for deeommiuiOftina expaue ia apptOJll iatc. Given the 

I • lllllcDowm, poteutial teehnoloi)' changes, &Dd the potcntiaJ for chanaes m 

9 dccommlpionina requircromu, there iJ no ~ t.lw lhc perceived 

I 10 deftclmcy 11111y Plf'licula:r point could not tum into an exc:en In tbt fururc. 

I II CharJini the fullllm0Ur1! of I pcl'~ved dcfici=cy Ill &D)' ODC rime, paruc.uJarly 

I 
12 one u llrJe u $484 million \0 eustomen in ooc or two )"!an auign.s thOK 

C\II\OinCS'II buaely diapcopoctlonaoe lhiR oflhc future cost of d=:murussioruna. 
13 

I ,. Thil is an \IZU'QICOiblc ipp"'Kb to tbe ICCOUI1tiDa &Dd nnemVina of these fut~ 

I IS cons. Funhct, tbcle CUJComen would oow bear the IWl rUle thai futuze stUdies 

16 might ICIIal Of eliminate tb&t peYCeived deficiency al~. 

I 17 Q. Mr. ()ower c~inu tb&t M • •• La the c:umnt dynamic cnviroamftnl it is 1101 

I 18 reuonable \0 suspend tbe plan for correction of tbete wbst&ntial undern!covmes 

19 bealm iD Doc.kct No. 9S03S9·El uatil new studies arc filed." (Oo...,-er Dtnc1 p. IO). 

I 20 Do you II"JI'? 

I 2 1 A No. By edj~~~tiDa the annual tcCNal in 199S. the ComrruUioo bas proVIded for 

I 
:n cotTeetioo ohD'/ previou$1y identified undc:·rccovcry. Absan a coruplete review 

of any findin&J from the new JtUdLa, no f'l.u1Mr Commission IIC1ion is needed to 
23 

I I 

I 
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Q. 

A. 

correct IDY prior undcr· recoVCTies. Secood.. to the extent that '"lhe CIUTC1ll 

dynamic cnviroiiDK11t" refers to growing competition in the elecuic industry. I am 

aware of DO Commiuioo pollc:y or rule addrulina competr.ion concmu u ~ 

basis for ch•na;inl: es1&blished accountina or rate UWtmenb. I am awa~ of 

restrucNriDg ICtivitia in IJOITle other aates, but do not believe that my s~e bas 

failed to provide for nrle trca!IIlmt to usure continued fundJne of future 

deoommlaionina COO. Mr. ()owe:' I VllllXJY dc:lcrfbcd CO!lCCfm &re 

UDWIITIIII%ed and pmnature, particularly given the lack of Ill)' c:urreJr. hsgtslarure 

or rqulcory action in Florida to flll:tor compcstition in retail electric markets. 

Q . Given the uncertainty of future coltl , u evideaced by the in&ccurate estimAtes 

involved m detenn1niDa tbt TBO undct SF AS I 061Dd tbe cun=t uncertainty :.n 

tbe atimates oftbe cost of dccommisrioning nuclear facilities, does the 

c:ontiJlU.Uon oftbe plan propoxd in this docket ~ly balance tbe u.terests 

of FPL aDd the ra~epayer'! 

Ablolwly DOt. The benefits of the Plan all flow to FPL. Then are no aafeauuds 

foe tbe utility~- In paticular, the acoelc:ntod recovery of the nuclear 

dec.ommimonin~; CQCl'Ye cktficiency and the acoelemcd recovery of the premium 

paid 10 lUqUire debt over a rwo yur period beneftta FPL 10 the dc:aiment of 

CUII"fllllrl18plym. There is no bal~. NOt only does the extension of 1M Plan 

10 allow tbe rapid IIDOrtiDiion of theM eotts devlale from the last ComnUsston 

order where new deoomminlonina nrte1 were dcaliiJICCI 10 recover the PfOJCCled 

cost of c!ec:om.aUJ.ioniJ,g equally over tbe remaimna IJvn of the units. n 

9 
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Q. 

A 

repn:se:ms single iJSUe razemaking which focuses only on the ne:~ativu presented 

by FPL. 

The Pial! tails to lddre:ss my of the reasons FPL may Cllll"Clltly be in an excess 

c&miop c:ondition.. Tbe Commission should look 11 all oftbe f~etors 

contn'butln& to this~ In order 10 protect ~Yff imm:su 

If the Company is c:urrauly ovaeamin& ratepaye:"J &hould DOC be deprived of the 

opponunity for a fUll rate review lll.llad of allowin~ the FPL to reduce eamln~ 

by tbe rzpld amoctizltion of ~elected items u envmoned in tbe Plan . 

The Plan permits FPL to write offtbe premium paid to reacquire debt over • rwo 

year period if~ are Nfficicut. Do you qree that this is app1 op1 iate for 

riiC1J!.1kini p111p011eS? 

No. GeDetally acccpced accountina principles allow for loues on n:acquired debe 

to be written off in lhe yeu of ICqllitltioa. bul ~ we apln have an area when 

~ raumalcina trccnnent dhqes &om GAAP. For rwtnn•l<in~ purposes. 

u descn'bcd U. dae Uniform Sywum of Ac:c:olmti.IUCb com an: iencrally 

IIJlOT1.i2led ovtr tbe remainitli life of lhe debt thai hu beal paid off or over the life 

of the debe iuued to pay otfthe old debt ThiJ mak.a ~eJUe bec&UIC the benefits 

of reducina deb! com are ruli.r..cd by ratepaycn over time u well. Of counc. this 

mlllt be taupe led to ensure that the eapitalrtruc:ture is appopriar. foe ratezn•kma 

putpQJeS md thai the debt/equity mio is rppropn11e. ln PPL 's cue. I see no 

~to accelerate I«<"'fTY oflhe pn:mlwns paid aud costs iDcurred to reacquire 

and refiiii'IICe debt, a:nd neither the P AA nor~- Gower's testimony llddress tbc 

approprialc:neq ofFPL'a capital~ or debt/ equity ratio. 
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I 
I 
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I 
I 
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.. 

1 Q. Does this couclude your n ':nm:.al testimony? 

2 A. yes, it does. 

II 


	10-24 No. - 655
	10-24 No. - 656
	10-24 No. - 681
	10-24 No. - 682
	10-24 No. - 683
	10-24 No. - 684
	10-24 No. - 685
	10-24 No. - 686
	10-24 No. - 687
	10-24 No. - 688
	10-24 No. - 689
	10-24 No. - 690
	10-24 No. - 691
	10-24 No. - 692
	10-24 No. - 693
	10-24 No. - 694



