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•~ '1'D F~..<miDA Po:BLIC suvxca coaao:ss:rON 

IN RE: Proposal t o Extend Plan f or 
t he Recording of Certain Expenses 
for the Years 1998 and 1999 for 
Florida Power & Light Company 

DOCKET NO. 97041 0-EI 
FILED: DECEMBER 8, IIJ'l'l 

J'LOJtiDA PCMD " LIGJI'l' COMPANY 
UXU 01' '1'BJI IDIU'l'S 

Florida Power & Light Company ('FPL ' ), hereby submits th •s 

Brief in suppor t of Proposed Agency Action Order No . PSC-97 -0499-

FOF-EI which was entered in thi~ do=ket on Apr1l 29. 1997 and most 

specifically. in support o f the authori zation set forth ~n 

Attachment A to that Proposed Agency Action Ordot. 

Genera 1 Bock ground Of 'Ibis Docket . 

The Proposed Agency Act ion Order author l7f!d FPL to rccot d 

additional retail expense equal to 100\ of the base rate r-evenues 

produced by actual retail sales between its • low band · and ·most 

likely • sales forece~st 11nd at least 50\ of the base rate revenues 

produced by actual reta i l sa les above FPL's •most l1kely• solv& 

forecast for 1996 as f ilE>d in Docket No . 950359- 1::1 . !'he addlt 10na l 

retail expenses wh1ch FPL was authortzed to r ecord by the PAA Orde:-

are to be directed tow11rd the six ttems identl(ied on Attachment A 

to that Order. As shown by Mr. Gower ' s document HAG-2 (Exhlblt ll. 

the two largest items o f reserve deficiencies ot regulatory assets 

to be addressed are the unamor tized loss on reacqu1red debt and the 

nuclear decommissioning reserve deficiency. 



After considerino the Petit ion and Protest of Amen Steel 

Corporation , this Commission scheduled a public hcar~no for 

November 25 and November 26. 1997 and issued a Ltst of Iss~es to be 

addressed at that hear ing. The proposal wh1ch was Ret forth 1n the 

Pr oposed Agency Action Order hed previo~.;sly been accepted by 

Florida Power & Light Company . 

By Order No . PSC-96-0461-FOF-EI entered in Docket No. 950359-

EI on 1\pr il 2, 1996, the Commission required FPL to book addtttonal 

1995 depreciation expense to the nuclear production reserve 

deficiency , record an annual $30 million dollar nuclear 

aJIX)rtization comnencing in 1996 and, subject to f1nal detenninat~on 

by the Commissi on, to r ecord additional expense 1n 1996 and 1997 

based upon dif f erences between actual a nd fo r ecasted revenues. In 

var ious places, the authori~ation contained in the Proposed Aor>ncy 

Action Order has been described a:J a co:-~tinua tton o( the dtre.:tlon 

and authorization set forth ~n the April 2, 1996 Order. In FPL"s 

view, there is no continuation in the sense of Lhe:-e be1ng a 

• continuino docket ' by this Corrrni.sston. Nrverthe less. thete 1s a 

continuation in the sense that the Corrrn1ss~on · s pnor Ordet· 

recognized and addressed the propnety of recordtng addlttonol 

expenses. 

FPL has been and continues to be able to accept the dtt·ectlon 

and authorization to record add1t1onal expenses because of lts 

continued efforts to reduce its total co&t of operations anJ to 

maintain stable yet low rates. 

FPL has not had an increase in base rates s~nce 1985 and. 1n 
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1990, b.!lse rates ware reduced based upon the 1988 test penod. 

{Tr . 34). To oive some perspect1ve as to the costs and changes 1n 

cost that FPL has faced since b.!lse rates were set, Mr. Gowct 

explained that since 1988 FPL has constructed more than S7 b1ll1on 

dollars of new plant facilities which represents 45% of the total 

current plant investment and noted that thill has resulted 10 a 

consequent significant increase in depreciation and related costs. 

(Tr. 34) . Not only have these costs been absorbed by FPL without 

an increase in rates , FPL has been able to reduce its oper~tions 

and maintenance expenses by morP. than 20% and decreased 1ts capital 

costs 12t resulting in the sav1nos o( millions of dollars each 

year. (Tr. 34 ) . 

