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P R 0 C E E 0 I N G S 

(Transcript follows in sequence from VolumL 1.) 

MR. BREW: Commissioners, as we discussed 

previously, we'll be offering Mr. deWard ' s rebuttal out of 

order in order to try to finish with him t oday . 

CHAIRMAN JOHNSON: Okay. Was he oworn this 

morni.ng? 

HR. BREW: Y~s. he was. 

CHAIRMAN JOHNSON: Okay. 

Whereupon, 

THOMAS deWARO 

was called as a witness, h~ving been previously sworn to 

speak the truth, the whole truth, and nothing but the 

truth, was examined and testified as follows : 

DIRECT EXAMINATION 

BY HR. BREW: 

Q Are you ready? Mr. deWard, do y~u have i n front 

of you a document entitled "Reruttal Testimony of Thomas 

deWard• in this docket number filed November 3 , 1997? 

A Yes, I do. 

0 Consisting of ll pages of quest!ons and answers? 

A Yeo, I do, and yes, it is 11 pages . 

0 And if I were to ask y~u each of the questions 

contained in that testimony today. would your answ~rs be 

the same day? 

FOR THE RECORD REPORTING TALLAHASSEE. FLA 904 -222 -5491 
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A With one small exception. 

0 Would you please give it to us? 

A On page 7, line 18, change the word •funding ,• 

which is the f irst line, first word on the line, to 

•recovery. • Other than that, my answers would be t he same. 

0 And there are no other changes? 

A No other changes. 

0 Do you have any exhibits for your testimony? 

A No, I don't. 

MR. BREW: Okay. The witness is available for 

cross-examination. 

MR. CRUZ-BUSTILLO: Commissioner? Commi~sioner 

Johnson? I didn't hear what he wanted to change the word 

to, funding to what, change it to recovery? 

MR. CRUZ-BUS~ILLO: Funding ro recovery 

THE WITNESS: Yes, funding to recovery. 

CHAIRMAN JOHNSON: And sir, you said, there was -

is there a summary or are you going to have this inserted 

into the record? 

MR. BREW : I'll ask that it be i nserted i nto the 

record. 

CHAIRMAN JOHNSON: l t wil l be inserted i nto t he 

record as though read and there is no summary? Can we 

proceed directly 

MR. BREW: We can proceed directly . 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904-2 22-54 91 
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BEFORE THE FLORIDA PUBUC SERVTCE COMMJSSION 

AMERJSTEEL CORPORATION 

REB UTI AL TESTIMONY OF THOMAS DE W ARV 

DOCKET NO. 970410-El 

NOVEMBER 3. 1997 

Please state your oame and addn!A 

My Dime IJ Thoma De Ward and my business addreu is 25806 Olove:r Co\llt. 

Pannina1011 Hills. Mlehig.&Q 4133S. 

Pleut briefly dacribe your .,duarjooa) bacq:ound and your prim experienc.r in 

reaulatory matters. 

J have an M.B.A. from the Univurity of'Michipn. I am a C .P.A .. licensed in the 

Stilt of'Michipn. Prior to becomin& tbc Vice Ptaicknt·Flli'Ote of Midwest 

Door ilnd Wmdow Co. in April of this .,ear. 1 spcD1 nearly si~ yean in the 

rqulltory field. I bave wtlfied in n~ cue1 in the •~ of California. 

Conoeeticut. Florida, Hawaii. Kentucky. Michipn, Ne~ Tcw and Virgirua 

1 have ptrticiJ*Cd in one form or another in over I 00 utility c:ases. 

Wballs !be Jl'A"PPW of your rebuttal te!timony? 

The pwpoto of my rebutlal testimony is to r.:but certain prqumpeions and 

ltlkmtnll proffered in tbe din'ct testimony of FPL witncu Mr. H. :\ . Gower with 

respec:t 10 tbe appropriau n"m•kina Cor nutlear decQmmiss•ooin~ ac:r.ru.~s and 

with reprd to premiums paid and ~N incurn:>d to rucquire and refinance ckbt 

168 
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Q . 

A. 

Q. 

In hla teltimony. FPL Wlme» Oower dl5CU$SCS the !Bditional utihry ~ument 

that the cun-ent reeoiJUtion of the so-called nuclear deeommissionina reserve 

deficiency will benefit ratepayers ill the lona·nm. Do you •STU ...,.;th that 

lrJUIDCZil? 

No. The ~eeoaununications ind1111try is a aood example of why this throrem is 

DQI alwayt C()lftCt. Today tbe tolecommiiDieatiocu ~es in Flori~ ue 

larJely denJul.red. To the extent that dcprec:Wioo rnervt: deficiencies lol."fT'': 

writtm1 off u immedilto cbarau to depreeiatioo ecpcNe and thus Alduced 

oVU'CC'Dlnis or inaeued ~ requiremc:rrts. me bmc:fit t:w been ra~pc:d by 

the shareholder's of the now ~;Waled ~lccommunie&rion eomp.rues. In olhcr 

words, the reduced future expense will never benefit mep8Yen if competition in 

the f\Jnzre l'mlla iD ~ xrviees l"lllher tNn me:s d~ermi.ned in l\ 

traditiODII COli of tei'Vice !Nilner Ratcpeyen would be fu bctteT off af rates had 

been reduced or rm Ina,......, if a,pplieable. bad been redu«d. Whi le there as oo 

JUUWD1CO that t.be electric uti lilies will be deagulalcd. that seems 10 be the tm:ld 

throu&hout the eownry. Moreover, there rs no indic:ation that FPL would ~ve 

reuoc 10 lOOk 1 be:se rate incrcuc in the foneeable future Them"~. if AnY 

alloaod decommiuioni.na - cleticaency is allo~ 10 be c.har&ed ap.inrt what 

appai'IIO be OVCI"CCminaJ. n.tf'p&)'et'J m.ay never beoeflt i.a llw rateJ Will raiWil 

at tbc C\llft:Dt levels. 

If the Company writft offt.be alleaed deeommissionina ~deficiency u • 

one tim.~- l1 the Commission obUJI.Ited 10 follow tbc ~arru~ ~ti~ 

ti'UtiDCt for mcmalrjnl pw pwc:s? 

, 
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Q. 

A. 

Defin.itely noL Fizwlclal tq)OI1Ull and ~ry ICCOI.IIJtina are often at odcb 

As 1 finmci•l oft!cer. a CPA. lAd a rquW.ory IICCOWitant, I &Ill aware that theK 

often~ COil!rldic:Uom be"" ~~CD ICCIOWltir\a practices ~ble to 1ndnstrr and 

those wbic:h are appopN!e in a reauJ4tory enviroamenl 

Do you bave an example wbere fmaneial repottina dlffi:n from re,Wa1ory 

a.ccountin;? 

Yes, SFAS 106 ("'PEB") nquired a dilfeTent ~ foT hultb un costs 

aftc:r retUtmQJt than had previously been iD place. Some compGI.!n. and in 

p111icullr ublitics, provide for cootmued '-lth care .tW rttirtmcnL In other 

wot1U, wbm an employee rct!:a. lbcir medical ooverqc i.s eQDiinued. Prior tO 

1993, CX'JDPirUcs IICCOUD\Cd for tha <:Qst on the pay as you eo mctho4. In other 

worda, u claims """"'aubtnlaed.. the cost wu ~· The ~llntlll& 

profession deemed thiJ !Mthodoloa,y was oo loneer appropriate and nquired 

compaDics to recoplize the con of~ thiJ ~ OVCT tbc woricina hves 

oftbc employees. When SFAS 106 flm bcciiDC df=ive, as you can un&Jinc, 

there wu aiR1bstanriall~bUlry for employees who had all"'lady retued and 

auociated with lbe yecs ~~ employ.., bad abady WOTked but no accrual 

wu beina reco&nizcd. ThUJ a f\lbsW!tial oblljJation wu roooJ!li~:~:d when SF AS 

106 first became atfedivc. Tb.iJ obUption was known u the Trvuition Bcnt.fit 

Obllpt!oo ("'TBO"). Compenics were i'VC11 tbe option of recopUDDI thb "pUt'. 

cost u a oae time el\ltat or IICIOCtUinJ tbc oost over a pmod of yean Some 

compmia. such as OcDeral Mot01"5, toolt a tremC'J)doqs otiiC ume <:bqe apinst 

earnings. 
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Q. 

A. 

Did the esublishmem of the n:seTYe require any ntima~es? 

Yes, there werei!UmefOUS tstitr.ate:s involved. Perhaps the estimate wtuch ~d the 

grata~ impact wu tbc ~of tbc ~l11tion of the cost of bealth e&~e As 

you will m:all , tho cost of~th care wu ese~llfin& dramatically in the eNly pan 

of l990s. Thua estima1e3 were required of the rate at which hulth care cosu 

WO\IId ~well into Lbe tu111re. It wu DOt UDCOmmOn to a« estim.ales for tbe 

immtdittr ~ in tbe Tillie of I S% to 17% annually &nd then declinina 

thel-.fter. It is -..y 10 mvi.sioo tbe traneadoua ...Umatcs of the cost of 

providill& bealth care for a 25 yeu old employee wltb planned retimnent at a.ae 

6S. For inslmce if the estimate included a IS% to l7o/• annual compounded 

inc:reue dcdinina 10 .. y 6% ill future yean, with the future amowt discoUDied at 

W., the liability WU CGOrtDOUI. OtJber estima!et inc:J•!(.ied diSCCUIII ratet &nd 

ecnl.np on investmalu abould tban be any 1\md.ina of costJ . Of course. many 

c:ompanlas opred no1 10 f\md the liability Inn merely to provide a re- Another 

Cltimate involved what ahlte of funn cott1 would be covm:d by Medicare 

Recently, there bas been some ct.ramatic eh.mgcs iD Lbe annual increases in the cost 

ofbethb e&nl . Atmual increua are under 10%. ~ thlJ been known at tbc time 

the oriaiDal esri~ of the Tran1ition Benefit Oblipuon wu detamuned. tht 

results could be drlmatieally different. GenesaJ Moton one ti.ox c:bars:c ~uld 

have beall1111 1lle coli of MTVice for utility compmia would have been lower 

Those utilities who 10uaht BXe relief would M'le required a smaller incrust or 

the redui:Uoo would have been creater ill ovctean:Unp c:aacJ because of more 

reali Pic Cltimat .... 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

ls tbe ~of cosu auoc.:ialed witb health care tofts similar to t.be estimotes 

of future decon!JJ\~Jajoninl of aucJur planu'~ 

To tome extent;~.~ are Important dl.rt!nc:Tions ,.nic:ularlr AS 11 1~ 

appUcd to this euc. The esti%Mtt1 of SFAS 106 cosu &enen.lly an ~e by 

ICCU&rln. llwy .,.. •.q>ellll1 dnenuininl trmdl bul they do mAke en-on m the 

estlmatn of future COII:J. In ma1t1J1a tbeK a1i.Jnala, I auume an actUary , ehu on 

prior trcncb to deu:rmi.oe future corta. Thi• m..lkea KNC. This il a major 

di1r'treDce l.a tftlm•rina the cost of decoa:lmiuionlaa nuc:lur faciUties. TheTe 

haw t.zs frN dtcocam~J1ioa1Jip to date. llM».. O.C It little actual c:xpericnu 

that c:ouJd be usod for cJtimadnr f\mlre dccommialioiUDI com. The estimates of 

Nnft docommiJsionir& eQtU It hiJhly UDCC:I1II.a for other IUJOIU u well. 

