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P R 0 C £ E D I N 0 S 

(Transcript follows in sequence from Volume II.) 

Wher eupon, 

MARK A. CICCHETTI 

was called as a witness, having been previously oworn to 

speak the truth, the whole truth, and nothin~ but the 

truth, was examined and testified as follows: 

DIRECT EXAMTNATION 

BY MR. BREW1 

0 Mr . Cicchetti, are you ready? 

A Yea. 

0 Mr. Cicchetti, did you prefile direct testimony of 

Mark A. Cicchetti in the form of 30 pages o f questions and 

answers in this docket? 

A Yea. 

0 If I aakad you the same questions today would your 

answers be the same? 

A Except for some correct ions I'd like Lo --

0 Would you please give us those ~~rrections now? 

A On page 9, line 20, after the word •forecast,• 

there should be quotation marks. On page 12, line 1~ . the 

words, •mentioned above and• should be stricken . 

MR. CHILDS: Wai t a minute. 

Can you go just a little slower? 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904 · 222 5 491 
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THE WITNESS: Yes. 

MR. CHI LDS: Page 12, line 15? 

MR. CROZ-BOSTILLO: And for Staff, could you go 

back to the first one, page 20? 

THE WITNESS: Page 9, line 20 . 

MR. CRUZ-BUSTILLO: Page 9, line 20? 

THB WITNESS: Yea. 

MR . CROZ-BUSTI~LO: Thank you. 

THE WITNESS: After Lhe word •forecast,• there 

should be quotation marks. 

237 

On page 12, l i ne 15, the words, •mentioned above 

and• should be stricken. 

on page 22, line 18, "1990" should be "1993." 

On page 23, line 19, the comma after the word 

•practice• should be stricken, and the word •and• 

inserted. On lin«J 20, t.here should be a period after the 

word •requirement" and t.he rest of the sentence should be 

stricken. 

On page 24, starting on line 14, and ending on 

line 21 with the word •reporting,• that ahould be stricken. 

MR. CHILDS: Wait a minute, I'm not -- page 24, 

line 14? 

THE WITNESS: On page 24, atarting on line 14 and 

ending on line 21 with the word • reporting,• that should be 

strickan. 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 -22~-5491 
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MR. CHILDS: The whole sentence? 1 

2 THE WITNESS: Yes. And those are the correcti~ns 

3 I have . 

4 MR. BREW: And as corrected, your anowers 

5 otherwise ~ould be the 1ame today? 

6 THE WITNESS: Yes. 

7 HR. BREW: Commissioners, I ask that the pref~led 

8 testimony of Mark Cicchetti be incorporated into the 

9 record. 

10 

11 

12 

13 

l4 

CHAIRMAN JOHNSON: It will be so insert~J. 

0 (By Mr. Brew) Mr. Cicchetti, did you also prefile 

exhibits with your direct testimony? 

A Yea. 

0 And were the first exhibits a one-page -- a 

15 two-page document, the first of which is labeled, "Florida 

16 Power ~Light 1997 Base Rate Revenue Forecast"? 

17 A Yea . 

18 0 And t.he second page o f that is a document e.lt.itled 

19 •Docket No. 950359-EI, Accruals to Date•? 

20 A Yes. 

21 MR. BREW: Your Honor, I would ask that rlocumcnt 

22 be marked as Exhibit 13 for identification. 

23 ~RMAN JOHNSON: I'll identify it as P.xhibit 13, 

24 

25 

and it included all three of those -­

HR. BREW1 No, it's two pages. 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 - 222-5491 
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CHAIRMAN JOHNSON: Okay . Do you want to go 

separat e l y the n? 

MR . BREW: Yea , I t hought it might be easier. 

CHAIRMAN JOHNSON: Okay. That ' s fi ne. Exhibit 13. 

(Exhibit No. 13 mar ked for identification.) 

0 (By Mr. Brew) The next document is labeled your 

Exhibi t 2 , which i s entitled, "Florida Power & Light 

Wri t e -Of f Activity Summary• --

A Yes . 

0 -- which is a one-page document? 

A Yes. 

0 And where did you obta i n that document ? 

A I obtained that document through AmeriSteel 

request f or production of documents from staff 

MR. BREW: Co!Miissioner, I'd ask Lhat this 

document be marked as Exhibit No. 14 for identification. 

CHAIRMAN JOHNSON: I'll mark it as 14 . 

(Exhibit No. 1 4 marked for identification. ) 

0 (By Mr. Brew) Mr. Cicchetti , do you have in f ront 

of you the next exhibit, which consists ot three pages of 

charts labeled the PPL Group, the first page of whi ch ahowu 

book value of fo••il uni~s? 

A Ye8. 

MR BREW: Your Honor, I'd ask :hat those three 

pages be marked ftS Bxhibit 15 for identification. 

FOR THE RECORD REPORTING TALLAHASSEE. PLA 904·22~·5491 
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CHAiruMAN JOHNSON: It starts with - - it says FPL 

Group? 

MR. BREW: Yeo, that's the one, and thure are 

three pages. 

CHAIRMAN JOHNSON: Okay. 

(Exhibit No. 15 marked for identlfication.) 

0 (By Mr. Brew) knd then fi r.ally, the fourth 

exhibit is entitled, •standard ' Poore Financial Benchmarke 

for AA Rating.• Do you eee that? 

A Yes. 

MR. BREW: Ycur Honor, I'd ask tht\t that document 

be marked as E~hibit No . 16 for identification. 

CHAIRMAN JOHNSON: It will be marked as 16. 

(Exhibit No. 16 marked for identificatic n .) 

0 (By Mr. Brew) Mr. C1cchetti, do you also have 

prefiled rebuttal testimony that you filed 1n thiu docket? 

A Yes. 

0 And is that the rebuttal testimony o f Mark A. 

Cicchetti, consisting of 19 pages? 

A Yes. 

0 And do you have any corrections to offer to that 

rebuttal testimony? 

A t:o. 

0 If I asked you the questions contained in that 

testimony, would your answere be the same today? 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 · 222·5491 
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A Yes. 

0 Mr. Cicchetti, do you have any prel iminary 

atatement that you wish to make ac to either your direct ~r 

rebuttal t estimony? 

A Yes, would yo u like me to give both sum~aries f~r 

rebuttal and direct at this time? 

0 

A 

Yeah, please, let's do botr at the same time. 

Madam Chairman, Commissioners, the proposa l to 

9 extend the plan for reporting certain expenses in the yea rs 

10 1998 and 1999 i• not i n th~ public interest and should be 

11 

12 

13 

denied . The plan allow& FPL to accelerate over a t wo-year 

period expenses that are appropr iately attr ibutable to 

future periods, namely $292 million in costs associated 

1 4 with the reacquisit ion of debt. 

15 Such treatment deviates from the Uniform System of 

16 Accounts guideline• and standard Commission practice, and 

17 results in intergenerational inequity. Additionally, there 

18 is no indication that the normal practice for treating 

19 unamortized l oss on reacquired debt is in any way 

20 inadequate. 

21 The proposal to extend the plan allows FPL to 

22 write-off over $500 ~illion of additional expenses 

23 aaaociated with fossil dismantlement and nuclear 

2 4 

25 

decommissioning reserve deficienciee; however. the re 1s no 

demonstrated need to allo~ the write -of~ of these amcunts 

FOR TKB RECORD REPORTING TALLAHASSEE, PLA 904-222·5491 
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in 1998 and 1999. 

The Commieaion authorized an increase in FPL'e 

accrual for nuclear decommissioning expense in 1995. The 

revised annual accrual was designed to con·ect over the 

remaining life of the nuclear unite the deficiencies 

identified in 1995. The comprehensive studies to be f iled 

for both fossil dismantlement and nuclear decommiesionlng 

in 1998 will allow the Commission to determine lf any 

further changes in the annual accruals are necessary. 

With regard to depreciation reserve deficiencies. 

the previously identitied amounts have been written off. 

Absent the additional e~enaeo allowed by the plan, FPL 

would have significant over-earnings. Rates tha t generate 

excess earnings, absent additional al lowed expenses. remove 

the incentive• for management efficiency associated with 

traditional rate-making practices. 

In conclusion, the plan is not ln the public 

interest because it allows FPL to write -off additiona l 

expenses without conaidering certain decreased coots, such 

as the coat of equity and certain imprudent coots ouch au 

the excessive amount of equity. It allows FPL t o write-off 

coots that are appropriately attributable to future perlods 

and the plan removes incentiveo for managerlal efficiency. 

Finally, there ia no indicatlon that the normal 

practice for treating unamortized loss on reacquired debt 

POR THB RECORD REPORTING TALLAHASSEE, PLJ, 904 -~ 22-5491 
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1 is in any way inadequate, or that periodically adjusting 

2 the annual accrual for nuclear decommissioning and fossil 

3 dismantlement or depreciation wil l not adequately ensure 

4 recovery of authorized funding for decommissioning, 

5 di8mantlement or depreciation over the remaining lives of 

~ the units. 

7 

& 0 

This concludes my summary. 

Thank you. The witness io ava1lable for 

9 cross- examination. 

10 A Well, that is for the direct . 

11 0 Oh, the rebuttal. Excuse me. 

12 

13 

A With regard to Mr. Gower's testimony, the basic 

premise of Mr. Gowe~·s testimony is that the plan io 

14 reasonable because it corrects prior period 

15 under-recoveries of capital and other coats wi thout ra1o1ng 

16 rates; however. there 1a no demonstrated need for the 

17 alteration cf coat recovery proposed in the plan extension. 

18 The previously identified reeerve defic iencies have been 

19 corrected. Concerns related to prior under- recoveries do 

20 not apply to accelerated recovery of regulatory aesets, and 

21 a one-time recovery of perceived underfundlng of nuclear 

22 decommissioning and fossil dismantlement costa is unfair to 

23 current rate payers. 

24 

25 

Estimates of future decommiaeion ing and 

dismantlement coato are subject to periodi c t ·evia Jnu 

FOR THE RECORD REPORTING TALI..AHASSEE, FLA 904 - 222 - 5491 
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1 Established Commission ~ractice is to accrue ouch coots in 

2 equal annual amounts. Experience has shown that lo~g -torm 

3 projections of costa are subject to signif ~cant risk c f 

4 error, the longer ~he range of the forecast. 

5 Requiring a one-time correction of ~ver $500 

6 million for perceived deficiencies places all of the risk 

7 associated with forecasting errors on rate payers i n 1998 

8 and 1999. The amount of additional expense the plan would 

9 authorize to be charged in 1998 and 1999 far exceed any 

10 corrective or accelerated recovery the Commiss ion has 

11 previoualy allowed. 

12 The sheer magnitude of the amounts to be 

13 recovered, over $1.1 billion, brings iuto question ~he 

14 fairneaa of charging auch a large amount to current rate 

15 payers over such a short period of ti~e. Mo reover , under 

16 normal rate-ma.lting treatment, the company will recover its 

17 prudent costs over time and remain whole . 

18 There is no evidence FPL ia in dange1 of not 

19 earning its authorized rate of return and no evidence that 

20 recovery of the coats identified in the plan are in 

21 jeopardy. Absent such a showing, the Commission should 

22 reassess the reasonableness of aggregat ing added charges aR 

23 expenae in 1998 and 1999. Aggregating ouch charges 

24 postpones a reduction in PPL'a rates . 

25 The presu=ption in this docket should be rhat the 

FOR THB RECORD REPORTING TALLAHASSEE, PLA 904 - 222 -54 91 
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1 normal rate-making treatment for the identified expenses is 

2 reasonable and there should be a demonstrated need for 

3 changing the established cost recovery mer.hanisms. 

4 Mr . Gower's testimony fails to give any reasons 

5 th~t demonstrate a need to take the additional charges the 

6 plan would authorize f or 1998 and 1999. There i& no 

7 indication that the no~l practice for treating 

8 unamortized loss on reacquired debt is in any way 

9 inadequate, and Mr. Gower h.ae not attempted to show that 

10 periodically adjusting the annual accrual for nuclear 

11 decommissioning, as the commiss1on did for PPL in 1995, 

12 will not adequately ensure recovftry of authorized funding 

13 for decommissioning over the operating lives of FPL's 

14 nuclear units. 

15 This concludea my summary of my rebuttal 

16 testimony. 

17 MR. BREW: Thank you. 

18 Chairman Johnson , I ask that the direct and 

19 rebuttal testimony of Mr. Cicchetti with its exhibits be 

20 inserted into the record. 

21 CHAIRMAN JOHNSON: It will be ineerted into the 

22 record as though read. 

23 

24 

25 
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0 Please state your name and address. 

A Hy name is Hark Anthony Cicchetti and my 

business address io 2947 N. Umberland Drive, 

Tallahasseo, Florida 32308. 

0 By whom are you employed and l n wh5t 

capacity? 

A I am President of Cicchetti ' Company, a 

financial research and consulting fi~. I am also 

e~ployed by the Division of Bond Pinar.ce, Florida 

State Board of Administration , where I am the 

Monager of Arbitrage Compliance. 

0 Please outline your educational 

qualifications and experience. 

A I received a Bachelor of Science degree 

in Buaineoa Administration in 1980 and a Master of 

Business Administration degree in Finance in 1981, 

both from Florida State Univereit.y. 

Upon graduation I accepted .!1 planning 

analyst position with Flagship Banke, lnc ., a bank 

holding company. As a planning analyst mr duties 

included merger end acquisiticn analysis, lease-buy 

analysis, branch feasibility analyaio, end upecial 

1 
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DIRECT TESTIMONY OF MARK A. CICCHETTI 

projects . 

In 1983, I accepted a regulatory analyst 

position with the Florida Public Service 

Commission . As a regulatory analyst, I provided 

in-depth analysis of the cost of equity and 

requir ed overall r a te ot return in numeroue major 

and minor rate cases. I reviewed and analyzed the 

current and fore~asted economic conditions 

surrounding those rate cases and applied financial 

integrity tests to determine the impacts of variouo 

regulatory treatments. I also co-developed an 

integrated spreadsheet model which links all 

elements of a rate case and calculateo revenue 

requira.roents. I received a meritorious service 

award from the Florida Public Service Commission 

for my contributions to the development of that 

model. 

I n February 1987, I was promoted to Chief 

of the Bureau of Finance. In that c apacity I 

provided expert testimony on the cost of common 

equity, risk and return, corporate structure, 

capital structure, and industry struc:u:e. I 

provided technical guidance to the Office of 

2 
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General Counsel regarding the 

financial rules end requlations. 

authored the ColOI'Diaaion's 

development of 

In eda ... tion, I 

rules regarding 

divereificatiO•I and affiliated trenoections, 

chaired the ColOI'Dission'a CoiDI'Dittec: on Leveraged 

Buyouts, supervised the finance burecu's regulet~ry 

analysts, co-developed and presented a seminar on 

public utility regulation to help educate the 

Florida Public Service CoiiiiDission attorneys, end 

provided technical expertise to the Comminsion in 

all areas of public utility finance for ell 

industries. 

In February 1990 I a ccepted the position 

of Cbief of Arbitrage Compliance in the Division of 

Bond Finance, Department of General Services. The 

Division of Bond Finance is now under the Florida 

State Board of Administration, and my title is 

Manager, Arbitrage Compliance . As Manager of the 

Axbitrage Compliance Section, I am respon•lble fer 

es•urinq that over $14 billion of State of Florida 

tax-exempt •ecurities remain in compliance with the 

federal arbitrage requirement• enacted by the Tax 

Reform Act ot 1986. I provide inve•tmeot advlr.e to 

trust fund manager• on bow to maximize yields while 

3 
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remaining ln compliance with the federal Hrbitrage 

regulations . I designed and implemented the first 

statewide arbitrage compliance system wh1ch 

includes data gathering, financial reporting, and 

computation and analysis subsystems. 

Company. 

financial 

In July 1990 I founded Cicchetti & 

Through Cicchetti ' Company I provide 

research and consulting services, 

including the provision of expert t~stimony, in the 

areas of public utility finance and ~conomics . 

Topics I have testified on include cost 

of equity, capital s~ructure, corpor·ate atrur:ture, 

regulatory theory, crose-subaidi~ation, industry 

st~~cture, the overall coat of capital, incentive 

regulation, the establishment of the leverage 

formula for the water and wastewater industry, 

reconciling rate base and capital structure, risk 

and return, and the appropriate regulatory 

treatlllent of construction work in progress, used 

and useful property, construction cost recovery 

chargee, and the ta.x groaa-up associated with 

contributiona-in- aid-ot-conatruction. 

/ 49 
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DIRECT TESTIMONY OF MARK A. CICCHETTI 

In 1985, I was certified by the Florida 

Public Service Commlsoion as a Class B Practitioner 

in the areas of finance and accounting. 

In June, 1985, I published an article in 

Public Utllltles Fortnightly titled "Reconciling 

Rate Base and capital Structur~: The Balance Sheet 

Method." In September, 1986, I was award ed third 

place in the annual, national, Competitive Papers 

Seaaion sponsored by Public Utilities Reports, 

Inc., in conjunction with the University of Georgie 

and Georgia State Universit y, for my ~eper titled 

"The Quarterly Discounted Cash Flow Hodel, the 

Ratemakinq Rate of Return, and the Determination of 

Revenue Requirements tor Regulated Public 

Utilities.• An updated version of that paper was 

published in the June, 1989 edition of the Na tional 

Regulatory Research Institute Qu~rterly Bulletin. 

I have since served twice as a referee for the 

Competitive Paper• Seeaione. On June 15, 1993, 1 

published an article on incentive regulation in 

Public Ut.tllt.tes Fortnightly titled "Irregul ar 

Incentives.· 

I am a peat President and past member of 

5 
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the Board of Dir&ctors of the Society of Utility 

and Requlatory Financial llnalysts (SURFA). I was 

awarded the designation Certified Rate of Return 

Analyat by the SURFA in 1992. I am a memb~r of the 

Financial Management Association International and 

I am listed in Who's Who in the World end Who's Who 

1n America. 

I have made public utility and finance 

related presentations to various groups uuch ao the 

Southeastern Public Utilities Conference, the 

Society of Utility and Regulatory Financial 

Analysts, the National Association of State 

Treasurers, and the Government Finance Otficers 

Association. 

Have you previousl} testified befor& this 

Commission? 

A Yes, I have. 

0 For whom are you testifying in thi s 

p:-oceeding? 

A I am testifying on behalf of AmeriSteel 

Corporation ("AmeriSteel"). 

251 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

.22 

0 

A 

DIRECT TESTIMONY OF HARK A. CICCHETTI 

What is the purpose of ~·our testimony? 

The purpose of my testimony io to address 

the issues in this docket listed in Order No. PSC-

97-1035-PCO-EI. 

0 Please summarize your conclusions. 

A The proposal to extend the Plan for 

recording certain expenaea for the yeare 1998 end 

1999 for Florida Power ' Light Company ("PPL") as 

aet forth in Order No. PSC-97-0499-FOF-EI ia not in 

the public interest end should be denied. 

Thu Plan allowa PPL to accelerate 

expenses that are appropriately attributable to 

future period&, removes incentives for management 

efficiency inherent in traditional ratemaking 

practices, end allows additional charges without 

addressing decreaaed costs end imprudently incurred 

coats. The Plan results i n unreeaoneblo rates, 

excesaive 

inequity. 

compensation, end intergenerati onal 

Absent the expenses allowed i n tt.e Plan, 

FPL wJll be in a significant ~veroarninge s i tuation 

given existing base rar.ea . 

7 

Absent the expenses 
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a llowed in the Plen, FPL'e return on common equity 

will likely approach 16.00\ in 1997. Based on 

staff's estimates, FPL could write-off up to $811.2 

million in 1998 end 1999 und~r the oaleo-related 

portion of tite Plen alone. 

The proposod extension o! the Plan allows 

additional expenaea that deviate from Uniform 

System of Account• guidelines and the Commission's 

normal a ccounting practices. However, the record 

in this docket provides no evidence to support 

deviating from the Uniform System of Accounts "~r 

normal Commieeion practice. 

0 Should the Plan be extended for 1998 and 

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

(Issue 6). 

A No. To put this issue in the proper 

perspective, I believe it would be helpful to 

provide some caae background. 

On Horch 31, 1995, FPL petitioned the 

Commission to allow FPL to increase it1 expen1eo, 

effective January 1, 1995, to oddre•• the oo~entiol 

tor stranded inve•tment (Petition t.o oot.dbl1eh 

8 
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amorti~ation schedule for nuclear generating unite 

to address potential for stranded investment by 

Florida Power ' Light Company, Docket No . 950359 -

!I). In response to FPL's petition , the Commission 

approved a proposal by FPL that resolved the issues 

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

0461-FOF-IU, FPL was required to book add~tionol 

amorti~ation expense including an annual $30 

million for its nuclear generating unit:&. 

According to the Plan approved by the Commise\on in 

Order No . PSC-96-0461-FOF-EI, the final accounting 

for the annual $30 million for the nuclear 

generating units remains •subject to determinatJOn 

by tbe CommUsslon in e future proceeding such ss s 

generic stranded cost docket. · (emphasis added ) 

The Plan approved in 1996 also required 

PPL to •record an additional oxponoo in 1996 and 

1997 equal to 100\ of base revenues produced by 

retail sales butween its "low bond• end ·most likely 
I I 

sales forecast for 1996 and at least :;o\ ot the 

bese rate revenues produced by retail saJea above 

FPL's ~st likely aalea forecast• for 19~6 sa filed 

in tbil docket. Any ftdditional expense r~ccrded aa 

a result of this proviaion wl!l be first applied to 

9 

254 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

DIRECT TESTIMONY OF MARX A. CICCHETTI 

correct the remaining reserve deficiency exist ing 

in nuclear production; second, to correct the 

reserve deficiency existing in YPL's ~ther 

production facilities, which was calculated to be 

$60,338,330 01 of January 1, 1~94; third, to write 

off tho net amount of book-to~ Liming differences 

that were flowed through in priot years end : emain 

to be turned around in future periods; and, fourth, 

to write off the unamortized loss on reacquired 

debt. • 

In April 1997, the Comm: veion approved o 

staff propoeol to extend the Plan, with 

modification•, for on additional two years through 

1999. The modifications included adding items to 

the lht of additional expense• t>nd changing the 

priority of the items on the list. The items added 

to tho list included correction of foeoll 

dismantlement and nuclear decommissioning reserve 

deficienciee, if any, and an unspecified 

depreciation reserve or.count for production plant 

to be ueod in the event a11y revenues aeeociated 

with the difference between actual end forecasted 

revenue• remain to be disposed of. 

10 
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In tho PAA in this docket, Order No. PSC-

97-0499-FOF-!I, tho Co=misaion etatod, ·we believe 

this plan is appropr i a te because it mitigates past 

deficiencieo with prescribed depreciation, 

dilruntlement, and nuclear docof'QTQieeioning 

accruale. The plan also brings PPL's accounting in 

llne with non-regulated compen1ee by eliminating 

regulatory eeeots euch as deferred r~f!noncing 

costs end the osseta assoc1oted with previously 

Llowed through texas. Those occountlng odjustmonts 

will loc1litnto the establishment of o level 

~ccounting• ploying field between PPL end possible 

non-regulated competitors. · (emphasis added) 

On May 20, 1997, AmeriSteel protested the 

the Commleeion•e Propoeed Agency Action. Staff, in 

ita recommendation dated August 14, 1997 addressing 

AmotiSteel'e protest and petition to intervene 

stated, ·see!! bellevoe, absent on extension of the 

plon, overeornings will exist on o pro•poctivo 

baeie. Por thie resaon, some a ction is nocessort 

to protect ratepayer .interests. Staff believes it 

!lilly be neceeeery to attach juriediction to 

overoarninge effective January 1, 1998 01 take some 

other action to protect ratepayer intoroete. Since 

ll 
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the interim etatute ia based on hiatoric (sic) 

earninga, it will not adequately protect aga i~et 

1998 overearnings.· (emphasis added! 

As of June 30, 1997, the dRIOunts e llowed 

in Order Nos. PSC-96-0461-FOF-EI end PSC-97-0499 -

FOF-BI aaaocloted with correction of any 

depreciation reaerve defici e ncy resulting from an 

approved depreciation atudy order i$235.6 million), 

end the net dRICunts of book-tax timing d i fferences 

that were flowed through in prior years and 

re1110ined to be tu rned around in future periods 

($79 .5 million) (Items 1 and 2 ~n Order No. PSC-97 -

0499-FOF-BI) hove been written-of f and their 

treatment ia a moot ieeue. 

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

ie estimated that FPL could wr!te -off opproximetely 

$273 million in 1997 under the Plan. FPL has 

written-ott $130.6 million through July 31, 1997 

end earned approximately 40 bea ls pointe above the 

mid-point of ita al lowed return (100 bosJ1 pointe 

11 equal to approximately $70 mi llJ.on dollars). 

Aaawming FPL earns only the midpoint o f it1 o llowed 

12 
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return after writing-off the estimated amount of 

additional expenses, FPL'e earned return on common 

equity, absent the additional expenses, would 

approach 16.00' 1($273/$70• 3.9, 1<:.00 + 3.9 • 

15.9). 

Further, as shown on Exhib1t 1, page 2 of 

2, which is FPL's 1997 Base Rate Revenue Forecast 

(exclusive of revenue taxes) and Accruals of 

Additional Amortization Expense (obtained through a 

Production of Public Documents Request by 

AmeriSteel), as of July 31, 1997, $54.4 mlllion of 

lose on reacquired debt baa been wr itten- off in 

1997 with $227.6 million remaining to be written­

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

sales-related (variable) accruals of $113.1 million 

have been written-off in 1997. The expected 

maximum amount of total accruals to be written -off 

in 1997 under the Plan is $272.5 million (ExLibit 

1, Page 1 of 2). 

As shown on Exhibit 2, wh ich is a staff 

workpaper (a lao olbtained through a Production of 

Public Documents Request by AmeriSt.,e.\ ; the 

annotations on the document are staff annotations), 

13 
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staff estimates that $841.2 mi ll ion could be 

written-off in 1998 and 1999 in addition to the 

amounts previously written-off under the Plan. 1he 

identified amounts to be ,.,ritten-off against the 

lilted Plan items in 1998 and 1999 total $619. 1 

million, as shown on Exhibit 2, and is comprised of 

$101 million of re~ining loss on debt, $33.5 

million of fossil dismantlement def icienc:r, and 

$484.4 million of nuclear decommissioning reserve 

deficiency . The re~ining dif!erence ($222 . 1 

million) between the total amount to be written-off 

againat specific items ($619 .1 million) and the 

tota l amount expected to be 

million), would be applied 

avail able ($841.2 

to the unspecified 

depreciation reaerve to be allocated at a later 

date, if PPL eo chooses. 

0 How does the plan deviate from 

traditional ratemaking? 

A The Plan propos&& to correct resorve 

deficiencies and to accelerate the write -off of 

regulatory aseets . Normally, reserve deficiencles 

are corrected over the remaining lito of the 

associated facilities. Likewise, the ;:~e11erally 

a ccepted roto~okinq troat~eot for recovery of 

14 
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regulatory assets , such as the unamortized loss on 

reacquired debt, is to spread the cost over a 

per iod of years to match the costs and benefits 

over ti=e. The Commission has routinely followed 

this approach when setting electric utility rates. 

Extension of tbe plan proposes significant 

departures from accepted ratemaking and established 

Commission practice for which there is no record 

evidence. As noted previously, the identified 

depreciation reserve deficiencies that were 

addressed in the Plan approved for 1995-1997 Mve 

been corrected . 

Q 

A 

Please continue. 

The Plan should not be extended for 1998 

and 1999 because it is not in tbe public interest. 

Given the write-offs that have already occurred, 

extension of the Plan now addresses accelerated 

regulatory asset recovery, claimed deficiencies for 

fossil dismantlement, nu~lear decommissioning 

accruals, and an unspecified depreciation reserve 

for which there is no record justiflcatiou. The 

Plan allows PPL to accelerate expenses that are 

appropriately attributable to future pe .~iods, 

removes incentives for management efficiency 

15 
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inherent i n traditional ratemaking practices, and 

addreaaee additional charges without addressing 

decreased costs and iroprudently incurred costs . 

The Plan roeults in unreasonable rates, exces sive 

compen1ation, end intergoneretionel inequity. 