The effort:s by FPL to control &nd reduce ite costs 1nclude the 

absorption of S228 million doll&rs in restructur1no costs 1n 1991 

&nd 1993 in o rder to achiev<' lower operations ond ma1ntenance 

expenses in the future. (Tr. 34 and Tr. 40). The maon1tudc o[ the 

O&M cost reductions that FPL h&s been able to achiP.ve ha~ been 

substantial. This Connrission is well aware of the use of the " O«M 

benchmark • os a tool to rev1~~ the reasonabl ~ness of uttltty O&M 

expenses. Not only has th1s COmmlSSlOn applied the O&M benchmark 

to FPL, it has &~plied it to 11 nwnber o f other utilit1es as well 

over the years. Since 1988, the teql year for the 1990 rcduct1on 

1n FPL's rates, had FPL's operat1ons and ma1ntenance expenses 

incre&sed at the rate of infl&tion as measured by th< CPl f'l't.'s 

O&M e"»enses would have been tnoro than S450 m1 l l 1on dc.d lots 

~reater. (Tr. 34). Stated dlfferently, FPL's et!orts to control 



costs hcve resulted in FPL's total O&M expenses be1ng more than 

$450 million below the O&M benchmark. This us even w1thout 

recoqn1tion of the escalator of customer growth wh1ch the benchmark 

methodology permits to be applied to also escalate O&M costs in th~ 

production category. This effort to control costs clearly ha<~ 

reduced upward pressure on rates charged FPL's customers and has 

made possiblP. the implementation of further efforts to cont1nue to 

reduce the future upward pressure on retail cost of serv1ce. The 

Proposed Agency Action Order specifically addressed the methodology 

for the determination of allowable amounts of expense ~s well as 

the items to which the exoensing would apply and the pnonty 

thereof. This was all set forth i n Appendix A to the PAA Order. 

In 1ts approval of the actions set forth in said kppendix A, the 

Comm1ssion stated: 

· we believe that this Plan is appropricte 
because it mitigates past deficiencies with 
Commission p=escribed deprec1ation, 
dismantlement and nuclear decomm1ssioning 
accruals . The Plan also bnngs FPL's 
accounting in ltne with non-regulated 
companies by eliminating regulatory assets 
such as deferred refinancing costs and the 
assets associated with previously flowed 
through taxes. These accounting adj ustmen.:s 
will facilitate tho establishment of a level 
•occounting• playing field between FPL and 
~ossible non-regulated c~etitors. • 

bddresslDQ The Nuclear Qecgmmjoniooinp Be,erye OefiC•cncy And The 
Loss On Reacquired Debt Iq porticulnrly Appro priate Remllotory 

A CtlOD. 

At this point, FPL is directing 1ts attenuon to the nuclec1· 

decomm1ssion1ng reserve deficiency and the loss on reacqu1red debt 
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because of their relative s~ze. For instance, as shown by Mr. 

Gower • s document HAG-2 I Exhibit 11, the nuclear decoll'flllss~omng 

reserve deficiency balance al. J~nuary 1, 1997 t~>preaent s 

approximately 60\ of the total remaining cost underrecovery 

addressed by Docket No. 970410 - EI. By addressing Lhese two 

categories, the appropriate basis for recovecy as authorized by the 

Commissi on can be fully explored. 

A Decgmmjssjgning Reserve Def iciencies 

This Corrmission has pt~riodically reviewed the coals necessory 

for the decommissioning of FPL nuclear units after they ore ret1red 

and removed from service. By Order No. PSC-35-1531-FOF-EI ~ssued 

in Docket No. 941350-EI on December 12. 1995, this Coll'flllSSlon 

increased the annual expense accrual for decOil'fTiissioning FPL's four 

nuclear units from $37.5 milliun dollars to $84 mill ion dollors. 

(95 FPSC 12:165 at 177). This accrual was expreJsly • ... 1ncluded 

1n ... cost of service for =atemaklng purposes.• The prior in~ resse 

in the occrual of decorrmiaaioning expenses wh1ch had been odd1e:ssed 

by Coll'fllission Order No. 21928 ~ssued 1n Docket No . 87009!! on 

Sept~nber 21, 1989 was also included 1n FPL's cost of serv1ce but. 

becouse it followed the r~duct1on in FPL's races based o~ a 1988 

test year it also was not included in setting rates c~argea to 

customers. 