CJ1at1ae1 i.n lildmoiOI}, ascal.aion ......_ and 19Viaioru co the uxful live1 CAn all 

11f= lbe es1inwea of f'un.R oorta. 

Didn't tbe Finazlcial ScaocWd.a 80II'd e~tabliah aomc ,Wckllnet rclatin, to tbe 

determination of SF AS I 06 eo1t1 1 

Y~. thae IWidarcb wm~ dcuilcd in SFAS 106. 

Were udlitles bound by SF AS I 06 few llaeneitl reponina JNJllOI"? 

Yes. Ho~. J0m1 comml.uio01 ckvlmd bom SFAS 106 for nu.emaJdna 

purposea. Somo commiulo01 requtred utilitiu co coiUinw co recQaniz,e costs on 

tbe pay u you ao mc1bod (01 mem•kinr purpol!CJ. Some CQmmiu iotu required 

tbatlbe «XJJCDIC be f\mded or the edd.itiOII&l UJ*IM over the pay u you J O would 

DOt be allo\ll'ld. Some c:ollUDi.Jilona c:x\Cndcd lbe IIIIIOftization period AI I swed 

earlier, IOCDCI c:omJ*IIes, pamc:ularly ttleconuniWCAllon CODiparui:S. wrote otf the 

' 
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Q. 

A. 

TBO as a one time ebatae, &rgl.linJ tl\111 futufe recovery '''as not guannt.tcd 

bccaule of the cu:mu cuvironmcnt. ~ly detetW&tion. Ho~. ID dx f~ 

inmnra these same util ities were before commissions. they 3rilled for full 

recovery of aU the cosu recorded so they could be made whole . 

Do you qree with Mr. Gower thl! a tbcoreriaal ddkic:oq in the fundln~ of 

nucleeT dccx>mrnissiorUila ~ lhould be cbat;ed to expense Ill the ) ears 

199hnd 19997 

No. FPL' • audec IIIUu QCh haw 11:1 opct'ltinJ life of 4<> yean wwSer their 

Uccmes iJsuccl by the NIICJear Jtciulalory Commission. Then: bas lona been 

considerable cocnroversy in rate cues over the appropriate accrual for 

dCC"ommiuioni.ai cxpc:rue IJecau•e, as I DOted abo~. to date the Industry lw bad 

relatively Unle ~ in ICtUal dec:om.'niuionina. and forecasts of funue 

expemeJ mUll be m8de for mmy yean into the future ConKqucntly, the 

accepted ratemaldn& for nuclur deeomminionlna iJ to 1ptead the c.oat of funding 

~ activitieJ eva11y ovu lhe licenJe life of the aueu To ~wu for changes 

in the vvious estitn12a and inpuu used in calcu~Gini the reserve ncedc:d for 

d=tmi.uloni.aa costs. rqulatory commiuions, inc:Juding the Florida Public 

Service Commission. typically require periodically updated studies of nuclear 

dcc<Ommiuiooina cons. In Florida. for example. such studies must be filed every 

five yan. Where rac:ve ddicieoc:ica are i<laltified. the appropriate response 1s 

to aodjlllt the 1nnual accrual for dec4mmiuion.irli to enaw-e that the def!c\Cf\cy is 

re!Didltd over time. 
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II tt.e c:umnt PSC pnetice consistent with thalap~? 

Yes In Order So. PSC·95·15JI·FOF·E.I iuucd in DeccmbcT l99S. after 

rtvitwing comprehensive aite-~peciflc: atudies by FPL. the Commiss1on :~.pproved 

an ioc:reue in FPL's annual ac:c:nW from S38 millic:n to more than S84 mJihon 

lD tbal order, the Commiulon coocluded: 

Based on the current dollar COSI to dccomminion each 

nucle11 pl&nt, the pwu~pecific continaenc:) allowances. 

tbe pllnl-specific escalation me., the cost of O'XteDdecl 

we blve detmnined tbe appropriau jwildictiooal annual 

decouuniuionina com ovu the rcmaininJ life of each· 

oucJeu power planL 

Order PSC-9S-IS31-FOF-EI at p. I 5). 

This action wu coosi stent with the CoiJlllUISion' • locc -stmdilli ordeT th&t 

deoommWionina costs ahould be a.c:crucd evenly ov8r the Ufe cfthc plants. And. 

u quoted above, the reviled annual KaU&ls weR desipd to provide for full 

<'f!C.OV ~ ('I 
~ ordccomm.ilaionina com .ovtr that tl.uK &.me. ancluding correction of 

any......,.._,. detlclc:uciq th&t were idenuticd aJ the time FPL will file its nc:xt 

eompcebcusive atudies In late 1991. Upon cxnnple1ina iu review of those stUdJe., 

the Coauniuiuo lbould ckt.ennlne if any fusther llljustmc:ntm the annual aceruaJ 

., Wlltrlllled. 'there i.s oo DMd for :additional Mconections~ unless the DeXt set of 
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Q. 

A. 

Q. 

A . 

dec:ommis.tionilli J!Ud.ies demonstrate th&r!M aeauaJ levels estabhshod an 199~ 

are insul!\eienl. 

Mr. OoMr states dw the future «1mprdxn.sive StUdies~ .. ~o~.ill ooly mneas~ 

the amount of the defleie:ncies." (G.ower Direct. p. 10). Do you &flU with thai 

swement? 

No. Alaumina there will always be- a need to decommission nuelur plants m 

some manner, a proviaion for deeommissioning expense is appropriate Given the 

unknown~, potcutitl technoloc c.banaa. and tba polCDti&l for thanac• in 

dccommitllcmmarcquirmleltt:s. then u nn ~ tNa the perceived 

defieimcy at1.11y particublr point c:ould not tum into an ex cas in the rurun. 

Clwiina the fulllmOIIDl of a pereeived deficicocy at any one rime, p.arucularly 

ooe as lqe as $4M million 10 cuswmcn in ooe or two yean assigns thox 

cwtomen a huacJy dispcoportiona1.e &ban of the future cost of dccommirnoning 

This is an unreasonable lppi'OKh to the loCCOUZlUJII mel ralal'lald.n& of these fu~ 

costs. Further. these CUJiorr.cn would now beulhe t'u1l risk thai future studies 

miaht lCIICil or elhniNte thai perceived deficiency tiiOacther. 

Mr. OoMr cl.eimJ !bat-... ln tbe CJUITC1ll dynamic enviro.ament It i.s not 

reasonable 10 suspend tbc plan for COitection of these aubsunl:l&l undeTTecovenes 

begun in Docltel No. 9 S03 59-EI IIDti I new studies are filed." (Oov..oer Di.re1:t p. 1 0 ). 

Doyouaar-? 

No. By adjl.llrina the annual acc:rual in 199S. the Comm.issloo has provided for 

eotftdioa of any previoudy identified unc:lc-recovery. Abscut a «1rnplete revtC'o\' 

of any findingJ from the oew JtUdLes, no f'unbc Commiuloo action iJ nuded to 

• 
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Q. 

A. 

correet auy prior Wldc:r-rcc:oveTi:$. Secctod, to the e~eten1 that .. the currenl 

dynamic environment" "'fen to growing competition in lhe electric mdu$tr)·. I 111n 

&~A>'Ve of DO Commimon policy or rule addressina coropctition concerns •s the 

basis for chan~ Cl\ablished ICCOWiriDi or rate treatments. I am aware of 

~activities in 10111e other swn. but do not believe that any awe: bas 

failed to provide for nte trea1mmt to assure continued funding of futUTC 

~ina cons. Mr. Gower's va,eudy d.cscribed ccncems are 

UIIWIIrBI!ted and premature, particu.larly given the lack of any c:urrern lesisJa·.\Ue 

or rqulasory aeuon in Florida to factor competition In retail elecuic m.arkets. 

Q. Olven the uncertainty of fvturc coJU, u evidezl.ced by the inacc:untc cstimncs 

involved in determlnina the TBO Ulldcr SF AS I 06 and the cwtent WlU:Uinty 1n 

!be atimaw ot'lhc colt of clecommiuioruna nuclear faciliti~. does the 

continuation of the plan propo~ in thiJ docket ld.equaaly bal&nce the mtereru 

of FPL md the ra&ep&ycr'l 

Abtolutely DOt. The benefilJ of the Plan all flow to FPL. There are no salejlWtb 

fc. the utility mq.yer In particular, the accelcnted recovery of the nuclear 

decommilflonina ruerve def'tclency and 1M accelerated rcc;overy oflhe pr~mium 

paid to raqui"' debe over a rwo year period bawftu F.l to the detrimena of 

cu;rrent ~ycrs. There is no bal•nc•. N04 only does the exWU~oo of the Plan 

to allow the npid amortization ofthne COltS ckvlatc from the U.u Commasion 

order where oew clecomnusJionina r.tc~ wen de1!8JICd to recover the proJected 

cxm of deoommisatonin' equally ov.r the rcmainina lives of lhc uniu.. n 

9 

176 



2 

] 

I 

' 
6 

7 

I 

9 Q. 

10 

II 

12 A 

I) 

" 
I~ 

16 

17 

II 

19 

20 

21 

l2 

ll 

represents linale issue r.Utlnlking which focuses only on the oc~Al•v~ prcwn1cd 

by FPL. 

The Pl&D t.U. 10 addzas IUlY of the rtaJOOS FPL may C\ll'mlUY lx tn an ncess 

eaminp condition. The Col'llmission sbould look a1 all oftbc !acton 

cootribullna to thiJ circumJiance in order to protect rall:p& yc• mtt'lnU 

If the Conlpllly il cummty OVUIIr'I!JD&. ~ lhould DOt lx dcpnvcd of the 

opponwity for a full rate review instaad or allowln~ 1M FPL to ruiuu wnln~s 

by liM nqlid amortization of ~elce10d i1ems u crMAon.d in the Plan. 

The Plan pam ita FPL to write otrthe pmnhm1 paid to ra.cqu.itc debe over • IW<> 

year period if~ arc tuffic.ic:aL Do you aaree that thiS is appiopri.atc for 

rwma!rina purpose~? 

