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By Order No. 24728, ieaued July 1, 1991, in Oooket No. 910257 · 
EI, the COmmission approved Florida Power' Light Company's (•ppt• 
or •the COII;>aJ1ye) request to discontinue the annual accrual to ita 
storm &mage reserve. PPL ... erted, and tl...s Colllniseion found, that 
given the level of insurance coverage in place tor PPL's 
transmission and distribution (T~) facilities, :he balance in tho 
reserve was sufficient. 

In Auguat of 1992, Hurricane Andrew severely daiNlged PPL' a T~ 
system. While the damage claims r•\atod to Hurricane Andrew ware 
paid, FPL's ill8Urera canceled the COV\.'Tllg&, effective May 31, 19!13 . 

on Apri~ 19, 1993, PPL filed a petition to implement a self­
insurance naechanialll tor atoTftl damage 1 o ita T"D ayatam and to 
ree1.1me and in.onaao the anJ11.1Al ~ntl'i but ion to 1u norm and 
property insurance reserve fund to $7. •. l'llillion. The amount of 
$7.1 million represented $3 million embe-Jded in rates for ehe storm 
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fund accrual. and an a&Utional $o& .1 lllillion for the traditional Tfdl 
insurance t:hat waa al80 UlbecSded in ratea. 'l'be $7.1 mill ion waa 
not baaed upon a riak atudy that indicated the appropriate amount 
that should be accrued to the fund , given the expected oxpoaure. 
Bocauae of !the expiration of PPL' • Tfdl in.urance on May 31, 1993, 
FrL requeated consideration of ita requeat on an emergency baais. 
A hearing on PPL's petition was held on May 17, 1993. 

By Order No. PSC·93·0918·POP·BI, isaued June 17. 1993, the 
Commisaion perlllitted the Cocllpany to imple~~~eot a uelf·inaurance 
approach or plan for the coate of repairing and reatoring ita Tfdl 
system in t:.he evant of hurricane, stor111 damege or other natural 
diaaater. PPL al80 1fU granted the diecretion to eatablieh a line 
of credit for stozw daaage liquidity. In addition, FPL waa 
required to aubadt a atudy detai!ing what it believed to be the 
appropriate amount that ahould be accrued annually to ~he reaerve 
and what coata it intended to charge to the atozw fund. Ontil the 
appropriate amount waa deterlllined, an annual accrual of $7.1 
million, net-of-tax, to the at0%:111 fund was aet e''fectiva June 1, 
1993. 'l'be Cc iaaion denied PPL' a request to •pre-approve• a 
surcharge on cu.tc.er billa for damage• in the f -.·ent the reaerve 
balance was inadequate. The Conniuion left ope:. the pouibility 
for PPL to file a petition in the event of a shortfall in the 
reserve. 

PPL filed the required study in October of 1993. PPt•s 1993 
study suggeated that an annual eccrual of $20.3 million ·would allow 
for storm tund growth, decreaae reliance on the cuatomer bill 
surcharge mechanism and provide an adequate level of inaurance. 
The study also indicated that in order to achieve minimal storm 
fund growth, a $9 raillion annual accrual combined with • provision 
for emergency relief ia required. 

By order No. PSC-95·0264-POP-BI, ieeued February 27, 1995, the 
Commisaion found the ator~a damage atudy submitted by PPL to be 
adequate. Baaed upon the atudy. the eo-1 a a ion allowed PPL to 
increaae ita annual atorm damage accrual to $10.1 million, 
effective January 1, 1994. The atorm fund waa to continue to be 
funded on a net-of-tax baaia. 

On Sep'tember 28, 1995, PPL filed a petition to, among other 
things, inoreaae ita annual s torm fund accrual to $20.3 million 
commencing January 1, 1995t and to add approximately $51.3 million 
of recoveries for damage due to Hurricane Andrew and the March 1993 
Storm to the storm reaerve and contribute the after tax amount to 
the atorm fund. By letter dated November u, 1995, the Company 
expanded ita ecplanation of wby it lfl'a appropriate to increaae the 
annual acemal at tbat tilDe. Mhen t~ $10 . 1 million annual accrual 
waa approved, PPL atatad it had antic~~atad that the availability 
of inaurance would itaprove. lrultead, de potential for COGQ&rcial 
or other ineurance waa leaa than before. PPL aaaerted that aince 
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the only cost effective measure available at that time was self· 
insurance, an increase in the annual accrual was needed to provide 
an adequate level ot insurance to PPL and ita customers. 

By Order No. PSC-95·1588-POP-Bl, i1aued December 27, 1995, in 
Docket No. 951167-BI, the Commission approvod PPL' a petition to 
increase t he aoorual to $20 . 3 million, funded on a nat -of -tax 
baoio. Aa of December 31, 1997, the balance in the reserve wae 
$251.3 million. 

On September 23, 1997, PPL filed a petition seeking 
authorization to increase ito storm fund accrual to $35 million, 
effective January l, 1997. This recommendation addresses PPL' a 
request. 
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DISCQSSIQB Ol I SIQIS 

ISSUJ 1 : Should the Commission approve Florida Power ' Light's 
request to increase 1 ts annual storm damage accrual from $20. 3 
million to $3S million? 