There ia no r ecord evidence in this docket to 

aupport additiona l expense• for FPL for tho purpose 

of eliroinating potential stranded costs. 

As shown on Exhibit 3, which is from P'PL 

Group's Augus t 1997 Presenta~.on to Secur ity 

Analyste (also obtained through the Production of 

Public Documents Request by AmeriSteel), tho book 

value of FPL 's foeail unite and nuclear units are, 

respectively, 51\ and 62\ below industry over ages -

one of severa l indications that PPL is 

comparatively well-suited to meet competition, even 

though retail competition in the electric utility 

industry in Florida is not expected in the near 

term . l"urthennoro, there "' • evidence that f'PL's 

asaeto wi ll be worth more in e deregulated 

environment, and not less. A Resource Dote 

International, Inc. ("RDI") study titled ·power 

Markets in the u. s. · estimated that P'PL a~sets are 

undervalued by nearly $900 mill ion compared to 

16 
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their expected value in e competitive generation 

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

International, Inc., 1994). P'or purpose a of the 

study, RDI defined stranded costa ao the net of any 

stranded generation assets, requlatory aoseto, 

purchased power contracts, and wholesale sales 

contracts. Furthermore, recent auctions of 

generating assets help establish proxies for the 

value of such assets. New Kngland !lectric System 

recently announced the sale of 4,000 MW of fossil 

and bydro generation assets !or ap~roximately 

$400/kw. FPL ~wns about 13,500 MWs of foooil 

generation that, as ahown on Exhibit 3, ia on the 

books at $180/kw. At an average market value of 

$400/kw, FPL' s fossil generating aas"ts have an 

indicated market value of almost $3 billion over 

their book value. Additionally, FPL's regulatory 

asaete represent only 8\ of common equity while the 

industry average is 19\ (Soo Exhibit 3, Pag4 3 of 

3) • 

Other factora that strengthen rPL'o 

co~titivo position include low residential rateo 

relative to Florida and tbe southeast ~·~ion, low 

industrial load, high residential load, geographic 

17 
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iaolation from the continentel u.s., lack of ~xcess 

capacity, and erose-state transmission capac}ty 

limitation•, especial ; y to P'PL's major load c.enters 

in South Florida. Furthermore, Florida's s"nsitive 

environment ia likely to hamper attempts to 

increaee tranemiseion capacity into and within the 

state. 

The marketplace is well aware of the 

threat of competition in the electric utility 

industry. Yet, P'PL Group's stock price has 

increased approximately 40\ over the last five 

year a and P'PL • a bond ratinqe were increased by 

Standard and Poor's to AA- in 1995 and to Ae3 by 

Koody'e in 1996. 

0 Why ie it inappropriate to allow FPL to 

write-off coete that ere attributab l e to future 

perioda? 

A The concept of intergdneretional equity, 

that liee at the core of traditional ratemeking, 

holds that each qeneration of customer• ehould pay 

ita ehere of the coate related to the eervice from 

which they are benefitting. P'or example, the costs 

associated with reacquired debt should be 

18 
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distributed over appropriate future periods. It is 

of inappropriate, 

intergenerational 

under 

equity, 

the 

to 

concept 

forc:e current 

ratepayere to bear the coste of reacquired debt AO 

t hat futu~e ratepayers c an enjoy a cost of debt 

below the "net" coat of debt. I will address FP~'s 

unamortized lose on reacq.1ired debt in greater 

detai l in Issue 4. 

Q How doee the Plan remove incentives for 

management efficiency inherent in trad itional 

ratemaking practices? 

A Under traditional ratemaking, regulated 

utilities are not guaranteeo recovery of coste but 

instead aro given the opportunity to recover t heir 

costa including a return on their inveet~ent 

COI!IIIIenaurate with the risk of their i nveatment. 

This is accompliehed by setting rates that are 

expected to recover the utilities expected costs . 

Under this approach, a utility • - t 'ncentive to 

keep expenses at a lev"!l tha t will allow it to 

recover ita costa including ita allowed return on 

COIIIDOD equity. The utility has a fur ... ter incentive 

to lo-•r costa to take advantage of the regulatory 

leg related to the time necessary to roeet retet to 
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recoqnlze lowered costs. In F'lorido, regu l ated 

utilities hove the additional incencive to lower 

coste because they con earn up to 100 bo~is pointb 

over their allowed return on common equi ty without 

being subject to overeornings, ell other thinc;.e 

being equal. 

Kovever, in this docket P'PL • s .·ates ere 

set at a point that will genert!lte overearnlngs 

absent additional allowed expenses. Conoequontly, 

tho management incentives for eff iciency associated 

with traditional ratemoking procticoo ere removed . 

Onder the Plan, FPL con manipulate its earnings and 

achieved return. 

It hoe been over ten yea ro e i nee FPL • s 

last rate case end, absent additional allowed 

expenses, P'PL will overearn by hundredo of millions 

ot dollars. Under ~.he Plan, FPL has ccmpl ete 

discret ion with regard to so• of the baoe revenues 

produced by retail sales above PPL'u ·mout likely 

sales forecast• forecasted for 1996. Because the 

r evenue level is based on 1996 revenues, the Plan 

gives PPL discret ion over tens of millions of 

dollars of expenses . This provides the opportu.li ty 

20 
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to ·manage• the eerned return. Por example, PPL 

could forego vriting-off certain exponees ollovod 

under the Plan and instead incur an expense the 

Commission might not normally allow . Tho result 

being that there is still a "legitimate" expense 

that can be claimed e nd the earned return is the 

same ae if the "legitimate• expense hod been taken 

0 Does tho Plan al lov for additional costs 

to be charged while ignoring decreased coats and 

imprudently incurred costa? 

A Yea. J~ my opinion, rPL's allowed return 

on equity (See steff's Quarterly Report on Equity 

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

earnings ore seriously outdated and ohould be 

reduced because they are excessive end are adding 

substantially end unnecessarily to the revenue 

requirement being borne by ratepayers. 

0 

A 

Please explain. 

By reacquiring aubatantlal amount& of 

debt, ,PL replaced a tax deductible 5ource of 

financing with a higher colt, non-tax deductible 

source ot financing that increases PPL"• after-tax 

overull coat of capital relative to vhat it vould 

21 

266 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

DIRECT T!:STIMON"f OF MARK A. CICCHETTI 

be otherwise, increases the dollar return to 

investors, and reduces the amount of potential 

overea rnin<Js. Furthermore, ae 'lOtod above, the 

Plan a llowe the unamor tized lose on the reacquired 

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

earnings in 1997 and 1998. 

FPL'I equity ratio haa incr\lased 

substantially since the last timo rates w~re eet . 

The equity ratio used in the 1985 teet year in th~ 

last rate coee wao 42. 3' of inveotor capita 1. 

FPL' s average uqu lty ratio for tho period ending 

July 31, 1997, per the .:''Jly 1997 S.Jrvoi1lanco 

Report, wee 61.1\ of investor capital. Generally, 

increasing the amount of equity in the capital 

structure, all other thinqs being equal, dec.easee 

the required return on common equity. However, 

FPL's allowed return on common equity has not 
,e,,~ 

changed since ~while, over the oarno period, its 

equity ratio has significantly increaeed . 

Additionally, P'PL · s equity rotio hoo risen to 11 

level much greater than that requirod for a AA-

rated elec~ric utility with FPL'a ousinees 

position, per Standard end Poor's quidellnes (See 

!xhibit 4). FPL's Business Position is rated 1, 

22 
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above average (See Standard and Poor's, Utility 

Credit Report, June 1996). FPL aignificantiy 

exceeds the equity ratio benchmark for a AA rateo 

electric utility with a Business Position of 1, 

61 . 1\ vereue 53\. By not addressing these factors, 

the Plan it allowing FPL to increase allowed 

expenses while disregarding decreased coet.s and 

imprudently incurred cotta. 

Q Should PPL be authorized to accelerate 

the write-Off of Unamox-tized Loss on Reacquired 

Debt? ( I .. ue 4) 

A No. The amount of unamortized lose on 

reacquired debt tbat the Co=ieeion believes woe 

prudently incurred should be amortized over the 

remaining life of the original debt if there woe 

not a refunding, or if there we• a refunding, 

amortized over the remaining life of the original 

debt or spread over the life of the new issue . 
,tv.JD 

A 
Tbil 1• the Commission's normal practic~ the 

Uniform System of Accounts requiremen~ aad '~' •&J 

#PL auat aoeoaut tot theae costa tor tluancl81 

••peztiuy putpoidB. There is no evidence in t his 

docket to eupport accelerated recovery for ~tny 

other purpo••· 
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Ratepayers in che future will onjoy the 

benef its of reduced interest expense associa t ed 

with the prudent l y reacquired debt. Under the 

concept of intergenorat ional equity, it is 

inappropriate to force current ratepayers t o bear 

the costa ot reacquiring tho debt so that future 

ratepayer• can en joy a coat of debt below tho ·net• 

coat of debt. Ratepayers bear the coat to the 

extent that tho oxponaes taken under the Plan 

reduce overearnings. For other chan inoignificsnt 

a111ounta, the Unl..form System of Accounte cequires 

the unamortized loss on reacquired debt to ba 

amortized in the manner I am recommending. 

tlorosverr for financ i al ropert#iftt) pwrpeeea, •h• 

.. a5&1•••i•e ef •he leee oa roaeq~ired debt Mill 

QGAC1A¥8 •• •1 •h••• Ae ftO wri~e off per the Piau . 

Ia ocbel" wol'f.ll, eveA ~auua9A lhe ~•-leaion hae 

allewod PP& to eeeoloroto tbe Wtito off of $e83 

'•• li••••••• ••P••'ift9• These Uniform Sys tem 0! 

Accounts' requir ements support tho conclusion that, 

t o achieve intergenarational equity, tho lou on 

reacquired debt should be amortized as I am 

reco111111ending . 
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Recovery of regulatory assets, such as 

tbe unaMOrtized loss on reacquired debt, that are 

considered potential stra nded costa, should ~e 

a ddressed through established .neano such as a 

r equeet for increased r a tes, a generic Co~iaaion 

ruling on etranded coste, or a request for e 

limited proceeding to allow for additional costs. 

Such proceedings provide tho opportunity to examine 

both increased and decreased coats eu well as 

g enera lly applicable Commiesion policy on stranded 

costa . This wocld provide ell parties duo process 

and preserve the public interest. This is 

particularly true when the utility io in en 

overearnings situation. 

0 Whet is the appropriate revenue forecast 

to be ueed to detemine tbe level of additional 

expenses allocated to this Plan? (Issue l) 

A Allowance of accelerated amortization 

should be based on need and should not be a 

function of tPL'e growth in revenue. If the 

Commission allows recovery of the expenses 

allocated to the Plan, the C~ission should simply 

direct FPL to write-off those amounts over an 

appropriate period. Tbe Co111mission ehou ld not 
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allow FPL to ~~~enipulate ita earnings and achieved 

return for the reasons previous ly stated regarding 

appropriate management incentives for eff iciency . 

Q 

allow 

Should the Commission defer a decision to 

any odditiooal decommissioning or 

dismantle~ent expense until there hoe been a f~ll 

examination of PPL' s nuclear decommiaeionirg and 

fossil plant diemontlement studies? (Issue 2) 

A Yes. There is no demonstrated need to 

allow the write-off of these claimed theoretical 

reserve deficiencies in 1998 and 1999. FPL'e 

annual allowance for decommissioning coste was 

increaeed a s recently as 1995 from $38 million to 

$85 million. The magnitude of the additional 

expense• to be allowed under the Plan (533.5 

million for fossil dismantlement ond $48 4 .4 million 

for ouc!ear decommiooioning) and the potential to 

addres11 offlletting and decreased coste that have 

been identified or that may be identified in the 

upcoming ltudies (for example, possible decredsed 

inflation expectotions) indicate the comprehensive 

dillmantlement and decommieeioning studies, due to 

be filed by OCtober 1, 1998, need t o he revi~wed to 

determine if there actually io a need to bonk 
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additional amortization expenoe. There is no 

record evidence indicating whether or not the 

claiMed reserve deficiencies ore life relateJ and 

if there are intergenerational equity concerns 

relating to accelerated amortization of these 

expenaea. 

By eny meaaure, the amounts asaocioted 

with the claimed foeail and nuclear decommissioning 

reeerve deflcienciee are tremenaous. In my 

opinion, it would be prudent to hove comprehensive 

studies, in hand, that demonst.rate that a 

significant theoretical reserve deficiency exists 

before overearnings are reduced to offset the 

claimed deficiency. 

0 Should the Colllllllsaion consider vhether 

PPL baa reserve depreciation surplus balances for 

any of its plant accounts to offset depreciation 

reserve deficiencies? (Issue 3) 

A Yel. Where applicable, the Commission 

ahould apply any depreciation reserve surplus 

balancea for plant accounts aga inst depreciat..ion 

reserve deficiencies. 
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0 Should FPL be authorized to record, in en 

unspecified depreciation reserve, an expense amount 

greeter then the amounts to correct any 

depreciation reserve deficiency, write-off the 

unamortized loss on reacquired debt, correct any 

fossil dismantlement reserve deficiency, enc 

correct any nuclear decommissioning reserve 

deficiency? (Issue 5) 

A No. There is no identi fied depr,ciation 

r eserve deficiency . Consequently, there is no 

sound regula~ory reason (other than for potential 

stranded costa for which there is no record 

evidence in this docket) to create en unspecified 

depreciation rese.rve rather than providing rote 

relief. 

0 

A 

Please summarize your testimony. 

The Plan should not be extended because 

i t is not in the public interest. I t allows FPL to 

accelerate expenses that should be attributed to 

future periods, it removes incentives for 

management efficiency inherent in traditional 

ratemaking p r actices, and it a llows additional 

chargee without eddreasiny decreased costa and 

imprudently incurred coats. 

28 

The Plan results in 

273 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

DIRECT TESTIMONY OP MARK A. CICCH£TT! 

unreasonable rates, excessive compensation, and 

interqenerationdl inequity. 

Recovery of regula tory aeseto, such aa 

tbe un~rtized loaa on reacquired debt, that could 

be considered poter.tial stranded costo, should be 

addressed through established roeana cuch as a 

request for increased rates, a generic Commission 

ruling on stranded costa, or a request for a 

limited proceeding to allow for additional costs. 

Such proceedings provide the opportunity to examine 

both increased and decreased coot&. Thi 11 would 

provide all parties due process and preserve the 

public interest. 

Tho additional aroortization expense 

allowed under the Pla~ for fossil aiaroantlement and 

decommiaaionino reserve deficiencies should be 

delayed until the upcoming comprehensive studies 

can be reviewed to determine if there actually io a 

need to book additional amortizotion oxpenea. 

P'inelly, it appeara a 1118jor element of 

the Plan ia to permit FPL to offset growth in 

rovoouoa o nd oorninge by accoloroting tho recovery 

29 
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of regulatory assets to minimize FPI..' s potential 

etranded coats. There is no basis in the record to 

allow accelerated asset recovery in contemplbtion 

of competition or to mitigate th.:. potentia 1 for 

stranded costs. 

Orde r 

'l'he Commias ion approved Plan cited in 

No. PSC- 96-0461-FOF-El indicated the 

Commission would address the final determination 

of the fixed $30 million of ac\ditional nuclaar 

amortization in e future proceeding such as a 

generic stranded cost docket. I believe the 

Commission should establish a defined regulatory 

policy in such a docket or in a rulemaking 

proceeding before authorizing further accelerated 

amortization of, potentially, over $840 million. 

'1 

A 

Does this conclude your testimony? 

Yes, it does. 

30 
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RJ!!BUTTAL TESTIMONY OP HARK A. CICCIIETT! 

0 

DOCKET NO. 970410 -EI 

NOVEMBER 3, 1997 

Pleoee state your name end oddreee. 

A My name ie Mark Anthony Cicchetti and my 

bueine11 oddreee ia 2947 N. Umber1ond Drive, 

Tollohoaeee, florida 32308. 

0 Are you the some Kork Anthony Cicche tti 

who previoualy filed direct testimony in this 

proceedin91 

A Yea, I Ctm. 

0 Whet ie the purpose of your rebuttal 

teatimony7 

A The purpoee of my rebuttal testimony la 

to rebut certain presumption• end atotemenLu 

proffered in the direct teetinaony ot Hr. H. A. 

Gower. 

I 
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0 Do you agree with Mr. Gower that 

extending the Plan to record additional expenses in 

1998 and 1999 ia reasonable a nd appropriate 1\nd 

represents good regulatory poli cy? 

A No, 1 do not. The basic premioe of Mr. 

Gower's t estimony i s that the Pla n io reasonable 

because it correct• prior unde~-recov~riea of 

capital end other coats without raising rates. 

That reasoning doee not justify approva l of the 

proposed p l an extension for 1998 and 1999 for the 

following reasuna: 

First, aggregating coat recovery of prior 

period under-recoveries and acceler ated recovery of 

tuture coata into a two year poriod creates 

lnt ergenerational equity concerns that. undermine 

accepted ratemaking convention• that seek to Gpread 

coat ceaponelbility evenly AJ110n9 the cur~t.omern t.hllt. 

receive the benefits associated with thooe costo. 

Those concerns shou ld not be disregarded wi t:hout 

qood cauae. In this case, there is no demonotrated 

need for the alteration of coat recovery proposed 

in the Pl an extension. Equa lly lmpt rtont, tne 

amount of additional expense the Plan would 

a uthor izo to be charged ir. those two year a is 

2 
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staggering. These amounts, estimated to be as much 

as $842 million tor 1998 and 1999, far exc eed a ny 

corrective or accelerated recovery the Commirsion 

bee previously allowed. 

Second, there is no basis !or approving 

extension of the Plan to correct prior under ­

recoveries of depreciation because all depreciation 

reserve deficiencies previously identified have 

been recovered. 

Third, concerns relating to prior under ­

recoveries simply do not apply to accelerated 

recovery of regu l atory 

retemaking treatoent for 

assets. The current 

regulatory aaoeta is 

appropriate and there ie no evidence that j ustifies 

accelerating the recovery of those costs. 

Fourth, one time recovery of perc eived 

underfundin9 of nucl ear decommias ionin9 a nd foosil 

dismantlement cos ta (for wnich the caoh outla yo 

will be incurred a do:z:en or more years 

future) is unfair to current ratepayers. 

in the 

The 

Commi ss ion should not base ~ull recovery of a 

perceived raaarve deficiency on ~ alnqle ena pohot 

3 
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estimate because those eatim4tea ore subject to 

periodic r evisions, particu l arl y oa the indust ry 

gains more experi ence with decommissioning. In 

fact, in Docket No. 810100-EU, t ho Commission 

concluded: decoi'Miiasioning coati should be accrued 

in equal annual amounts; decommiss ioning costa 

should be accounted for separat ely; and 

decollllllissioning cost• should be reviewed and, if 

necessary, changed no l ess often than every five 

years. 

Experience has shown utility regu lators 

that long-term projections of coats, such os the 

r ate of inflation (or the price o! oil; one of the 

re<taons for the Public Utility Regulatory Pol icy 

Act of 1978 (PURPA) woe tho !oar tha t the coo l of o 

barrel of oil would rise, by 1om estimates, to ~s 

much as $\00 by the yeer 2000) are oubject tc. 

significant risk of error the longer the range of 

the forecast. Requiring a one-time ·correction· of 

$484 million for a perceived de ficiency for the 

funding of nuclear decommissioning places al : of 

the r isk a11ociated with forecalt ing errors on 

ratepayer• in 1998 and 1999 . 

4 
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Purthe~re, the Co~aaion authori zed en 

increase in FPL'a accrual for nuclear 

decommieeionlng expense from $38 million to $85 

million in 1995. This revised annual accrual 

should correct, over the remaining lite of the 

nuclear unite, any deficiencies identified in 1995 

(Order No. PSC-95-1531-POP-EI, page 15). The 

comprehensive studies to be filed for both fossi l 

diamantlement end nuclear decommissioning in : 998 

should allow the Comm1aeion to dete-T"llline if any 

further change in the annual accrual is necessary. 

0 Mr. Gower equates the Plan's acc~unting 

requirement• to prior Commiaai~n actions that 

allowed accelerated recovery of invested capit al 

over relatively short periods of time wi tho~t 

affecting retea (Gower direct, Page 7, lines 10 -

25). Ia the action propoaed by the Plan for \998 

and 1999 comparable to the prior commioolon actiona 

cited in hie testimony? 

A No. There are basic differences between 

the Plan propoaod for 1998 and 1999 and tboae prior 

Commiaaion actions. 

Fir•t, none of the pr ior Con~i ss ion 

5 
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actiona impoaed :oats over such a short period of 

time in the magnitude allowed under the Plan. 

Under the proposed Plan, over $840 million coul~ be 

written-off in 1996 and 1999 . The sheer magnitude 

of the amounts to be recovL·red under the P len ( ov 3r 

$1.1 bllEnn over 4 years) brings into question t.ht! 

fairneaa and intergener ational equity of charging 

such a large amount to current ratepayers over such 

a abort period of 1:ime. Moreover, under normal 

ratemaking treatment, the Company will recover its 

prudently incurred costa over time and remain 

whole. 

Second, in the cases cited by Hr. Cower 

on pages 1 and 6 of hi a direct testimony, the 

Commission addressed early or accelerated recovery 

of known and verified costa (e.g., major overhau l 

and aabaeto• abatement cost)(Cower deposition, page 

60, linea l - 10). In each case, the amounts to be 

recovered were not subject to revioiono, re­

eetimation, or changed assumptions. However, in 

tbia case, the 41!1ounta are either appropl'iately 

attribut4ble to future periods or are eu~ject to 

revision, reeatimatlon, or changed assumptions. 

6 
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The proposed extension of the Plan 

addressee three basi~ categories of expenses: 

1.) Depreciation reserve deficiencies 

(i.e., an inadequacy in the reaervu) 

2.) Accelerated recovery of regulatory 

assets (bo.,k-tax timing differences, unamortized 

losses on reacquired debt); and 

3.) Corre~tion of. theoreti cal reserve 

deficiencies •it. any,· relating to funding for the 

expected future coat of nuclear decommissioning and 

fossil dismantlement . 

0 Please address the correction of the 

depreciation reserve deficiencies. 

A Identif led depreciat ion reserve 

deficiencies were corrected over the period 199S-

1997. Thus, there ore no identified under­

recoveries ot known depreciation costa to juotlfy 

continuation of. the Plan 1998 end 1999 for this 

purpose. 

0 Please address acce l erated recovery of 

regulatory assets as the basis for appro"ing 

extension of the plan for 1998 and 1999. 

A The ju1tif.icotion of correcting prior 

7 
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period under-recoveries simply does not epply to 

accelerated recovery of regulatory essetn. Tllere 

ie no identified historical under-recovery 0f these 

costs and no evidence that their eventual rec~very 

ie threatened by potential competitor&. Normal 

Commission practice is to have FPL recover these 

coste from ratepayers over time. To a llow FPL to 

charge these coets to current ratepayers, in 

addition to the coste allowed in rates, is not 

justified by the reasons given by Hr. Cowec and is 

unfair to current ratepayers, particu lor 1 y when 

decreased coste are not taken into consideration. 

0 Please address the correction of the 

fossil dismantlement and nuclear decommissioning 

reserve deficiencies. 

A The Plen proposes to allow nearly $500 

million of exp~nse to correct a perceived 

deficiency in FPL' B nuclear docouunlosloning 

reserve. However, as ack•1owledgad by Hr. Gower, 

engineering estimates, inf let ion rates, end other 

escalators end input assumptions regularly ere 

revised as tho industry gains experience with 

actual docommieaioning projects end as 

circumstances change (Cower deposit ion, page 64, 

8 
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linea 9-15). 

A reaeonable way of dealing with the 

changing conditions while ensuring p~opor funo~ng 

of nuclear decommissioning reserves ie to require 

periodic examination of decoiiiiD118ioning coat 

estimate• and adjust a nnual accrual rates where 

warranted. Tbis, of course, 111 the Col!llllis& ion's 

current practice. The CoJIIIDisaion increased FPL • s 

annual l'ccrual of decommissioning costs from $38 

million to $85 million for that purpose in 1995. 

This increase in the annual accrual, baAed on the 

most recent aaeumptions and es timates used in the 

Company's last comprehensive nuclear 

decommieeioning study, was intended to correct the 

identified deficiency over the life of the assets. 

The compreheneive studies to be filed in 1998 

sbould allow the commission to determine i! ony 

further change in tho annual accrual io necessary. 

Requiring PPL's cuetomera in 1998 and 

1999 to beer the full brunt of the current $484 

million theoretical deficiency for nuclear 

decommieaioning, along with the hundreds C"lf 

millions of dollar• aesoclated with the other iteroo 

9 
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in the Plon, unreosonoble fr-om on 

intergenerotiono l equity per-spective, and placeo 

those customers olone, ot risk if the c c.mpr-eheusive 

otudies indicote the perceived deficienc1es Vf're 

overstoted. 

0 Mr. Gower states that ·an additiona l 

purpose of the p~opoeed ogoncy oction io to 

facilitote eatobliehing • . .. o level ·accounting· 

ploying field between PPL end possible non­

requloted competitors· (Gower direct, Page 5, lines 

20-22). ooee this "odditionol purpose· justify the 

occeleroted recovery of regulatory osseto such as 

the unamortized lose on reocquired debt? 

A No. Mr. Cower boo presented no evidence 

to suggeet thot PPL's recovery of the u~amortized 

loss on reocquired debt is threatened by potential 

unregulated coRpetitora. There ore m6ny 

ramifications that should be considered with regar-d 

to estoblishing a level accounting playing field 

with potential non-regulated competitors. 

ror example, there ore conoiderable 

difference• in the economic• und~rlylng the pricing 

practice• of r egulated and unreguloted firma that 

10 
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shoul d be coneidered before changing tho method of 

cost recovery for a regulated utility. Unrogulat~d 

compenias do not set their prices bas ed on coot of 

service as do regulated companies. Unregulated 

companies charge prices that the market vil l beer 

and their prices ere constra ined by the forces of 

competition. If an unregulated compa ny writes -off 

losses on reacquired debt when those costs ore 

incurred, there are, essertiel ly, no pricing 

implications. 

However, customers of regul ated utilities 

do not have tho benefit of competitive fo r ces to 

keep e regulated utility 's price• in chock. 

Consequently, regulators rely on cost based pr icing 

to match the costs e nd benottl.b " the Rervices 

provided. There is no justif ication to pl ace the 

full loss on reacquired debt on ratepayers i n 1998 

end 1999. The loss on reacquired do~t is not a 

deficiency associated with previously unrecovered 

coste similar to a depre=ietion reserve defici ency . 

To allow FPL to charge almost $300 million of 

unamortized lose a n reacquired debt to ratepayers 

over a two year period places o n unfair burde~ on 

ratepayers in thoae years. 

ll 
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Recovering approximately $300 m1lllon of 

unamort ized loes on reacquired debt from ratepayers 

over a two year period results in olgn5 ficont 

lntergenerational inequity. Ratepaye ro in tha 

future will enjoy the benefits of reduced i11terest 

expense associated with the reacquired debt. Under 

the concept of intergenerationol equity, it is 

inappropriate to force current ratepayers to bear 

the costa of reacquiring the debt so that future 

ratepayers con enjoy a coat of debt below the ·net" 

coat of debt. If FPL's chargee for 1997 are broken 

down into coat of service components, the cost of 

debt for 1997 ralepayers, as a result of the Plan, 

will be significantly higher (possibly over $200 

mlllion higher) than the coai.. of debt for br>tl' past 

a nd future ratepayers. There io no valid 

justification for this discrepancy. 

The treatment of unamortized loss on 

reacquired debt ehould be no different than the 

treatment of debt issuance expense. 1 t is 

Commission practice, and standard practice in the 

industry, to amortize debt issuance expense ov~r 

the life of the debt. ThP coat of debt for 

ratemak1og purpoaee ie the interest expense plus 

12 
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the amortization of the issuance costs divided by 

the principal amount of the debr less the 

unamortized issuance coot. The r.:su 1 t being that 

issuance costs are spread over tlmo, 

intorgenerational e~ity is achieved, and the 

co111paoy romaine whole. I aJU not aware of any 

theory of regulation that suggests issuance expense 

should be charged t o ratepayets at the tiJUe it is 

incurred while a coat of debt below the ~et coot of 

debt is charged to ratepayers in the future. Yet, 

that is what is allowed by the Plan with regard to 

the unamortized loss on reacquired debt. 