No. GeDenlty IICXql(ed .:cowrin& principles allow for loues on rcacqwred debt 

to be wrinen off in the year of ~uitiuoa.. but bm we aaain haw: N'l arell w~ 

~ rtUtflakina tratmcnt diverac:s &om GAAP. For ra•nnakm~ pull)OSC1. 

u dac:n'bed in tbe Uniform Sys~n~~ or ACCOUI!tl, such c:osu are gcnmslly 

az:noni.Z*I over the rcmainina life of the debllhal has bMn paid off or over the :ifc 

of the debt iuued to pay otrtbe old debt ThiJ mikes tenM becaux the beDcfiu 

ofreducina deb! corta are rcaJW:d by mepayen over t.i.llle u well. Of counc. th1s 

must be taupe red to CDI\IJt thll tbe e.p~tal strUCtUre u ~O)D;.~ for rarnn•JonQ 

P\llPOICS &lid \hatlhe debllcqulty mio ia approprt&U. 111 PPL 's tue, I see no 

rcuoo to aceel~ recovwy oftbc premjumJ paid aad cosu mcurr.d to n:acqui.n: 

and rWMnce debl, and nei\Mr tha PM oor Mr. Gower' a taUmOny ~ l.bc 

IJ'pi"'prit• ~ n ofFPL'a capital JtrUC:NrC or debt/ equity ratiO 

10 

177 



r 
Q. 

2 A . 

Ooe:s this couclude your retnntal tr.stimony? 

yes.. it does. 

II 
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CROSS EXAMINATION 

BY MR. CHILDS: 

Q Good afternoon , Mr. deWard. 

A Good afternoon, Mr. Childe. 

0 Would you reference page 2 of your teotimony, and 

would you give me a defini ~ion of nuclear decommissioning 

reserve deficiency? 

A You're talking of a specific l1ne here, or just 1n 

general terrntl? 

Q Well, that's where you talk about that s ·Jbject and 

I want to know how you define that term. 

A Well, I think your witness talked about the 

nuclear decommissioning reserve deficiency and lt's 

basically, I believe he described it as comparing what had 

been booked t o what ahould have been booked going back t o 

day one, det~rmining what the appropri~te annual accrual is 

baoed on a new atudy compared to what wao booked and 

determining a deficiency at a opecific date. 

Q Well, the accrual doeon't have anything to do - 

determining the new accrual doesn't have anyt hing t o do 

with the determining the deficiency, does it? 

A Well, you determine where you want to be and where 

you are at that point, and that determineo the d~fic1ency . 

Q So do you agree with Mr. Gower'o description of 

decommiaaioning reaerve deficiency? 
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A I won't dispuLe that. 

0 Okay . Would you agree that, when you have 

quantified a rPserve deficiency, that the rosts that dhould 

have been recognized in fact have not b~en, and that's what 

the deficiency means? 

A Well, you have a new set of facts and 

circumstances, 10 the fa cts continually change. Had you 

known back then what you know now, there would be a 

de ficiency. 

0 So, if the customers, for instance -- or if in the 

prior years the company had nad an accrual at a higher 

level than it in fact had, ita deficiency would be lower , 

would it not? 

A Had a higher accrual --

0 Yes. 

A than wao needed? No, it would be a burplus at 

that point. 

0 Let's try this ag&in. 

I said, if there is a deficiency right now. you 

agree that there is a deficiency in the nuclear 

decommissioning reeerve7 

A I'm not disputing the decommissioning study. 

0 Let'• just aeeume that there 1a a deficiency 1n 

the reserve, would you agree tnat, had the accrual in pr1or 

years been larger, that the amount of the deficiency would 
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1 necessarily be lower? 

2 A That would foll o w. 

3 0 Okay. Would you look at lineo 10 t~rough ll of 

4 your testimony on page 2? 

5 A Yes. 

6 0 And is it y~ur position in this case that the 

7 future benefit to customers of the current recogn ition of 

8 decommissioning reserve deficiency costa will not be reaped 

9 by customers becau•e of future competition? 

10 A The benefits, if at all, will not be reaped by 

11 anyone unless there is a rate case to adjust rateo. so if 

12 

13 

there in fact is a bene!it to recognizing addit ional costs 

at this point in time, if there is not a rate case and not 

14 an opportunity for a full cost-of-service hearing, the ra~e 

15 payers will never benefit from this write- o ff. 

16 0 If there is competition and the rates are ~ot 

17 based upon c?st-of-service principles? 

18 A Even if there 1sn't r.ompetitl on and there is never 

19 a rate case, you can write off all yo11r unamortized debt 

20 coat. You c an write off all your deficiencies , you can 

21 continually catch up on nuclear decommiaston1ng, you can 

22 have over-earnings in ·~s. '96, '97 , '98, '<19. You can 

23 mask all of those over-earnings with any amortizations you 

24 

25 

want, but until you have a rate case to set rates based on 

a proper cost of service, rate payers will not benefit. 
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1 Now, whether there's competition or no~. if you do 

2 not have a rate case, the rate payer will not benefit from 

3 any of this ac~ounting. 

4 Q Similarly, the -- well, let me pursue that for a 

5 minute. I asked you specifically about your testimony, do 

6 you recall that? 

7 A Yes. 

8 Q And do you recall - -

9 

10 

11 

12 

13 

14 

15 

A 

Q 

I think you quoted lineR 10 through 13 . 

And do you rec~ll that your testimony speaks to 

competition? Would you l ook at it and tell me whether 

that ' s the case? 

A I discuss competition there, yes. 

Q Wel l, you said --

A I think my testimony is much broader than just 

16 competi t ion, though. r •m opposing the plan per se, and I'm 

17 rebutting Mr. Gower, who is the only witno;:ss who supports 

18 the plan. Therefore, my testimony, my rebuttal testimony 

19 is much broader tha.n that, Mr. Childs. It's opposed to the 

20 plan per se, not just one little element of competition . 

21 It'o against the entire plan because, without proper rates, 

22 rate payers will never benefit. 

23 CHAIRMAN JOHNSON: Mr . deWard, we're going to --

24 for purposes of the court reporter and to have an orderly 

25 process here, you're going to have to a l low the attorney to 
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get hie question out and complete before you begin "Our 

answer, and when you begin your answer, if you ~ou ld start 

with a yee/no to h•a original question, and th~n I'll allow 

to you follow up with any rationale to support t he yes or 

no answer, but you do need to gi ve Mr. Childs an 

opportunity to comple te his quest iors. 

THE WITNESS: Certainly, Chairman. I apolog ize. 

Q (By Mr . Childs) Do you recall me aoking you about 

this subj ect in your deposition by telephone ? 

A This particular topic, I don't recall it. If lt 

was in there, I don't recall it. 

Q Well, let me ask you if you would help me a little 

bit. 

A Sure. 

0 I'm try! ng to-- I've read your teo~lmony and your 

testimony has been of f ered to this commiooion to support 

your point o f view, and I' m sure you have lots of thoughts 

and lots of ideas and lots o f positions, but all I can deal 

with is what you've put down in your ~estimony in terms of 

erose -examining you. So I'm asking you about this 

t estimony, lines 10 through 13, where you refer 

specifically to future benefits noL being available to 

cu.stomers if competition in t he future reeulto in 

deregulat:ed services. Would you agree that thnt'e wh&t you 

talk about there specifically? 
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A Yes. 

Q And you don't talk about any of these other 

potential reasons that you might oppose the plan ? 

A On these particular lines, no. 

Q That's right. 

A No 

Q And this is a ll I'm talking about right now. 

A Pine. 

Q Okay. Now you, therefore, I assume, based upon 

these lines only, accept that current r ecognit ion o f the 

decommissioning reserve deficiency expense would benefit 

rate payers in the future if rates continue to be set on 

the basis of cost of service? 

A No, I wouldn't agree with that. 

184 

Q And that's where your o ther quali flca tions come lr 

that, until rateo are changed, there's no benefit ? 

A Well, there's many principles to rate ·mak1ng, and 

one's the matching principle. And the matching ?rinciple 

is -- I'll give you an example. We've talked about the 

unamortized debt cos ts. The matching principle would 

dictate Lhat if they had ·· if there · · the ~eacquisltion 

of debt resulted in interest savings, that the rate payers 

should not benefit exclusively from those aav1ngs. 

therefore, the match comes in. You amortize those lo&3es 

that you incurred to acquire that debt against those 
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1 savings, and in a rate-case setting, there 1S 11 matchi .. g of 

2 revenue and expense. 

3 BY MR. CHILDS: I'm going to object. I '•n not 

4 going to move to strike, but I'm going to ~sk again that 

5 the witneea be reoponaive to the question . 

6 l'm asking about hio testimony here, where I went 

7 through what he had teetified to on hie prefiled testimony 

8 about the effect of competition, and I'm now asking him 

9 about the effect if we assume that there's not going to be 

10 competition in the context of his testimony, and I am 

ll simply don't ·· I mean, I think i t's unfair to treat it as 

12 

13 

u 

an explanation for the witness to be able to say whatever 

he thi nks or comes to mind when a question is asked. 

MR. BREW: I think in that case he was trying to 

15 qualify hie answer directly in reaponse to the quest1on 

16 that was aske1. 

17 MR. CHILDS: Well, I don't ·· and I don'l i ntend 

18 to be argumentative about it, but t didn't take it that 

19 way . I took it that it was I never got an answer to the 

20 question of, if we assume that there is no compet .tion and 

21 if we assume, therefore. that rates continue ~o be oet on 

22 coat-of-service principles, that the benefit that you sav 

23 

24 

25 

wouldn't exist if there is competi~ion wou ld necess11rily 

exist. 

CHAIRMAN JOHNSON: Mr . deWaru, I t you cou ld, try 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904 · 222 · 5491 



• 

• 

• 

186 

1 t o be reapon•ive t o the direc t question t hat's asked, and 

2 I 'm sur e t hat your attorney on redi r ect will allow you the 

3 opportunity t o further clari fy some o! your answers, but 

4 when I sai d you can answe yes or no , that ' s fi ne, and even 

5 some explana t ion of the yes or no, but try not to go off 

6 into other subject matters. 

7 THE WITNESS: Could I have th~ quest1on aga1n, Mr. 

8 Childs? 

9 0 (By Mr . Childs) Yes. Let me try again with the 

10 explanation . 

11 We have discussed the circumstances, as you have 

12 

13 

t est ified, about the effects of t he competition that you 

postulate on lines 10 through 13 of page 2 on the 

l4 recognition of tho beneflt by customers, and I'm asking 

15 you, therefore, if the competition does not occur and t·ates 

16 continue to be set on the basis of cost of serv1ce, 

17 wouldn't you agree that there is a benefit to the 

18 customer? 

19 A Rates -- you ' ve said if rates continue to be set 

20 on cost of service, and I would chinle that would presume 

21 that we're going to have a rate setting, and in ~ rate 

22 setting, ail the factors would be considered; out if what 

23 you're saying is we continue with the existing rates and 

24 

25 

then somewhere in the future we have a rate case, would 

rate payers benefit from this write-of( right now? 1 would 
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l say no. I think let's have the rate reduc tio11s righ, now. 

2 Let the r ate payers benefit today fro~ lower rates . 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

0 Well, let • t1 you answer your own quest ivn. It may 

be your preference to have t he rates set now, but answer 

the question, will there be a benefit to customers in the 

future? 

A I have no way of knowing whether there will be any 

benefit to rate payers in the future . 