Order No. PSC-95-1531 - FOF-EI reflects th~t the est1mated 

future cost of decommission1ng FPL's nuclear un1ts staled 1n 199' 

dollars is in excess of $7.3 b1llion dollars. 'l'ht! cost of 
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decommissioning will be very substant1al. As po1nted out ~Y the 

Commission , its requirement for a separate funded reserve for 

decommissioning costs •ensures that the money necessat~ for 

decommissioning will be available at the expiration of each nuclear 

facility's operating license. • See Order No. 10987 1ssued July 

1;,, 1982. Sill'lilarly, the tunds wh1ch are used to address the 

decommissioning reserve deficiency will likewise bu placed in the 

separate fu11ded reserve (on an after tax basis). 

As expl ained by Mr. Gower, reserve deficienc1cs mean that FPL 

should have been recording and recovering substanue lly h1gher 

depreciation expenses in prior years to recover the cost of us1n9 

up the generating plant assets serv1ng customers and the cost ot 

retiri ng those assets at the end of their useful lives 1n 

compliance with regulatory or olher requirements (Tr. 24l. In the 

case of the decommdssioning reserve defic1ency as of January 1 

1997, that ~unt was estimated to be $484, 440, 000 dollars. Is Mt . 

Gower explained, while FPL's nuclear units have on average been 1n 

serv:ce for approximately 50\ of their esttmated useful llvPa, ar 

December 31, 1996 the deCOIII!Ilssioning reserve amounted to less than 

12\ of the estimated total future expenditures to be made fot 

decolrllrissioning costs. (Tr. 40ll. 

FPL submits that the decommiss1oning reserve defiCJt"!ncy 

port1on of the plan is . as the Commission found in lt s r'A/1 {JtdPr. 

appropr1ate to mitigate past deficiencies with the Commiss1on·s 

prescribed nuclear decOtmlissioning eccruals. The level of past 

accruals, although they have increased s1grullcanlly over the 
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previously established levels, nevertheless left a re!'erve 

deficiency in excess of $400 million dollars. It is approprtate to 

be able t o address that reserve de ficiency wi th cout ributions to 

the separate decommissioning reserve fund w1thout tr.-reastng the 

rates charged customers . 

Loss On Reacqu ired Debt. 

The amortization of the loss on reacquired debt. as author1zed 

by the Commission in its Proposed Agency Action Order, 1s sim1larly 

an appropriate regulatory action. S1nc...-~ 1984, FPL • s aQgress 1 ve 

effort to reacquire high cost debt has resulted 1n reduc1ng 

interest expense by $907,722,000 which. when ~ompared to the totol 

loss associated with reacqu1nng that debt of $397.029 . 000, ha s 

produced a total savings through 1996 of $510,693,000 . (Exhiblt ~ 

at p. 047 - PPL Response to Staff Interrogatory No. 14 1. The 

annual interest expense sav1ngs resulting f rom the reacqu1~1110ns 

~: FPL o f its high cost debt is estlmated to b~ i n excess of $1 45 

million dollars i n 1997 or approximately $5 mil1l on dolla r s mote 

Lhan in 1996. (Page 046 of Exh1b1.t 7 - PPL Response to Stalf 

Interrogatory No. 121. PPL P.stimates that as of January 1. 1998 

approximately $177 million dollars of unamort1zed loss on 

reacquired debt will remain. (Tr. 4 141. These floures reflect 

that the cost of service has already been reduced by moz e than two 

Limes the capltall.zed cost of effecting those sav1nqs. 1$907 

m1lhon divided by $397 milllonl. rn add1tion. these ftgutPS 
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reflect that the estimated addi tional annua 1 1nterest savln"ls 

commencing in 1997 of approximately $1 45 million dollars is fairly 

close to the total ramaining unarnor:ized cost on r eacquiring debt. 

Since the proposal approved by the Commission 1n lts Proposed 

Agency ACtion Order is for the per1od 1998 and 1999. 1t should also 

be apparent that the additional sav1ngs for the three year per1od 

ending in 1999 will be nearly two and one half times the rema1n1n9 

unamortized balance of the loss on reacquired debt. 1$145 mill1on 

x 3 divided by $177 million). 

Under these circumstances, FPL subaUts th~t lt 1 ~ very 

appropriate to implement tne Comm~ss1on·s proposal to pP.rmit the 

amortization of the loss on reecquired d£>bt. Certainly , thlG 

action is reasonable and cons1stent with the Comm1ssion•s 

conclusion thot the plcn would bring fPL's ~ccounting in line with 

non-regulated companies and facilitate the estab1lshment of a level 

· accounting • playi ng field. 