P'inally, the Uniform System of Accounts 

requiree the unamortized loss on reacquired debt to 

be amortized over the remaining life of the 

original debt if there was not a refunding . 1 f 

there was a refunding, and tho amount is 

significant, the loss must be amortized over the 

remaining life of the origina l debr or opreed over 

the life of the new issue. The Uniform System of 

Accounta' requirements support the conclusion thet, 

to achieve intergenoretional equity, the lost on 

reacquired debt should ?e amortized ee I am 

reco111111ending. 

13 
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The Commission hoe not initiated a 

rulemaking or other proceeding on competitio11 in 

the electric industry, but it has incicated there 

may be a generic proceeding on potential etrandea 

coats at some point. Accelerated recovery of 

requlatory aaaete to offset potential stranded 

coats should be considered in such e proceeding. 

Q Mr. Gower claims on pages 5 end 6 of his 

direct testimony that the accounting directives 

contained in the PAA do not represent a departure 

from the Commission's normal exe rcise of its 

authority. Do you agree with t.het 

characterizat ion? 

A No. Althouqh authorization of the Plan 

la within the Commiaaion•e jurisdiction, the Plan 

repreaenta a departure from the Commission's normal 

exercise of ita authority. In fact, Commission 

approval of the accounting directives for 1998 and 

1999 la required because they constitute a change 

from normal practice. The plan, particularly in 

the maqnitude propoaed in this docket, ia fer from 

standard operating procedure. The Commission has 

allowed corrections of unrecovered costs end 

14 
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reeerve deficienciee in the paet where the coots 

were known and verified. As acknowledged by Hr. 

Gower (Gower depo1ition, page 42 lines 14-17), the 

Commission has not previously authorized expen 3es 

of this magnitude to be charged over a short period 

of tin:e. 

Mr. 

0 Do you aqree with the etatemen~ made bt 

Gower that the item• addressed ir the Plan 

represent •prudently incurred coste which YPL is 

entitled to recover by inclusion in it a regulated 

coat ot eervice and the accountiny directives 

contained in the Commission'& proposed agency 

action deal only with the timing of the r ecovery of 

these coats.· (Gower Direct, page 5, lines 1~-!8) 

A No, I do not. FPL has reacquired 

eiqnificant amounts of debt resulting in on 

exceeaive amount of equity in ita capital 

structure. Sy reacquiring substantial amounts of 

debt, FPL replaced a ta• deductible source of 

financing with a higher coat, non- tax deductible 

source of financing that: 1.) Increased FPL's 

after-tax overall coat of capital relative to whet 

it would have. been otherviee; 2.) I ncreeeed the 

dol l a r return to lnveetore, and; 3.) R~duced the 

15 

290 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

R!BUTTAL T!STJY.ONY OF MAR~ A. CI CCHETTI 

amount of potential overearnings. The Plan al lows 

FPL to rharge ra tepayers almost $300 million over a 

two year period for the coots associated with 

reacquiring this debt, thereby allowing imprudently 

incurred COlt I and creating significant 

intergenerational inequity. 

In my opinion, it does not represent good 

regulatory policy to allow a utility to cha rge eucn 

a large amount above and beyond its authorized 

rates, perticularly over such a shor t period of 

t ime, without thoroughly investigating the prudence 

of the costo inv~lved and the aaeocia~ed impacts. 

Yurthernore, Hr. Cower's contention that 

r e cove ry of the items addressed in the Plan on l y 

relate to the timing of recovery eaeumee t he 

upcoming fossil dismantlement and nuclear 

deconmiseioning reserve studies will not reduce the 

estimated amount of future dismantlement end 

decommiseionin~ expense. P.owever, as not ed above, 

Hr. Cower offers no evidence to this effect. In 

tact, Hr. Gower admit teo at hie depos it i on that 

future ~tudies may include changes to basic 

aeeumpt~one such as engineering analyeeo and 
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inflation r e tee (Gower deposition, page 64, line 

14). 

Consequently, the Plan doou not simply 

address the timing of tho recovery o f prudently 

incurred coste as stated by Mr . Cower. The Plan 

allows iMprudent coste a nd e ign l ficant perceived 

costs (over $500 million) tha t are uubject to 

revis ion and reeatimation. With ::egard to the 

timing of the recovery of the itemo lioted ln the 

Plan, it ia i mportant to note that, e ven without 

the Plan, FPL heo no reason to bel i eve it will not 

recover the costa listed in the Plan that were 

prudently incu rred (Gower deposition, page 82 , 

lines 4 -9). Furthermore , c.he available evidence 

indicates these coots would be recovered without a 

rate increase. 

Q Do you have any fu r thftr response to Mr . 

Gower's testimony? 

A Yes. Mr. Gower f a iled to offer adequate 

justification for the proposed Plan. There is no 

evi denc e FPL iu in danger of not earn i ng its 

authori &ed rote of return a nd no e •·idence thet 

recovery of the cost9 identified in the Plan ere in 
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REBUTTAL TESTIMONY OF HARK A. CICCHETTI 

jeopardy. Unlike Docket No. 950359-EI, there is nc 

petition from FPL and Hr. Gower's testimony faile 

to give ony reosons thot demonstrote o need to toke 

the odditional chorges thot the Plon Jould 

outhorize for 1998 and 1999. There is no 

indicotion thot the nonual proctice for t.reot:t.ng 

unamortized loss on reacquired debt is in any way 

inadequote and Mr. Cower hos not. attempted to show 

that periodically adjusting the annual accruol for 

nucleor decommissioning, os the commission did for 

FPL in 1995, will not odequotely ensure recovery of 

authorized funding for decommission i ng over the 

operating lives of FPL's nucleor units. 

Absent such o demonstroted need, the 

Commission should reossess the reosonobleness of 

aggregdting odded chorges as expense in 1996 end 

1999. Aggregating sue!: chargee poutpones a 

reduction in FPL's rotes. The presumption in this 

docket should be that the normal t ~temaking 

treotment for the identified expenses is reosonable 

and there ehould be a demonstrotec need for 

changing t he established cost recovery mechonisms. 

Mr. Cower's testimony bc~ins with the conclusions 

in the PAA, but. offer• no •howlng Lhot. f'Pt. need" 

18 
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REBUTTAL TESTlMONY OF MARK A. CICCHETTI 

the accounting treatment i)roposed in thd Plan. 

Further , there is no indication FPL has any plans 

to seek a base rete increase in the foreseeable 

future. Mr. Gower • s general referenc e--t htt t the 

long-term benefits o f tho Plan ,-e that rates will 

not increaee in the future to recover theee coste-­

seems altogether inapt under the circumstances. 

Absent tho additional allowed expen1es, F'PL would 

be in a significant overearninga situation . The 

added expenses a lone, under the Plan , could 

approach 7 percenta ge pointe on equl ty by 1999 (the 

estimated maximum additional expenses (MAC Exhibit 

2 )divided by tbe dollar equiva l ent revenue 

requirement impact for one percentage point on 

equity is 480 million/70 million • 6.85). Overall, 

FPL'a revenues (rising) and costs of service 

( fa lling) indicate base r ates should be dec l ining . 

This f a ct is reflected in staff 's acll.nowledgroent 

that absent the enormous additional expenses 

authorized by the Plan tor 1998 and 1999, PPL would 

experience excess earnings. 

0 Does this conclude your rebuttal 

testimony? 

A Yes, it does. 
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MR . BREW• And Mr. Cicchettl is available for 

cross-examination. 

CHAIRMAN JOHNSON: Okay. Mr . Childs? 

CROSS ~XAMINATION 

BY MR. CHILDS: 

0 Good afternoon, Mr. Cicchetti. 

A Good afternoon. 
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0 You testify as to the applicat1on of t~e UnLf~rm 

System of Account guidelines to the matters arldressed by 

the commission in this docket, do you not? 

A With regard to the unamorti7ed loss on reacqui r ed 

debt , that's correct. 

0 Okay. Now, you o ffer thia opinion ao to the 

application of the Uniform System of Accounts to the 

premium or loss on reacquired debt, but you're not a 

certified publ1c accountant, are you? 

A No, I'm not. 

0 And you•v.: not pt'ovided expert testlmony on t he 

Uniform System of ~ccounts anywhere. have you? 

A No, I haven'~. 

0 And you have no recollection of providing expert 

testimony on generally accepted accounting practices, do 

you? 

A No, 1 don't. 

0 And would you ··do you acknowledge lhaL, despite 
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what you call the general requirements o f the Uniform 

System o f Ac~ounts with regard to unamortized loog, :his 

commission, that is, the Florida Public Service Commiosion, 

can authorize what it wants to authorize undP.r it's broad 

discretion in that regard? 

A Yea . lt's true that the Commission can va ry 

regulatory t reatment from the Uniform System of Accounts, 

but I would hope that it would have a good reason to do 

that. The laet order that the Commission issu~d with 

regard to thie subject epecificd that the primary method, 

that is, amortiz ing the amounts ove r e ithe r the l if e o f ~ 

new issue or the zema ining life of the original issue is 

what was moat recently provided by the Commission in that 

regard. 

0 That was the 1983 order that was re f erred to 

earlier? 

A Yea . 

0 On page 14 of ycur testimony, you make reference 

to your Dclcument No. 2. I think that's 14 at about line 

6. Can you reference that? 1 just want to get you to that 

page, and then on line 4 and l~re 11, you use the ~ords, 

quote, • to be written off,• end quote. Then on line 14, 

you etate that a certa in amoun~ . quote, •would be 

applied.• Do you see thole references ? 

A Yea . 
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l Would you agree that the dollar amou~ts ~o which 

2 you are referring in your document are not amounts to be 

3 wri tten off but, instead, are amounts which - - to which the 

4 actions of the Commission in this docket apply? 

5 I think that's just a h\8tter of semantics. The 

6 items are the identified ite11111 to be written off under the 

7 plan. 

8 0 Well, it's not the items. I 'm talking about the 

9 dollars and I think you are, too, aren't you --

10 

11 

12 

13 

14 

l 5 

A 

0 

A 

0 

A 

0 

That's 

-- the 

Yea, it 

Pardon? 

It says 

Right. 

correct. 

dollars ? 

says what it says. 

what it says. 

And wouldn · t you agree that the plan does 

16 not say what dollars will be written off? In fact. lt says 

17 provides a methodology for determining what might be 

18 written off. 

19 Yec, that's correct. And I reviewed some 

20 documents that the Staff had requested from FPL Wlth regard 

21 to thoae amounta, and tlut•o what I'm identifying . 

22 

23 

24 

25 

0 

A 

0 

I beg your pardon? 

And that's what I'm 1dentifying on that paye -­

This ia the document that is attac hed t o your 

testimony, No. 2? 
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A Yes. 

0 Well, let's look ~t that. 

This is the estimate of the total amount, is it 

not, that fit in these categories? 

A Excuse me. t couldn't henr the quastion. 
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Q Are the dollars amounts shown here the total thut 

fit into the categories ident ified ? 

A Those are the identified amounts . If you look on 

t he left-hand sid$ of the page, under each docket head1ng 

there is an item and then there is an associated amount, 

and that is what I'm identifyi ng in the text of my 

t estimony. 

0 I t doesn't say anywhere in this document that 

these are amounts that are to be written off, does it? 

Doean•t it say that theae are amounts that can be wr1tten 

off? 

A Well, again, I think it's just a matter of 

semantica. I didn't choose the words •to be writt~n off• 

with any particular meaning, other than to say thos~ are 

the identif ied amounts identified at this point in t1me to 

be written off under the plan. 

0 Well, you say with any particular point in mind . 

So it didn't relate to the testimony that you offer 

elaewhare about the extremely large amount, hugP a~~nt ro 

be written o ff ? 
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A Well, I think if you look on that pag~ and you 

look at the ancunt of $841.2 million, that is on extremely 

large amount, and I think it's unfair to have rate payers 

in 1998 and 1999 have to bear that. 

0 Where does it aay I'll try again. 

Where does it say that 841 million is t o be 

written off in 1998 and 1999 on this document or anywhere? 

A Well, I didn't say that either . 

0 That's what I'm asking you about in yo11r 

testimony . You say, page 14, lines 3 and 4, "The 

i dentified amounts to be written off total 619.1 Million, 

a.nd is comprised of,• and then you conclude Later on in 

line 13, "The total amount expected to be available, 841 

million, would be applied.• 

15 And my point ie, there's nothing in thls plan that 

16 quantifies the dollar amount to be written of f , is there? 

17 A There is no identified dollar amount in the 

18 

19 

order. 

0 Did you hear your counsel asking clarifying 

20 questions of Mr . Gower ao to the amount t o be wriLten o ff? 

21 A Yes, I did . 

22 0 Do you think that those really weren't clari fying 

23 

24 

25 

questiona, in fact, you knew? 

A Did I know? 

MR . BREW : Objection, Your Honor, th•t'o not 
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1 proper cross-examination. 

2 MR. CHILDS: Well, I think it is. I think that 

3 he's characterized thea~ dollar amounts ~a amounts to be 

4 written off, and we just heard the question from his own 

5 counsel about another list of numbers where a counse: 

6 characterized t liose as clarifying questions about what the 

7 company expected to do. 

8 MR. BREW: His opinion about 

9 MR. CHILDS: And this witness is simply 

10 referencing this one document, and I'm trying to find out 

11 -- well, I'll rephrase it rather than -- whether they 

12 

13 

14 

15 

weren't really clarifying and say. do you have any o:her 

independent source than this document as to the amou~t that 

the plan authorizes or quantifies will be written off in 

1989 and 1999? 

16 THE WITNESS: Well, as I said, there's no amount 

17 in the order that says this is the amount that w1ll be 

18 written off. It's based on • sales f ormula i~ thP. fixed 

19 portion, and in reviewing the 1ocuments associated with 

20 this proceeding, there were amounts aosoci~ted with cne 

21 item& listed in the order, and that's all I'm trying to 

22 show. 

23 

24 

25 

Q 

A 

0 

(By Mr. Childs) Which documents? 

Interrogatory respon1es. 

Do you remember your deposition where you were 
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1 asked the question as to what documents you reEed on ln 

2 the preparation of your testimony? 

3 A Yea. 

4 Q Do you recall questions about what you rel ied on 

5 in the prepara tion of your testimony? 

6 A Yes . 

7 Q Do you recal l that you ident i fied no answers to 

8 interrogatories or no independent sources for the 

9 preparation of your testimony, other t han what was attached 

10 

11 

12 

13 

14 

15 

16 

to it? 

A I don't r~ca ll that 1 said that. 

0 Just a moment. Do you have a copy of your 

deposition transcript with you? 

A Yea . 

0 Would you refer to page 31? And you were asked 

specifically whether the Notice of Deposition asked you to 

17 bring documents with you, and I asked you whether you hdd 

18 them. Did you bring any of these answers to 

19 i nterrogatories t o which you now refer to your depooition? 

20 A It asked for my work papers , and 1 to~d you o ther 

21 than as I said on line 21 -- well, it asked for my work 

22 papers or other materials . I didn't have any work papers, 

23 and I don't know what other materials you were referriny 

24 to. I didn 't say that I didn ' t study the materia l s 

aeaocieted with this case , and I believe we identi!ied i n 
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one of our interrogatory responses many interrogatorieu and 

orders and various things th~t I did rely upon . 

0 Well, I realize that, and that was after your 

deposition, and I asked you -- if you look ot this 

examination, I asked you, line 23, ;>age 31, " 1 belie•Je you 

were asked to bring various document that supvorted your 

testimony with you. Do you have those?• And you answer. 

"Everything that -- · and then you inject •work papers,• do 

you not? 

A Well, I believe that's what it says on the 

notice. 

Q Well, l ook at line 21 of page 32. It asked for 

my work papers or other materials, and you didn' t bring 

that. 

MR . BREW: Commissioner , for the record, the 

parties discussed at the deposition that rhe Notice of 

Depositions had been filed only two business days 

beforehand. This was a Morday meeting and we rece i ved the 

Notice of Deposition on Thursday. Neither the company nor 

AmeriSteel a t that point had had an opportunity, given the 

shortneos of time, t o assemble the materials relied upon by 

the witness to del iver at the time of the deposition. 

AmeriStael has s upplied thooe materials t o Florida Power & 

Light subsequent ly. 

IIR CHILDS: No, that • a incorrect . Florida Power 
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Florida Power & Light brought everything to the 

deposition o f its witness. The material was not asl.ed for 

until the deposition was concluded, nnd it wao asked for as 

though a discovery request instead of something t o see in 

terma of preparing and taki ng the depos:tion. 

I asked this witnesa and discussed it over t hese 

series of pages whether ho had materi als with -- had he had 

any materials on which he'd relied and did he have tt.em 

with him? And I asked him specifically quest ions about 

this subject at the deposition, and I think, if I can find 

it, that he testified i n hie depos ition that in fact the 

words •would bo" and •could be• were wrong . Now 1 find 

that they're right and he has something on wh ich to rely . 

I just -- you know, I think that the deposition transcr1pt 

makes it clear that he was asked f o r it and didn't respond 

at that time. 

CHA.IRMAN JOHNSON: Is there an object1on? 

HR. CfiLOS: I guess I'm not aure I know how 1'm 

going to pursue this, so I'm going to go with other 

questions at this point and maybe return to it. 

THE WITNESS: Commissioners, if I may c larify my 

understanding o f what was being aeked there, when it asked 

for work papere and othe r supporting materials, I assumed 
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1 that what it was aaking for were things such as 

2 spreadsheet& and calculations and things of that nature, of 

3 which I didn't have any -- I didn't rely on any for this 

4 testi mony. 

5 0 (By Mr . Childs) Would you identify specifically 

6 those c~iasion normal accounting practices that are 

7 applicable to the PSC author izations being addressed 1n 

8 this docket? 

9 A Could you refer me to a spot in my teAtimony where 

10 I' m addressing that? 

11 0 Right. Page B. lines 6 through 9, and I ask if 

12 you will identify those commission normal accounting 

13 practices that are •pplicable to the PSC authorizations 

14 being addressed in this docket? 

15 A Well, I think there was significant discussion 

16 this mornina about the Uniform System of Accounts and the 

17 general requirements with regard to the unamortized loss on 

18 reacquired debt, and with regard to the Commio~ion's n~rmal 

19 aocountiag practices, I 'm referring to wha t FPL was doing 

20 prior to approval proposed -- or approval in t~e plan to 

21 allow those to be written off over a short period of time. 

22 

23 

24 

25 

0 Well, I'm asking you to identify specifically, not 

generally, but specifically what are thooe pract1ceo? 

~ Well, the practice follows the JniCorm System of 

Accounts, and the premiums aasociated with ~he debt 
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1 reacquired are amortized per the Uniform Syatem of 

2 Accounts . 

3 0 Would you agree that you don't have any specific 

4 reference to commission normal accounting practicrs that 

5 are applicable in th~s docket but, instead, you rely upon 

6 your experience of, quote, "how the Commission haP done 

7 it•? 

8 A Wel l, I relied on my experience when I wro te 

9 that. What I had in mind would be, for example , ttle MFR 

10 schedules that would used in a rate case to determine the 

11 coat o f debt and t hose amortizat ions , although I didn't 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

opecifically cite those . 

0 Would you turn to page 45 of your deposition 

transcript? 

A (Witness complies . ) 

0 And look at the question beginning on line 8, and 

I ask you -- remer.lber that I asked you the question, •oo 

you have any reference of how the Commission ltas dealt with 

any of those items in the past that would constitute a 

representation of normal acco~1ting practices?• and your 

answer is, •Just my experience in how the Commission has 

done it"? 

A 

0 

A 

Well, I believe that's what I just said . 

I thought you referenced MPR schedules? 

Well, that's where I got my experien~~-
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0 So when I asked you this question at your 

deposition, you did not -- you did not take it to mean that 

you were to ident ify that? In fact, if you read the next 

question I asked, •Have you undertaken any rev~ew to 

identify those accounting practices;• and you answered, 

•well, I'm just aware of how it's done.• 

A Well, I believe 1 participated in the 

recommendation for the Staff that produ~ed the order 1n 

'83, and I'm familiar with the Comm~ssion's practices with 

regard to the MFRs, and I was relying on my experience in 

writing that and in ans~ering your question. 

0 My question is, do you recall giving me this 

answer? 

14 A It's on the paper. I --

15 0 Ia there eome reason that in answering the 

1o question at that time that the information as to the source 

17 of your knowledge was not available? 

18 A No. I believe I gave the same answer, ancl I was 

1 9 just trying to expound upon it further for the benefit of 

20 the Commiusioners. 

21 0 Commissioners, it makes it difficult to 

22 erose-examine when the undertaking ia for parties to 

23 conduct discovery and aek questions so that they can find 

24 

25 

sources of information and then come to hearirg and find 

that there's additional sources of information. I wtl l try 
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l to muddle through that, but -- and I know it's somet1me£ 

2 difficult to go through deposition transcr~pt s . 

3 In your direct testimony, you state that. quote, 

4 •In response to PPL's petition , the Commissicn appr~ved a 

5 proposal by FPL tha t resolved the i s sues identitied in 

6 FPL'a petition,• and that 's at page 9 of your testimony . 

7 And in addition, you referenced at that point ·· the 

8 reference is to Order PSC 960461, I believe . That's page 

9 9, line 10 and 11. 

10 When you made your statement that the Commission 

11 approved the propooal by PPL that reoolved the 1saueo, as 

12 

13 

14 

you say, would you agree that you didn't know what iosues 

had been resolved? 

A Well, at the time of my deposttion, I couldn't 

15 recall exactly what the i6sues were in the prehearing 

16 order, but I had read it . 

17 Q The issues in the prehear ing o rder? Thst'o no t 

18 the issues that this order resolved, is it? 

19 A I was referring to the '95 docket. 

20 0 Do yo~ know now what issues were reso lved? 

21 

22 

2 3 

24 

25 

A Well, I've read the order, but I can•c remember 

off the t op of my head what all the issues we re . I believe 

I have it with me, if you'd like me to get 1t . 

Q On page 14 of your testimony, you assert tha t the 

plan approved by this commission deviates from the 
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generally accepted rate-making treatment, and I bel1eve you 

also stated at your deposition that, by traditional 

rate-making you mean the Commission 's, quote, "bdlar.cing 

the interests of shareholders and rate P'yers.• Do you 

recall that? 

A You asked me two questions, 1 believe, Mr. Ch1lds, 

could you please 

0 On page 14 of your testimo ny, beginning at line 

23, you assert that the plan a~proved by this commission 

deviate• from the generally accepted rate -making treatment 

for recovery of regu latory assets. Would you agree? 

A Yea . 

0 Now, J bel1eve at your depoPition you stated chat, 

by accepted or traditional rate -making, you mean th1s 

commia1ion balancing the interests of shareholders and raLe 

payers. Would you agree with that? 

A Yea. I believe we had a very lengthy discussion 

with regard to that, and J believe what 1 fJnally t ried to 

make clear was, in a very gsneLal. broadly -def ined sense, I 

believe that's a good definition. 

Q Well, that waa the definition you o!!ered, was it 

not? I~ was not a definition ~ou were asked to agree to. 

A That's correct . 

0 And rate -making, therefore, means instances -- 1f 

rate-making meana instance• where this commi ss1 on balances 
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1 the inLerests of rate payers and shareholders. then thls 

2 con~ission, under your methodology, is engaged in 

3 rate-making anytime it doea that in any context? 

4 A I -- Again, broadly defined, I think when the 

5 Commi ssion engages in the balanc1ng of the i r.teresto of 

6 rate payers and shareholder&, that that is -- Cdn broadly 

7 be defined a1 rate-making and perhaps interchangeable ~ ith 

8 public utility regulation . 

9 0 Isn't that ~hat you were asked about as to how f Ou 

10 meant that term in your testimony? Isn' t the ~o1nt o f the 

ll deposition -- the questions that you used the term 

12 rate-making, you ~alked about this commission be ing e ngaged 

13 in rate-making , and you were then asked what do you mean by 

14 rate-making? Would you agree with that? 

15 A I believe that's genera l ly how it went. 

16 0 And so you've defined it as anytime there's a 

17 balancing of the interest& o f rate payers and shareholders, 

18 right? 

19 A Broadly speaking, yes. 

20 0 ~\d ao I'm trying to make sure that iL'o 

21 underatood that when you say traditional rate-making, that 

22 you don't mean that the CommisMion in fact is set li ng the 

23 charges to be paid by c ustomers? 

24 A I don't mean speciflcally -- to limit it 

25 specifically to only 1natances where there's a change 1n 
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And would you agree that you had no authoritative 

3 source to support your definition of rate-making? 

4 A I still can't recall an author1tat1ve source o: f 

5 the top of my head that would epecifically aay, in the 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

general sense that r•m trying to refer to it here, wha L 

exactly rate-making is. 

0 You speak to the issue of intergenerational equ•tY 

on page 18 after you talk about tradit ional rate-mak1ng 

again. You then conclude on page 19 that it's 

inappropriate under the concept of intergenerationdl equity 

to force current rate payers to bear the coot of reacquired 

debt ao that future rate payers can enjoy a cost of debt 

below which you say is the net coat o f debt, and that '3 at 

linea 1 through 6 on page 19. I have several questions to 

lo aak you about that. 

17 Is it your view that the savings already realized 

18 aa a result of the reacquired debt should not alter the 

19 conclusion you propose as to intergenerational equity? 

20 A 1 don't understand that question, Mr . Chi lds. 

21 0 Do you know how much savings has already been 

22 reali%ed as a reault of the reacquisition of debt through 

23 by PPL through reducing the interest cost to customers? 

24 A Well, I've seen the interrogatory reoponse wi th 

25 the amount of the change in the intereat expenu~ ~etted 
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1 again•t the unamortized loss on reacquir~d debt, yeo 

2 0 And would you agree that the net ~mount 10 i n 

3 excess of $500 million? 

4 A Yes, that's the net change in interest expense. 

5 0 And my question to you is that. woul~ the facL 

6 

7 

8 

9 

10 

11 

12 

13 

that there's been a net chang~ of interest expense of $500 

million already alter your conclusion as to the 

application of the concept of intergenerational equi ~y to 

the expensing of the loss on reacquired debt? 

A I thought I was following you there f~r a minute. 

The question got kind of long. I'm not sur~ exactly what 

you're asking. 

0 I'll try it again. I'll try to break it up. 

14 Now that we' ve at least addressed tne basis for 

15 quantification of net savings, and keep that in mind, you 

16 would agree that you te&tified that th~ concepts o f 

17 intergenerational equity would argue against the expensing 

18 of the loss on reacqui red debt as proposed in this docket? 

19 A Absolutely . 

20 0 And I'm asking you, would you consider that the 

21 fact that there have already been substantial savings 

22 through interest expenoe reduct~on, would that alter your 

23 conclusion as to the application of the concept o f 

24 intergenerational equity? 

A No, not at all. As a matter of faLt, I think it's 
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i ncumoent upon companies to take advantage of refina11cing 

high-cost debt when they have that opportunity , and FPL 

certainly has; but those costs that are asoociated Wlth 

that reacquisition, the premiums paid and so forth , ohould 

be netted againot the savings and spread over the remaining 

life of the original iosue, or if there was 4 refinancing, 

over the life of the new issue. I think in that order that 

we've all been talking about from '83. lt's tefe r red ro ao 

the net proceeds method, and that gives ua a fair spreading 

of the costa and benefits. 

I state in my rebuttal testimony, I believe, that 

if you broke down the coot of service in 1997 and FP~ had 

written off $200 millie~ of unamortized debt coots 

associated with reacquisition, that there's no valid 

justifi c a t i on fo r 1997 rate payerc to have to pay such a 

high amount. It's not an unrecovered prior per1od 

deficiency such as a depreciation reserve. 

0 Do you also agree with the conclusion th&t the n~t 

savings of $500 million has not been passed through 

customers because there's not been a change in ratP.s? 

A Well, there hasn't b4en a change in rateo, but it 

is does impact the coot of debt foe surveillance report 

purposes. 