0 So your bottom line point then is, if rates are 

not changed, there's no bene f it to be passed on to 

cus tomers ? 

A I think that's a good summary . 

0 Would you agree then that, if rates are not 

14 changed, that there's no detriment to be passed on to 

15 customers? 

16 A No , not at all, because rates today should be 

17 reduced so, therefore, there is a detriment to customers 

18 because, absent these amortizations and ways to mask the 

19 over-earnings, rates should be reduced today. Perhaps they 

20 should have been reduced in '95 or '96 or ' 97, but 

21 certainly today they ahould be reduced. 

22 0 Are you supposing, with respect to your test1mony 

23 at page 2, linea 10 to 13, that if future competition 

24 

25 

arrives, that FPL would not be responsible for the cost of 

decommissioning its nuclear units? 
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A I don't see any reference to that 1n that -- in 

lines 10 to 13. They certainly wil l be reepvneible for 

decommissioning their nuclear unite, unless, of course, 

they sell them, which is highly unprobable . 

188 

0 If the competition does arrive before lhe 

decommissioning reserve deficiency has been el ' minated, who 

will the company look to for the maKe-up of the reserve 

deficiency? 

A Right now they're looking at - -who will they look 

to? 

0 Sure, if competition arrives, as you pos:ulate, eo 

there will be no benefit.. I'm saying that, if we don't 

address the reserve deficiency and competition nrrivea, how 

is the reserve deficiency going to be add~eesed ? 

A The same way it's been addressed in eve ry one o f 

the Commission orderG that ' s come out on nuclear 

decommissioning. It's the write-off of whatever the needed 

costa are ratably over the remaining service life of the 

unit, and that's what the Commission has done in every one 

of its decommissioning orders. They have said, let's take 

whatever we'll need and ratably accrue it over the 

remaining lives of the units. And we•ve alr~ady got 85 

million in rates right now. The company d i dn' t need a rate 

increase because they were presumably over -earning at that 

point. So the 85 -- let's j ust assume that the next study 
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which comes out in 1998 says 85 is a good numb~r. We've 

got in rates enough to recover our deficiency over the 

remaining lives of the units. 

Q Do you recall my queetion? 

189 

A I answered it. Yes, I recall it. I an9wered it. 

Q No, I don't think you did. Let me try again. 

A You asked me who would be responsible, wheth~r the 

company o r aomeone else would be responsible for this 

nuclear decommissioning deficiency, and I said right now 

it' s perfect the way it is because the 85 million recovers 

that ratably over the life. 

Q I asked you -- well, let's try again. I don't 

need to argue about it. 

I am aasuming from your testimony about the effect 

of competition that, if competition arn ves 1n the state o! 

Florida for the electric utility industry, that you are 

assuming that rates will not, as you say on lines 12 

through 13, be determined in a traditional cost -of-service 

manner. Did I misunderstand your testimony? 

A I guesa I'm not - - I think the se~tence is as 

in other words, the reduced future expense wJll never 

benefit rate payera it com~etition in the future results 1n 

deregulated service, rather than rates determined in a 

traditional cost-of-service manner. I thi~k it speaks for 

itself . 
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0 And I'm simply asking you, ion•t l t corrrct that 

your assumption of what would occur under com~etition is 

that rates would not continue to be set in a traditiona~ 

cost-of-aervice manner? 

A I would presume that would be true, right . 

0 Now, let's Lake that pres~mption, that rates are 

not set in the traditional cost-of-service manner 

A Okay. 

0 -- and assume that there is not only the 

reaponaibility for decommisaioning, buL there's a 

decommissioning reserve deficiency, okay? Can you make 

that assumption? 

A Assumption . 

0 And there's competition , and my quest1on 1s, 1f 

that happens, who will the company look t~ to pay for the 

reserve deficiency? 

A As it's always looked to, the cuoLomera . and the 

85 million is built into the current rates . 

Now, if those rates are too high and everyone 

leaves the system, then they won't have anyone to look to. 

but I guess my proposal would actually ·· wouid actually 

help the company because you would reduce your rates, 

therefore, you could fend off competition 1f you had lower 

ratea. 

0 I s~e. That'a helpful. 
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1 COMMISSIONER DEASON: Would you be fend Jng off 

2 competition if you lowered rates now onlv to raise Lhem 

3 later because you had to make up past deficiencies later? 

4 THE WITNESS: Commissioner Deason, I don't 

5 believe you have to make up ar.y past deficiencies and if 

6 there are -- and it I can expand a litt!e bit without be1ny 

7 -- okay. 

6 There are numerous items on the company•a balance 

9 sheet that go the other way . The company has a pension 

10 

11 

12 

13 

fund that has $734 million i n assets above ita vested 

benefit o bligation. It's got a transition benefit asset of 

S170 million. The transitional benefit obligalion on SFAS 

106 is only around 50 million. So you've got 120 million 

14 there. You've got deterred tax reserves where you collect 

15 the taxes anywhere from 46 to 48 to 52.8 percent, where t~e 

16 IRS says you can't tlow those back immediately, you have to 

17 flo w them back over the lifetime. 

18 So we're-- aa I put in .ny testimony, we're 

19 talking about the negatives here. There are a lot of 

20 positives. So it's just not going to be, would you have to 

21 raise rates to recover & deficiency? Number one, the 85 

22 

23 

24 

25 

million already recover• any def~cienciea over the rema1ning 

life. 

Now, if someone came up and said in a 

decommissioning study that it should have been llC rnillion. 
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or maybe it should have been 50 million, you deal w:th 

those situations in the next filing t~hich is in 1998. You 

don't deal with them right now. You don't just give the 

company carte blanche to write off th~oe perceived 

defi ciencies of some 484 million, which is violative of 

your own policy where you said it was 1ppropriate to 

recover these coste over the life. 

Q (By Hr. Childs) When was the 85 million to wh1ch 

you're referring included in PPL's rates? 

A Well, you had two rate cases that I'm aware of. 

1984, and then in 1990 your rates w~re reduced because o f 

the Tax Reform Act of 1986. So per oe there wao not a race 

case, a rate case to include those. So in effect, when 

those rates went into effect, it just reduced the 

over-earnings. So did rateR change? No. \lao it: 1ncluded 

in rates the minute it was determined by the Comm1oo!on? I 

would say so. 

Q When was it determined by the Commiooion, the 85 

million? 

A I believe that wao the 1995 order. 

Q And at the time it was determined, in your view. 

Of rate-making, when the 95 --excuse me ·- the 85 m1ll1on 

annual accrual was quancified by the Commission, that 

included it in PPL's rates? 

A It just took care of some of the ov~r-earninge, oo 
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1 in effect it was fully recovered in rates . Whether it was 

2 put in as a separate line item, no, obviously not. Was it 

3 recovered in rates? Yea. 

4 0 When the decOtNni ssioning accrua l was increased the 

5 time before it was increased to 85 million, was that 

6 included in PPL's rates by a rate order? 

7 A I think by def i nition, no, be cause 1 beli~ve ·- I 

8 don't think it was in the 1990 case where rates were 

9 reduced. So I don't believe it was included as part of any 

10 rate o r der. 

11 

1 2 

13 

0 But you do believe 85, for the 85 million was? 

A Oh, I'm sorry. The same would have been true if 

conceptually, if the company needed additional revenues 

14 because that decommissioning reserve in -- on a pure 

15 coat-of-service basis, resulted in a need to 1ncreaae 

16 rates, then the company could have co~e immediately before 

17 this commission and asked for a rate increaae. 

18 

19 

0 

A 

Sure. 

So if they didn't. they•re either happy with what 

20 they were getting or it merely took care of some 

21 over-earnings, ao they were willing to accept a little 

22 less. 

23 

24 

25 

0 Well, I'm ask1ng specifically not wh<.~ ~ rour 

conclusion might be about whether they were happy to accept 

a little leas or & little more. I'm asking specifically, 
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were those amo~nta included in rates charged cuetome~o? 

A And my response would be, at the point th~y were 

placed into effect, yea. 

0 Without there being a change in rates charged tc 

customers? 

A Right. 

0 Okay. Now, I want to continue to ask the question 

about your testimony on lines 10 through 13 about 

competition. I do take it that a basic premise of your 

testimony is that, because of the potential of competlLion, 

pricing to customers in the future may be dtfferent than it 

is now. Is that corr~ct? That ie, it could be deregulated 

and not on a traditional cost-of-service method . 

A I would say that would be a proper aesumption. 

0 Would you agree that, therefore, cost 

responsibility might change as the potential accounting 

treatment selected in the future changes as a result of 

competition? 

A I guess I'm unclear dS to what you mean by · you 

used the term •coat responsibility•? 

0 Sure. Let's give an example. There were some 

queations about utilities selling their generating plant 

that were posed to Mr. Gower. Do you recall ~hoee? 

A Yes. I do. 

0 hnd I think you talked about the telephone 
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industry in Florida being deregulated? 

A Yea. 

0 A.nd when ther2 is deregulation of the industry, 

isn't it generally accepted that at some point rateo or 

char gee will be made on some baoio other than traditiona l 

coot of service? 

A I would say s o. 

0 A.nd ao, for instance, if Florida Power & Light 

Company had $5 billion invested in plant and service, and 

competition came along, it would not be looking to chargi ng 

its customers to recover its revenue requirementb on that 

$5 billion, would it, because pricing wou ld be on some 

other basis? 

A Well, I think it would still be looking t o recover 

its costs. 

0 Oh, sure. 

A I n~an, competit i on doesn't mean that we're going 

to give away everything. The gcal would be to recover ·· 

not o.nly recover costa, but to recover whatever the m;;rket 

wil l bear . 

0 Maybe more. 

A Right, exactly. 

0 But the point is, you couldn't l ook to ch. s 

commission to set rates that would be charged that were set 

on the basis o f cost of service, would you? 
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A That would be correct. 

0 Now, would you agree that, aa we change these cooL 

reeponsibilitiea, that we alRo ought to look to the rate 

design that companieD •· utilities offer their cuatomers in 

order to recognize competition? 

A Well, in a traditional - - do you m~an und~r 

we're no longer regulated, competition has come in? 

0 Sure. 

A Well , I think everything il open game once 

competition comes in and there'& no regulation. 

0 Therefore, what would your reaction be here that, 

when a utility offers a rate to a customer that is a 

discount rate with the expectation that the discount today 

will eave the future coat of building power plants, 1f we 

postulate that competition comes along, shouldn't that rate 

be eliminated currently? 

A I actually think, you know, I speak to 

competition. 

0 Sure. 

A I'm not talking -· ~nd one of the clements would 

be rate deeign, but I'm not a rate design expert, and I 

don't know what would happen. I don • t even k.1ow what types 

of rate• PPL offers. Whether there'e discount rates, 

interruptible rates, time-of-day r'tes, I'm not really 

familiar. So I guess my answer would be, yc•• kno\J. I don' t 
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1 know. 