The cqamin:si o n • n Prpp ooed accounting pj rect ives Are Eo i r And A 
proper Exercise Of The Coaynjsaion•s Authority. 

The Commission's author1ty as conferr ed by the Flor1da 

Statutes, and specifically Section 350 115, 1s quite broad and the 

Comnrission has routinely exercised that authority . (Tr. ~1). As 

p01nted out by Mr. Gower, the Cormdsruon•s prior deC HilOns conta1n 

ample precedents for correcting prior cost underrecoveties without 

affecting rates and the Commission has directed the recovery of 

1nvested capital over relatively short periods Wlthout affect1no 
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rates. ITr. 21, 221. 

Because the correction of prior cost underrecover1es reduces 

the amount of investors' capital needed, it is 1n lhe customet ~ 

best i nterest to complete th)s correction as quickly as possible. 

(Tr . 221. 

The method directed by the Proposed Agency Action Order 1s 

fair to cu6tomers. Service to customers for wh1 ch cap1 t11l was 

invested and costs were incurred has already been provided, but the 

prices paid for service at that time did not cover the full cost ~t 

service. (Tr. 27). The method 1s also fair because 1t will lower 

costs in the long run -- and, moreover, most customers w1ll h&ve 

little or no ability to avoid the possible future cost increases 

which could result from postpon1ng correction o t past cost 

underrecoveries. ITr. 27 and 28 l . The impact of reducing prior 

costs underrecoveries so as to prov1de the lowest long-run cost to 

customers has been recognized by th1s Comw~ssion. For instar.ce, 

the Commission directed the absorpt1on of costs • ... as qu1ckly as 

economically practicable. • (Order No. PSC-95 -03 40- rOr -El dotud 

March 13, 1995) and that increas1ng the reserve fo r deprec1at1on 

• ... is appropriate because a reduct 1on in rate base can be ~rc> 

favorable to customers ... because there will be less investment Cot 

the customers to support. • !Order 12149 dated June 17, 1983). (Tr. 

28) . 

In addition, the Commission du·ect ives will promote rate 

stab1lity (Tr. 28) and avoid the risk of future uncertainty so os 

to diminish the adverse impact on the Company's f1non c1al 1ntegr1ty 
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r. 
and ability to attract cap1tal. (Tr . 291. The concept of 

"lntcrgenerational equity • suggests that the prev1ous ly 1ncu r ~~d 

ccsts (for instance, the reserve deficiencies) s hould be recovered 

as quickly as possible. (Tr . 30) . 

The cost to reacquire the high cost debt. th~t·cby reduci n9 

interest exD~se, represents previously incurred cos t s Lhat are 1n 

a category different from the others addressl"d 1n the Proposed 

Agency Action Order. As already po1nted out, however. the net 

reduction in cost of service whi ch has already been realized (the 

net savings) and the contin~ing and futu re reductions Lo cost of 

s~rvice from tbe avoidance o f the high interest expense exceed ~Y 

several times the outstanding balance of the loss 1ncurred to 

reacquire that high cost debt. Under these ci rcumst.:tnccs. and 

recognizing tha~ the earlier expensing o f this capitalized loss 

will provide additional benefiL to customers who will be served by 

FPL for the longer term (Tr. 31). the proposed treatm£>nL 1s 

reasonable and appropri ate. 

Tbe Arm•ments Of Arnerj St nel In Opposi t 1on To The Qtrectt y es Of The 
Propgsed Ageocv Act ion Order 1\re Without Merit. 

Mr. Cicchetti testi fie s as to the appl1cation o ( Lhc Un1form 

System o f Accounts t o the actions authorized by the commiss1on 1n 

thu Docket and as to the Co~~~nission's •normal Accounting 

pract1ces • but, he does so Wl thout any pr1or Qualltl cat l on as an 

expert . (Tr . 295). Moreover, on cross-exanrination he admitted that 

the Commission has the discretion to vary the regulatory treatment 

from tha t set forth by the Un1form System o f Accounts 11'r. 2961 
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and that he has no specific r eference to Cormnss~on • norma l 

accounting pract ices.• (Tr. 305 ) . 