0 Well, wait a minute, is your answer vee or no? I 

mean, you acknowledge there hasn't been a change in ratea, 
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but my question is, is it because there hasn't ~en a 

change i n rates, is it your position that the net $500 

mil lion savings has not been passed through to customers? 

A Well, in terms of rates actually being der.rea~ed 

to reflect a $500 million r.et savings on interest expense 

and that's not an annual amount, that's a total amount 

no, there hasn't been an actual reduction of rates to 

share that good fortune with rate payers . 

0 Therefore, is it your position that because there 

ha•n't been a reduction of rates, that customers have not 

received the benefit of that reduction in cost? 

A Well, to the extent that it reduces tre amount of 

debt reported for surve~llance report earnings. there ~s 

some benefit there, but that is far overwhelmed by the 

additional cost that's being placed on rate payers under 

the plan to cover those reacquisition costs over a very 

short period of time. 

0 What is the annual benefit of the interPeL rate 

reduction t~t haa been estimated and provided in thi6 

docket? 

A Could you repeat the que~tion, please? 

0 What is the estimate of the annual r~duction in 

i nterest costa as a result of the reacquisition of debt by 

PPL for ~he year 1997? 

A I don't recall the amount . 
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1 Q Would you agree that. subjl!ct to check , that lt's 

2 in the area of $140 mi llion? 

3 A I would agree with t hat, subject to check. 

4 0 Now, if the amount is a $140 million in 1997, then 

5 is it fairly reasonable to assume that the amount would be 

6 approximately that in 1998 and 1999? 

7 A No, not necessarily. 

8 Q The annual savings would not be? 

9 A It's possible, but it doesn't neceseari ly have to 

10 be the case. 

11 0 Well , hasn't Florida Power ' Light provided ito 

12 estimates of what the, in fact, identification of what 

13 1esues of debt had been r~tired or reacqu1red? I mean, 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

wasn't there a stated term for those issues of debt and 

from that wouldn't you be able to conclud• whether the 

estimated savings in 1997 are reasonably expected to 

continue in 1998 and 1999? 

A Yes, you could. I just think--

0 But you didn't do that? 

A -- you said necessarily i sn't thaL the case . and 

my point is, no, it's not necessarily the caoc. 

0 Would you accept subject to check that that'o 

correct, that it will be in the area of 140 mtllton 1n '98 

and '99? 

A The reduction in inrerest costa associated w!Lh 
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removing those items? 

0 Sure. Right. 

A Yes, I would accept that subject to check. 

0 How does that compare -- I'm sorry. I wao 

speaking while you were finishing . Go on. 

A I just sa id I would accept that subject to check . 

0 Would you agree then that the tota l o f the annual 

savings in 1998 and 1999, without regard to any net oavin~R 

already realized, is approximately the amount of the 

remaining balance of unamortized loss on reacquired debr? 

A Well, that may be a mathematica l fact, but the 

point is, rate payeru are entitled to the company to run 

its financial operations as effic iently as possib le . They 

are, under sound financ i al management by the company. 

entitled t o those rate reductions asoociated with dec reased 

interest expense. 

The issue here io what to do with $292 mill ion of 

unamortized costs asaociated with reacqui r ing that debt, 

and in order for rate payers to be treated fairl y, just as 

the Uniform Sy•tem o f Accounts proposes, those amountj 

should be spread over tlme and not placed on rate payero' 

shoulders in 1997 and 1~98 alone. 

COMMISSIONER DEASON: Hr . Childs, l et me l nLerrupt 

for just a second . Your previous queation relat ~d to the 

annual savin~s fo r '98 and '99 that would be real i zed from 
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the reacquired debt , and you compareci tha t to the 

unamortized lose asoociated with the decision to r eacquire 

the debt? Did I understand the quest ion cor rectly? 

MR. CHILDS: Yes. 

COMMISSIONER DEASON: And that unamortized balan~P 

was of l-l-98? 

MR. CHILDS: I believe that unamor~ized balance 

was as of 1996, and that the reference is Mr. Gowec's 

HA0-2. Oh, I'm sorry, that 'll as of June 30, 1997, and the 

balance ia $292 million aa of that date . 

COMMISSIONt:R DEASON : As of June 30, '97? 

MR. CHILDS: Correct, and ftS you recall, there 

were ques::iona, I think, ot Mr . Gower where he was asked Lo 

explain what that amount would be at a -- starting in '98. 

I aimply don't recall what he said as to that number, and 

thought that two times 140 wa~ cloae to 290. 

COMMISSIONER DEASON: Okay . So we really haven't 

clarified i n the record yet what it is as of l - 1 · 98, but 

you're just m.sking the comparison a a of June 30, '97, LhaL 

two times 140 almost equals 292. 

MR . CHILDSt Tnat'a correct. 

THE WITNBSS: Commiss ioner, if I may, there's an 

interrogatory reaponae from PPL that aays the amount of 

unamortized losa on reacquired debt io expecLed to be 

approximately 98 million on 12-31-97. The amount at the 
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beginninq of the year, I believe as uhown on Mr. Gower's 

docket, is $292 million approximately, which would indicate 

approximately a $194 million write-off over 1997. 

COMMISSIONER DEASON: According to Mr. Gower's 

Exhibit HA0-2, it's indicated to be 292 million, but that'A 

as of June 30th. So I assume there would be oix months 

more accrual to bring it to 12-31-97, but t~ere's a 

question, it'e really unresolved at this point, wh~t that 

balance is going to be. I know that it was represented 

that perhaps it's 98 million, and there was some other 

representation that perhaps it's 188 million or something 

along those linea, and ~ hat's the r~aeon I was asking the 

question to you, Mr. Childs. I was trying to understand 

under what basis you were making the comparison, because 

you're just basing it on 1 -30- 97. 

HR. CHILDS: Actually I m1eapoke, that number -­

if you look at Mr . Gower's document, HAG-2, 1 hac the wrong 

footnote. The footnote for that amount io Footnote 2 It 

says it's a balance at 1-1-95. So when we had all the 

questions about what had been written off, that's why the 

number came out to the much lower level. 

COMMISSIONER DEASON: So it's Footnote 2, which is 

1-1-95? 

MR. CHILDS : Correct . 

THE WITNESS: Commissioner Deason, i( you look at 
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my Exhibit 2, or Exhibit 1, page l of 2, you'll see t hat, 

as through 1997, 54.4 million had been written ~ff for the 

loss on reacquired debt. 

~ISSIONBR D&ASONa Okay. I'm on Exhibit l. 

What should I be looking at, for '95 or ' '77 

THE WITNESS: Page 2 of 2, if you look on 1997, 

accruals to date, if you go down to line 8, loss on 

reacquired debt , it's 54 . 4 million. 

COMMISSIONER DEASON: I'm sorry, I don't uee 54 .4 

million. What are you referring to? You're referring t o 

your prefiled exhibits? 

~E tiiTNESS: Yea, Exhibi t 1. 

COMMISSIONER DEASON: Exhibit 27 

THE WITNESS: Well , my Exhibit 1, page 2 o f 2. 

COMMISSIONER DEASON: I'm sorry, I was looking at 

Exhibit 2. Bxhibit 1, page 2 of 2? 

~E WITNESS: Yes . 

MR. BREW: Commissioner Deason, if it would help 

things, the ~ompany'e responae to Staff Interrogatory 1 3 

states the forecasted amounts and including 200,535,COO, o f 

which, of forecasted expenses, over 181 million 107 as a 

result of the prior docket. 

If it would clarify matters, we'd be happy to have 

copies made and have tha.t marked as an exhibit Lor 

identification . 

FOR ~g RECORD REPORTING TALLAHASSEE, FLA 904 · 222 · 5491 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

• 25 

319 

COMMISSIONER DEASON: Well , I think that Mr. 

Gower, I think when he takes the stand, is going to try to 

pr~sent that information. I'm sure that if you've got a 

conflicting exhibit, you'll be able to ask him 3bout it at 

that time. 

0 (By Hr. Childs) Now your conclusion th~n as to 

why the loss on reacquired debt -- I call it premium. Is 

premium or loss equally acceptable to you? 

A I would prefer the premium associated with 

reacquiring the debt. 

0 In your view then, is the premium on debt 

reacquisition should not. be expensed as proposed in this 

aocket because it would violate the concept of 

i ntergenerational equity? 

A Yes. 

0 Now, would you explain the concept of 

intergenerational equity, as you've used it? 

A Basically applying the -- well, I believe r stated 

in my testirr~ny, eo we can go there. 

0 I mean, in general, what ie the concept of 

intergenerational equity? 

A Let me read you exactly what I put in my 

testimony. 

0 Okay. 

A "The concept of intergenerational equity holds 
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1 that each generation of customers should pay its share of 

2 the costs related to the service !rom which they are 

3 benefiting.• 

4 

5 

6 

7 

0 

A 

0 

A 

Where ia that? 

That's on p~ge 18, line -- starting on line 18 . 

I couldn't hear. Line what ? 

Line 18. 

8 0 Now then, how d~ ~e -- you•r~ familiar then 

9 generally with the application of this concept of 

10 intergenerational equity, not just to the issue here of the 

11 

12 

13 

loss on reacquired deut, but to other inntances as well? 

A Yea. 

0 Have you made a review of any orders of this 

11 commission aa to ita appli,ation of the concept of 

15 intergenerational equity? 

16 A I don't recall any order specifically. 

17 0 But you generally familiarized yourself with the 

18 concept? 

19 A We ll, I think anyone familiar with ~ubl1c ut1lity 

20 regulation would have an understsnding of the concept. 

21 0 Okay. Then is it correct that, under the concept 

22 that basically what we're Lalking about, is that the 

23 customer should pay the coats associated with the oerv1 c~a 

they receive at the time they receive the serv1ce ? 

25 A Generally -- well, following the requirements of 
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1 accrual accounting, I'm- - your question seems to indicat~ 

2 that perhaps j ust because a certain cost was incurred at a 

3 certain time, that that ahould be charged to rate payers at 

4 

5 

that time. 

0 No, 

That's not necessarily true. 

I mean, I assume that if accrual ~ccounting is 

6 followed, to the extent that i t's followed correctly. that 

7 that's a cost at that time. 

8 A Given thole requirements, I would agree wi th your 

9 statement. 

10 

ll 

12 

13 

14 

0 Okay. And you believe that that ·· you believe 

that concept should apply to the recognition of expenses by 

utilities in their operation? 

A Well, as a guiding principle, yea. 

0 Okay. And you believe it should also apply as a 

15 follow-through to the rates that are charged the customer? 

16 A Yes. As a guiding principle, if we were in a 

17 perfect world, that would in fact be the goal . 

18 0 And I want to ask you a question about a rate 

19 which is reduced in anticipation of future benefits . Would 

20 you agree that, to the extent a ra te is reduced currently 

21 from the level it otherwise wo uld be to reflect (uture 

22 

23 

2 4 

25 

benefits, that that rate then does not conform to yo~r 

concept of intergenerational equity? 

A Well, I'm not sure l understand exactly what 

you're talking abvut. 
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0 You 're not? Your understanding --

A No. 

0 -- that rates - - that you ohould record rates --

excuse me -- you should record expense~ and cos t s at t~e 

time that they occur, and to the extent you use acct ~al 

accounting, that's appropriate to be foll owed, correct ~ 

A Yes . 

0 And then I asked you whether it is appropriate ~o 

well to follow through on that concept and desi3n rates the 

same way so that, to the ext ent coats were incurred t o 

provide services, whether actual coot s or accrued costs, 

that the rate would reflect t hat cost? 

A Wel l , Hr. Childs, I know there are a lot of issues 

specific t o rate design which -- with wh ich I am not 

familia r, eo I really don't follow you r question. 

0 I'm not asking about t hose. I 'm just asking about 

intergenerational equity. 

Wouldn't you agree that under the definition that 

you' ve given in our -- and the c l arification as to costs 

and accrued coats and expenoea, that if a rate that wao 

c harged to a customer did not r~flect the coats , current 

cos~a. because of the anticipated future benefit, that that 

would violate your concept ot inter generational equity? 

A Well, aa I said, ao a guiding principle, I believe 

intergenerational equity should be a maj o r goal. Without 
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1 knowing all the detai ls of what goes into this rate that 

2 you're proposing, I wouldn ' t know whether or not it would 

3 be good rate -making c r in the beat interests o f either 

4 shareholders or rate pay~rs to allo w suc h a rate. So I 

5 really am at a loaa to adequately reapond to your 

6 question. 

7 0 I'm only asking about the concept of 

8 intergenerational equity -- well, let me try it this way. 

9 You're generally familiar wi th the regulation by 

10 this commiaaion and the basio fo r that regulation, are you 

ll not? 

12 

13 

l4 

15 

16 

A Yea . 

0 Are you generall',' familiar with conservation goals 

impoaed by this commission? 

A Generally apeaking, yea. 

0 And would you agree that generally conservation 

17 goals are based upon the avoidance of future coats for 

18 genera ting capacity and operating generating units? 

19 A Generally speakinq, yea. 

20 0 And that generally the reduction in those future 

21 costa ia uaad aa the justification Cor the current 

22 

23 

24 

25 

recognition, in !act, the current incurrence of costa so 

that conservation programs will be put in place? 

A Hell, I have not reviewed the pc>rticular 

conaervation rate design that you're talking about. I know 
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l there il a lot of debate within the industry as to whether 

2 or not those rates ought to exist. There arc ce~·tain 

3 environmental goals that Pre attempted to be reached. 

4 really --and I believe I've answered the question as best 

5 I can. As a guiding principle, intergenerational ~quity is 

6 a very good thing, but there may be instances where there's 

7 different degrees of intergenerational equi~y. It's not 

8 always a black and white issue, and the Commiosion must 

9 look at the facts and circumotances associated with each 

10 incident in which it's reviewing in order to make a 

11 determination. 

12 Q Okay. So then we have intergenerational equ1ty 

13 that's acceptable and intergenerational equity or inequity 

14 that's not acceptable, is that correct? 

15 A Well, I don't believe I said that. I said there 

16 may be some times when there are varying degreeo of equ1cy 

17 and, therefore, taking one action as a matter of fairness 

18 may deviate from the specific goal of trying to apply costa 

l9 specifically. 

20 Q I was 'rying very carefully not to aok you about 

21 the specific rate in that queatiQn . I wao aoklng you about 

22 thia commiaaion'a conservation goals &nd conservation 

23 programs and conservation responsibilities. 

24 Did you understand those last questions to be in 

25 that context? 
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A Yea , and 1 believe 1 answered them in that 

context. 

0 1 think you said you weren ' t aware of specific 

rates. There a!'e other results or other wa/s to pursue 

conservation than specific rates, aren't there? 

A Yea. 

325 

0 And do you know how the cosl.S for conservation are 

recovered by electric utilities from their customers? 

MR. BREW: Is this going t c relate to his direct 

testimony at some point? 

MR. CHILDS : Sure , it relates all the time, Mr . 

Brew, to his intergenerational equity. 

0 (By Mr. Childs) Do you know how the costs for 

conservation programs are recovered by electric utilit1ea 

from their customers? 

A I ' m not certain. 1 believe there is a 

conservation coat recovery clause. 

0 So utilities don't jus t expense the conserv .. tion 

programs. They actually recover the costs from their 

customers? 

A Mr. Childs, I am not 

COMMISSIONER CLARK: Mr. Childs can I i nterrupt 

!or a minute? 

MR. CHILDS: Sure 

COMMISSIONER CL..ARK: Mr. Cicchetti, would you 
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1 accept as being t rue that we al l ow the utilities to recover 

2 conservation costs now o n a dollar-for - doll~r basis through 

3 the cost recovery clause, and it ' s based on the notion of 

4 avoiding incurring costs to build a plant i n the future? 

5 THE wiTNESS: 1 will accept that with -- subj~ct 

6 to check, but my own knowledge as to exactly how 

7 conservation coste are recovered ~s limited to just a 

8 general id~a of allowing --

9 COMMISSIONER CLARK• That's fine. 

10 If that is the ~ase , avoiding the costs in the 

11 future will benefit those customers on line at the ti~e 

12 they don't have to bnildl the plant. Would you agree wnh 

13 that? 

14 

15 

16 

THB WITNESS: If the conservation rate resulted 

in --

COMI'!ISSIONER CLARK: No, Mr . Cicchett i, let me 

17 ask you it again . 

18 Suppose that we allow a ut i lity to incur -- to 

19 recover (ive dollars a month from a customer for 

20 conservation that will avoid t he necessi t y of building a 

21 power plant i n 2002. Does the customer have to be ~n line 

22 in 2002 to get the benefit o f that? 

23 THE WITNESS: I would suppose so, yes 

24 COMI'!ISSIONER CLARK: All right. Then it would 

25 seem he' a paying now f or a future benefit, rig!.:? 
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THE WITNESS: Yea. 

COMMISSIONER CLARK: Okay. Would you descrlbe 

3 that ae being inequitable? 

4 THe WITNESS : Well, I believe it would probably 

327 

5 have some inequitable characteristics, by defjnition, but 

6 that's an instance of what I'm talking about. The 

7 Commission may think that a greater good io served by 

8 having certain inequitable characteristics built 1nto the 

9 system. It 's not always a black and wh ite instance . There 

10 

11 

12 

13 

may be varying degrees, but the overal l objecti ve was what 

the Commission thought was beet. 1 could understand thar. 

COMMISSIONER CLARK: So contra&t that with why you 

conclude that writing off the coots now with respect to the 

14 reacquired debt is inappropriate. 

15 THE WITNESS: Well, it's causing the rate payers 

16 in 1997 and 1998 to pay the costs associated with 

17 reacquiring the debt while the benefits are given to rate 

18 payers in the future. 

19 COMMISSIONER CLARK: And that's not the same as 

20 the conservation costa? 

THE WI:'NESS: Well , it's ·· I don't see t he 

22 benefit to o ffset the de ficit in terms of the bad things 

23 that happen when you apply these costa to rate payers in 

24 1997 and 1998. 

2S It's not a matter of whether or not FPL w1 ll 
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recover these costs. The Commission has a treatment that 

allows those to be recovered . They w1l l be an~rtized . 

It's just more fair and more equitable to net the ben~fito 

against the costs and have those spread over time rather 

thsn saying we are going to charge rate payers 1, 1997 and 

1998 the costs associated with tnat so that someone ten 

years from new can have a lower cost of debt . 

COMMISSIONER CLAR.K: Okay. 

COMMISSIONER OSASON: Well, let me ask a 

question. What is your position as to the amount of 

unamortized premium on reacquired debt that exists that 

will be subject to rnpid recovery under the plan? 

THE WITNESS: My understanding is that amount in 

total is $292 million. 

COMMISSIONER OEA.<;ON: Now, y011're taking that from 

HAG-2, Mr. Gower's exhibit? 

THE WITNESS: I believe that's what ~r . Gower has 

listed on his exhibit, yes. 

COMMISSIONER DEASON: Now, H that io the amount, 

and I guess wt'll probably get some more cl~rification on 

that amount, but just for purposes of this queotion. 1! 

that is the amount, and I think you've already accepted 

subject to check that the annual savings from the decision 

to reacquire the debt ia approximately 14 0 million, how 

does that create a generational inequity? 
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THE WITNESS: Well, the rate payers should he 

getting that $14 0 million savings. It's no longer be ing 

paid by Florida Power ' Light. Now the question is, what 

are we going to do with the almost $300 million that ~as 

been incurred in r eacqui ring that, and I believe this la 

COMMISSIONER DEASON: Well , now, I'm juot look1ng 

at the concept of , if Power ' Light had not made the 

deciaion to reacquire the debt , the customers are basically 

kept whole, are they not? There 's additional e xpenses that 

are going t o be recovered and there are savings that 

generally approxima te ea ch other. 280 milli on veruua 292 . 

Now, I understand, if you acc ept the 292, there may be Sl2 

million of difference, but generally speaking, don't the 

two almost equate? 

THE WITNESS: Well, Commissioner . don't get me 

wrong . I don't think it's a bad idea that PPL reacquired 

t his debt to the extent that it's a process of lowering 

debt coots. 

I do have a problem with it to the extent that i t 

has severely reduced the amount of debt in the capital 

structure , and the amount of equity in the capi t al 

structure is excessive; but to get back ~o the point that 

you're trying to make or that you are address i ng . I rhink 

it's incumbent upon tho company to manage Its debt costs to 

be as effici~nt as possible, and so it the company hadn't 
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reacquired the debt, I think the Commlsoion should quest1on 

why they hadn't. And those cont sav ... 1go are there. That'a 

the actual coats to be passed on, and the costo that they 

incurred in reacquiring that debt is going to be 

recovered. 

Now i t's & matter of fairness as to why should 

rate payers have to pay th4t just in 1997 and 1998, and why 

shouldn 't it be spread over some longer period of time 

aasociated wi th either the original debt o r any new issue 

of debt? And I think t hat's a class ic example ol where 

regulatory accounting differentiates from standard 

accounting f or non-regulated companieo. We're trying to 

match up the costs and the benefits. and so the Uniform 

System of Accounts requires that those coats be amortlzed 

over time. Now, of course, the Commission doesn't have to 

abide by the Uniform Syatem of Accounts. but l believe the 

intergenerational-equity aspect of the 1ssue is why the 

Uni form System cf Accounts dictates that treatment. 

COMMISSIONER DEASON: Well , wou ld an e xt ension of 

your argument be that, in a period of rising capital costa 

when the company has to is&ub debt in an incremental coat 

higher than embedded, tlut t o avoid I ntergenerat ional 

inequity , t:h.at all the new customer& have to be allocated 

the higher capital coots and all the customers that were 

on line when debt coats were less were allocated the 
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existing debt coats? 

THE WITNESS : No, absolutely not, because on a 

going-forward basis, the cost of the debL is going to be 

what it is, anci FPL should be allowed to recover t..haL. 11nd 

that's the debt coat for thoae customers ~hat are on line 

at that time. 

COMMISSIONER CLARK: Mr. Cicchetti. I wanted to 

follow up something that you brought ur with regar~ to :hP. 

notion that it - thaL the reacquisiti on has dr!ven up the 

equity porcion of their capital structure. So wha t are we 

supposed to do? I mean, what -- is that supposed to affect 

the amount we allow them to amortize or ·· and I guess 

why did you raiae it? Does that mean it wa sn't a good ~dea 

to reacquire the debt? 

THE WITNESS: In my opinion, it wasn't a good 1dea 

to allow the amount of equity in the c~pital st1ucture to 

balloon to the amount that it has. 

There could be two ways of handling it, if you 

were so inclined. One would be to make the adjustment on 

the surveillan-:e reports and track earnings based on what 

you believe is a reasonable amount of equity in the capital 

structure. The other would be in a ratu proceeding to 

reset rates using a prudent capital structure and all the 

other costs that you think should be recovered. 

COMMISSIONER CLARJ(: I guess I - - what are you 
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recommending we do? 

THE WITNESS: Well , we were, I guess not allowed 

to address those issues specifically in this proceed1ng. 

So what my point is is that these are isoues that are all 

associated with the plan and that the Commission should no t 

allow the plan and take a look at the coot of equity, the 

capital structure in at least a limited proceeding and go 

forward from there, and then you wou ld be able to take a 

c lose look at exactly the impacts of what the plan is 

contemplating. For example, it's my opinion that the 

Commission could allow FPL to continue t o recover these 

costs and remain whole, as they have been, s o Lhere would 

be no rate incr ease associated "'ith thf' recov,ry of the 

itema i n the plan, and in addition have a rate decrease. 

COMMISSIONER CLARK: Okay. 

Q (By Mr . Childs) Mr. Cicchetti, on page 22 of your 

testimony at about line 20, you refer to FPL'o eq~i ty rat1o 

and state that, "It has risen to a level much greater t han 

that required for a double · A-minuo rated electric utility 

with PPL's business position.• Do you have that 

reference? 

A Yes. 

Q And as the basis fo r the conclusion about much 

greater than that required at that point, you cite the S&P 

guidelines in your Bxhibit 4 and the S&P cred't r eport fo• 
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June 1996, and that's at the top of psge 23 of your 

testimony, correct? 

A Yes, yes. 

0 I assume, therefore, that at page 23, w~ere you 

333 

conclude that PPL' s equity ratio exceeds the ber • .::hmark for 

double-A-rated utilities, that that is with reference to 

the expectations or criteria of Standard & Poor, ao set 

forth on your Exhibit 4 or Document 4. 

A Well , Standard & Poor's provicies some genetal 

guidelines, and this was taken from t hose general 

guidelines. 

0 Okay. Would you look at Exhibit 4, turn to that 

for a minute? 

Now, you have stated that PPL's equity ratlo is 

61.1 percent. You state that at page 23. And if we look 

over to your Exhibit 4, I guess I take it that I'm supposed 

to conclude that the 61.1 percent is somewhere lower than 

this 58 percent that you show under the column headed 

Equity Ratio, is that correct? 

A It's higher. 

0 Well, higher in the sense that the number's 

bigger, but lower down on the chart, ~ecause it goes from 

the low numbers at tho top to the high numbers at the 

bottom, right? Pifty-throe percent is the equity ratio at 

the top of that column and sa is at the bottom? 
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58? 

A That's correct. 

0 So I assume 61.1 would fit somewhere below the 

A No. 

0 No? 

A No. 

0 Where would it fit? 

A PPL has leas risk than the average electric 

334 

utility for the reasons I cited in my testimony . Ito 

business position then would be comparable t~ Business 

Position 1, which for that level of risk, a guideline for a 

Double-A electric would only require 53 percent equity 

ratio. 

0 Yeah, and that's my point. You ' re saying that it 

would only require a 53 percent equity r~tio, but you've 

quantified that it's 61 percent. So if we were going to 

represent 61, it would be somewhere below the 58 and imply 

a different business position than you have stated is 

applicable to PFL. 

A Well, I don't believe I follow what you •re 

saying. 

0 Do you agree that Standard ~ Poor does not use 

equity ratio as the basis for rating electric utilit1es? 

A Well, it provid•• some general gu1delines, and 

what it does is a total debt to total capital ratio , and 
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1 what I've shown there is the equity ratio as a reciprocal 

2 of that. 

3 0 So Standard & Poor would look to the column under 

4 total debt versus total capital, right? 

s A Yes, and I would point out that FPL e total dett 

6 to total capital is significantly below the industry 

7 

8 

9 

10 

11 

12 

l3 

14 

15 

average. 

0 Well , is it the reciprocal that you're talking 

about here, the reciprocal of 61.1? 

A Not exactly, no. 

Q What is it? What is it? 

A If you'll give me a second, I'll have to find it. 

Q Is it a calculation you've made? 

A 

0 

Yeo. It's taken from the surve1llance reports. 

Well, let me pursue that before you look for it. 

16 What you did was you took the debt number, long-term debt 

17 as of a particular date? 

18 A Yes. 

19 0 And you divided that by the total capital as of 

20 that date, total capital being made up of equity and debt? 

21 A Total inveator capital. yea, debt, preferred stock 

7.2 and equity, short-term debt. 

23 

24 

25 

Q But you didn't include tax credits or cost-free 

capital? 

A No . 
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0 Okay. Therefore, your ultimate point however lS 

that FPL has too much equity capital under the cri~eria of 

S&P because -- and that's the rec iprocal of the debt ratio 

that S&P in fact usee? 

A Yes. Being precluded from addressing this issue 

in much detail, I'd say, just generally speaking, that's an 

accurate repre1entation. 

0 Okay. And I take it that you calculated the 61.1 

baaed upon the July, 1997, surveillance report using equity 

capital divided by total capital? 

A Tot&l investor capital, yes. 

0 Total investor capital, okay. 

And, therefore, ~oe number that you show on pag., 

22, line 10, for the 1985 test year number of 42.3 per~ent 

is calculated the same way? 

A Yes. 

0 And that wae alao from the surveillance repo~t as 

of that date, or wao that from the rate case ? 

A I took that from the rate case. 

0 Now, going back to your Exhibit 4, I think you 

said that the -- when I asked you if ~he complement to 6l.i 

was calculated the 1ame way the complement• are that you 

ehow on your Exhibit 4, you •aid not exactly . And a o an 

observation, I conclude that in each of the•e events the 

numbers total 100 percent for the four inltancee you 've 
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1 given. Are your numbers totaling to something different 

2 than 100 percent when you calculate the reciprocal of the 

3 equity ratio of 61.1? 