2 0 Okay. Well, let me give you an example then with 

3 some specifics. Florida Powe r & Light o ffers a commerc1al 

4 industrial load control rate, and that rate has a provision 

5 where the charge for demand is lower th~n is charged 

6 

7 

8 

9 

10 

11 

12 

13 

H 

customers who have firm service becaua~ the customer can 

interrupt, and the amount of the reduction in the c.harge it< 

based upon the postulated estimate of future savings from 

avoiding the construction of power plants in the future, 

okay? 

A Well, I don't know --

0 I'm juat asking you if you understand that. 

A I don't understand it because I have not looked at 

the rate, and for you to suggest what the rate is designed 

15 to do -- I don't believe I'm the pereon to answer that 

16 question bec,use I haven't looked at the rates. I haven't 

17 looked at the rate design and I am not a rate design 

18 expert. I am an accounting revenue requirement expert. 

19 0 You're not a decommiasionin~ reserve expert 

20 either, are you? 

21 A As far as determining the amount of 

22 decommissioning we've determined, that's correct, right. 

23 0 Let me finish the hypothetical . 

24 

25 

Now, the amount of the reduction in the ch?rge to 

that customer that takes commercial industrial load control 
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1 is then passed on to all ot the other customers in an 

2 actual rate, and the justification is that the rate charged 

3 the customer today will avoid the construction of a power 

4 plant in the future. 

5 Simply in the general context of what you're 

6 talking about here in your testimony at page 2, l ineo 10 :o 

7 13, wouldn't you agree that, if competition migl"t come 

8 along, that the expectation of realizing the benefit f~·om 

9 that rate schedule would be similarly unreliable? 

10 MR. BREW: Objection. The witness hao already 

11 

12 

13 

stated twice that he's not a rate design expert and he's 

offering no opinion on how rates might be designed. Mr . 

Childs is simply repeating himself in the hopes of gett~ng 

14 an answer in an area the witness says he's not an expert, 

15 and --

16 MR. CHILDS: I'd like to get an answer in any 

17 areas. 

18 

19 

20 

21 

22 

23 

24 

25 

MR. BREW: Pardon? 

MR. CHILDS: I'll move on. 

0 (By Mr. Childs) 

talked about SPAS 106. 

expert in that area? 

On page 3 of your testimony you 

Do you consider yourael! to be an 

To the extent for the accounting trea<:.m·~nt for 

SPAS 106, yea. 

0 Okay. One of your observations is that -- in your 
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testimony is that General Motors took a tremendous one-time 

charge against earnings for the transit ion henef;t 

obligation. That's at your test1mony page 3, linea 19 

through 13. Then you point out in your testimony that it 

was not uncommon to see estimates for the escalati~n in the 

cost of health care i n th~ range of 15 to 17 percent in the 

early 1990s, and that's over on page 4, line~ l tu B. 

Subsequently, you point out that there are dramatic changeo 

in the annual increases in the cost o f health care, and 

that those increases are now under 10 percent, and that's 

at your testimony, page 4 , lines 16 through 17. And your 

conclusion is that, had thia been known at the time of Lho 

original estimate of the transition benefit obligation. the 

results would have been dramatically dif ferent, and you 

point out that the General Motors one-time charge would 

have been less and the cost o f service for utility 

companies wou:d have been lower, and that'o at page 4 , 

lines 19 to 20. 

But I want to aak you these quest1ons : At Lhe 

time you prepared your testimony, you did not ~now what 

trend rate for medical expense escalation General Motors 

had used, did you? 

A That's correct. 

Q And you di~~·t know whether they used the 17 

percent escalation rate or any particular escalation rate? 
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A That's correct, and, Mr . Childs, could I say that 

I put this in merely as an example from my experience in 

other jurisdictions. I don't know the case specifics in 

Florida. This was put in as an exomple to show how somt. 

forward-looking estimates could be inaccurate, and that'o 

the only purpose of putting it in, and it -- if you want co 

go through and point out all the specifi cs that ! r eally 

didn't know, this is from general knowledge (rom my 

rate-making experi ence in ot her jurisdictions. from reading 

a General Motors Sha::eholders' Report, realizing what they 

did. So we can go on, that's fine, but it was put in as an 

example to show that forward- looking estimates can be 

inaccurate. 

0 And you don't know the escalati on z·ate that 

General -- the escalation rate that General Moto rs in fact 

used was wrong, do you? 

A Per se , that's correct. 

0 Nor do you kno~ that the transition benefit 

obligat ion amount charged off for ~neral Motors as a 

one-time charge w&a wrong? 

A Agai n, baaed on my experience, that wou ld be my 

best guess. Do I know for a fact? No, you're correct. 

0 And you don't know ~<"hat utilities in Pl<. .. nda used 

a 15 to 17 percent estimate of medic&l expense f or tne 

immediate future? 
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1 A That' s correct. 

2 0 And you don't know what the actual escalation in 

3 medical expense in the early 1990s was ? 

4 A That's correct. 

S 0 Nor have you undettaken any review of any kind to 

6 determine what those actual expense ~scalations might bel 

7 

8 

A 

Q 

That' s correct. 

You don't know the number o f years that was 

9 typical i n the industry for the assumed escalation rate i n 

10 medical expense t o drop o r decline to six percent? 

11 A Correct. 

12 

13 

0 And you'vu reviewed no informatio n about t he 

calculation of the transition benefit obligation under SFAS 

14 106 for the telecommunication industry in Florida or fo r 

1S the electric industry in Florida? 

16 A ln Florida specific, no. 

17 0 And you do not know the specificu or the 

18 generalities as to whether the cost t o service for utility 

19 companies would have been lower, as /OU testify on page 4, 

20 line 20 of your testimony, as that assertion relates t o 

21 Florida utilities? 

22 A Per ae, that'a correct. 

23 0 Would you refer to page 2 o f your testimony again, 

24 beginning at line S? 

2S A ¥as . 
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1 0 There you address the telecommunication induot rl es 

2 industry and telecommunication companies in Florida and 

3 aooert that, to the extent that depreciation rese:ve 

4 deficiencies vere written off as immediate chargee to the 

5 depreciation expen•e and thus reduced over-earnings, 

6 increased r~venue requirements, the benefit has been reaped 

., by the shareholders of the now deregulated 

8 telecommunication companies. But we've established that in 

9 fact it io not the t e lecommunication industry that supports 

10 your observations, isn't. that correct? 

11 A It was baoically GTE FloridA . 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

0 And that's all? 

A That was my primary -- that was my experience. 

yea, GTE Florida. 

0 And ao to General Telephone o f Florida, you really 

don't know whether their actions on their depreciatton 

reserve deticiency reduced over-earnings or reduced 

increased revenue requirements , do you? 

A One or the other. 

0 But you don't kn~w? 

A Right . I don't know which one. 

0 Okay. 

A But it was one or the other, whi ch is what it says 

24 here. 

25 0 You teference SFAS 106 as an example of where 
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Would you agree that the Florida Public Service 

Comriesion has adopted a rule and implemented SFII.S 106 1.1 

Florida for accounting purposes? 

A I believe that was perhaps the document you pas~ed 

out. I don't have any first-hand knowledge of it.. 

Q In fact, when we took your depos ition, you did not 

know that; is that correct? 

A Correct, that's correct. 

Q And the document I passed out , would you agree 

that that was an excerpt from a General Telephone case lr. 

which you testified as a witness? 

A The document you passed out being General 

Telephone --

Q J'm sorry, it was Uni ted Telephone . 01d you 

testify in that case on the implementatio~ of SPAS 106? 

A I don't know. I've testified in oome United Tel 

cases, also the Florida Public Counsel who· · on whose 

behalf I testified would sometimes address SFAS 106 wi th 

one of their witne,aea . So, number one, 1 don't know if 

I don't recall specifically in a Unit.ed Tel case, 

particularly in a generic document ·- in a generic docket 

testifying on SPAS 106. 

Q Page 5 of your testimony at lines 1 and 2, you 
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1 state, "As I stated earlier, some companies, particularly 

2 telecommunication companiea, wrote off a TBO as a one-tine 

3 charge, arguing that future recovery was not guaranteed 

4 because of the future environment, namely deregulation.• 

5 And you continue by stating that, •In the few instances 

6 where the same companies were before commisoions. they 

7 argued for full recovery of all the costs recorded so that 

8 t hey could be made whole.• 

9 Now, I take i t that the first part of your 

10 

11 

12 

13 

14 

testimony is that the companies wrote off the transtt ion 

benefit and then argued that SFAS 71 would permit them to 

defer the expense to a future period? 

A 1 didn't specifically argue that. The transit ion 

benefit obligation in GTE was written off a t the corporate 

'5 level, and for aone amazing reason that never fil tered b~ck 

16 down to the individual operating telephone company. So we 

17 took the charge-off up at the corporate level, and when an 

18 individual telephone company came in, they treat~d it as 

19 business as usual as though it had never been written off 

20 and asked for normal recovery. 

21 0 Do you recall me asking you in your deposition 

22 whether the GTE companies argued about the i~plementatlon 

23 or the adoption of SPAS 71 to permit them to defer the 

24 

25 

expense? 

A No, I don't. I don't believe you asked me that 
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question, and certainly in the dockets I was in , the only 

way I diacovered it was getting the corporate ~nnual roport 

because in the filings they made it wao buoineeo a~ usual 

as though the TBO had not been written off up at the 

corporate level but that it still existed at the individual 

telephone oper at ing company. 

So they didn't argue for SPAB -71 treatment. They 

just d id it one way fo r corporate purpcses and another way 

down at the operating company. 

HR. CHILDS : I want to pass out at this time a 

copy of a Notice of Adoption of Rule. It's Order Number 

PSC 93-1040-POF-PU, and ask that it be marked for 

identification, please. 

(Exhibit No . 10 marked for identi fication. ) 

CHAIRMAN JOHNSON: Mr. Childs, ~ow much more do 

you have for this witness ? 

MR. CHILDS: A litt l e bit more than I already have 

asked. 

CHAIRMAN J OHNSON: Okay. I s this a convenient 

breaking point? We're going to go ahead and take 15 -minute 

break. 

record. 

(Whereupon, a recess was had in the procced1ng .) 

CHAIRMAN JO~~SON: We're going to go back on th~ 

MR. CHILDS: I've distributed what was m6rked for 
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1 identification ao Exhibit 10, which io the PSC ·· 

2 

3 0 

CHAIRMAN JOHNSON: I 'm sorry. 

(By Kr. Childs) I had distributed befo-e the 

4 break, and you marked it as Exhibit 10, and it's ~n order, 

5 ~SC 93-1040-POF-PU, and before I get to thaL, Mr. deWard, I 

6 want to go back again. 1 asked you ahout your testimony on 

7 line 22 of page 5 where you state, "As I stated earli~r.• 

8 Would you refer to that? 

9 

10 

A 

0 

Yes. 

•some companieu, particularly telecommunication 

11 companies, wrote off the TBO as a on~-time charge." When 

12 

13 

you say they wrote it of f ao a one-time chftrge, do you mean 

they wrote it off for rate-making, for accounting. or !or 

14 financial reporting purposes, or all of those? 