Mr. Cicchetti then asserts , and without foundat1or that the 

accounting directives autho rizad in this Docket dcv1aLe from 

•generally accepted ratemaking treatment • but, Mr . Cicchetti 

acknowledged on croas-exa.m.ination that by • raterr>!lk i ng t r eatmen t· he 

djd not mean changing rates s o as to suggest tha t the CommlSSlon 

was in fact setting rates i n t his Docket - instead, by • ratema ki no · 

he meant • balancing the interest of shareholders and ratepayers • 

ITr . 307 - 309), but, then aoreed that he had no author itative 

source to support h is definition o f • ratemaking • ITr . 3101 whl C'h, 

as appl i ed by Mr . Cicchetti. is a rath~r vague and useless term. 

Des pite acknowledging that the net savings r eallzed on t he 

reacquisition of hioh cost debt 1s Jn exc ess of $500 mlllion 

dollars, Mr. Cicchetti mainta1ns thaL the treatment proposed in 

thlS Docket violates his concept of intergenerat ion a 1 cq•n ty . ITr. 

310, 311 1. In discussing 1ntorgenerot1onal eqully and tlw 1mpoct 

on c ustomers, Mr. Cicchetti 1ndulges somewhat in a •verbal sl1qht 

of hand. • Por instance, h e characterizes expensrno the l oss o n 

reacqui red debt a s requ1ring ratepayers • ... to hoye r o goy (Tr. 

312) while for the savings from reacquiring that luQh cost debt. 

Mr. Cicchetti states • ... there hasn · t been an act uo 1 redu.;u on of 

rates to share that good fortune with r atepayers. · (Tr. 3131. It 

~s obvious Mr. Cicchettl has some • flexibillty • and IIIC'Onsls tt:-ncy 

here for he has no d1fticulty recognrzing that Cutu[!• tot <>payers 

wil l enjoy benefits of reduced interest expense ITr. 2691 but. that 
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seems to fit with the argument he was mak1no at the moment. 

Most clearly, Mr. Cicchetti· s attempt at ineccuu1te aroument 

appeers in his rebuttal testimony where he stetes: 

"To allow FPL to charge almost $300 m1llton of 
un41ll0rtized loss on reacquired debt to 
ratepayers over e two-yee r period pleces en 
unfair burden on ratepayers in thos e yedrs. · 

(Tr. 286). Mr . Cicchetti c.:.nnot heve lt both ways so that thP 

recording of an expense becomes the • chergino of totepayers • whtl e 

the savings of interest expense is not the oppostte. More 

importantly, Hr . Cicchetti's assertion is absolutely wrono 

recording an expense is DQ.t. the same as chtlro1no customers for tiM• 

expense as if customer rates had been changed. 

Hr. Cicchetti pursues anoth11r line 1n support of hts 

•interoenerational equity• argument. Thet is, he putsues it unt1l 

he reaches the point where h1s argument 1s shown to be 1ncons1stent 

both with the JUStificetion for the rate for serv1ce under whtch 

AmeriSteel takes service end the pollcy of thlS Corrrn1ss 1or. 1 n 

1mplementing conservation ooals. Clearly, tho reecqul SlllOn pf 

high cost debt has and wil l continue to reduce tntcrcst expense. 

Moreover, expensing the ce~itel1zed loss on reacqu1red debt will 

reduce the revenue reauirements through the rete of return on the• 

loss. When asked, however, about how a rete Cot oerv1ce that 1~. 

reduced todoy to reflect fut o1re beneflts 49 well as how 

conservation goals bdsed upon the evo1dance ot future couts 

conformed to his concept o t • 1nteroenerat1onoJ equ1ty , • Mr . 

Cicchetti suddenly ' did not understand. ' (Tr. 321-3251 Obviously, 

a rate for service that conte1ns a discount from the actual cost to 
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serve in anticipation o f future benefit s r.annot bP )UStl fl~d under 

Mr. Cicchetti's pronouncement that intergenera ttonal equ~ty 

mandates • ... thot each generat1on of customer s hou ld pay llS sr ... re 

of the cost related to the serv1ce from whi ch they are benefit 1nu. 

(Tr. 320). AmeriSteel is on an interruptible r ate that prov1des d 

discount now for future beneLlts to the syst~n . 

Finally, Mr. Cicchetti's acknowledged fabr icat i On of a n equity 

rotio for FPL to support h1 s .1ssertion that f'Pl. SICJn.lflccmtly 

exceeds the equity ratio benchmark for a AA rated electric ut1l1ty 

w1ch o Business PositJ.on of l, 61 1\ versus ~· !Empha s1o added . 