4 A No, that appears to be the case. I don't see any 

5 typographical errors. 

6 0 I beg your pardon? 

7 A I don't see any typographical errors . That 

8 appears to be the case. 

9 0 So then we would conclude that the reciprocal of 

10 61.1 is what , 39 percent, 38.9 percent ? 

1' A Well, as a matter o f a piece of arithmetic, that 

12 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2'i 

is correct. 

0 Thirty-eight, is the correct way to do iL? 

A 

0 

A 

I would agree, subject to check . 

You would agree? 

Wel l, 61.1 would be 38.9. 

0 38.9, but I've ·· okay. 

I want to show you a document, and it's the June, 

1996, S&P publication, and I'd like to l-ave this marked for 

identification, please. Well, 1 think it's · · l'm wrong. 

I'll get it for you in • second. 

CHAIRMAN JOHNSON: We'll m~rk it EAhibit 17, nnd 

short title, it'o •standard &. Poor• UtiliLy Rat i ng Ser·Ji ce, 

f'PL. • 

(Exhibit No. 17 marked for identifica t i o n . ) 
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MR. CHILDS: Correct. 

0 (By Mr. Childs) Have you had a chsnce to look at 

this, M.r. Cicchetti? 

A Have I previously looked at it? 

0 Well, have you just looked at this docur.,ent that I 

just passed out to you? 

A I'm looking at the cover page, yeo . 

0 Is thie the eame credit report to which you refer 

on page 23 of your testimony? 

A It appears to be, yes. 

0 Okay. Would you look at the box at the lower 

right -hand side of the cover page? The cover page has a 

number at the bottom, ~05 , and I'd like it it you'd look at 

that box where it says "Financial Summary.• I know this is 

hard to read but -- it's amall print and it's been copied 

before. Could you look at that? 

A Yes, I see it. 

0 Would you agree that this document shows chat the 

total debt, the total capital ratio for Florida Power ~ 

Light as of tnis date is 48 percent? 

A That's what it appearo to show, yeo . 

Q And it's not the 38.9 percent that you show, is 

it? 

A Well, PPL has reacquired debt frorn this time unt.l.l 

until the July 31 report that I was referring to. 
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0 I~ that the reason for the difference? 

A Well, that's part of the reason. 

0 Why don'L we turn to the last page and oee the 

reason for the difference. You're familiar with how the 

debt to co-capital ratio was calculated by S&P, are you 

not? 

A Yel. 

0 And they denied - - what do they include in the 

denominator of that calculation? 

A Purchased power contracts. 

339 

0 That's the total of off-balance -sheet financing? 

A I believe so, yeo. 

0 In fact, they multi?lY the off-balance ·uheet 

tinancing by a factor of ~bout .195, don't they? 

A I would have to go back and check, but I ' ll accept 

that subject to c heck. 

0 And if we look t o the middle box where the heading 

io Balance Sheet, the l~st entry will be an entry o f 

$1,272,000,000? 

A Yeo, that's correct. 

0 And that•• the total of tho oft-balanco · she e l 

obligations that have been used. 

A I believe 10, yes . 

0 And would you agree, subj ect to check, th~t when 

the total off-balance - sheet obligations are used in both 
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l the numerator and the denominator of the calculation of the 

2 total debt to total capital, that you would :hen get a debt 

3 to equity ratio of 48 percent as shown in tho next series 

4 of numbers right below that off-balance-sheet ~umber? 

5 

6 

A 

0 

I accept that subject to check. 

So S'P says that Florida Power & Light Company's 

7 debt to equity ratio 1• 48 percent. Would you agree to 

8 that? 

9 

10 

A 

0 

Por December 31, 1996, yes. 

Now, if we look to your Exhibit 4 and we tried to 

11 place the 48 percent on this Exhibit 4, we'd ace that it 

12 fits pretty close to a business position of 1, doesn't it? 

13 

14 

15 

16 

17 

of 

A 

0 

1? 

A 

0 

Yes. 

Is it 

It goes 

Yes, 

Okay. 

better or worse than the business position 

the other way, doesn't it? 

that's correct. 

So -- and you don't see an equity ratio on 

18 this summary page at all. do you, for Florida ~ower & Light 

19 Company, or a reference that it's used as an indicator of 

20 financial position? 

21 

22 

A 

0 

No. 

Now, would yo•J look to that same page, 505, 

23 there's a heading that aays •oUTLOOK.• Dv you have that in 

24 all caps? 

25 A YeD. 
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0 ln the sentence previous -- right above that 

teflecta the substantial off-balance-sheet obli~ationa of 

Florida Power & Light Company . And I take it that this 

observation about FPL working to make these contracts more 

competitive is considered by Standard & Poor to be a 

positive, would you agree? 

A Yea. 

0 And now would you look under the discussion of 

OUTLOOK itself , in about. three lines down, it talks about 

financial structure of -- did you review that when you were 

preparing your testimony? 

A Yes. 

Q Okay. And it notes that FPL w1ll continue to 

control costs and improve the company's financial structure 

to meet increasing competition in the industry, and I take 

it Standard & Poor considered that to be a positive, too; 

would you agree? 

A Yes, I would assume they would 

MR. CHILDS: Okay. Then 1 want to show you 

another documsnt, which io a May 1997 Standard & Poor 

credit report and ask that this be marked for 

identification, please. 

CHAIRMAN JOHNSON: We' 11 mark t h to ao Exhii'll 18. 

(Exhibit No. 18 marked for identtflcation 

Q (By Mr . Childs ) Thank you . 
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Rave you seen this Standard & Poor credit rating 

report for Florida Power ' Light ? 

A I don't believe I have. 

0 Okay. Now, if we check the same thino that we did 

before, we can see that the total debt to total c~pital 

ratio on this May, 1997, report is now 46 perc~n~; would 

you agree? 

A Yea, that's what it is shows . 

0 Onder OUTLOOK, again, it's o~ that same first 

page, we see similar comments that we saw for the 1996 

report about, the company will continue to control costa 

and improve the company's financial structure to meet 

increasing competition in the industry, and 1 take it you 

would still think that S&P ls of the opinion thio is a 

positive? 

A Yea. 

0 Now, would you agree that S&P 1ncludeo 

off-balance-sheet obligations in its comput~tion of the 

debt ratio because it in effect treats them a~ equivalent 

to debt because of the exposure the compan) hao and the 

risk associated with those obligations? 

A Yea. 

0 So when we were looking -- if we were to look at 

the way S&P would c•lculate PPL's debt to equity ratio for 

p~~~ses of determining its buaineus position and its 
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1 rating, we would get a number of 48 perc ent baaed o n the 

~ '96 report or 46 percent based on the '97 repor t , whic h is 

3 totally within their crite ria for Double-A rated utility . 

4 Would you agree? 

5 A Well, I believe that 4 6 percent is outsid~ of that 

6 range. 

7 

8 

9 

10 

0 

A 

0 

A little higher, right? 

Yea. Well, a little lower . 

A little lower. Okay. 

Incidentally, you have down here on this E~hibit 

~1 4 , Business Position 1, 2, 3, and 4 . Does Standard & Poor 

12 

13 

14 

1 !> 

16 

17 

18 

have a below-average rating? 

A Well, I believe they've recently c hany ed how t hey 

list those ratings . 

0 And these aren't what they are, are they? 

A 

0 

A 

They have recently changed, that ' s correct. 

Do you know what they are now? 

I believe it's a scale of either 1 through 10 o r 1 

l9 through 7. 

20 0 All right. So if you look at -- i f yo u l ook at 

21 the cover page of this d ocument we•re jusc l ooking a t , 

22 Exhibit 18, you aee Buainess Profile. Do you see that? 

23 A Yea. 

24 0 And the highlight i s No . 3, right? 

25 A Yeo , and they've also changed the~ r para meters to 
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1 match the change in the scale. 

2 0 Okay. Now, we can see, can we not, th~ corporate 

3 credit rating history on that same page if you look over on 

4 the left , and we see that in 1984, it was Double-A- Minus, 

5 right? 

6 

7 

A 

0 

Yes. 

And then it went to A-Plua in '89. Is A-Plus 

8 below Double-A-Minus, it's a lower rat i ng? 

9 A Yea. 

1~ 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 And would you agree that generally the lower the 

rating f o r a utility, the more costly the capital is to 

it? 

A Well, it'D debt cost would be higher. yes. 

0 It's debt coat s would be higher. So t o the extent 

that the company can improve ita rating in between rate 

cases, that would improve its ability t o ra ise debt on more 

favorable termo in the future? 

A Generally apeaking, yes. 

0 And wouldn't you agree that one of the r~aaons y Ju 

see some of these fluctuations in the rating o f utilities, 

A to A-Minus and Double-A, et cetera, is that it rind of 

loc~s to the ebb and flow of th~ construction progtam o f 

utilities for major power planta? 

A That haa an impact, yea. 

0 Okay. 
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1 CHAIRMAN JOHNSON: Hr. Childs, how much more wil l 

2 you have? 

3 HR. CHILDS: Can you give me just about 30 

4 seconds? 

5 CHAIRMAN JOHNSON: Sure. 

6 (Whereupon, a pause was had in tha proceedings.) 

7 MR. CHILDS: Commissioners, I'm not going to go 

8 back to the transcript on questions that : posed in 

9 deposition at this time, not at all, and Lhat would close 

10 my examination of the direct. 

11 

12 

13 

14 

break. 

15 break. 

Am I supposed to do the rebuttal now, too? 

CHAIRMAN JOHNSON: Yes, but we'rP. going to take a 

MR. CHILDS: Th~nk you. We 'll take a ten-minute 

16 (Whereupon, a recess was had in the proceeding.) 

17 CHAJRMAN JOHNSO~: We're going to go back on the 

18 record. 

19 Mr. Childs, I think you're prepared (or the croos 

20 of the rebuttal? 

21 MR. CHILDS: We were talking a littlo bit among 

22 ourselves, and I understand that we're going to try to 

23 finish tonight. That being the case, I'm going to waive 

24 

25 

any cross o f the rebuttal testimony of Mr . Cicchetti. 

CHAIRMAN JOHNSON: Great. Okay . 
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MR. CRUZ-BUSTILLO: Is it our turn? Okay. Give 

me about two minutes. 

Commissioner Johnaon, I didn ' t need those two 

mtnutes. I'm ready. 

CHAIRMAN JOHNSON: Okay. 

CROSS EXAMINATION 

BY MR. CRUZ-BUSTILLO: 

0 Mr. Cicchetti 

A Yes. 

Q -- would you agree that the testimony toda~ by FPL 

i ndicates that it will bft 464 million that wi ll be accrued 

for the purposes of this docket in 1998 and 1999? 

A Do I agree that was their testimony? 

Q Sure. 

A No. 

Q Would you -- what amount do you oay that they will 

accrue actually within the scope of t he plan? Let me 

strike that. 

Would you agree that Mr. Gowe~ testified 1n hie 

direc t testimony that FPL will accrue approximately 464 

million? Would you agree that that was Mr . Oower•a oirect 

testimony? 

A Well, I believe he said that, and that he wasn't 

exactly sure what the ultimate amounts would be. As a 

matter of tact, I think there 's still some disc ussion as to 
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1 how much unamortized loss on reacquired debL is going to be 

2 written o ff in '97. 

3 0 Would you agree that, after he made that 

4 qualification , he did say tha t it was roughly 464 million? 

S A And I believe he said that wao in responue to Rome 

6 i nterrogatory answers, and that ttose represente~ the 

7 minimum accruals under the plan. 

0 Mr. Cicchetti, yes or no? 

MR. BREW: He answered t he question. 

8 

9 

10 MR. CRUZ-BUSTILLO: It's a direct question that 

11 requires a yea or no. Tha t's all l'tn asking for, Chairman 

12 Johnson . 

13 THE WITNESS: 1:e 11, the answer is yes, he said 

14 that, but be qualified his ~newer. 

15 0 (By Mr . Cruz-Buatillol Thank you, Mr . Cicchetti. 

16 Do you believe that the company's -- do you 

17 believe that FPL' a estimates o f 1998 and 1999 accrual 

18 amounts shown on Compoaite let me reference you to the 

19 exhibit . I want you to go to Composite Exhibit 7, 

20 Bates-stamped Document 001, which is in fact the document 

21 that was attach~d aa an exhibit to Mr . Gower' o late· f iled 

22 testimony . 

23 A I have it. 

24 

25 

0 A late-filed exhibit to hie deposition. 

miocharacterized it. 

I 
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A 

0 

I have it. 

Looking at that document, do you believe tha t 
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FPL's estimates of 1999 and 1999 accrual amount s shown on 

this document are realistic? 

A What do you mean by •realistic"? 

0 Do you believe that they are pract ical ? 

A I believe tbey represent the minimal -- minimum 

amounts under the plan, I'm not very certain --

0 Thank you. 

A - - about their veracity f or a var1ety of reasons. 

First, the amounts that they wrote off in the prior years 

ended up being much greater than what was originally 

estimated . Second, the amount for 1997 shows 162 million; 

however, i t 's my understanding that 59.7 million associatert 

with book tax timing d i fferences has been written off in 

'97, and then if you take the di f ference between what we 

17 began the beginning of the year with with regard to 

19 unamortized lose and what the company expects it t o be as 

19 of December 31, that indicates approximately another 190 

20 

21 

22 

23 

24 

25 

million, eo that's about 250 million there, and then you 

add 30 million for the fixed portion , and that's about 280 

million. 

0 So you do agree they are r ealist ic, the estimates 

for 1998 and 1999, the accrual amounts? 

A I bel ieve it's possible . I don't know how 
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realistic they are . 

C Thank you. 

Now, let's turn to your direct filed teotimony o n 

the bottom ot page 13 and the top of page 14 , and just for 

the record, and I just want you to -- you stated Lhat 

Staff ' s estimate was 841 million -- 941 . 2 million that 

could be written off in 1998 and 1999, is that correct? 

A Where are you referring to? 

0 The bottom of page 13, the last line, top of page 

14, you state, do you not excuse m:. You state, dn you 

not that Staff's estimate io 841. 2 mill ion that could be 

written off in 1998 and 1999, is that correct? 

A Yes, that's wh~L I state, and that was taken from 

a document, as I indicated e~rlier, that came from a 

prod~ction of docutMnts request by AmeriSteel . 

0 Do you know how the Staff determined that estimate 

that you are referencing? 

A Well, I'm not sure exactly how they arrived at it, 

but I did doublecheck it against the confidential 

information that we received from Florida Power & Light 

with regard to their expected revenue•. and it wasn't it 

seemed to me that it could be a realist ic amount. 

0 Kr. Cicchetti, was the accrual estimate that you 

referenced based on an assumption that PPL would accrue 

plan-related expenses equal to 100 percent ot the 
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13 

difference between the actual revenues a~d the 1996 

most-likely revenues? 

A Could you repeat that, please? 

0 Is that estimate that you made with respect to 

841 . 2 million 

A That wasn't my estimate. 
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Q The estimate tha ~ you adopt, because you say that 

Staff made that estimate. 

A The estimate that I cite? 

0 The estimate that you cite. 

A Yes. 

0 Are you saying that tha t is equal to 100 percent 

of the difference between the 1996 most-likely revenue and 

14 the actual revenue? That's my question. 

15 A That assum~• 100 percent booking as it shows on 

16 that exhibit, yes. 

17 0 Okay. What percentage of the differdnce between 

18 the base revenues reported during the two years of the plan 

19 and the 1996 most-likely revenue do you believe FPL wil l 

20 apply to expenses in this docket during 1998 and 1999? 

21 A I didn ' t follow that, I'm sorry. 

22 Q What percentage of the dif!erence between the base 

23 

24 

25 

revenues recorded during the two years of the plan and the 

1996 most-likely revenues do you believe that FPL will 

apply to expenses in this docket? 
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1 A I'm not sure what amount they're going to end up 

2 applying. They have some broad discretion there. If the;•. 

3 for example, wrote off X-amount and had an earned return 

4 of let's say 13 percent, they could write off an additional 

5 $100 million and still be at 12 percent. So they have 

6 quite a bit o f discretion there. I'm ,,ot sure exactly 

7 where they'll choose to end up. 

8 0 Okay. Still referenc1ng Composite Exhibit 7, 

9 document Bates-stamped 001, In your opinion, would 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

determining the accrual estimate in that exhibit have 

required the Staff to utilize estimates of revenue or 

revenue growth for 1997, 1998 and 1999? 

A Well, my understanding is these numbers car..e from 

Mr. Gower, but if the Staff were to repl1cate what ts go1ng 

to go on i n the plan. I believe they would have to make 

some estimates as to -- or rely on FPL's estimates as to 

what the revenues arc expected to be. 

0 I was •• and lot me ask that questi on again, but I 

want to reference your Exhibit No. 2 that was attached co 

your prefiled tee~ imony, and I believe that ls Exhibit No . 

14, and I'm referencing -- and I'm referencing Lhe circ' ed 

numbers that you have there for 1998 and 1999 projected. 

A Excuee me. Did you say that I have c1rcled? 

0 No, that are -- t hat appear circled on that 

document. 
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A Okay. I would just like t o m.ake it clear the 

annotations on that page are not mine. 

0 And it has been noted for the record . 

Now, looking a t that document and look t ng at those 

circl ed numbers, in your opinion, would determining t~e 

accrual estimates in tho9e circles have requ t red Staff LO 

utilize estimates of revenue or revenue growt h for 1997, 

1998 and 1999? 

A Yes. 

0 What estimates of 1998 and 1999 revenue or revenue 

growt h r ates do you believe were used t o determine the 

accrual estimace in this. document? 

A Well, I ' ve seen the exhibit that Staff has put 

together, and I believe it's in the neighbor~~d o! 3.5 

percent . I would point out, a& I stated earl1er, that I 

looking at the confidential information with regard to 

future revenues provided by FPL, those amounts with regard 

to the maximum amount that could be accrued under the pian 

are not materially different than FPL's eutimateo 

0 To your Knowledge does FPL calculate cheir revenue 

growth rate for these years of 199~ and 1999 t o be lower 

than 3.5 percent? 

A Yes, that'& my underatanding. 

0 Okay . Now what I want you to do 10 I would ·· 1f 

you could refur to Composite Exhibit No. e. Document 021. 
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A Did you say No. 8? 

0 Yes, Composite Exhibit No. 8, Bates-stamped 

Document 021 should be the third from the back. 

A Excuse me, J ay, I'm not sure I have Composite 

Exhibit 8 . Okay . I've got it . 
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0 Can you tell me by referring to r.hl\t document what 

FPL's aver age growth rate -- what FPL's average growth rat~ 

is? 

A I assume you're asking f~r the average growth in 

revenues that FPL relied on to make their estimates of 

expected revenues for '98 and '99? 

0 That is correct. 

A I believe Mr. Gower cited it at 2 . 9 percent, and 

I'd accept that subject to check. 

0 Mr. Cicchetti, if we have established that t he 

1998 and 1999 accruals shown in your Exhibit 2, which is 

Exhibit 14, are baaed on the revenue growth rate of 

approximately 3.5 percent, and if we have also established 

that FPL, based on ito forecasts of revenueo on growth is 

at approximately 2.9 percent, can FPL reasonably be 

expected to accrue 841.2 million for the purposes of this 

docket during 1998 and 1999? 

A Well, not if you rely on tt.oee amounts . As 1 

said, relying on PPL'a amounts, you come up with a number 

that's approximately 800 million, and tho number t ho t the 

FOR THE RECORD REPORTING TALLAHASSEE, PLA $ 04 - 222 - 5491 



• 

l Staff is showing there ie 840. You're ~alking about a S40 

2 million difference, while we•re talking abour a billion 

3 dollars of revenue out into the future. so, you know, l'd 

4 be happy to rely on PPL'a amounts, but I don't see that as 

5 being materially d1fferent. It's just the maximum, an 

6 eatimate at the maximum of what could be allowed under the 

7 plan. 800, 841 million, it seelll8 quite a big number either 

8 way. It doean't change my position either way. 

9 Q But wouldn't you agree that you could not obtain 

10 the $841.2 million at 2.9 percent growth rate? 

11 A That'• a piece of arithmetic, yes, I agren with 

12 

1) 

14 

15 

16 

17 

18 

19 

2'l 

21 

22 

23 

24 

25 

that. 

0 Thank you. 

Now, I'd like you to turn to page 14 ot your 

direct testimony, line 10, Commissioners. Is 2 ~2.1 million 

your estimate of the amount that could be applied at a 

later date to an unspecif ied depreciation reserve according 

to ths plan? 

A If the revenues were such that they produced the 

841 . 2 million --

Q I'm e~rry, Mr. Cicchetti. I can't hear you . 

A If revenue• produced an amount available unuer the 

plan of 841.2 million and 619.1 million was written off 

under the plan, yea. 

0 Mr. Cicchetti, it PPL'e total accrual amount 18 
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less than 841.2 million in 1998 and 1999, would you expect 

that the accrual amount applied to an unopecifiec 

depreciation reoet~e would be leas than a 222.1 million? 

A It would depend on how much wao actually written 

off. 

0 Do you expect the priority order diocuooed in the 

proposed agency action to be followed? 

A I expect it would, yeo. 

0 I'm sorry. I didn't hear your answer. 

A I would expect i t would, yea. 

0 Okay. Would you agree that t.he 222.1 million that 

I just asked you about is in the -- ie at the last positi0n 

in the priorit.y list, wouldn't you agree ? 

A That the unspecit ied depreciation reser:e is the 

last item? 

0 Yea. 

A Yes. 

0 And would you also then agree thnt if the 5841.2 

million will not be achieved based upon the 2.9 percent 

growth rate which you have just conceded would in fact not 

allow them to get that amount, would you then oay that the 

actual amount accrued would be lese than the 222.1 million 

that would be left for this category? 

A Well, it would depend on how much wao written 

off. If yo~ reduced that revenue amount by 20 million and 
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then you reduced the write-off by 20 million, you'd st~ll 

end up with the 222. 

Q Can you try can you explain that dga1n? I 

didn't understand that. 

A Well, if you subtract 20 milllon from ·he t·ev~nue, 

and 20 million from the expenses, you'll still end up with 

a difference of 222 . 1 million. 

MR. CRUZ -BUSTILLO: I need just about ~wo minuteo. 

I'm going to have Mr . Cicchetti refer to this 

book. It'S -- Commissioner Johnson, Commissioners, I ' m 

going to ask some questions of Mr. Cicchetti of a bock , and 

in your -- i n the packets that we provided to you, ~t 

should be Item No. 6 and I would ask that that be ·· that 

tnat section in your book be marked ao the next consecut1ve 

exhibit, whatever number that would be, marked !or 

identif ication. 

CHAIRMAN JOHNSON: We're on Exhibit 19, and thls 

is excerpts from Public Utility Depreciation Practices and 

Accounting for Public Utilities. 

(Exhibit No. 19 marked for identification.) 

MR. CRUZ-BUSTILLO: That's correct. Chairman, and 

I would ask the Commission if they could recognize it as a 

treaty -- a treatise, an authoritative treatise in the area 

of public utility depreciation practices, official 

recognition from the Commission that in fact this is a 
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treatise, an authoritative treatise in the! area of public 

utility depreciation practice. 

CHAIRMAN JOHNSON: Okay. You want it marked as 

an exhibit, but you want us to take official recognition of 

the document? 

MR CRUZ-BUSTILLO: Official recogrit ion, if Mr. 

Cicchetti doesn't himself recognize it, according to the 

rules ot -- Florida Rules of Civil Procedure . 

0 (By Mr. Cruz-Bustillol And before I aok you, Mr . 

Cicchetti, I want to ask, are you familiar with the 

National Association of Regulatory Utility Commissionr· rs, 

NAAUC? 

A Yes. 

Q And can you tell rr.e what that body is ond what 

they do? 

A It's an association of state utility 

commissioners. 

Q I'm sorry. I can't hear you. 

A It's an association of state utility 

commissioners. 

0 Okay. Are you familiar with NARUC'o public 

utility depreciation practices? 

A No, I hadn't seen it until I saw the exhiblts. 

Q Okay. You're not familiar with this book, are 

you? 
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A I hadn't seen it since I 3aw the ~xhibits. 

0 Okay. Turn to page 188 in that book, and for 

purposes of this exhibit, it would be Composite Exhibit 19, 

Bates-stamped Document OJ. 

A Okay. 

0 And if you would just take about t wo minutes and 

read the last paragraph and the top two paragravhs on page 

189. 

CHAIRMAN JOHNSON: And while he's doing that, I 

have a question for you. Accounting for Public Utilit ies 

-- these are all excerpts from the same book? Are theqe 

different chaptero or are these different booko? 

MR. CRUZ-BUSTILLO: No, the first part io from 

this book and the second part is from -- they are not from 

the same book. It's Accounting for Public Utilities . 

CHAIRMAN JOHNSON : Oh, Accounting for Publ1c 

Utilities is a separate book? 

correct. 

MR. CRUZ-BUSTILLO: Is a separate book. That's 

MR BREW: I have a question, too. Was the -­

KR. CRUZ-BUSTILLO: Sure. 

MR. BREW: Is the cover page from NARUC part of 

that publication or ia that something Jif!erent? 

MR. CRUZ-BUSTILLO : Yes, it io patt of the book. 

That page is part of the book. 
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'fHE WITNESS: Okay. 

(By Mr. Cruz-Bustillo) Oive me one minute. 

Read the first four lines. Can you ~lease read 

4 the first four lines for me? 

5 A The first four lines of what? 

6 0 The first four linea at the bottom of the page 

7 Bates-stamped 03, page 189. 

0 A The paragraph beginning "A reserve imbalance 

9 exista"? 

That is correct. 

359 

10 

11 

12 

13 

0 

A "A reserve imbalance exist~ when the thev reLical 

reserve is either greater or less than the actual reserve. 

If changes are made to the estimated service life and net 

14 salvage, creating a reserve imbalance, a decision must be 

15 made as to whether and how to correct the reae1ve 

16 imbalance.• 

17 

18 

19 

0 

A 

0 

Would you agree with that statement? 

Sure. 

Okay. Turn t o the next page, p~ge 189 . On Lhe 

20 top of page 189, please read the first aentenc~ o f that 

21 paragraph. 

22 A "When a depreciation reserve imbalance exists, one 

23 should investigate why past depreciation rates, average 

24 service lives, aalvage , or coot of removal amounts differ 

25 from current estimates.• 
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A 

Q 

Would you agree with that statement? 

Yes. 

Go down to the fifth line, the sentence begtns 

4 "Recognizing the nature.• 

5 A Okay. 

6 

7 

Q 

A 

Pleaee read that sentence into the record. 

•Recognizing the nature of depreciation and its 

360 

8 requirement for future estimations, no adjustment in annual 

9 depreciation accruals to reflect the reserve req~irement 

10 based on rates should bo made unless there is a clear 

11 indication that the theoretical reserve is materially 

12 

13 

14 

15 

16 

17 

18 

different from the book r~serve.• 

0 And you meanL to say •baaed on current r~tes." 

You just skipped over that, correct? 

A If I did, I m~ant to read whatever was there. 

Q Would you agree with that statement. yes or no? 

A 

Q 

Yea. 

Okay. In your opinion, what would happen at the 

19 end of a plant's life if you find that there io a reserve 

20 shortfall? 

21 A What should happen? 

22 Q Uh-huh. 

23 

24 

25 

A 

Q 

Well, hopefully the Commission - ­

What vould happen -- strike that. 

What would happen, in your opinion? 
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A Well, if there was a reserve shortfall at the end 

of the plant's li f e, capital recovery ~o.·ouldn' t have been 

achieved. 

0 

A 

0 

And how would you achieve that? 

By writing off the total amount . 

And would that be accelerated over as short a 

period as possib~e. as economically practical? 

A I guess I don't understand your theoretical. Are 

you assuming that the Commission decided at the time that 

well, what is the basis for your assumption? 

0 At the end of the plant's life, the Commis&ion has 

said you can cover -- you can recover the under·recovery, 

the shortfall. Do you agree that that amount of recovery 

can be accelerated over a short period of time? 

A Well, that's one way to handle lt. If you, you 

know, had an ongoing concern and you were going to JUSt 

factor that i nto your depreciation rate, you could do 1t 

that way . I think if you look down two sentences later. 