15 

1b 

A 

0 

For accounting and financial reporting purposeu . 

Did they write it off for purposes then of 

17 rate-making if they wrote it off for accounting purpooes? 

18 

19 

20 

21 

22 

23 

24 

25 

A No. 

0 No? 

A No. 

0 Okay. Now, tha companies that wo're t~lk1ng about 

then, in fa.:t, turn out to be General Telephone; is that 

correct? 

I know they did it. I believe Centc l aleo dirt it, 

thdt I believe I mentioned to you in the deposit1on . I 
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think ~here were some other utilities that did it, perhaps 

Bell Atlantic, but I'm not positive. 

0 Okay. 

A For sure GTE did it. 

0 All right. Then you continue to say they were 

arguing that future recovery was not guaranteed because 0 f 

the current environment, namely der~gulation. So let me be 

sure I understand. 

The point is is that they wrote it off for 

financial reporting purposes but did not seek -- as a 

one-time charge, is that correct, for financia1 reporting 

purposes? 

A You said "but did not seek"? 

Q I'm sorry . Let me start over again . 

That General Telephone Company wrote otf the 

transition benefit obligation as a one - time charge for 

financial reporting purpo~es? 

A At the corporate level, that's correct. 

0 But they did not then se~k to have the effect of 

that recognized through rates at the State regulatory 

level? 

A No, because they ignored the one-time charge-off 

at the corporate level on tne state level. as t no•Jgh 

business wa& ae usual at the state level. 

0 Then what's the point of your testimony here? 
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1 What is the point of the testimony about the effect of 

2 competition as it relates to this docket? How does it 

3 relate? 

4 

5 

6 

7 

8 

9 

A Well, the whole concept of SFAS 106 I think I said 

10 

ll 

12 

13 

14 

15 

16 

was an example of, where you're talking about future costs, 

you're also talking about the possibility of one-time 

charges versus amortization --

0 Okay. 

A -- and I'm talking about the differences in 

financial reporting purposes versus rate -making. 

Por instance, if the company's auditors agreed 

with the company that we should write off this nuclear 

decommissioning reserve because it may not be recoverable, 

they could possibly take it tor if everyone'& in 

agreement, the company and the auditor&, take it as a 

one-time charge for financial reporting purpose&. It'!! 

17 gone for financial reporting purposes. There's no more 

18 worry about it in the future. But for rate-making, they 

19 would present a different face. They ·;ould otill like Lo 

20 recover that for rate-making purposes. 

21 0 Okay. Now, would you refer to what'o been mlrked 

22 for identification as Exhibit 10? 

23 A I have it, sir. 

24 

25 

0 And turn to the page Rule 25·14.012 . Would you 

accept that this rule adopts SFAS 106 for accounting i~ 
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Florida? 

A I would say it does, yes. 

0 And would you agree that under SFAS 106 the 

utiliti es are permitted to re f lect , for accoun~ing 

purposes, the transition benefit as a one - time charge? 

209 

A Because they're adopting SPAS 106, I would say so , 

because that was one of the options. 

Q Sure. So in Fl~rida it's permissible f o r 

utilities to account, for SFAS 106, tr~noition benef1t 

obligation as a one-time charge on their books and records? 

A I would say so, yes. 

0 Okay. And in addition, would yo u agree chat the 

deferral accounting is addressed under Subsection 2 o f that 

rule and requires prio r authorization from the Commiss ion? 

A Yes. 

MR. CHILDS: I want to show you another document 

and, Commieoionera, there are two documents toge t her . One 

is a June 24, 1993, staff recommendation concerning the 

adoption of this rule, and attached to rhat io an order by 

the Florida Division of Administrative Hearings concerni ng 

a rule challenge to the adoption of this r ule that 1s Orde r 

No . 95-5717-RP, and I'd l ike to have tha t marked, p l ease . 

CHAIRMAN J OHNSON: It will be narked aa EAh1b1t 

11. 

!Exhibit No. 11 marked tor ident i l lc~tior •. ) 
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0 (By Mr. Childs) And would you turn to the - at 

the bottom it's marked as page 009, Mr. deWard. 

A Right. 

0 And that's the first page of the final order. 

A I have that. 

0 Attachment 2 to tho otaff recommendation . 

A I'm sorry. I don't see any reference tc-

attachmant. I' m on 009, though. 

0 It 's at thl" very top of that page 1n the upper 

right-hand corner. 

A I see it now. 

0 All right . Now if we turn to page 16 o! that 

order, 16 at the bottom, and look at paragraph 9, would you 

look at that ? 

A I see it. 

0 Would you agree that this statement about the 

basic tenet ~f SFAS 106 in the reliability o f estimates 1s 

directly applicable to your criticism of the eotimdtes 

associated with the decommiosion1ng reoerve deficiency? 

A No. 

0 It recognizes specifically, does it not, that the 

SPAS 106 accruals are based upon estimates. estimates and 

variables that are diff1cult to measure? 

A It talke about that, certainly, but my opposition 

to the plan ie, au I gueso they eay -- well, my oppooition 
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to the plar1 per s e io, there's no rate reduct ion. So this 

talks about estimates. That's fine, and my testimony 

talked about estimates. 

Q I know you ' d like to talk abou t ra t e reductions , 

perhaps. I ' m talking about your criticism of the plan as 

it relatea to the decommissioning expense. because yo1• 

state that it's based upon estimates and estimates may 

change Isn 't it equally true with SPAS 106 costs, 

estimates may change? 

A I make a compariaon in my testimony of SFAS 106 

and decommissioning and say there a re some sim!larities, 

but there are also oome differences For instance , in SFAS 

106, you have history to look at, where in decommissioning 

there is not a whole lot of history to look at to determine 

future coats. So it's not strictly that it involves 

estimates. Yes , they both involve estimates, but I th1nk 1 

make it clear in my testimony that, while there dre some 

changes, there are some differences, too. While there are 

some similari ties, there are also s ome dlfferencen. 

Q Ob, I'm not suggesting that at any point in your 

t estimony that you suggest that the SPAS 106 coato are 

aimilar to decommissioning costs. To the contrary, I think 

you eubaU.t reliance on SPAS 106 for the princ~ple that 

financial reporting can be different than regulatory 

accounting. And then if 1 look~d at page 8 of your 

FOR THE RECORD REPORTINO TALLAHASSEE, FLA 904-222 - 5491 



• 

• 

• 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

212 

testimony, line 7 -- would you look at that? 

A Page 8, line 7? 

0 Yes. 

A Yes. 

0 You talk about, given the unknowns, potential 

technology changes and the potential for changes in 

decommi•aioning requirement&, there•o no guarantee that the 

perceived deficiency at any particular point could not turn 

into an excess in the tuture. Do you have that? 

A Yes, I see t~at. 

0 Now, my point is not that your direct testimony 

link• SPAS 106 to your criticism of deficiency costs, but 

that in fact when you look at what SFAS 1 0 6 deals witn, 

14 that it was explicitly recognized that using this accrua l 

15 would require the use of estimates and that est1mates cou ld 

16 be inaccurate; wouldn't you ~gree? 

17 A I have no pr~blem with the statement that SFAS 106 

18 relie• on estimates and they could be inaccur~te. 

19 0 Right. And it concluded that the uoe of estlmates 

20 io superior in the bottom of that paragraph 9, than failure 

21 to accrue. 

22 A I'm sorry, but I kind of lost your pa~e. I waH --

23 0 Page 16. 

24 

25 

A 

0 

Okay. 

I 'm juat saying that it saye that the use o f 

FOR THB RECORD REPORTING TALLAHASSEE, PLA 904·222 - 5491 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

• 12 

13 

14 

1 5 

l6 

17 

18 

19 

20 

21 

22 

23 

24 

25 

213 

estimates, as it called for by SPAS 106, it was concluded 

in this order as superior to implying by failur~ to ac-rue 

that no cost or obligation exists prior to the actual cash 

payment of benefits to retirees . 

A Well, that's what it says. I don't know che whole 

background. I don't even know what attachment is 

Attachment 2 is, but, yes, that's what it says there. 

Yeah. 

0 Okay. Now if you'd turn to page 21 of that order 

and look at paragraph 20, please. 

A Yes. 

0 Now, the sentence in - - sort o f halfway through 

which says, "A utility recovers accrued OPEB." First of 

all, what does OPEB expenses mean? 

A Well, I always get this one wrong, but 1 think 

it's other post employment benefits, and "oLher• meaning 

other than ~nsions. 

0 Okay. Now, would you read the sentence? I don't 

mean aloud, but just read the sentence. 

A Which sentence? 

0 This sentence about a utility -- in paragraph 

number 20 that says, "A utility recovers accrued OPBE 

expenses through rates only when the Commission takes 

action to change rates . • 

A I've read the sentence. 
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0 Okay. And would you agree that this o r der dealt 

with the implementation of SFAS 106 ? 

A I ' ll take your representation . 

Would I agree with it by what I've seen? I can't 

really do that , but I' m happy to take your representation 

that it doe• . 

0 Well, maybe t o help you, if you'd look at page 10, 

the paragraph at tho bottom o f the page which says, 

•Through the Office o f the Public Counsel,• and then read 

that paragraph over through the three poin t s on tho next 

page. I moan 

A I've read it . 

0 Okay. This o rder in effect saye tha t it is 

addressing a challenge to the validity of the rule. I 

believe, that we jus t looked at, which is marked as Exhibit 

10. 

A That's what it \/Ould appear to do. 

0 Sure. Now, would you go back t o page 21 ?f t he 

o rder and look at the sentence o.gain t hat says. "A utility 

recovers accrues OPBE expe nses through rates.• 

A (Witness complies.) 

0 Now, my point is, with that oentenc..e in mind, 1s 

the adoption of SFAS 106 by the Florida Comm! ssion in this 

rule resulted in Lhe recognition o f an annual acc rual for 

the post retirerr.ent bene tits other than pension , didn • t 
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it? 

A I'm sorry. could you give me that on ... e aga1••? 

Q The result of the adoption of the rule which has 

is in Exhibit 10, Rule 25-14.012, io that ut.lities in 

Florida would recognize the annual accrul\l f or other post 

retirement benefits, or post retirement benefits other than 

pen.ion as an expense on an accrual basis? 

A I would agree with that. 

Q And under the rule, they could also recogni ze the 

transition benefit obligation as a one-time charge? 

A That was part of SFAS 106, so I think one could 

conclude that, although it doesn't say that. but it says. 

thou shalt follow SFAS 106, and that was one of the 

provisions. 

Q Okay. And thia sentence concludes that the 

accrued OPBE expenses are recovered through rates c-nly whe.· 

the Commission takes action to change rateo, and that's 

what you disagree with; is it not? 