(Tr. 268) is improper . Mr. Cicchetti indulged th1s f . ct .1on .1n 

order to support hi' conclusion: 

• by not addressing these factors, the Plan l.S 

allowing FPL. to increa3e allowed expenses 
while disregarding decreased ~osts and 
imprudently incurred cost~ . · 

(Tr. 268). Mr. Cicchetti was c r oss-exami ned on dns potnt 

beginning on transcript page 332 . Mr. C.1cchet t.1' s all C94llons that 

FPL's equity ratio hos risen to a level much 9reatet tl • .!ln tequued 

1s based upon his Exhibit 4 . H1s Exhtbl.t ~ 1s entitled "STANLJAfW 

& POOR ' S FINANCIAL BENCHMARKS FOR DOUBL.E AA RATING" and he stAtes 

that the source is Standard & Poor's utillty f i nanc tlll :JlatJS I.tcs. 

Although representing thot the source o f and conclusions conct: m ! ng 

lats data was Standard & Poo t •s , that was not the C'IIIH' . 1'hl.' 

footnote for the column on Exlnb1t 4 ent1tled •Equl ty ndtto• oa i d 

that 1t was the complement of the •Tota : Debt to Total Capltal 

Benchmark. • Thus, in look~no at Exh1b1 t 4 one would 91.'c th~t the 

• aQuity ratio• shown of 58' wou ld corresDond to the total 
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debt/total capital [ rat io) shown of 42\ so that the total of the 

two would equal 100\. Therefore, when Mr . Cicchetti llsserted that 

FPL' s equity ratio benchmark was 61.1 \ (Tr. 268) . 1t would 

mathematically follow that the •complement • total debt /tota 1 

capital [ratio] would be 38.9\ (100\- 61.1\ ). 

In fact, none of t he numbers. nor the eo~clusion supported by 

Mr. Cicchetti are accuratl!. What he shows on h1s Exh1blt 4 

• Equ ... ty R4tio• was not, as misrepresented, a r at1o •1sed by or even 

calculated by Standatd & Poor's. Instead , Standard & Poor· s 

provides a total debt to total capital ratio (Tr. 334). Moreovet. 

Mr. Cicchetti ignor~ actual Standard & Poor' s data and calc~lat~d 

the 61.1\ equity ratio based upon data in the surve1llance reports. 

(Tr. 335) . In fact , not ono number t hat Mr. C1cchetLl has used 

with reference to FPL is consistent with the Standatd & Poor's 

method of calculation. As already nored, Mr. Ctcchettt ' s method 

calculated a 38.9\ total debt to total cap1tal [ratto) for FPL. 

However, the J11ne 1996 Standard & Poor's Rat1no Serv1ce publ1cat1on 

for FPL !Exhibit 17 ) , wh1ch Mr. Cicchetti aoreed 1s th~ same credtt 

report to which he referred 1n h1s d1rect test1mony ITt. 3381. 

shows that FPL's dCtual debt rat10 v1as 48t 1Exl11b1t 17 c:1nd Tr. 

3 38) . Moreover, quite the contrary of Mr. Cicchetti's 

chardcteriza tion of its financial position and 1ts ' lncrellsing of 

allowed expense, • based on h1s 1naccurate calcul~ttons Exh1b1t 17 

reflects Standard & Poor's view to be: 

' The stable outlook for FPL 1s bdsuo on 
projections of cont1nued strong growth 1n the 
service territory and expectations thot 
management will continue to control costs <111d 
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improve the Company's t1nanc1al structure to 
meet increasing compet1tion in the .nductry .· 

Mr. Cicchetti ' s representations are totally incorrect and based 

solely upon his own fabrications which are contradlcted d1rectly by 

the source upon which he states he rel1ed. 

Mr. De Ward also indulged 1n the · slight of hand · concern1n1] 

the circwrustances under which customer s would be benef1t.ted or 

harmed. On the one hand, Mr. De Word's "botLom·ltne po1nt " wau 

that • if rates are not changed, there 's no bencftl to be passed on 

to customer s . • (Tr. 187) In alrrost the next breath however. Mr. De 

Ward asserted that he could not agree that · if rat'!s ate not 

changed that there s no detriment to be passed on to customers. · 

(Tr. 187). As with Mr. Cicchett1, this •one-way street • approAch 

makes argumen~ much easier. 