"The use of an annual amortization over a short period of 

time or the betting o f depreciation rateo using Lhe 

remaining life technique are the two most · are two of the 

most common options for eliminating an imbalance.• 

0 So you would -- are you thrcugh? 

A 

0 

Yea . 

So you would agree that the Commission -- ll wou ld 
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1 be within their discretion to use either one of those, and 

2 both would be reasonable, based upon what you just read? 

J A Well, based upon the facts and c i rcur.1otanceo. one 

4 might be reasonable or it might not. If you look at the 

5 first sentence of the second paragraph there, ·~·hereas. the 

6 judgment of materiality is subjective, jf further analys1s 

7 confirms a material imbalance, one should make i~ediate 

8 d~preciation accruals.• And then the laot sentence of that 

9 paragraph says, "The size of the plant account, th~ 

10 reserve ratio, the account rdmaining li~e. the technology 

11 of the plant and the account reserve imbalance in 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

24 

25 

relationship to the account annual accrual all have a 

bearing on the choice of course of action taken.• 

So I think the materiality and the size of what it 

is that you want to adjust f or are things that need to be 

considered, as it says right there. 

Q So would you agree, based upon the fi:-st sentence 

let me state the first sentence for the record: 

"Whereas, the judgment of the materiality is subje~tive, if 

further analysis confirms a material imbalance, one should 

make immediate dbpreciation accrual adjustmentu • 

Would you agree that. if there was a determ1nat1on 

that the under-recoveries or shortfall or imbalance were 

material, that a reasonable, prudent -- that a reasonable 

solution would be an acceleration of the recovery? 
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A Well, it depends on the circumstances. I think 

the point here is, H it's material, you might w11nt to do 

it over a long period every time. 

0 Well, if the circumstances dictated that yoJ would 

accelerate it because it was material , is that reasonable? 

A Well, those are kind of --

HR. BREW: Excuse me, could you repeat that 

8 ~estion or re-read that question, please? 

9 0 (By Mr. Cruz-Bustillo) Would you think -- '"culd 

10 you state or would you -· wouldn't you agree that based on 

11 the circumstances, baaed on the finding of materiality and 

12 

13 

any other circumstances you want to put in there, t hat it 

would be in accordance wi th regulatory practice for t~e 

14 Commission to accelerate the recovery? 

15 A Well, based on the facts and circumata~~es, the 

1 6 Commission can do what it feels proper . 1 think I've 

17 indicated that and as it says here. 

18 

19 

20 

COMMISSIONER CLARK: The answer ia yea, is it? 

THE WITNESS· Yes. 

COMMlSSIONBR CLARK: I just wanted to know which 

21 way you were going. 

22 0 !By Mr. Cruz-Buatillo} Thank you. 

23 At this time I'd like to turn to the ~ext 

24 treatise, which ia encompassed in Composite Exhibit 19. and 

25 it's called -- it's entitled Accounting for Public 
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1 Utilities. Are you familiar with this a ccount ing book ? 

2 A I haven't Aeen it befo re until I saw the 

3 exhibits. 

4 COMMISSIONER CLARK: What page a re you on? 

5 MR. CRUZ-BUSTILLO: I'm on Bates-otamp ~6 . under 

6 Composite Exhibit 19, and then I would ask the Commioo ior •. 

7 COmmissioner J ohnson, if you could take -- i f you cculd 

e find that is an ~uthoritat ive treatise on th~ area o f 

9 accounting for public utilities, a ccording to -- Florida 

10 Evidentiary Code g ives y ou the a uthority to do that. 

11 CHAIRMAN JOHNSON: Okay. You've aoked, and I 

12 apologize, becauoe l ast time I did not -- I haven't taken 

13 official recognition of e i ther document , but is this a 

14 re~est to take official recognition o f both? 

15 HR. CRUZ-BUSTILLO : Yes, it is. 

16 

17 

l B 

19 

20 

21 

22 

23 

24 

25 

CHAIRMAN JOHNSON : Okay. And seeing no 

objections, I'll take otficial recogni tion of those t wo 

documents. 

Q (By Mr. Cruz -Bustillo) Mr. Cicchetti, if you 

could turn to what has been Bates-stamped as Oocureent 09 r n 

Composite Exhibit 19 . 

A 

Q 

A 

0 

I'm there. 

Rxcuee me? 

I'm there. 

You're there. Could you read for the - - could you 
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1 read the passage into the record that regina, •only after a 

2 plant• ? 

3 A •only after 6 plant asset has lived ite u~eful 

4 life will the true depreciation coat be known. The same 

5 dif ficulty i s encountered i n comput i ng the annual profit 

6 and loss of a business . Only after a business has ~en 

7 wo~ up can the absolute profit and loss be determined, 

8 and then only for the entire period of itA existence. 

9 Nevertheless, it ia necessary to make determinations of 

10 depreciation and profit and l oss period.cal l y, at least 

1 ,_ 

12 

13 

annually, and the fact that very precise answers can.1ot be 

obtained should be no deterrent. Reasonably accurate 

results in both caaes ~re all that should be expected and 

14 these can usually be achieved." 

1~ 0 Do you agree with that paeea~e? 

16 A Certa inly. 

17 0 Can you now turn t o what has been Bates-stamped as 

18 Document 1 07 At the bottom of page 10 and the top o f page 

1 9 11 - - this wi ll be the last passage that I have you read 

20 please read the passage that begi ns "Those consequences 

21 stern. • 

22 

23 

24 

25 

A 

0 

That whole paragraph? 

'tee. 

A •Thoee consequences stem from the fact that 

depreciation expenee ie an operating cost commensurate wi th 
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1 the consumption of service life of the utility plant. 

2 Acccrdingly, it the annual accrual for depreci.::tion is 

3 understated, there ia a corresponding overstatement or 

4 inflation of net income and earned surplus. Investors are 

5 given an illusory and false impression with reg,rd to 

C earnings coverage, the effects of which are two -f~:d and 

7 cumulative . Moreover, if past deficiencies and 

8 depreciation accruals were substantial , it may be rtecessar_-

9 to make up the back accruals by an appropriate adjustment 

10 o f existing or future earned surplus and, in ~xtreme cases, 

11 of the capital account itself.• 

12 0 Now, having read this passage, would you agree 

13 that adjustments of existing or future over-earnings to 

1 4 make up substantial material past deficiencies and 

15 depreciation accruals is an appropriate accounting from a 

16 regulatory perspective? 

17 A Not in all cases, no. I would take you back to 

18 pag~ 9, the last sentence on the bottom of that page, "The 

19 main purpose of the charge is that, irreopective of the 

20 rate of depreciation, there shall be produced, through 

21 annual contributions by the end of the service life of the 

22 depreciable plant, an amount equal to the total net expense 

23 of its retirement,• and I think what that's say1ng there is 

24 the important thing io that the company recover its total 

25 coat1 and I think there's no evidence in thio docket to 
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indicate that any of the items or the amounts listed in the 

proposed agency action or that we've been discussing are in 

jeopardy of not being recovered. 

The question has t~ do with whether or not they 

should be recovered all in a very short period of time, and 

whether or not that's equitable. 

The fact that there is a depreciat ion reserve 

deficiency is not the fault of the rate payers . It's not 

9 the fault of the Commission. It's not the fault of the 

10 company. The beat estimate& were used at the time to 

11 

12 

13 

determine those rates and those are the rates that L~e rate 

payers paid. To take 15 or 20 years of accumulated re~erve 

deficiency and 15 yeara of premium coats aeaociat~d with 

14 debt and hundreds of miilions of dollars asoociated with 

l5 maybe 20 years of decommissioning reserve deficiencies and 

16 dump them on rate payers all in 1998 and 1999, to me d~s 

17 not seem fair. It seems that those rate payers w1ll ~~ 

18 paying much more than their fair share of the coP.~ . and 1 

19 can't see how it's unfair to rate payerA rraybe 15 or 20 

20 years from now to pay one 20th of that amount, but it's 

21 fair for rate payers in 1998 and 1999 to pay what could be 

22 $800 million worth of thoae coste. 

23 And I think that this aentence on the bottom of 

24 

25 

page 9 ia extremely important. It 's not exactly when it 

gets recovered that'& the most important, but th~t it will 
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be recovered in total by the end of ita useful l1fe . 

0 So that I understand, for the record, Mr. 

Cicchetti, but you did agree at the beginnia1g of your 

answer that baaed upon ~hat you read, this is an 

appropriate account ing regulatory practice, wl.ether vr not 

you agree with it or not? 

MR. BREW: Are you asking him to resta Le his 

prior answer? 

MR. CRUZ-BUSTILLO: I'm asking him because I'm not 

sure what he an1wered. I just want Lo know does he agree , 

based upon what he read, that this in fact is an 

appropriate accounting regulatory practice? 

THE WITNESS: That what is an appropriate 

accounting regulatory practice? 

COMMISSIONER CLARK: Let me see if I can ask a 

question. With respect to - - let's just look at the 

nuclear decommissioning. If we discover that we're at the 

halfway point in the useful life of the asoet and we have 

not -- in a perfect world we would have recc.vered :,o 

percent of the decommissioning costs, and we aren't there . 

Why is it not appropriate to allow for the rucovory o f 

that in the shortest possible kmaunt of time? 

THE WITNESS: Slmply because, 1f it'a a 

significant material amount, 484 million being lumped onto 

rate payers just in '98 and '99, along with hundreds of 
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millions of dollars ot other costa, lt's simply not fair to 

tho3e rate payers. That depreciatic~ deficiency -­

OOMMISSIO~R CLARK: Why is it not fair? 

THB WITNESS: Because they will be paying an 

extremely greater amount than the other rate peyera t•cause 

that 484 million io coming out from their ·· from them for 

1998 and 1999. Those reserves deficiencies extend back as 

far as '71 for the nuclear decommissioning reserve. 

Bvery time the Commission had to raise the 

accrual, there was by definition a deficit there, but the 

Commission has decided in the past that the appropriate way 

to deal with that is equal annual amounto over the 

remaining life of the plant. That should guarantee that 

there will be enough to cover the decommissioning at the 

time the decommissioning is to take place . 

COMMISSIONER CLARK: It's your testimony that 

that's the way we've always taken care of depreclotion 

reserve imbalances? 

THE WITNESS: Nuclea r decommissior.ing reserve 

imbalances, that's my understanding, yes. It's always been 

done by increaeing the accrual to match the expected future 

coat. 

COMMISSIONER CLARK: What aLout other 

depreciation? 

THE WITNESS: I believe there have been instances 
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where the Commission has allowed certaln depreciation 

reserves to be written of f on shorter periods of time, 

nothing as great -- to an extent as great as this, but 

looking back at a lot o~ those cases, those things made 

sense. It's baaed on the facts and circumstances that the 

COmmission is dealing with . 

I 'm not saying it's never appro~riate to write off 

a deficiency over a shorter period of time, but looking Lt 

the facts and circumstances in this instance, it's over 

$1.1 billion over a very short period of time . 

COMMISSIONER Ct.ARK: So it ' s your view i :. 's 

really not an intergenerational inequity, it ' s the 

magnitude of it? 

THE WITNESS: Well, I think the magnitude of it 

accentuates the intergenerational inequity . 

COMMISSIONER CW.RK: Olc.ay. 

0 (By Mr. Cruz-Bustillo) Commissioners, can I go 

forward? 

Mr. Cicchetti, hasn't the Commission on oeveral 

occasions corrected reserve deficiencies over a period of 

time that is shorter than the remaining life? 

A Yes. 

0 Do you recall being asked in your deposition 

whether it ie appropriate to say that reserve de(iclencies 

are properly attributable to future years ? 

FOR THU RECORD REPORTING TALLAHASSEE, FLA 90 4 · 222 -~491 



371 

1 A Generally, I do, yes. 

2 0 Do you recall saying that, working from the 

3 definition of reserve deficiency and the Commiouion ruleo, 

4 reserve deficiencies would be attributable to the past? 

S A Yes. 

6 MR. BREW: Excuse me. Are you talking ahout 

7 depreciation deficie.tcies or decommisdioning? 

8 MR. CRUZ-BUSTILLO: In his deposition he didn't 

9 attribute whether it was ono. He just talked about it 

10 generally. 

11 0 (By Mr. Cruz-Bustillo) Mr . Cicchetti, isn't the 

12 purpose of depreciation to systematically spread the 

13 recovery of prudently i~vested capital over the period of 

14 the plant items represented by the capital ptoviding the 

lS service? 

16 

17 

18 

19 

20 

21 

22 

23 

A 

0 

A 

0 

I'm sorry, did you say over the "plan items•? 

Over the plant items represented by the capital. 

Could you repeat that, please? 

Sure. Ion • t the purpose of deprcc iat ion to 

systematically spread the recovery of prudently invested 

capital over the period of the plant items repreoented by 

this capital providing service? 

~ I'm not sure what's meant by "the period ol plant 

24 items. • 

25 0 Okay. Hold on one second. 
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means. 

COMMISSIONER CLARK: The life o! the plant. 

THE WITNESS: That's fine, if that's what he 

372 

0 (By Mr. Cruz-Busti llo) Over the period that the 

plant items are in fact in service. 

A over the period of the plant \temo, or de you 

mean as 

0 OVer the period that the plant items in queot1on 

are i n service. I'll repeat it one more time. 

OVer the life of the plant. Isn't the purpose of 

depreciation to systematically spread the recovery of the 

prudently invested capital over the life of the plant? 

A Yes. 

0 Thank you. 

Isn't it the goal of intersenerationai equity that 

each generation of customers pay for the coste related t o 

the service from which they are benefitting? 

A Yes . 

0 Is it your opinion that the recovery of the 

nuclear decommiosioning and fossil dismantlement reserve 

defic iencies over a shorter period of time is in conflict 

with your detinition of lntergenerational equity? 

A Yes. 

0 The provision for the cost of nuc lear 

decommissioning and !oaail dismantlement telateo to the 
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provision for the coat of removal of these plants, 1an't 

that correct? 

A Yu. 

Q Rather chan pro\·iding for these removal coats 

)7) 

through the depreciation rate, these coats are recovered 

separately and placed in their own separate reserve; i~n·t 

that correct? 

A Yea. 

Q Theoretically, shouldn't these removal costa be 

recovered equitably ovel.: the life of each unit, and 

s houldn't each generation o f customers pay for th~ costs 

related to the nuclear or fossil generating plant from 

which they are benefitting? 

A Theoretically and equitably. yea . 

Q And to the extent that customers of t~e past 

didn't pay their fair share of these removal costa. 

customers of the future will have to make up that shortfall 

by paying a higher accrual then they would have t o do 

otherwiae1 isn't that correct? 

A Well, 1 think it ' s - -

Q Well, before you qualify, is that correct yes or 

no? 

A Yea, but I would like to qualify . 

0 Sure, go ahead . 

A There seems to be this implicat ion that rate 
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payers somehow did something wrong because there's a 

deficiency and they didn't pay their fair share . We can't 

go back and charge t.hose rate payors back then for those 

costs. That would be retroactive rate -making, and my point 

is, for example, with the nuclear decommissionil'g, as the 

Commission's been practicing it, it's spread over the 

remaining life. That seems to me to be more fair 

especially for material amounts, than saying thio past 20 

years of deficiencies should be dumped on rate payers only 

in 1997 and 1998, especially if it's g~ing to be amounts 

approaching a billion dollars . 

Q If there'n an identified shortfall, won't there be 

a greater amount to recover in the future than there would 

be if there was no shortfall? 

A By definition , yes. 

0 Would you c¢nsider that int~rgeneral iona l equity< 

A Well, ao I had stated earlier , there were varying 

degrees. The Commission has to look at the facts and 

circumstances. Sometimes things are a little more fair to 

be done one way than another. It's not simply yes, you 

either have to do it over two years, or you do it over the 

next 20. 

As the treatioe that you refe~red to otated, the 

two main ways of doing it are over a shorter period time 01 

over the remaining l ife, and that the Commission should 
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1 consider things such aQ materiality and the amount oC the 

2 accrual relative to the deficiency and so forth. 

3 0 Mr. Cicchetti, since there's no way to go back to 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

the past and correct the shortfall, won ' t an immediate or a 

short-term correction of the shortfall reduce the srread 

of the shortfall into the future? 

A Well, by definition, if you're going to wrlte lt 

off in two years instead of spreading it out over 20, 

there's going to be lese that's going to have to be 

collected ten years down the road. That ' s vimply by 

definition. 

0 So by definition, it would be yeo? 

A That's what I said. 

COMMISSIONER CLARK: While he'o look1ng in his 

notes, Mr. C~cchetti, I'd like you to look at your d1 rect 

testimony on page 20 and 21. You oeem to have a concern 

17 that, because the revenue level is baaed on 1996 revenues, 

18 the plan gives PPL discretion over tens of millions of 

19 dollars of expenses 11nd pr.:~vides the opportunity to ma nag'O! 

20 the returr, and you allude to the fact that they could , I 

21 guess, in effect, charge for an expen:e Lhut we might not 

22 normally allow, and then it will reduce the amount that a 

23 legitimate expense - - well, you say ~he result beiny that 

24 there is still legitimate e~penae that can be c laimed and 

25 the earned return i* tho same as if the legitimate expense 
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had been taken . 

I'm not sure I understood why the plan made it any 

different than what exists in normal rate-maklng . They 

always have discretion over expenses in the senoe that they 

can elect to incur tree-trimming expense or they may elect 

to defer it, and I guess 1 just didn 't understand why the 

use of those revenues had an i~act on l his - - on thei r 

discretion. 

THE WITNESS: The point I was trying to make, 

Commissioner, is if rates were set just to produc~ the 

midpoint of the allowed return, then FPL would hnve 

incentive to keep their coots as low as they could so thdt 

they could earn that midpoint. If rates are set to produce 

hundreds of millions of dollars over the t op o f the range 

and you've g iven them discretion over 50 pet·cent of the 

amount between the actual and the expected from 1996 -- and 

I'm not saying they have done this, but I'm j ust -- w1th 

regard to management efficiency i ncentives inherent in 

regulation, if, for example, the company wao at 13 percent 

and just decided, okay, everybody, it's time lOre-carpel 

offices again, they could take that expense -- let's say 

they're going to earn a little bit ove r 13 pcrcen ~ -- take 

that expense, get it down to 13 percent . They've only 

written off additional expenses to the top of the range. 

It's an amount that, because they have that C8p on their 
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earnings and the rates are set to pr oduce over that, that 

the incentive for holding down the coot io no longer there 

a o if they had to work ~o achieve that midpoint. 

It 's -- for example, you wouldn ' t want to oet 

rates by having a rate caoe fi gur ing out what rarea need to 

be , and then say, we're going t o rai se them an extra SlOO 

million, and there wouldn't be the incent ive for them to 

keep coats as low us possible. The inherent incentive, not 

just for FPL, but any utility company, would be they're ~ot 

so concerned about what expenses are . That natural deoign 

of rate-makihg to try to keep them r.o hold ~oa ts as low as 

possible is just no longer there because they're already 

taking in more than they're allowed to keep . 

MR. CRUZ-BUSTILLO: Commissioner Clark, r ·m ready 

to go forwar d. 

~ISSIONER CLARK: Go ahead . 

0 (By Mr . Cruz-Bustillo) Mr. Cicchetti, would you 

agree that reserve transfers made across functional 

categories of plants may have pricing implications? 

A Yea. 

0 tsn't it correct, Mr . Cicchetti. that one element 

of tbe plan is to record any revenues in exceso of the 

apecifically identified expenses in an unspecified 

depreciation reserve to be allocated at a later date, and 

in the event there are no reserve deficienciev, Ute 
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l Commission could dispose of these rePerve monies in any way 

2 it sees fit, including a rate payer refund? 

3 A I'm not sure about that. I am not a lawyer. and 

4 

5 

6 

my 

0 

A 

In your opinion? 

Well, in my opinion, my concern would be fer the 

7 company to write off amounts &Pd reduce their earnings and 

8 have them go into that depreciation, unspecified 

9 depreciation r eserve, and then have the Commission come 

10 

11 

12 

13 

14 

15 

16 

17 

18 

back and try and tell them that they had to give that ~oney 

back . It would seem to me there would be retroactive 

rate-making concerns associated with that. 

0 So your response is, depends? 

A My response is I don't know for sure. 

0 Okay. Would you agree that the Commission can 

maintain jurisdiction over those monies? 

A Yes, that's my understanding. 

MR. CRUZ-BUSTILLO: I need about a mlnute . 

19 Ready, Commissioner Johnson. Chairman Johnson, 

20 inside the packets that we gave the Commissicners in 

21 Section l, I'm asking the -- I'd like at this time t o have 

22 it marked for identification, and in fact it'o a list of 

23 orders, and I would ask the Co~isaion or the Chairman to 

24 take official recognition of those orders i n that packet, 

and I would requeat thst it be mark the next com~o itc 
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1 exhibit. 

2 CHAIRMAN JOHNSON: It wil l be marked as Composite 

3 Bxhibit 20. 

4 (Bxhibit No. 20 marked for identification.) 

S HR. BREW: Excu se me, is that the packet that has 

6 as its first order a West Florida Natural Gas Co~pany order 

7 is.ued August 8, 1995? 

0 HR. CRUZ-BUSTILLO: That's correct . 

9 COMMISSIONER CLARK: Mr . Cicchetti, let me ask you 

10 something. You raised the issue of retroactive 

11 rate-making, the fact that by having a defici~ncy in the 

12 decommissioning fund, you in effect have not charged rate 

13 payers in the past the appropriate amount for the use of 

14 that plan, is that correct? Is that what you mean? 

15 nm WITNESS: Tnat if there's a reserve 

16 deficiency, you can't go back and collect those amounts 

17 from rate payers in those ydars because of retroactive 

18 rate-making. 

19 COMMISSIONER CLARK: Okay. 

20 THE WITNESS• That's the 

21 COMMISSIONER CLARY.: But the fact that you would 

22 charge future rate payers for that deficiency docs no t 

23 cure, I guess -- is that retroactive rate - making? 

24 THE WITNESS: No, because it's using the cost, the 

25 best information available now to set rates t or the future . 
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COMMISSIONER CLARK: But it is an expense, 

theoretically at least, that was incur~~d in the past . 

380 

THE WITNESS: And that's an interesting point 

because tor other exp3nees, if the company happened to 

under-earn in the past, it couldn't go back and sa/. well . 

we're going to change our rates now, pluo we want the 

amount from the p~st that was under-recovered They have 

to wait until they make their case and get an approval from 

the Commission to raise their rates on a going-forward 

basis. 

COMMISSIONER CLARK: Well, they never recover what 

they didn't earn in the past. 

THE WITNESS: Right, but with the depreciation 

reserve deficiency we're going to uoe the beot informat1on 

available now to get us full capital recovery for that 1tem 

over its remaining lite. 

COMMISSIONER CLARK: And whether you charge it in 

a short period or 3 longer period in no way impacto wheth~r 

it's retroactive rate -making? 

THE WITNESS : Right, and doesn't impact wh'!Other or 

not they're •ctually going to collect it, just when. 

COMMISSIONER CLARK: Okay. 

0 (By Hr . Cruz-Buatillo) Hr. Cicchetti, please 

refer to Composite Exhibit 20, which wa o Juot marked tor 

identification, and specifically Order PSC-94 -0172, issued 
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1 February 11th, 1994, and I would hav~ you turn to --

2 A I don't believ~ I have that. 

3 0 Specifically , it's Attachment A, and on Attachment 

4 A in th~ top left-hand corner, there's different pago 

5 numbers around, but if you look at the top left-hand 

6 corner, there will be a page No. 23 and that' o "'hat I want 

7 you to turn to. Page 23 --

8 A What order are you looking at? 

9 0 I 'm looking at Attachment A to the oroer in this 

10 case. 

11 

12 

A 

0 

13 number. 

Oh. 

It 's 9200260, or 920260. That's the docket 

14 MR. CRUZ-BUSTILLO: Commissioner Johnson, could 

15 you find it, Chairman Jo~nson? 

16 CHAI~~ JOHNSON: 920 -- say the number again . 

~7 MR. CRUZ-BUSTILLO : It's --

16 CHAIRMAN JOHNSON: It's in this composite exhibit 

19 that we just 

20 MR. CRUZ-BUSTILLO: It ' s in this composite 

21 exhibit, and it's dated - - it's docket at the top 

22 920260-TL, and it's dated February 11th. 1994 . lt's 

23 date-stamped February llth. 1994, ftnd what I want t o do io 

24 I want to turn to page 23 of that entire document, and you 

25 can see the pages up on the left-~and corner . 
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CHAIRMAN JOHNSON: Okay. 

0 (By Mr . Cruz -Suatillol ~lr. Cicchetti, and I'm 

g~ing to be referring to the last three lines of the first 

paragraph on tha~ page, and the question is , while you're 

gettlng there, in your dJrect testimony you stated that 

it's the Commission's normal practice for lo&s on 

reacquired debt to be amortized over the remain1ng l1fe of 

the original issue or, if refunded, amort1zed ~ver the li ~e 

of the new issue. 

A Is that a question? 

0 Well, no. I haven't gotten to the question yet. 

Did you in fact state that in your direct 

testimony? 

A I believe ~o . yea . 

0 Okay. Looking at the last sentence o f the first 

paragraph, we>uld you agree that, in accepting thls 

agreement -- this is the question, you can read i t and then 

answer it. In accepting this agreement. r he Co~nlsoion 

approved the proposed treatment Lhat Southern Bell could 

amortize the coot of refindncing as rapidly ao poeoible ao 

long aa the all\Ortiution in any ~·ear did not exceed the 

interest savings for that year? 

A Yes, but tho Commission's norma l prac ti ce i s to 

follow the Uniform System of Account&, wh1 ch 1ndic ateo 

otherwise. This is something that the Commiool on all owed 
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separate and apart from that, which it's within ito 

jurisdiction to do. 

0 Okay. You do agree it's in thelr jurlodictlon? 

A Yes. 

383 

0 Okay. And it was appropriate in tha circumstances 

involved? 

A I haven't read -- you know, I don't know what all 

the circumstances are. I'm going to assume the CommlBslou 

acted appropriately . 

0 Mr . Cicchetti, in your rebuttal testimony you 

stated that the treatment of the unamortized loss <m the 

reacquired debt should be no different than the treatment 

of debt issuance-- strike that. Let me tepeat that. 

In your rebut~al testimony, and ~pe~ifically page 

12, lines 19 through 24, you state that the trea·ment of 

unamortized loss of reacquired debt should be no different 

than the treatment of debt issuance expense, and that it is 

the Commission practice and atandard industry practice to 

amortize debt issuance expense over the life of the debt. 

Is that correct? 

A Yes . 

0 Okay. I want you to refer to another order that I 

had in that packet, and it's PSC Order 95 · 0964 - FOF-GU, ~nd 

it's dated August 8th, 19SS, and it should be tiLe first 

one . 

FOR THE RECORD kEPORTING TALLAHASSEE, FLA 904-222-S4St 
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A I've got it. 

Q I'm going to aok you the ;uestion and then I'm 

going to have you refer to t he second paragraph <1n that 

firs t page, about the middle of the paragraph wh~re it 

begins, "To addreos the 1ssue of its excess earnings,• and 

my question for the record is: Do you agree, based upon 

this order, that the Commission found the proposal to apply 

excess earnings from fiscal years '94 and '95 toward the 

~eduction of the company•• balance of unam~rtized issuance 

cos te t o be reasonable and in the interceto of both t~e 

company and the rate payers? 

MR. BREW: Do you have a specific reference in che 

order? 

MR. CRUZ·BUSTlLLO: Yes. What do you me~n by 

•specific reference•? 

MR. BREW: Are you reading from the order? 

MR. CRUZ-BUSTILLO: No, that•u my queot1on , and 

I'd like him to read from the order and give ~e an answer, 

and he can begin to read from the middle of the second 

paragraph beginning with the wcrda, "To address the issue 

of ito excess earnings, West Florida submitted a 

proposal.• 

MR. BREW: And you're asking him to agree with 

what the order eay baaed on hie review of just those 

sentences? 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904 · 222·5491 
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MR. CRUZ-BUSTILLO: Based upon ·· that's exactly 

right. Ba8ed upon reading that ord~r. I'd like him to 

answer the question that I asked him . 