A Yes, and I don't know the full context, but I 

would see what rhe Public Counoel objectiono were to OPBE, 

and therefore perhaps what this is saying here is. you can 

go ahead and accrue for OPBE, but until there'o a rate 

case, and until this commission can look at all the facts 

and circumstances that go into the determination of the 

SPAS 106 expense, per se we're not going to allow you 
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1 increaee or decrease ratee until we get a chance to look at 

2 it. 

3 So again, I don't know the cuntext, but based on 

4 what Public Counsel's object1ons to it and what this sayo 

5 is, don't worry, Public Counsel, we wotl' t do anything to 

6 ratea until we've had a chance to look al it in a rate case 

7 sett ing. So I would think that's the context . and maybe 

8 I'm wrong. 

9 0 Well, let 's go back to page 11 to your point about 

10 

ll 

12 

13 

perhaps it said that the Commission cou l d look at these 

axpenses at a later time, and I asked you to read that 

paragraph starting on page 10. Would you turn over to page 

11 to eee that the first challenge ~f the validity of the 

14 rule by the Office of Public Counsel is that through the 

15 rule the Commission advocates its statutory dcty to set 

16 fair, juat, compensable and non-discriminatory rates to th(: 

17 financial a ccounting standards boards. 

18 A I'm sorry. Was that a question or --

19 0 Yeah. Do you aee that? 

20 

21 

22 

23 

2 4 

25 

Oh. 

And if you do, wouldn't that suggest to you that 

your concluaion that perhapa the Commiooion d!dn'~ inLand 

to really include it in rates is wrong? 

A I see it as supporting my conclusion. 

0 Okay . How about the quotation from the Unlted 
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1 Telephone case that was passed out earlier to Mr . Gower. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

have you read that before? 

A No. 

Q Did you read it when I passed it out to Mr. 

Gower? 

A I looked at one document that wac passed out. l'm 

not sure that was the one or not. 

Q I'm going to aak you to refer to what's been 

already marked for identification as Exhibit 9. In the 

second page of that document , Mr. aeWa rd, in the first full 

paragraph ie the diecuaaion that I have reference to. All 

right? 

A All right . 

Q And specif ical ly. starting with the words 

somewhere in the middle o f that paragraph that says, "OPC 

16 states that for a coat to be included in rates it muJt be 

17 certain.• Wuuld you read th~t and the next several 

18 sentences? 

19 

20 

21 

A 

0 

A 

OUt loud or 

No, juet eo you know what they say . 

(Witness complies.) 

22 Yee, I see that. 

23 0 All right . Nov, are you aware that th1s is --

24 this page is an order relating to a ~ate increase 

25 application by United Telephone ComPAny? In !act. 1f you 
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turn to page 1, I think you might see that. 

A I see in the caption, yes. 

Q All right. Now, this language that I asked you to 

refer t o on page 35 reflects clearly, does it not, ~he 

Commission is fully aware about the argument as to r.he 

uncertainty, the lack of verifiability of the at.crual of 

SPAS 106 coats; wouldn't you agree? 

A I can read that. They are concerned about. lt, 

sure. 

Q They're not concerned about it ·· 

A Sure , I've seen ·· 

Q They nevertheless ·· they included lt in the 

computation of rates, did they not? 

MR . BREW : Could I ask that he all ow the witness 

to finish hie sentence, please? 

CHAIRMAN JOHNSON: Yes. 

0 (By Mr. Childs) Sure. 

A They talk about the uncertainty, and again, I 

would presume that they allowed a certain level of SFAS 106 

to be incorporated as part of rates. 

0 Okay. Now 

A However, I guess going back to page 21, it seems 

to me this Kind of reatfirms my thought here about. back on 

21, that, don't worry, Public Counsel, we' ll look at SFAS 

106 coats in the context of 4 rate setting, and the order 
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1 you just gave me was a rate setting. So don't worry about 

2 it, we won't just let whatever the company says SFAS 106 

3 expens~ should be. We'll luok at it in the context of a 

4 rate setting. So I think it confirms what 1 said on my 

5 interpretation of page 21. 

6 0 You made no inquiry as ~o the adoption of the SFAS 

7 106 by this Florida Commission, did you? You made no 

8 inquiry in the preparation o f your test imony as to the 

9 adoption of SFAS 106 by this commission, did you? 

10 A No, I didn't, but you handed me some documents, 

11 and I'm interpreting those selected line items on the 

12 

13 

14 

15 

document that you handed me. 

0 And that's my point. You made no inquiry, but you 

testified to it in your testimony that it is ~ good example 

of utilities or may be bound to it for reporting 

16 purposes, but not for accounting. 

17 A Again, when we first got into SFAS 106, I said 

18 this is but a mere example of where we have f o rward-looking 

19 costs and we have forward-looking coots in 

20 decommissioning. This is just a mere example. It's baaed 

21 on my prior regulatory experience, primarily in other 

22 jurisdictions dealing with SFAS 106, 1n Nevada, in 

23 

24 

25 

Kentucky, in those jurisdictions. 

0 But they don't set rates for Florida Power & Light 

strike that. 
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Would you go back to what's been marked for 

identification •• Exhibit 10, which ie the rule itself, and 

tell me where in therP. you say tha~ implementation of the 

rule provisions having to do with SFAS 106 will be i n the 

context of a rate case? 

A In the rule itself? 

0 Sure. 

A I don't see that. 

0 I L 's not the~e. is it? 

A Right. You asked me to look at thio d~ument, 

which addressed the Public Counsel's concerne. and I oal.d, 

gee, it looks like that's where they talk about in a rate 

setting. 

0 Do you know what a rate -- a rule is and the 

15 effect of a rule before this commission? 

16 MR. BREW: Calls for a conclusion of law. ObJect 

17 to the question. 

18 MR. CHILDS: 1 guess l respond that we cou~d 

19 strike a lot of testimony on that basis. I mean. he talks 

20 about SFAS 106 -- if he knows and to the extent he l<nows. I 

21 think he can answer the question. 

22 MR. BREW: He's already answered the question 

23 aeveral tlmea that he wasn't offering it is a~ an example 

21 of how SFAS 106 ha& been dealt with in Florida, and he's 

25 explained that aeveral times. What you•re asking hl.m to do 
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1 is tes~ify on the basis of documents he hasn't seen. 

2 MR. CHILDS: r think the witness has explained 

3 that is he not testifying GS to Florida when it's found out 

4 that his testimony is not supported by what happened in 

5 ~lorida, so I take exception to the characterization of the 

6 testimony. 

7 CHAIRMAN JOHNSON: I'm going t o allow the 

8 question, and to the extent, i f you don't know the answer, 

9 you can state that you don't know the answer, but I wil ~ 

10 allow the question. 

11 

12 

13 

THE WITNESS: Could you repeat it, pl••ase? 

0 (By Mr. Childs) Do you know the effect of a rule 

in Florida, specifically thio rule, 25-14.0127 

14 A It would set particular parameters for deallng 

15 with a particular iesu~. 

16 0 Do you Y~ow wheth~r rule -- or util1t 1es are 

17 required as a matter and this is as a matter of law, 

18 whether you're a lawyer or not, you may know i t to 

19 comply with the rules of this commission? 

20 A I would presume they are. 

21 0 All right. Now, back to page 21 and Lhis 

22 

21 

24 

25 

particular paragraph 20-

A Page 20? 

0 Excuse me. It's page 21. paragraph 20 

Would you agree that thio observation is 
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1 similar ly applicable t o the treatment of decommi "HJ i onu.; 

2 reserve deficiency expenses, if you know? 

3 A Talking about page 217 

4 0 Yea. 

5 A Paragraph 20? 

6 0 Right. That a utility recovers decommiAsioning 

7 expense s through rates only when the Commission t akes 

8 act ion to change ratee. Would you assume that that 

9 observa tion is valid? 

10 A Well, I don't agree with that statement ~er se. 

11 0 Okay. 

h So I certainly don ' t agree with it in this 

context. 

222 

12 

13 

14 0 Okay . Now, if you'd look down t o paragraph 22 on 

15 that page 21 of the document, Exhibit 11, where it notes 

16 that the proposed rule is a policy decieion by the 

17 Commission, would you agree that the proposal in this 

18 docket represents a policy decision by the Commiouion? 

19 A Actually I think it's violative of what the 

20 Commission policy had been for amortizing nuclear 

21 decommissioning costa over the remaining lives of Lhe 

22 units, so this is a proposed rule. I don't believe it's a 

23 policy. It'B a PAA, a proposed agency action. I believe is 

24 what it atanc1a tor. So 1 c1on•t th1M I would agree wi t.h 

25 you, no . 
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0 Would you feel better -- well, the Commission did 

in fact take a vote to take action es a notice of proposed 

action, did it not? 

A Well, I think you asked me if it was a rulemaklng 

or whatever. I don't know what the legal ramifications of 

a propoaed agency action, hut I see it different than 

ruleruking. 

0 No, sir. I asked you whether it was policy . I 

didn't even &ek about whether it wae a rule. 

Would you agree that the action this commission 

propooes to take -- and I think I said that, too - in this 

docket is policy? 

A I look at policy as womething that's 

all-encompassing, that ' s going to be done generically 

throughout, and, therefore, I would eay no It looks to me 

like it's a specific action to -- instead of basic&lly 

to allow some wtite-otfs aga inst some over-earn1ngs. So 

it's specific to this case, and it really io not -· 1 ~an't 

see this being a policy that the Plvrida Public Counsel 

would come in and say, "Look, you've eatablished polic;·. 

We w&nt to take these write -offs to hide our 

over-earninga.• So I think it's specif ic action and not a 

policy. 

0 Ie that a legal conclusion? And 1 don't mean to 

be argumentative, but the Commission sa id it'e a policy, 
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didn't they? 

HR. BREW: It is being argumentative . The witness 

has answered exactly what it is. 

HR. CHILDS: The wltneso can't reach a legAl 

conclusion except when he chooses to, apparently. I mean, 

he told me what he thinks a rule is and what policy is, a.td 

I'm trying follow up on it. 

MR. BREW : Well, you're still asking for a legal 

distinction. He'o not offering a legal opinion on that 

difference. 

CHAIRMAN JOHNSON: Is there a question? 

MR. CHILDS: No. If there is, it wil l be 

withdrawn. 

CHAIRMAN JOHNSON: Okay. 

Q (By Hr. Childs) Now, we've talked about the 

General Telephone Company case which is the basio f o r some 

of your observations and your testimony, is thftt correct? 

A Which General Telephone case ? 

0 The one in which you testified in Docket No. 

920188. 

A That one talks about a depreciati o n reserve 

deficiency, yes, and then not being beneficial to rate 

payers in the future. That's the one type --

0 And it also talks about SFAS 106 coats. doeo 1t 

not? 
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A I don't think I specifically related that, but 

yes, the GTE case did deal with SPAS 106, and as l belleve 

I told you i n my depoeit1on, I thought in that case the 

Commission made a special exception and actually took what 

GTE said was Lheir SFAS 106 cost and reduced it by SlO 

millio.n . Now, that's from memory, from ... he 1 r orde r, and I 

didn't re-look at the order. 

Q They reduced it by $10 million? 

A That was my understanding. 