For instance, Mr. De Word refers to the potentlal for 

competit ion (Tr. 169, lines 10-13) to support h1s argument r hat 

future benefit from the Commission's act1ons 1n thts Docket may not 

be reallzed . However, when asked whether the pott.ont 101 Cor 

competition could hove a si.m1ler otfect upon the ossumed fut•ae 

benefit flowing from a rote design that called for a cunent 

d1scount (Tr. 196), Mr . De Ward was qu1ck to po1nt out that he wa~ 

not a rate des1gn expert and •z don't know what would happen.· ITL 

196 I . 

One of the recurring themes of Mr. De word':1 lt>:Jllmony 1 !1 the· 

lack of certainty as to the costs for decomuuss1ontng and that even 

1.f there 1s a deconmlSSl.Onl.ng reserve def1c1ency todny 11 m•Qht b• 

a d1fferent amount in the tuture. Therefore. h1s posH 10n ts 
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attempting to eliminate that res~rve deficiencv ~s not app~op~iate. 

In support of this position, Mr. De Ward references SFAS 106 and 

its implementation. First. he presents an analogy tc establi sh 

that the implementation by some companies of SFAS 106 ~elied upon 

incorrect estimates which, had they been correct. would have 

produced substantially different results li .e. lower accruals). 

( Tr . 1 7 0 and 1 71 ) . Specifically, Mr. De Wa~d referred t.o the 

experience of General Motors tak1.ng what he charactenzed •o be a 

• trem~ndous one-tl.me charge against earnings fot the trans1t1on 

benefit obligation. • under SFAS 106 ITr. 1701. tie a leo points out 

that it was not uncommon to see est1.mates for the escalatiOn and 

the cost of healthcar~ in the r4nge cf 15 to 17 ptrcent 1n the 

early 1990's. (Tr . 171). Subsequent.ly, l".r . De Wa::d point.s out that 

there have been •dramatic chang~es • in the annual increases of 

healthcare costs and that the increases are now under 10\. (Tr. 

171). Then. Mr. De Ward concludes that had thl.s, that is the lowet 

actual increase in t he escalation rate for healthcare costs been 

known at the time o f the original estimate of the t ran:n tton 

~enefit obligation, the results wculd have been dramat1 cally 

different. (Tr. 171). However, upon cross-examination, it was clea r 

that Mr. De Ward knew virtually nothing about t.hc (acts <HI oppo:;ed 

to the allegations in his testimony. (Tr. 200-201). For ln~tance, 

Mr. De Ward admitted ~o the following: 

•And you do not know the speci f1cs or the 
generalities as to whether the cost to serv1ce 
for utility companies would have been lower. 
as you testify on page 4, line 20 of your 
testimony, as that .assert ion relates to 
Florida utilities?" <Tr. 2011. 
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In addition, although Mr. De Ward's teSLlmony Cbe~1nn1ng on 

page 2 , ll.ne 5 of his pref1led test 1mony l addresses the 

• teleconmunication industry and telecommun1cat1 on compan1es 111 

Florida• basically, Mr. De Ward's •expenence-. was fo r •GTE 

Florida . • (Tr. 2021. 

hr . De Ward's pref iled tP.stimony present s SFAS 106 as an 

ex8ITQle where financial reporting dif •ers from regulatory 

accounting. (Tr. 170) . However. upon cross-exatn1nat1on Mr. De Ward 

acknowledged that the Florida Publ~c Service Comm~o~•on b4C adopted 

for accounting purposes and imp:emented SFAS 106 in Flor1da and 

that he did not know that when his testimony had be~n filed 1n this 

Docket . (Tr. 203). Further, Mr. De w~rd acknowledged that because 

SFAS 106 had been adopted in Florida, utilities wou ld be perm1tted 

to reflect the transition benef1t obligation as a one-t1me cha rge 

for accounting purpose::: . (Tr. 2091. Thus, although Mr . De Ward 

seeks to rely upon the •uncertainty of costu • as a bas1s for the11 

•non-recognition• and references this uncertainty of SFAS 106 costs 

as a basis not to proce~d with the action authorized in tins 

Docket, the facts are qu1t~ the contrary of Mr. De Ward's postllon 

Not only has the Flor1da Publ1c Serv1ce Comnuss1on adopted SFAS 106 

as e rule, (Exhib1t 10) but, it expressly acknowledgec' and was 

aware of the lack of certainty wlth the costs assoc1aLcd •,nth Othet 

Post-Retirement Benefits . For 1nsLance, paragraph 9 or the f1nal 

order of the hear1ng examiner 1n Case 92-571711P CExlut H 11 I where 

Lhc valid1ty of the ComnUssion·s proposed rul~ adopt1ng SFAS 106 
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was challenged states: 