MR. BREW : Well, he 's not reading the orde r . 

He's just reading the sentences that you 

MR . CRUZ-BUSTILLO: Well, if he wants to read the 

order, that's fine. I'm having him to lool: at the 

sentence. If you as his counsel want him to read the 

order, then he could read the order. 

MR. BREW: It depends on the chatacterization you 

put in your question. 

MR. CRUZ-BUSTILLO: Well, let me just ask the 

question again for the record so I can ger an answer. 

Q (By Mr . Cruz-Buatillol Mr. Cicchetti. would you 

agree that the Commission found the proposal in this case 

to apply excess earnings fro~ fiscal years '94 and '95 

toward the reduction of the company's balance of 

unamortized issuance costs to be reasonablti in the 

interests of both the company and the rate payers? 

A I don't see that on the front page. Is thece a 

spot in the order where the Colllftlission stated that? 

0 You can take your time and read the order if you 

want. I'm asking you a question and you can reference that 

order. You can give me a yes or no. I'll ask you one more 

time for the record. 

FOR THE RECORD REPORTING TALLA}~SSBE, FLA 904 · 222 5491 
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Do you agree that the Commios1on f ound the 

proposal i n this case to apply excess earnings from C1scal 

years '94 and '95 towards the reduct i on of the company's 

~alance of unamortized issuance cost to be reasonable in 

and in the interests of both the company and the rate 

payers? Take your time, i f you want to read the order. 

CHAIRMAN JOHNSON: And i f you don't kno• . you can 

state you don't know. 

THE WITNESS: I don't know. 

MR. CRUZ-BUSTILLO: I have nothing further . 

COfolt1I9SIONER CLARK: Mr. Cir.chetti, what do you 

think that order s ays? 

THE WITNESS: Wel l, I 'm assuming that it may say 

that --

COMMISSIONER CLARK: Well, just read that 

paragraph, that last paragraph on the first page and tell 

me what it says. 

THE WITNESS: The l ast sentence or the next to 

the last sentence, it says, •upon review in Order No. PSC 

94-1136-FOP-GU issued September 15th in Docket No . 

94-0664-GU, we found that the proposal was rea.:~nable and 

in the intere&:s of both the company and its rate payers. 

This order addresses West Florida's earnings for the year 

ending June 30th and the implementation of the company's 

proposal .• 

POR THB RECORD REPORTING TALLAHASSEE, FLA 904 · 222 ·5491 
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Having read that, 1 assume that the Commission 

felt the oame way in this order as they did in the prev:ous 

order . 

MR. CRUZ-BUSTILLO: And CommlBS1vners, I was just 

trying to get him to say -- get him to acknowledge t~at 1n 

fact the Commission did make that finding, and I should 

have made that clearer, and I should have just -- that wao 

just the point. So I guess I would just ask the quest1on 

again. 

0 (By Mr. Cruz -BuBtillo) After reading that, do you 

agree that tbe Commission did in fact make that finding 

with respect to this proposal, yes or no? 

A Yes. 

MR . CRUZ-BUSTILLO: Thank you . Thank you, 

Commiesioners. 

CHAIRMAN JOHNSON: Any quest iono, Comm1ss 1.one ra 7 

Redirect? 

MR. BREW: May I have just a moment with the 

witness , Your Honor, off the record, and then I ' ll let you 

know if we have any questions on redirect? 

CHAIRMAN JOHNSON: If there's no obj ~ct lon . we'll 

take a minute. 

IIIII 

(Whereupon, a pause was haa in the proceeding .) 

CHAIRMAN JOHNSON : Are you prepared? 

FOR THE RECORD REPORTJNO TALLAHASSEE, FLA 904-2~2-54~1 
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l REDIRECT EXAHINATIO~l 

2 BY MR. BREW: 

3 0 Thank you, Chairman Johnson. 

4 Mr. Cicchetti, do you have the late·filed Exh1bit 

5 No. 1 that wac included in the Staff Composite Exhibit 7? 

6 A Yee. 

7 0 That purports to show the 1998 , 1999 forecasted 

8 accruals and under - recoveries, do you see that ? 

9 A Yes. 

10 

11 

12 

13 

14 

15 

16 

17 

ltl 

19 

20 

21 

22 

23 

24 

25 

0 Do you know for the 1995 actua lo -- just fot 

clarification, the amount shown io ::;126 million. Is that 

the variable portion of the plan? 

A That's my unde.otanding. 

C Okay. Do you know what Staff had fo recasted the 

amount would be in 1995 in that docket? 

A I believe there's an amount in Pat Lee's teot1mony 

from that docket, and it'D l~os than the 126 mill1on. 

0 Lees than - -

A The 126 million. 

0 Did Staff have a fQrecaet for the 1996? 

A That alao, yes . 

0 OkAy. So -- and is it your teotlmony that based 

on the information you've seen, that the company Is likely 

to take as expense more than the 162 m_llion shown in the 

1997 forecast? 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 · 222 -5491 
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A Yes. 

0 Okay. You were- asked se·1eral quest iono regardi ng 

your testimony wi th respect to the equity ratio o f Florida 

Power & Light. Could you clarlfy what the actual equity 

ratio of the company is? 

A The act ual equity ratio, as I listed in my 

testimony, is over 61 percent and I believe, if an updaLed 

exhibit -- if a mor~ recent number o f the actual was looked 

at, it would probably be somewhat higher . and that actual 

high equity ratio has a significant tax i mpact and 

MR. CHILDS: Objection. He asked him if he cou ld 

clarify what it would be, and I don't thi nk that there's 

room on redirec t to have the witness draw additional 

conclusions about new i nformation and the significance o f 

i t. 

CHAIRMAN JOHNSON: Mr. Brew? 

MR. BREW : Nothing further, Your Honor. 

CHAIRMAN JOHNSON: Nt further questions ? 

MR. BREW• No further questiona . 

CHAIRMAN JOHNSON: Ckay. Exhibits? 1 Llnnit it 'a 

13 through 16. 

MR BREW: Thirteen through 16 is what we w~uld 

move into the record. 

MR. CHILDS: I would move 17 &lid 18. 

CHAIRMAN JOHNSON: Show those al l admitted without 

FOR THE RECORD REPORTING TALLAHASSEE, PLA 904 · 222-5491 
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objection. 

(Exhibit Nos. 13, 14, 15, 16, 17, and 19 were 

received in evidence.) 

390 

MR. CRUZ-BUSTILLO: And, Chairman Johnson, we have 

Composite Exhibit No. 8, and then I'm not sure about 19 and 

20, because I asked the Chair to take official recognition . 

Do I need to move those into evidence? 

CHAIRMAN JOHNSON: You don't have to, but if you 

want them -- we'll move them. 

MR. CRUZ-BUSTILLO: We can do it, overk1ll. 

CHAIRMAN JOHNSON: We'll move thooe into evidence. 

(Exhibit Nos. 8, 19, and 20 were received in 

evidence.) 

CHAIRMAN JOHNSON: t1r . Gower now? 

MR. CHILDS: Mr. Gower. 

\olhereupon, 

HUGH GOWER 

was called as a witness, havin-.: been previously oworn to 

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

truth, was examined and testified as follows: 

DIRECT EXAMINATION 

BY MR. CHILDS: 

0 Do you have before you a document entltled Fl orida 

Power !. Light Company Rebuttal Testimony of Hugh A . Gower, 

Docket No. 970410 - EI, dated November l, 19 977 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 904 - 222·5491 
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A Yes, I do. 

Q Was that prepared by you as your rebuttal 

testimony for this proceeding? 

A Yes, it was. 

391 

0 Do you have a~y changes or corrections to make to 

this document? 

A Only one. 

Q Yes, sir? 

A On page 10, line ~. at the very end of the line, I 

have the words, "5 years,• numeral five . That should be 6. 

"6 years.• 

0 With that change, do you adopt thio ao your 

testimony? 

A Yea, I do. 

MR. CHILDS: C~mmissioners, we ask that the 

prepared testimony of Mr. Gower be inuerted into the record 

as though read. 

CHAIRMAN JOHNSON: It ~ill be so inserted. 

FOR THE RECORD REPORTING TALLAHASSEE, PLk 904 - 222-5491 
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I 
I 

1 BEFORE THE FLORIDA PUBUC SERVICE COMMISSION 

2 FLOFliOA POWER & UGHT COMPANY 

I 3 REBUTTAL TESTIMONY OF HUGH A. GOWER 

4 DOCKET NO. 97041G-EI 

I 5 NOVEMBER 3. 1997 

I 6 

7 

I 8 

I 
9 Q. Please atate your name and addreu. 

10 A. 'My name Is Hugh Gower and my address Is 195 Edgemere Way. S .. Naples. 

I 11 Aorlda 341 05. 

12 

I 13 Q. Have you pravloualy flied direct testimony In th is proceeding? 

I 14 A. Yes, I hale. 

15 

I 16 Q. What lslhe purpose of your rebuttal teatlmony? 

I 
17 A. The purpose ol my rebunaltostlmony Is to respond to certain orronoous and 

18 mlsleadlng 8SSMions oontalood In Mr. MBIX A. Clcchonl's testimony on bohalt 

I 19 of AmeriSteel Corporation. Also. I will point oul how his conclusions 

20 misconstrue tho purpose 1)1 tho plan con:alned In Order No PSC-97·0499· 

I 21 FOF-El and lgnorA key laC1S as well as the benefits to cu~.Jmors who will be 

I 
22 served by FPL f()( the longer term. 

23 

I 24 a. What erroneoua eanr11ons dou Mr. Cicchetti make about tho plan? 

I 
I 
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I 1 A. First. Mr. Cic:c:henl asserts (page 7. lllles 11-13 and page 15. lmos 21·2"J) that 

I 
2 1he plan aJows FPL to ao::eterate expenses thatlliO approprlat.::ly anrlbutablo 

3 to future periods .. : and that the purpose of the plan Is to ellmlnato • ... potential 

I 4 atranded costs: (page 16, lines 7-8). These assettions completely IRII to 

5 recognize that deprecl!ltlon reserve deficiencies. rossll plant dismantlement 

I 6 r9S8MI deficionclos, nuclear plant decommlsslonlng resetve de'llcioncles and 

I 7 prior years' lnoome tax now through amounts - tho majority 01 the costs 

8 adctessed by the plan - are aJ costs which lifO a!!Jt)utablo 10 prtor years. Had 

I 9 intofma1lon been available at the time, FPL (with the Com'TIIsstan's approval) 

10 would have recovered these costs In prior years. Since thi)So costs wore not 

I 11 recovered In prior years, they remain to be recovered now. and tile plan 

I 12 proposes to correct for tho prior cost underrecovorlos as quk:ldy as 

13 economically prac1lcablo. Misunderstanding tho nature or thoso I toms would 

I 14 be a pretequlslte 101' assonlng lheso ltoms • ... aro appropri:ttoly aurlbutable to 

15 future periods." 

I 16 

I 17 Second, Mr. Clcc:hot1fs 8SS8I1ion that Ill& 'JUIPOS8 or tho plan •s 1110 olimlrlobon 

18 o1 potential stranded costa IS noltWlg bvt an ~ad lntorprotabon. As the 

I 19 Commission's order states, the plan addresses prlor cost undorrecovorios. 

I 
20 N9lthor doos Order No. PSC-97-0499-FOF-EI mention stranded costs nor has 

21 any determination of stranded costs been made. 

I 22 

23 Q. Ia Mr. ClcchatU'a claim (pega 7, linea 13-15} that tho plan M ... romovc1a 

I 24 lncentlvn for management atftclency lnh.rMJt In t raditional ratamaklng 

I 25 pncUcaa ... " co" act? 

I 2 

I 
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I A. No, contnuy to Mt. Cla:llenrs clatm, the reqUIIement of the plan Is that FPL 

2 r900td adcltloi181 expanses~. based on the expenence In 1995. 1996 and 

I 3 19971J'lder Order No. PSC-96.()461·f0f.EI will be slgntti.'::antln amount. The 

I 4 effect of this requlremont Is that the Commission has 'capl\Jred' these 

5 amounts of potential revenue growth for ltlll customers· benefit and that 

I 6 revenue growth Is ltl!lrelore not avaUa.ble to offset expMso lf'ICtoasos. This 

I 
7 heightens - not eliminates .. the pressure to control oxrenses or sutter 

8 earnings below aU1hortzad levels. Operating expenses applicable to base 

I 9 rates tnc:lude operation 8nd maintenance, deprodallon, texas other lt18J1 

10 Income and Income taxes. Of those categor1es. operations and maintenance 

I 11 9liPOflSOS are the ontyoosts controllable by management In tile ahon run. But 

I 12 since opemtlons 8J1d maintenance constiMe only 42% of tho total. this tesk IS 

13 more daunUng than It might seem to the uninformed. FurthOr. Mr. Cicchetti's 

I 14 assertion Ignores the substentlal efforts of FPL's management. now ongoing 

15 lot savaraJ )9111S, to oontrol and reduce Its costs. Those ottortS have reduC'Od 

I 16 operation 8J1d maintenance expenses for 1996 below t988 levels Nhlle FPL 

I 17 producad 3f% more kltowan hoLrs a.•.: served 20% more customl'rs These 

18 efforts have also reduced debt cost rates t7% from t988 to t996 while FPL 

I 19 mot the need to Increase total Invested capl1aJ by more than $1 .250,000,000 

20 -and avoided any Increase In base rates- during that same period. 

I 21 

I n Q. WUI Implementltlon ot tht Commlulon'a plln In lhla docket r01u1t In FPL 

23 hllvlng -un reu~able ,.t .. " •• Mr. Clcchllttl clelme (peg• 7, line 17}? 

I 24 A. No, It will not. As Mr. Clochettl hlmseH notes (page t7. hnos 21 ·24), FPL's 

I 
25 rates 810 presently low retauve to Florida ano tllo Southeast Beyond that. 

I 3 

I 
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I 1 ac:cotding to surveys or the Florida Electric Cooperauvo Assodahon and tho 

I 2 Florida~ EledJ1c Assoc:ial!on, FPL's rates 810 below tho average rates 

3 lor Florida's municipal and ooop8(&tlvo olod1lc dlstrtbutors -· nona ot which 

I 4 has federal or state Income taxes as operating expenses as does FPL. In 

5 addition. surveys by tho Public Utlllty Commission ol Texas and Jadlsonvtlle 

I 6 Electric Authority show FPL's rates 81e lowor than many utlhtlos tocatOd 

I 7 outslcJe tne Southeast 

8 

I 9 Furthor. al1hough FPL's surveillance reports 819 continuously audttlld by the 

I 
10 FPSC Staff. no major questions regarding the atlowablttty ot expenses has 

11 bean raisael. This, togathaf with earnings within the Con .mlss•on s allowed 

I 12 ranges, suggesta rates are reasonable. 

13 

I 14 Since under tho Commission's plan In this dodlet FPL's rates will not change. 

I 
15 they wut remain reasonable .. not become un•essonabll! 

16 

I 17 Q. Is Mr. Clcchettl'll claim (page 7, lin .. 11·18) that the plan will reaull In 

18 •ex.ceuJve compensation" to FPL correct? 

I 19 A.. No, It is not A.s tho Convnissloo and Ml. Clcchetll are both aware. under cost· 

I 20 based rate regulation. Investors are entitled to ·return or and ·return on· tho 

21 capital they provide. By dellnttion. ·compens~ "' , nn"t oo ·o~cesstvo· 

I 22 Lnless the returns achieved on Investors' capital Is beyond rousonRblo :tmlts. 

23 U5UIIy donot8d by the allowed rata of return. A.s should bo obvious. the pldfl 

I 24 In this dod<et deals wtth the ·return or lnvestCYS' capital And the addlliorn.>l 

I 25 8Jq)8flSeS recorded by FPl pursuant to th& COOltoolsslon's ooreclivl!s on OockLI 

I 4 

I 
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I 1 No. 950359-EI and wnlch may be recorded pursuant to thr dlrectrvol! In th•s 

I 2 docket have not. and will not. provide any additional ·return on· tho capital 

3 provided by FPL's Investors. What tho addillonaJ ro<:orded expenses have and 

I 4 will provide Ia tho •return or Investors' capital. Tho only oHoa tho additional 

I 
5 ~recorded under tho plan have had or will have on compensation to 

6 FPL's Investors Is to r6duce it... unless FPL's management can succsod in 

I 7 controlling tho Company's other Ol(Jlenses and avoid reductions In achieved 

8 earnings below authorized levels. 

I 9 

I 
10 a. Mr. Occhettl11atM (pege 7, lines 17-19, page 18, lines 1S-23 a .. .s page 19, 

11 lines 1-8) that tho plan In this docket w ... resultl ln ... lnter.generalional 

I 12 Inequity." Is this correct? 

13 A. On tho contrary, this plan correQn •fntergeneratlonal inequity". As Is obvi )US 

I 14 from reading Order No . PSC-97 -0499-FOF-EI, the malorlty or tho items 

I 15 addreued by the plan represent costs which should have been rocovorod In 

16 prior years when customers received :t-e sorvlce to which tho costs relate. 

I 17 (Spec:lflcaly, I refer to depreciation rosarvv deficiencies, prior yoar lncvmo tax 

18 flow through amounts, nuclear pl3nt decommissioning and fossil plant 

I 19 diSmatltlement 18501\'9 deficiencies.) As to these costs . tho · tntorgoneraUonal 

I 20 Inequity" has already occurred and, if not corroctod by tho plan. would only 

21 become more inequitable. 

I 22 

I 
23 Yet, the only item Mr. Cloche ttl seems willing to discuss In co'lnoct.lon with 

24 · tntergeneratlonal equity" Is the cost of reacquiring high cost debt -· tho only 

I 25 Item covered by the plan lor which ·tntorgoneraUonal oquity" IS tho least 

I 5 

I 
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Q. 

A. 

applicable. 

Why Is " lntergenera1lonal equity" leaa applicable tu the cost o f 

reacquiring debt than o ther Items covered by the p lan? 

The main point of equity related to the cost of reacqulrlng high cost debt Is this: 

since customers will get the benefit of lower debt costs. Investors are entitled 

to recover the capital they have provided to ftnance the reacquisition. The 

question of when Investors g-et recovery and when and how much benefit 

customers get Is less critical. This latter aspec1 is rellected in different 

Commission dedslons which have alternatively directed (a) Immediate write­

off, (b) Immediate write·olf lor par1 and amonlzatlon lor pan. and (c) 

amortization over the remaining life of the '.Jacqulred security. 

Under the ·amonlzatlon over th€ remaining life' plan. lnveslors' capital 

recovery Is effected CYVBf perhaps 20 years and customers benefit from part of 

the savings (reduced Interest less reacquisition cost amonlzatlon) from the 

date or the reacquisition. The plan In this docket would merely ertect recovery 

of Investors' capital much SOOMr - wtthoutlncrea.slng FPL's rates .. and lower 

capital costs included In cost of service by eliminating the amortization of debt 

reacquisition costs. This preserves the main point of equity related to the 

treatment or debt reacquisition costs. lnvsstora stlll recover their capital and 

customers still g3t the Interest savings but the lull Interest savings will be 

reHected In a reduced cost of service sooner This result Is ach.e·ted by tho 

Commission's action which not only maintains rate stability but also lowers 

future costs by allowing the recovery of capital lnvestnwnts which financed 

6 
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24 

25 

a. 

A. 

reacqulshion of debt on an accel.araled basis as It has In selected oU1er cases. 

In what other cases hal the Commlulon allowed accelerated recovery of 

eapltallnveatment? 

The Commission has aDowed r~very of capital lnvtlstments on an 

accelerated basis In cases wttere such capital investments provide savings to 

customers and such Investments are not covered by base rates. A good 

o3X8J'l'l)le is the 01 Bac:kout Cost Recovery Factor app;~ed by the Cor.Jmlsslon 

In Order No. 11188, dated September 23. 1982. Th•s rule was designed to 

encourage l'9duoed reliance on SlCpOOslve oil-fired generation and directed that 

two-thirds of the "oiVnon-oll" savings from eligible proJects be recorded as 

additional depreciation, thus acx:eleratlng the recovery of capital invested in oil 

bad<oot projed.B. An extension of this policy was reflected In Order No. PSC· 

94-11 06-FOF-EIIssued September 7, 1994. In that decision the Commission 

approved FPL's recovery through the Fuel and Purdl~ed Power Cost 

Rocovary Clause of the cost of converting two of Its generating units to have 

the capablrrty to burn Orimulslon. Similar to Order No. 11188, this decision 

diracted that on&-hall of the assodal8d fuel savings be recorded as additional 

deprooatlon. 

Similarly, the Commission has authorizad accelerated recovery through the 

Fuel and Purchase Power Cost Rooovoty Clause ol tho cost ol plant 

modifications which result In Significant savings In fuel costs. Recovery 

pe~lods are acceleral8d over as little as six monU1s. ::Xa1T11>1es would include 

Order No. PSC-95-0450-FOF·EIIn which the Commission authorized FPL's 
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I 1 recovery of $2,754,502 ot plant modification costs during lt•cJ Apnl ttuoogh 

I 
2 Septerroer 1995 period. Likewise. In Order No. PSC-97.0059-FOF·El, the 

3 Commission authortzad recoveries of plant cooverslon and modification ~.osts 

I 4 by both Aoncla Power Corporation (•FPC1 and FPL. In FPC's c.aso, recovery 

5 ~ authorized over 5 years and In FPL's case over 3 years. 

I 6 

I 7 The Commission has also approved payments to qualifying facilities by u~htios 

8 pc.nuant to standard capaCity and energy purchase oonb' acts. P aymonts may 

I 9 commence at any lime after the specified ear1y capaCity payment date (an 

10 ~ ot lhe lead time required to site and OOOSb'uct the avoided unrt) 

I 11 ll1ld before the antlctpated In-service date of the avoided unrt Such 

I 12 "p(epayments• are recoverable currently by the utlllty under the Capadty Cost 

13 Recovery Clause. 

I 14 

15 In each case just Cited. tho Convnlsslon's app~oval ot acx:otoratod capital 

I 16 recovery meaJlt lnctoased current billings to customers tn con:rast, the 

I 17 IICIC8Ielated ret::IH9Iy of deb! reacquisition costs directed In this docket wrll not 

18 require price changes. 

I 19 

I 
20 a. Mr. Cicchetti arguea (page 16, lines 9·19) agalnat making the capita l 

21 re<:OVBfY correctlona In the manner proposed In lhla docket because the 

I 22 book value (coat leu accrued depreciation) of FPL'a nuclear and foasll 

23 generating untt. t. Wlow lnduatry average book valuea. Ia thla relevant? 

I 24 A. No, neithEw lhe fact that tho book value of FPL's nuclear and tos.srl generaung 

I 25 units It> below Industry averages nor how well-suited FPL rn.~y bl• to loo{IOI 

I 8 

I 
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I 1 luiiJre COflll&lldon are relevant to the Issues In this dodtet 

I 2 

3 The relevant Issue regilding dQPfedation of FPL's generating units Is 

I 4 (regasdless of their cost) how much should have been dopteclated as of the 

5 date of the last required COfll!fl!!,'!flslve depreciation study. StaH's 

I 6 C31cu\allons show that Gt Januaty i. i 994. FPL's generating units wore •under-

I 7 depredal8d. by $235,642,000. 

8 

I s Whle the lnfoonadon Mr. Clcchelll cites here IS a posldve &tat:lment regarding 

10 FPl's ablly to manage lis c:oostructlon c:osiS which should please those of its 

I 11 wstomers couc:omed with the price of electricity, FPL's relai!Ve position In the 

I 12 Industry Insofar as exposure to competition Is lrrelevanr to proper o1oprlldadon 

13 accounting as long as FPL remains subject to c:ost·based prlco regulation. 

I 14 

I 
15 a. Pleue reapond to Mr. Clc:chettl'a claim (pege 14, lines 21<<3) that 

16 depreclatlon reMrve deflclenclu are normally corrected ovor !ho lifo oi 

I 17 tho uaoelated laellltlea. 

18 A. While ltlere are many cues In which the COITeetlons aro made over lhe 

I 19 remaining life, there are also numerous cases (cited In my dlrecttesumony 

I 20 and not repeated here) In which the Commission has made such corrections 

21 aver much ahort8t pe1o0ds. Further. making such eorreedons profll!IIY without 

I 22 d\anOino plieea IGMI\I prudent beCause It avoids cofll)OUndlng rlsX 

23 usoc:tated with fviUre uncertainties by deferring known dolielonc:los to future 

I 24 periods. 

I 25 

I 
I 
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Mr. ClcchetU argu.s (paga 26, llnas ~11) that "there Ia no demonatr:ated 

need to allow the Wflt.off of •.• reMN'a deftc:lanclaa ... " for nuelaal plant 

daeommlulonlng and toull plant dllmanllement 1:; thla true? 

No It Is not. The demonstla11on ollhls need Is evidenced by tho Commission's 

orders approving the aoc:rual rates h,: lhasa costs. According to Order No. 

PSC-95-1531-FOF-EI at the dato olthalatest decommissioning cost studies. 
~ 

1t1e estimated curunt cost had lnct8ased 77% ovOf the estimate mada,.B'yaars 

aatler. FPL's lliJCioar units, on average. have been In service l or SO'Yo olthelr 

estlma19d usefiA lives, but at DecerYt>ar 31. 1996 lt1e decommissioning reserve 

amounted to less than 12"1. ol the estimated total future expenditures to be 

made lor dec:omrnlsslonl costs. The need to eddrass this reserve doiiCiancy 

Ia rather obvious. A &Jmllar but smaller problem exists lor lossll plant 

dlsmantklment alnco accruals ware not begun undl 1987. while tho In-service 

dates of many of the unlla wu 20 years prior to that Faced with this 

knowledge. It would be Irresponsible to delay correction ol these 

underracoveties as Mr. Ck::dlettl suggests. 

Mr. Cicchetti tut1hlr argues eg;alnat the plan In thla docket (page 17, linea 

7·17) on the bull that New England a.ctrlc Syatem ("NEES") recently 

eokl4000 ~of generetlng uaeta at a prtce which auggeata lhe value ol 

FPL'a generetlng .... 1111 • .... lmost $3 billion ovor their b ook valuo". Is 

thll true? 

It Is true that NEES rec:ontly contracted to soil 3.96~ MW or fossil and 

h)dro ale: Me generating fadlitkts and 1.155 MW of purchased capaoty to US 

Generating Co. (a &Ubsldlory or PacifiC Gas & Electric Company) for a prico or 

10 

401 
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I 1 $1.59 bll&on or $311 per KW. WhUe this Is true, lt ls neither relevant to the 

I 
2 Issues addressed by the plan In this dodl8l. nor 1ru0 lhatlt suggests that FPL's 

3 genoradng rssots are undervalued. 

I 4 

5 Q. Why d o11n't the NEES ule au~, 1811 that FPL'a generating aeuta are 

I 6 undervalued? 

I 7 A. First. the NEES sate wu motivated by the terms of the Industry rostrudurtng 

8 plans In the states In wtllc:h It opP''\teS. The torms of the restructuring pl81l!l 

I 9 may affect values. bu1 since there are no Industry r estruct\Jrl~ terms 

10 applicable to Aorlda, no valid Inference can be drawn. 

I 11 

I 12 Second. generating asset competitive values In NEES service territory qre 

13 Influenced by the oosts or values of oomp&tltlve power sources. Whatever 

I 14 those are In New England Ia VOfY likely to be different from tho costs or values 

I 
15 of compeUUve power wtllctl might become available In Florida. 

16 

I 17 Thirdly, the marginal operatJflll oosts ol tho generating assets In quesllon 

18 rolallve to the costs of oompo~tive power sources lnNuence values. We don't 

I 19 knatY the oporadng costs of tho genv.-atlng assets NEES sold. but we do know 

I 
20 that tho operating costa of tho 1,167 MW of hydroelectric generaUng capadty 

21 NEES sold will be substantially di«eront than tho <>IX ·1tlng costs of aox or 

I 22 FPL'a generating units. 

23 

I 24 Foe al of thele reuons, ltlo price roalzed by NEES cannot bO "translated Into 

I 
25 a value for FPL's gonetatlng assets as Mt. Clocheru suggests But fl'OrO 

I I 1 

I 
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kfl>ortantly, whatever the NEES sale does suggest I~ Irrelevant to this 

proceeding. 