Q Do you know wh~t' they did that? 

A I don ' t recall the logic . 

Q Would you agree that it 's because you testified 

that it was appropriate to defer it to the next year 

because there were earnings in the year after that test 

year? 

A I've never really taken credit for that 1n the 

past, but I would be happy to. 

Q That you testified that, since they had certain 

SPAS costs, 106 costs , that this commission said don't 

recognize all of them in the test year. In the next year 

where there are sufficient earnings, that's where they 

should be recognized. You would be happy to take credit 

for that? 

A I don't specifically recall s•ying that, but it 

sounds likes a good theory to me r1ght now. 
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1 MR. CHILDS: l'm going to show -- have a document 

2 shown to the witness. It's Order No. PSC 930818 - FOF-TL, 

3 

1 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

and will you please mark this for identification? 

CHAIRMAN JOHNSON: It will be marked ao Exhibit 

12. 

(Exhibit No. 12 marked for identific ation.) 

0 (By Mr. Childs) Twelve? This has a copy of the 

cover page, page 9, and page 11. Would you turn to page 11 

and look at the tint full paragraph? 

A 

0 

Page 11? 

Yes, sir. 

A And by the first full, do you mean at the 

hearing? 

0 Yeo. And doesn't this reflect that in that cao~ 

15 you agreed that the deferral of the cost was appropr1ate 1n 

16 1994 if there were increased earnings? 

17 A That's ~hat it says, and I gueoo probably I can' t 

18 take credit for it because it was probably in response , as 

19 I recall now, to a Staff cross-exam~nation question, so 

20 

21 

0 

A 

Sure. You didn't pref1le testimony on this 

No. I think, now that I read it. I can't c !alm 

22 credit for it. It was in response to a Staff c1oso 

23 

24 

25 

question. 

MR. CHILDS: Thank you. That's all I have. 

CHAIRMAN JOHNSON : Staff? 
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1 MR. CRUZ-BUSTILLO: No, Staff has no queotions, 

2 Chairman Johnson. 

3 CHAIRMAN JOHNSON: Commiosionero? Redil·ect , oh, 

4 I'm sorry. 

5 COMMISSIONER DEASON: I do have one question. Mr . 

6 deWard, you indicated that it was in response to Sta f{ 

7 questioning, but what wao your - - did you have a pooition 

8 even as a resul t of the cross-examination? Did you have a 

9 position? 

10 THE WITNESS: Commissioner Deason , we went through 

11 

12 

13 

this in ~y deposition. My memor}'S a little unclear 

whether the Florida Public Counsel witness wao the person 

who resti fied on SPAS 106 , and I believe -- thio i s from 

14 memory, I believe that the~e was no c r oss for her, but then 

15 the Staff had some questions and wanted to know whether I 

16 would adopt the Public Counsel poaitlon of the other 

17 witness, and I ag reed to. So t hat's my memory, that it 

18 wasn't my testimony per se, but then I adopted Public 

19 Counsel testimony and that - - at that point the Staff aoked 

20 me some questions on it. 

21 COMMISSIONER DEASON: And what was the positio n 

22 that you adopted? 

23 THE WITNESS: Well, we probably had a total ly 

24 different position than this, oo I adopted pro bably that 

25 you should continue pay as you go, I'm not sure, just from 
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1 memory. I don't agree ~ith the concept of SFAS 106 myself 

2 in total. So that was probably Public Counsel 's position 

3 that pay as you go is fine, let's keep it up, we ac tually 

4 know what we 're pnying out, And let's keep it up . So that 

5 would have been what I adopted, or whatever was written. 

6 COMMISSIONER CLARK: Mr. deWard, I have a 

7 question. on page 6 of your testimony you talk about you 

8 should epread the cost of funding decommiss ioning 

9 activities evenly over the licensed life of the assets. By 

10 Lhat, do you mean if we are at 50 percent of the useful 

11 lite of the nuclear units, we shoul1 also be ar 50 percent 

12 

13 

of decommissioning costs? 

THE WITNESS : No. It -- what it basically means 

14 is we have to be at a certain point in time · · we have to 

15 be at a certain level by the date of th~ decommissioning. 

16 Here's where we are now. So whether that be 50 p~ rcent or 

17 30 percent or whatever, here's where we are now. The 

18 licensed life remaining is 20 years. We'll take t,at 

19 difference, considering, of course, what the fund earns and 

20 those factors evenly over the remaining liCe. 

21 COMMISSIONER CLARK: That is not what it s&ys. It 

22 says, •consequently -··on page 6 line 13, it says. 

23 •conaequently, the accepted rate-making for ruclear 

24 

25 

decommissioning is to spread the cost o f funding those 

activities evenly over the licensed life of the aeeets.• 
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1 So I took that to mean, if you're at 50 percent of 

2 the licensed life, you ought to be ~t 50 percent of the 

3 decommissioning coats. 

4 THE WITNESS: It's not what it me~nt. Perhaps it 

5 is not appropriately worded, but it actually is, once the 

6 commi••ion has all the facta before it, what it has done i~ 

7 the past i• say where we ahould be, where we are, amortize 

8 that over the remaining licensed life. So this was not 

9 artfully worded. 

10 COMMISSIONER CLARK: Well, let me ask y?u a 

11 question about that. Wouldn't the ideal way of doing it 80 

12 

13 

14 

every customer paya his or her fair share, is lhat it 18 

done evenly over the life of the aaaeta? 

THE WITNESS : In a perfect world, if today you 

15 knew what it wa• exactly going to co8t, yes, to fund lt 

16 evenly over the life, in a perfect world , that would be 

17 appropriate. Under this plan they're saying there is a 

18 perceived deficiency. Let's take it in two years, if 

19 earnings permit , which I don't agrne with . 

20 COMMISSIONER CLARK: Okay. And why is that 

21 inappropriate? 

22 

23 

24 

25 

THE WITNBSS: Well, number one, I believe you're 

masking the fact that there'u over-earnings. 

COMMISSIONER CLARK: Well, !et me ask you about 

that. 
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THE WITNESS: Okay. 

COMMISSIONER CLARK: If you've under-accrued, wtlY 

is it over-earnings, and why isn't it that ycu haven ' t 

appropriately recognized expenses? Why is it earnings and 

not the fact that you h&ven't recognized e~penoeo that have 

in fact occurred? 

THE WITNESS : Well, there is · · there's a whole 

myriad of items -- obviously you're aware o f this -- a 

whole myriad of items that go into coat o! service, this 

being one of them which i s selected. l mentioned items 

that go in the other direction, the overfunding of the 

pension plan, the deferred tax reoerveo. thingo of that 

nature. 

So if you want to i oolate on one item, one could 

say, yes, logically, everyone who is on the unit should pay 

his fair share cost. It just doesn't work out. And what 

the Commission has done every five-year period is say, 

let's look where we should be, where we're at and take it 

ratal;ly over the future instead o! having Lhio huge jump at 

this one time. 

COMMISSIONER CLARK: Okay. 

COMMISSIONER DEASON: Well, let me a1k you a 

question. You mentioned deferred taxes and things of that 

nature. A few years ago there was a questi on of a change 

in the corporate tax rate and the fact that perhaps 
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deferred taxea were in an excess position and that there 

should be some type of a recognition of that and a 

flow-through of that. Was that flow-through over a shorter 

period of time than the li fe of the assets, or how was that 

calculated? 

THE WITNESS: No, the -- at the same time the Tax 

Reform Act was passed, the IRS passed s~eci!ic regulat1ons 

that said this excesa had to be flowed back ratably over 

the remaining life of the assets. So the IRS said, unlese 

you flow it back ratabl y, ratably, you can lose your 

opportunity to take accelerated depreciation. So the IRS 

dictated what had -- there were a number of cases in other 

jurisdictions where the Commission said, to heck wi th ~t . 

flow it back quicker . We want to give that benef it to r ate 

payers because, if we give it back immedi ately, those are 

the rate payer• that would have paid the higher rate. 

C~lSSIONER DEASON : Was that your pos it i on? 

THE WITNESS: I don't know if I ever tesLified 

that. Once 1 knew the IRS requirement, I was bound by i t . 

I didn't want any utility to lose its ~cceleratcd 

depreciation . 

CHAIRMAN JOHNSON : Redirect? 

REDIRECT EXAMINATION 

BY MR. BREW: 

Q Yea. Mr. deWard, there has been a lot o C 
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1 discussion about the treatment of SFAS 106 in flor~da and 

2 wi th respect to the Commission policy. Is there a spPcific 

3 policy of the commission with respect to recoverir.g 

4 decommissioning coste? 

S A Yes , there is, and that's what I've been referr1ng 

6 to, and that's determine where you should be, where you're 

7 at and the ratable amort1zation over the remaining life. 

8 MR . BREW: Thank you. That's all I have, Your 

9 Honor. 

10 

11 

12 

13 

14 

15 

16 

17 

CHAIRMAN JOHNSON: Exhibits? 

MR. CHILDS: I move Exhibits 10 through 12 . 

MR. CRUZ-BUSTILLO: Chairman Johnson? Chairman 

Johnson, excuse me. With respect to the exhibit that's 

been marked for identification No. 11, it's two parts. 

It's a -- there's a recommendation and there's an order, 

and on behalf of Staff I just want to note fo r the record 

that, with respect to the recommendation t~.:lt the Florida 

18 Administrative Code requires that -- first I \~ant to state 

19 for the record that I view it ao hearsay and that and 1 

20 just want to reflect th~t the Florida A~minisLrative Code 

21 says that out of court statements or hearsay cannot be used 

22 to prove an element or a fact in and of itself but can be 

23 

24 

25 

used to corroborate. And on that bauis, I just want to 

note it for the record on behalf of Staff. 

CHAIRMAN JOHNSON: Is that an ob j ec tio n? 
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1 MR. CRUZ-BUSTILLO: No, it is not. 

2 CHAIRMAN JOHNSON: Okay. ~hen we 'll bhow these 

1 three exhi bit s admitted without objection, and t here are 

4 still we still have Composite Exhibit 8 tha t 11e've not 

5 moved. 

6 (Exhibit Nos. 10, 11, and 12 wen'! received into 

7 evidence.) 

8 MR . CRUZ-BUSTILLO: I'm sorry, Cha1rman Jo~~oon . 

9 I didn't hear you . 

10 CHAIRMAN JOHNSON: Composite Exh ibit 8 has not 

11 

12 

1) 

been moved into evidence . 

MR. CRUZ-BUSTILLO: Yeah, tha t' & correct. I'm 

still aware of that. We're going to wait for t he next 

14 wi t ness and at the conclusion o f hie tes timony, w~'ll move 

15 that into evidence. 

16 CHAIRMAN JOHNSON: Okay. That wil! be fine . 

17 Thank you, aJr. You 're excused. We're go1ng to go of f the 

18 record f or a couple of minutes . 

19 (Whereupon, a recess was had in the proceeding.) 

20 

21 (Transcript continues in sequence in Volume III . ) 

22 

23 

24 

25 
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