•The bosic tenet SFAS 106 is thl!lt whll e it 
requires the use of some vor1obles thot ore 
difficult to mel!lsure, recuvn1t1on and 
meosurement of the overoll lll!lbi 11 ty o ! the 
employer to provide OPEBs is best done through 
occruol occounting. The use of estlml!ltes is 
superior to irnplyir>g, by failure to acc1 \.It!, 
that no cost or obligl!ltion exist s pr1or to the 
octual cash payment o f benefits to ret1rees. · 
(Exhibit 11). 

Interestingly, Exhibit 11 also provides 1ns1ght on the 

suggestion by AmeriSteel's witnesses that the recogn1t1on o( the 

expenses os authorized by the CoiTIIIission 1n th1s Docket would 

constitute rateml!lking. (Parogroph 2C of the F1ntd Order - Exh1b1t 

Ill . states in ml!lterial part as follows: 

"A utility recovers accrued OPEB expenses 
through rates only when the Commiss1on takes 
action to change rates, l!lnd that act1 on always 
takes place in the context of a rote ca..Je 
which is subject to a Section 120.57(11 
evident~ary hearing. • 

Just as the heoring examiner found wa h respect to the occruAl 1 <.11 

OPEB expenses under SFAS 106, the S4ltle holds true for tht• 

accounting direct1ves of the Comm1sston in th1s Docket. 

In fact, prior CoiTIIIission ~Jctivu:1es w1 th rcsvecl to the 

implementation of SFAS lOG 1n Florida s how that the arguments by 

the witnesses of AmeriSteel concern1ng the lack of ccruunty 01 1 lu• 

need for verifiability befo1e costs rMY be expensed are wHhout 

mer1t. For 1nstance, in Order No. PSC-92-0708-FOF -TL, thts 
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Commission considered ~he use of SFAS 106 for rotemakH•rr purposes 

(this was prior to the adoption of the rule). In th• s Ordez 

(Exhibit 9l the Commission stated: 

•cpe (Office of ~Jblic Counsell offers several 
arguments against using SFAS 106 for 
ratemaking purposes. F1rst, OPC contends that 
the Commission is not obligated to adopt SFAS 
106. We agree that t.his Corrrnission is not 
obligated to adopt SFAS 106. Next. OPC 
asserts that many o! the costs included in 
SFAS 106 are speculative in nature. Unitl!d 
also shares this concern. OPC states that for 
a cost to be included 1n rates 1t must be 
certain. We bel1eve when rates are set. the 
costs included are based upon the best 
estimate of what will occur 1n the f1rst year 
the rates will be in effect and no costs are 
certain. OPC's argument could also be ap~lied 
to depreciation expenac. ttle cost of equny, 
nuclear decommissioning or any other expunse 
based upon estimates. We would be [s1c) note 
that SFAS 106 contain~ a mechan1sm to 
encompass changes 1n the underly1ng 
ass~tions and plan terms. 

(Exhibit 9). It seems apparent. that JUSt as the Corrwr•lSSlon ITidde 

c policy decision with respect to 1ts adopt1on of SF.'\~ ! 06 fo1 

accounting pu~oses, the Commiss~on has made a policy dec1S1on Jn 

this Docket. The facts support the reasonableneas of that dec1sion 

and establish that it is appropnate for many 1easons 101 the 

Commission to authorize the accounttng d1rect 1ves conlazned 1n 

Appendix A to the Proposed kgency Act1on Order. 
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CONCLOSIONS 

For the reasons set out above and is more fully developed in 

the record of this proceeding, the Commission should conclude that 

the accounting directives set forth in Appendix A to Propvsed 

Agency Act ion Order PSC-97-0499-FOF-EI should be approved. 

20 

Respectfully submitted, 

STEEL HECTOR & DAVIS LLP 
Suite 601 
215 South Monroe Street 
Tallahas~ee, FL 32301 
Attorneys for Florida Power 

~~i~ 
Matthew M. Childs , P.A. 
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