WITy would values auggested by "lea of other utllltlea olenoratlng assets 

be Irrelevant to thla proceeding? 

Because, as pointed out earlier. this Pfoceedlng deals with Issues of cosi 

recoveries under the terms of cost-based price regulation. Only historical 

recorded CO!:ts and capital Investments enter into consideration ·· not ma111et 

values. BU1 If Mr. ClochGttl's asserted ma,_.st value lor FPL's generating 

assets were correct. those of Its customers concerned with electricity prices 

-including Amerlsteel·· should bo delighted with tho bargain provided by 

original cost-based prices. 

Don the utlmat. by Ruource Data International, Inc. ("ROt") that FPL'a 

assets are undervalued by nearly $900 million relative to their expectGd 

velue In a compethlve generetlon market cited by Mr. Cicchetti (staring at 

page 16, line 19) provide relevant data to thla proceeding? 

No, It does not This J)foceedlng, c.:>ntrary to Mr. Cicchetti's assertrons. does 

not deal with stranded costs bU1rather underrocoverles ol historical costs In 

prior years. 

Just to set thO record straight, estimates of stranded costs havo been 

published by Moody's Investors Service. Resource Data lnturnaoonal. and 

Smith Barney, to name a lew. The estimates vary. ranging from ROI's 

·negative· stranded cost of $895 million to Smith B1rnoy·~ stranded cost 

12 
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exposure estimate or $2.698 billion. Each ollhe studies Is basoct on cortaln 

assumptions and estimates and their accuracy depends on how closely 

~a~equent developrrJarts correspond to those assumptions and estimates as 

W&ll as the representational lalthlulness ol the Information used In underlying 

calcu1atlons. 

No deteuni radon ol strarl:jed COSIS has been made. nor can II be made at thls 

time. 

Mr. ClccheHI further crltlclzu the P'-n (atartlng at pege 25, line 24) as 

allowing FPL to - ... manipulate Its eamlnga and achieved return .. .'' and 

auggeata FPL might " ... Incur en expense the Commlaalon might not 

normally allow ... " (page 21,11nes 1·7). Are these crlllclams volld? 

No, they are not valid crllldsms. Rather they are desperate. unsupported 

darns made when no reol custOfTl8(-p&rspective complaint about the plan can 

be Identified. What possible motive would FPL nave lor Incurring ·unallowable· 

or "lllegldmato" expenses Instead of the write-offs authonzed by the plan (as 

Mr. Clochettl suggests on page 21) when a major focus ol management tor 

&everal years has been to conllol and reduce costs? Tho obvious answer os 

· none·. (Even If FPL were so motivated. FPL's earnings and oxponses arc 

subject to ongoing continuous review by the FPSC Stall.) And tho 

Comm.ulon's providing FPL sOIY\a flaxllllity along With the roqulroment to 

record substantial addotlonal expenses Is a tar cry lrom ·auowiOQ FPL to 

~lis 88/TlWlgs·. The Commission's policy (evldoncod by orders cued 

~ my direct II)Stln 100)' and not repeated nero) of providing lor rocovery or costs 

13 
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I 1 attributable to prior years ·as l ast as economically practlcabta· wisely 

I 
2 recognizes the need to allow reasonable earnings to Investors. That policy 

3 further reoogniz8s that Inconsistent oamlngs slgnal"risk" to Investors and such 

I 4 a signal would have adverse llll'ilcatlons to the CflSt ol capital. In solar as Mr. 

5 Cicchetti's claim that FPL might attempt to ·manage· its earnings. only an 

I 6 lneo~etGnt management would Ignore the earnings eonsequenros ol Its 

I 
7 actions. What FPL management has been able to do under the Dod<.et No. 

8 950359-EI plan through August 19971s conttnue to control and red(.;:e Its cost1 

I 9 while absorbing $441 ,54 t .000 of additional expense and achieving earnings 

10 within the allowed range authorlz.ed by the Commission. What FPL. 1.:1der the 

I 11 Commission's direction. succeeded In managing was Important capital 

I 
12 recovery. but a great dea.l remains to be done ::!1 Ill at tasl( 

13 

I 14 Q . Mr. Cicchetti also points (page 18, linn 1()-14) to lncreasos In FPL 

15 Group's common stcck prices and FPL's debt ratings as ovldence there 

I 16 Is no need for the plan In this Docke t. Do ~ou agree? 

I 17 A. No. I do not While It's true that FPL Group's common stoCk pnca rosa 4 !o/o 

18 during the 5 year pal1od ended September, 1997. during lila t same period the 

I 19 Dow Jones Industrial Average ("DJIA") and the Russell 2000 Index oncroased 

I 
20 142% and 135% , respectively. This suggests that FPL's success'" controllong 

21 and reducing Its costs together with the regulatory policies rellected In Dod<.at 

I 22 No. 950359-EI (as well as othor CommlssJon Ol'dor!l relative to co st recovertes) 

23 have enabled FT"L Group to realize soma Improvement In Its share values. but 

I 24 not nearly so great as tile matllot as a whole. Improving U10 markot valu.t ol 

I 
25 shares and maintaining good quality debt ratlngs Is Important b ecause It can 

I 14 

I 
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help keep capital costs lrotn Increasing and will be beneficial to customers 

served by FPL lo• the longer term. 

Q . Please aummartz.e your tu tlmony. 

A. My testimony has shown that the Information offered by Mr. ClOChe ttl In his 

leStlmony Is elth&r Irrelevant or mlslnterpret!ld, and no has misconstrued the 

pu!pOS8 of the plan In this dod<et Consequently. his condusJons are nawed 

The proposed Bijency actlors In this dod<et should be approved by tho 

Coiiiillsslon because It wll benefit the maJcx1ty of FPL's rustome"' whom 11 "Ylll 

S8Ml tor the longer toon since it corrects prior cost under·recoverles, reduces 

the amount of Investor wpplled capital needed to finance the bu~lness and 

mitigates future cost Increases that might otherwise occur. 

Q . Does thla conclude your tolllmony? 

A. Yes. it does. 

IS 
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1 CONTINUED DI RECT EXAMINATION 

2 BY MR. CHILDS: 

3 0 And, Mr . Gower , wou ld you please summarize your 

4 testimony? 

5 A v~s . This testimony is ~y rebuttal to Mr . 

6 Cicchetti's direct testimony. and in my opinion. Mr . 

7 Cicchetti' s direct testimony misconstrues the p~rpose u f 

8 the plan and further ignores the benefi ~s to the customers 

9 o f the plan, and thosEo benefits could either be ar . 

10 avoidance o f a rate increase, or a rate decrease. 

11 Mr. Cicchetti chara c terizes the plan in his d 1rect 

12 

13 

testimony as having a purpose o f eliminating stranded 

cost. That is not the purpose of this plan. It is to 

1 1 correct coste under- reco"eries, and those · - the method o! 

15 correction has been repeatedly characterized today as 

16 being a ccelerated. It is anything but. It 10 remedial 

17 correcti on. The plan does not accelerate txpenees 

18 attributable to future periods, but it addressee expenses 

19 a ttri butable to prior years. 

20 Further. contrary to Mr. Cicchetti's assertion, 

21 the plAn d~a not eliminate the incentive f o r management to 

22 control expenses. Quit~ the cont rary. in my opin1on. it 

23 

24 

25 

increases the pressure to control expenses be~auoe 

substa ntial amounts of revenue growth will be c aptured for 

the benefit of the cuetorr>ers. In the shc-rt run. the only 
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1 thing that management can control i s operatiou and 

2 maint enance expenses. 

3 Of tho total operating expenses reported on rhc 

4 1\lrveill&Pce reports to you periodically. oper ation and 

5 maint enance expenses are o nly 4 2 percent o f that total, so 

6 their oppor tunity to work in the short run ia severely 

7 limitedi and I think it's important to note that in cpite 

8 of the need t o earn a decent reLurn in tne years sine~ 

9 1995, Florida Power ' Light has booked these capital 

10 recoveries to a point that reduced earnings be low the 

11 maximum all owed returu on equity. So it's obviousl y 

12 

13 

important in manag6ment•s view. 

Mr. Cicchetti further asserts t hat rates will 

14 become unreasonable i f the plan is approved. yet Mr. 

15 Cicchetti acknowledg~a that Florida Power' ~1ght's rates 

1 6 are low relative to Florida and th~ southeast . Rates 

17 haven't been increaaed oince 1985. Expenses are aud1ted by 

18 staff o f this commission as well as the PERC. T~e returns 

19 achieved since the initiation of the plan i n the previous 

20 doc ket are within the allowed rate of return. Rates have 

21 to be reasonable . 

22 The plan, furthermore, does not produce excessive 

23 compensation aa Mr . Cicchetti aaserts. Compensation, that 

24 

25 

ia, earnings can't be exceaaive unleaa the earnings exceed 

the allowed return, and thia haan't occurred . 

FOR THE RECORD REPORTING TALLAHASSEE, FLA 9v4-22~·54 91 
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1 Furthermore, this plan doesn't deal with return, lt dcalo 

2 with return of capital, not return on capital, and book1ng 

3 expenses that represent the return of capital do not 

4 increase the return on capital. It just can't work both 

5 ways. 

6 Further, there's been a good bit o! discussion 

7 about intergenerationa l inequities. l '11 just say tl.is 

8 plan corrects it, it does not create i t. 

9 There are cases in which the Commissior. has 

10 accelerated the recognition of expenses. Examples would 

11 include the oil back-out clause. I n that connection , 

12 Florida Power • Light has an investment in a transmission 

13 

14 

15 

16 

line which ties it to Georgia Power Company for purchases 

of energy which displaces oil-fired energy . In two years' 

time following the f c.rmula under the clause, Florida Power 

& Light accelerated about a quarter of a billion dollars o f 

17 additional depreciation following the formula i n that 

18 plan. That's a fairly oubstantial number, and 1 poi:->t that 

19 out because it's been suggested that all the previous 

20 approvals by the Commission were i nsignificant «nd dl 

21 minimus , and I don ' t think t hat's true . In moot caoeo 

22 where the Commission has approved the acceleration cf 

23 capital recovery such aa the oil back out clause and the 

24 fuel clause, it meant higher current billings to customers. 

25 That's not true in th1s docket becaus~ there will be no 
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price increase, and that's the neat th1ng about th1s 

docket , to put it in the vernacular. 

410 

Mr. Cicchetti further suggests that correct1on o f 

the cost under-recoveries isn't needed because the book 

value of Florida Power & Light's generating plan~o are 

below industry averages, ~•hich is true. He further 

suggests that it's not needed because of a 

recently-announced sale by New England Elec~ric Sy~tem of 

some of its generating units suggests that Florida Power & 

Light's generating units are under-valued by three billion 

dollar s. 1 think those are both very interesting (3cts 

which ought to really please customers of Florida Power & 

Light who are concerned with the price of electrici ~ y 

because it shows, number one, what a good job Florida Powe r 

& Light has done in building its plants at a lower thYn 

average cost, and number two, • ith reference t o ~he New 

England Electric sale, what a real bargain origi~al coot 

rate-making produces in terms of prices. So the customers 

ought to be very pleased. However, both ~hose facto are 

irrelevant because this proceeding is about recovering 

historic original coat under cost-baaed regulation. dOd the 

relevant question is how much of the original coot of their 

plants shou ld nave been depreciated, and the answer 1s S235 

million more than was depreciated. 

Incidentally. Mr. Cicchetc1 also citeo a document 

FOR THE RECORD REPORTING TALLAHASSEE , FLA 904 · 222·5491 
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1 in the Public Utilities Fortnightly which indicates that 

2 Florida Power & Light has a negative exposure to stranded 

3 cost . Interestingly, there are other publicationo whi ch 

4 est~mate PPL 's stranded cost exposure to be as high as 2.7 

5 billion, but both the negative estimate and the positlve 

6 estimate are irrelevant again because this proceeding is 

7 about correcting recoveries under cost -based reyulat io.1 . 

e Perhaps the most inexplicable assertion in Mr. 

9 Cicchetti's testimony is that PPL might manipulate ito 

10 earnings and it might elect to incur unallowable expenses. 

11 

12 

13 

I can't imagine why PPL would have any incentive ~hatsoever 

to incur expenses not allowable by this commission when the 

entire focus of management for several years has been on 

14 reducing costs; but even if it were, the Commission and the 

15 Commission Staff and ~lie Counsel and the FERC would all 

16 have to be asleep at the switch to allow that to happen, 

17 and we know that's not true. 

18 The Commisoion•s policy of allowing faster 

19 recovery as quick as economically practical is a good 

20 policy because it gete prior service coot behind the 

21 company, and, therefore, customers in the futuro aren't 

22 burdened, but it also recogni zes that current earn1ngs a re 

23 important. They're important and the stab1l1ty of current 

24 

25 

earnings are important to keeping the value of securities 

high and, therefore, their costs low. And the cost o f 
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capital is very important both in the past and it wil l be 

important in the future. 

Mr. Cicchetti further notes that F?L otock prices 

increased in the last five years, and that's true. It 

didn't increase ae m~ch as the market as a whole, but it's 

good that it increased because it helps keep capital costs 

low. If PPL stock price had fallen to 50 percent or some 

fraction of book value as have several utilitlee who ar~ 

facing cost-recovery difficulties, it implies a much, much 

higher capital cost than FPL may be facing, and tnat's not 

a good situation. 

So in summary, rate payers can benef1t without a 

price decrease. They c an benefit by avoiding a price 

increase, and thie plan should be approved because it 

benefits customers w:to will be served for the longer term. 

It keeps rates stable . It lowers long-run coste and lt 

avoids increasing risks which will be ~~trimental to 

customers in the tuture. 

0 Mr. Gower, I believe you were aoked to provide 

some reconcil iation of some numbers related to what might 

be written off. Do you have that? 

A Yes, I do. As I recall, there were twc or three 

questions, one of them pending was , were t he amo~nts booked 

under the previoue docket in '95 and '96 the minimum under 

the plan? And it has been brought out by Mr . Cicchetti, 

FOR THE RECORD REPORTINO TALLAHASSEE, Fl~ 904 - 222-5491 
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1 no, they were no~. the company did book some discret1onary 

2 amounts in '95 and '96. 

3 There wao also a question, what will FPL book 

4 under the plan for 1997? At one time it was thought that 

5 perhaps the company would book some discretionary amounts. 

6 Now, however, the best information is it wil l ll kel~· book 

7 something very close to the minimum amounto which were 

8 shown on my late-filed exhibit. 

9 The complicated question that I was asked was, 

10 what causes the difference between my late - filed exhibit 

11 

12 

13 

and the estimated remaining balance of cost of reaccr.nnng 

debt, and I will give you that information. 

Pirat of all, the question from Staff had to do 

14 with the projected unamorti~ed coat o! reacquiring lebt as 

15 of January 1, 1998. That was shown on a response to an 

16 interrogatory aa $98 million . In preparing the response to 

17 that interrogatory, the instruction to the company was. 

18 assume the additional capital recovery under the plan shown 

19 on a forecast 1997 surveillance report And s o in 

20 preparing that calculation, Lhe company started with the 

21 December 31, 1996, unamortized balance, whi c h io a boul $12 

22 

23 

24 

25 

million less than shown on my late - filed, and it assumed a 

discretionary write -off in addition to ~he minimum of $79 

million. The 7n million and the difference between che 

beginning balance on my exhibit and the calculation fvr the 

FOR niB RECORD REPORTING 7ALLAHAS$EE, FLA 904 · 22~ ·5491 



• 

• 

414 

1 98 totals $91 million. That was the difference b~tween the 

2 sum on my late -- the sum of the thre~ fiyures on my 

3 l ate - f iled exhibit which added to 722 mi ll ion. and the sum 

4 of the figures r ead to me in the questiono which totalled 

5 631 mill ion. 

6 Now, further, t.here was a question as, what will 

7 be the unamortized balance of the coat of rea~quired debt 

8 as of January 1, 1998? And the answer 10, as be~t we know 

9 it at this time, th~ 98 million, which was on the 

10 interrogatory, plus the 79 mill ion discretionary additlvnal 

11 expense recognition, which now does not appear to be likely 

12 

13 

14 

15 

16 

to be recorded. So, as of this momer.t, my best guess is 

that the u.namortized balance as of January 1. • 98. w1ll be 

$177 million in round numbers. 

Q Is that all of the clarification that you have? 

A I hope so. 

17 MR. CHILDS: Then we will tender the witness for 

19 cross-examination. 

19 CHAIRMAN JOHNSON: Mr. Brew? 

20 MR. 8~~: Thank you. 

2l CR09S EXAMINATION 

.l2 BY MR. BREW : 

23 Q Mr. UOwer, I've got exhibits I w~n· to ohow t o 

24 you. If you'll bear with me. Is this the company's 

25 response to Staff Interrogatory 13 that was submitted on 
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September 26th, 1997? 

A Yes. This is the historical amort1z~t1on o f loss 

on reacquired debt plus the 1997 forecaoL, ond that 

forecast figure apparently is -- doeo not appear to be too 

likely to e~entuate at this time. 

0 The forecast that wao applied on September 26th 

was for $200,535,000? 

A That's what this shows. 

0 That's what this shows . Of which 19,428, 000 was 

the normal amortization and the rPmainder 18l,l07,000 was 

the result of the plan in the prio r docket? 

A Yes. 

0 And you're saying now that, since September 26t h, 

the company has changed its estimate? 

A No, I'm saying that the current indication 1s that 

the company may not book any discretionary write-off. whi ch 

at one time it did anticipate doing 

0 So it's changed the fore~ast in th~ last mont~? 

A I don't know when that was c hanged. 

0 Well , this answer was delivered September 26t h . 

A I understand that. 

The information I have is as o f today 

0 Do you know ~~en the fo recast changed? 

A No, I do not. 

0 Did anybody at the company --
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I learned this today, and that's all I know. A 

0 Did anyone at the company attempt to not.ify Staff 

or AmeriSteel of the change in forecast? 

A I do not know the answer to that. 

0 Okay. Have -- with respect to your comments w1~h 

respect to rate stability, ha' the company's O&M cost on a 

per-kilowatt-hour basis declined in each of the last six 

years? 

A I would expect that they have declined over a 

period of time. 1 have not made a calculatio .. (or each of 

the last six years. 

0 Has the company told investors that that trend ld 

expected to continue in the future? 

14 A I do not know the answer to that. 

15 0 Okay. Is the co~pany•s capital expenditure budset 

16 roughly half what it waa in 1993? 

17 A I do not know the answer to that. 

18 0 And we've talked a lo~ about the changes in the 

19 capital costs. Can you identify for me any major cost 

20 categories, other than depreciation and special 

21 amortizations, that are going up? 

22 A I think taxes other than income tax has continue 

23 to riae. 

24 

25 

0 And what is that as a percentage overall of 

revenues -- or revenue requirement? 
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A I don't have that number. I can get it for you if 

you like. 

0 Well, can you give me an order of magnitude ? 

A No. 

Q Okay. 

A I can lovk it up for you and I'll be happy to do 

that . 

0 Can I refer you to Mr. Cicchetti's exhibits -· it 

was ident.ified as No. 14, his Exhibit No. 2, do ycu have it 

with you? 

A Yes, I do, just one moment. 

Was this an exhibit to the direct testimony? 

Q Yes, yes, that's it. 

A I have his direct testimony, if you coul<.l refer me 

to the correct exhibit. 

Q It's the second page of -- the third page of his 

exhibits. 

A Exhibit 2, page 1 of 1? 

0 That's correct. Do you see the handwritten notes 

there? 

A Yes, I do. 

0 And the sentence that, "Please note tha t the t o tal 

annual accrual amount ja growing by an average of ab'>ut $90 

million a year.• Do you see that? 

A Yes, I see that . 
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0 Is that consistent with your understanding of the 

company's growth in revenues? 

A I think the growth in revenues J8 somewhat greater 

than that. 

0 Okay. If the plan :.sn't approved, do you know if 

FPL will be facing an excess earnings situation in 1998? 

A If the plan is not approved and the company does 

not book the expense that would be indica~ed under the 

plan, it may report earnings which may appear to be exceao, 

in excess of the authorized levels. That is one of the 

questions from -- I think the bench brought out earlier 

today. The appearance of an over-earning isn't necesSdrily 

so when there are unrecognized deficiencies. uncorrected 

deficiencies. 

0 Does the opproval of the additional expenses of 

the plan address any of the underlying far.t ors th&~ would 

lead to excess earnings? 

MR. CHILDS: Excuse me --

0 (By Mr. Brew) Let me rephrase il. 

If the plan were approved and the company 

continued to keep ito operat1ng costs down, whi c h 

understand you described as their major cost -­

controllable cost driver. 

A I indicated that operation and maint~nance 

expenses were the ones which are most susceptible of 
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control in the ohort run. 

0 Okay. Aaouming that the company keeps its O~M 

costo down during that two-year period and it cont1nues to 

experience the revenue growth that ' s been projected, would 

tte company'• exceaa earning aituation be more -- would it 

be greater when we get to the end of this plan than 1c 1s 

now? 

A Well , I don't thinlt the company has an excess 

earnings situation now. I thought your questlon was, would 

there appear to be an excess or would it appear to report 

earnings in excess of authori~ed if the expenoes under the 

plan were not r ecorded? 

0 And my question now is, if the plan were approved 

and went another t wo years and you continued to have 

revenue growth, and rhe plan expires and you don't have 

this continuing level of 400-odd million ot expense, would 

the perceived excess earnings be even greater et that 

point? 

A Well, they may or may not. That depends on the 

rate of gro~th in expenoes . 

0 I asked you to assume that they otayed under 

control . 

A Well that's an assumption no t yet really jn 

evidence. The company has been very successful up through 

'96 in controlling its operation ~nd maintenance exp~nses, 
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but inflation and growth in customers are going to have an 

effect, and I don't think it's necessarily a tog1cal 

assumption. I can make that assumption, lct'o say 

everything stays except that revenues grow · · will grow, 

well, arithmetically it's going to show higher earnings . 

I'm just telling you that the assumption 18 not very good. 

0 Thank you. 

Now, you mentioned strandeC: costs in your rel.uttal 

and in your summary of your rebut~al. Has this comml&Slon 

made any finding with respect to the potential fvr stranded 

costs of FPL? 

A Not to my knowledge, and that was the point OL my 

commenting upon it, that it was an issue ra1sed in Mr. 

Cicchetti's testimony which is irrelevant. 

0 Has the Commission adopted any po licy with respect 

to recovery of stranded cost by electric utilltles? 

A Not to my knowledge. 

0 Have you oeen the FPL's web page? 

A No, I'm not on the net. 

0 Okay. Do you -- so you don't know whether or not 

the company on its 1nternet page io describing the 

write-offs in this docket as reducing its potent1~1 tor 

stranded costs? 

A I don't know. I have heard that . but lt may or 

may not . 
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0 Okay. On page 2 of your rebuttal, i f you•ve ·· 

I'll refer you to page 2, line 9. The sentence t~at reads, 

"Had information been available at the ti~e. FPL with the 

Commission's approval would have recovered theoe costs from 

prior years.• Do you see that? 

A Yea, I du. 

0 By •information available at the time,• do you 

mean the most recent eat imates of decommissior.ing co:ots? 

A Not only decommissioning cos:s, foosil vlant 

dismantlement costs, the depreciation -- 1 mean the whole 

of the items addressed by this proposed 1\gency ar.:tion. 

0 The depreciation reserve deficiencies t.hat you 

referred to there that you reference on page 9, line 4, 

that's the $235 million that we had agreed earlier has 

already been wri t ten off fully? Ia that right? 

A That, plus any others that may yet be identlfied. 

0 But we've agreed the 235 million is already gone, 

is that right? 

A I think that's correct. 

0 Okay. And in keeping with your comment on page 2 

of your rebuttal, referring to the information Lhat should 

have been available -- that had it been availablu at the 

time, the next time we, the Commission, conald~ro a 

decommissioning study by -- or a foosil d1amantlement otudy 

from PPL, it would have wanted to have that information all 
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calculation of the theoretical reserves the day any study 

is made. 

0 So we would always want the most current estimate, 

8 ~ut we're never going to have knowledge about ~hat t~e next 

9 estimate will be in advance, will we? 

10 A No, we will not have knowledg _ in advarce o f the 

11 fi nite est i mates. There is some knowl edge of the factors 

12 that will enter into those estimates, and those are 

13 projected to the future in making each eotimote. and there 

14 may or may not be variances between those project1o~~ and 

15 the subsequent d~velopmenta as they actually turn out. 

16 MR. BREW: rhank you. That's all I have . 

17 CHAIRMAN JOHNSON: Staff? 

18 MR. CRUZ-BUSTILLO: Chairman. we have no questions 

19 because we think he appropriately &nawered them in his 

20 summary of hie rebuttal. 

21 CHAIRMAN JOHNSON: Commiasionero? No? Redirect? 

22 

23 

24 

25 

MR. CHILDS: No redirect. 

CHAIRMAN JOHNSON: Exhibits? 

MR. CHILDS: This witness has no ~xhibita. 

CHAIRMAN JOHNSON: I 'm sorry . 
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1 MR. CROZ-BUSTIL.LO: Yes, Chairman. 

2 CP~IRMAN JOHNSON: Did we enter in all of Staff's 

3 exhibits? Were they all identified and entered? 

4 MR. CRUZ-BUSTILLO: No, not I believe that 

5 there are two wh ich are not entered. Can I come up and 

6 take a look and sfte? 

7 CHAIRMAN JOHNSON : Well, I have two that are not 

8 entered. 

9 MR. CRUZ-BUSTILLO: And they are not t o be 

10 entered. 

11 CHAIRMAN JOHNSON: Then I'm set. 

12 

13 

14 

MR. CRUZ-BUSTILLO: Yes. 

CHAIRMAN JOHNSON: Any othe~ matters? 

MR. ELIAS: Just the question o f the briefing 

15 schedule. What we would propose, the court reporter has 

16 indicated that the transcript can be filed no later t han 

17 December 5th, possibly sooner. In order to rr.eet the 

18 December 16th agenda, I propose that the bri~fs be filed no 

19 later than the close of business on Monday the 3th, w1th a 

20 Staff recommendation to be filed no later than the close o( 

21 business on, or say noon on Friday the 12th. 

22 CHAIRMAN JOHNSON: That was the briefs on the 

23 8th? 

24 

25 

MR. ELIAS: The 8th. 

CHAIRMAN JOHNSON: And the filing on ~he 12th? 
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7 dAte? 

HR. ELIAS: Yes . 

CHAIRMAN JOHNSON: Okay. Any other COttcluding 

MR. CHILDS: What day of the week is the 8th? 

MR. ELIAS: Monday. 

HR. CHILDS: Thank you. And that ' s an in-hand 

8 MR. ELIAS: Yes. And with respect to the 

9 tra~script there's a possibility tha~ it will be filed 

10 sooner. The 5th io a Friday. I'll make sure Lhat both 

424 

11 pa.rties get a copy of it as quickly as possible and before 

12 

13 

I leave here on Friday, the 5th. 

CHAIRMAN JOHNSON: Okay. The schedule sounds 

14 fine. Anything else? 

15 COMMISSIONER DEASON: This is going to come befo re 

16 the Commission at the regu larly-scheduled agenda on the 

17 16th? 

18 MR. ELIAS: Yes. 

19 CHAIRMAN JOHNSON: Seeing ~o other matters to come 

20 before us tonight, this ~earing is adjourned. Thank you . 

21 

22 

23 

24 

25 

(Whereupon, the proceeding was concluded at 8:05 

p.m.) 
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I, RAY D. CONVERY , Court Reporte r at Tallaha&3ee, 

Florida, do hereby certify as follows: 

THAT I correctly reported in shorthand the 

foregoing proceedings at the time and p lace stated 1n the 

caption hereof; 

THAT I later reduced the shorthand notes to 

typewriting, or under my supervision , and that the 

foregoing pages l through ~24 represent a true, correct, 

and complete transcript of said proceed i ngs; 

And I further certify t~st I am not of kin or 

counsel to the parties i n the case ; am not in the regular 

employ of councel for any of said parties; no r am 1 in 

anywise interested in the result of said case. 

Dated this let day of December . 1997 . 

RAY 
Court Reporter 
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