8JCOHHIRDAtJOH: No. The Commission should continue the current 
$20.3 million annual atorm damage accrual. The annual accrual 
should be dia~ontinued when the level of the Reserve reaches $370 
million; investment earnings should continue to be reinvested in 
the Fund and recor ded as additional amounts t o the Reserve. 
(BREMAN, LEE, L. ROMIG, MERTA, LESTER) 

STAll AIBLJIIS: FPL attached to its petition ~wo reports prepared 
by EOE International, Inc. IEOEl as suppor for increasing the 
accrual . The firs t ia a Hurricane Loos t;;otimation Study tor 
Tranorpiooioo and piotribytioo A:soota. This study is a 
probabilistic analysis of FPL's potential T'D replacement costs due 
to hurricane events . No nuclear expenses or events were included 
in this study. The analysis addresses different storm tracks, 
various storm intensities, storm frequencies, the geographic 
location of existing T'D facilities, as well as FPL's experiences 
with storm damages to T'D facilities . EOE concluded thot FPL' s 
annual accrual for funding T'D hurricane restoration should be 
$4 2. 3 million because this figure is representative of FPL' s 
expected annual damage estimate. EOE also indicated that FPL' a 
highest reasonable r isk in any single year within the ne.xt SO years 
is approximately $5S9 million. These results are indexed to 
achieving sufficient coverage for all the damage caused by 98\ of 
all storm events over a SO year period. Appendix E of the study 
shows that distribution facilities comprise 80\ or $35 million of 
the expected a.nnual damage. 

However, FPL does not agree with EQE. Instead, it is asking 
for an annual accrual of only $35 million to a storm fund which 
will be used for transmission reseorations, distribution 
restorations and possibly certa~n nuclear events not covered by 
o ther insurance. Staff agrees with FPL to the extent that a 98\ 
coverage level for all events over ~ 50 year period is excessive. 
Staff is not persuaded that any ~arm will result to FPL's 
ratepayers if the annual contribution ra~ins at its current levol 
as long as the fund is used specifically for T'D restorations duo 
to significant weather ovonte. 

The second report FPL attached to it~ petition is titled Storm 
Reserve Solyency ADAlyois. This aport addressos policy 
considerations for capping tho fund aa Wt 11 as tho reasonableness 
of certain funding levels assuming an annutl damage level of $42.3 
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million. While this report 1a informative, it provides no specific 
conclusions on tho fund cap amount nor on the funding level because 
it assumes an annual damage amount which neither FPL nor Staff 
believe to be reasonable. 

FPL ha:s requested to incre&se its annual storm damage accrual 
to $35 million. The study filed by FPL determined that $42.3 
million was the average annual damage to FPL'a T'O assets, and 
thus, the appropriate level of annual funding for hurricane 
restoration. Staff recommends that FPL continue the cu rrent $20.3 
million annual accrual since a $370 million level in the Reserve 
would be reached in a reasonable length of time. The o.ecember 31, 
1997 Reserve balance of $251.3 million is approaching that level 
already, and given past history where FPL has not ~de full use of 
the reserve,, the balance should continue to qrow fa rly rapidly. 

In ita Petition, FPL stated that ~a funding lt el sufficient 
to protect againat another 'Andrew type' event is appropriate•. An 
Andrew type event is defined by FPL in ita Petition at paqe 2, as 
$350 million, which reflects intlation &nd system growth since 
1992. However, in response to Staff's data request, FPL stated 
that the $350 million covers T'D only and an additional $20 million 
is necessary for property deductibles under the traditional 
insurance coverage which it currently holds. Rule 25•6.0143(1) (a), 
Florida Administrative Code (F.A.C.), provides, among other things, 
that insurance de:luctibles may be charged against the reserve 
account . Therefore, Staff believes the Reserve level should 
include this amount for inaurance deductibles, and that a 
reasonable level for the Reserve is $370 million. 

The requested $35 million accrual will allow tha Reserve to 
reach Andrew level in approximately J yeara, while the current 
$20.3 million accrual will attain this level in approximately 4 
years, given minimal future chargee to the Reserve. This 
calculation includes a reduction to the Reserve of $14.5 million in 
charges associated with the ~Gro•mdhog Day" storm. In either 
scenario, any chargee against the Reserve will lengthen the amount 
of time needed to reach the $370 mi: lion. 

FPL has two lines of credit t?taling $900 million; $300 
million is specifically designated for .~orm damage. FPL also has 
approximately $152 million, net-of-tax, ln a funded Reserve. It 
should be noted that the after tax amount in the Fund equates to 
approximately $247 million in atorm costa . This ia true because 
the amounts contributed to the Fund are no : tax deductible until 
actual storm coate ere incurred i.e., the ji!ference between the 
$152 million and $247 million 1a the tax be·setit realized when FPL 
takes a deduction for the expenaes. Staff believee that FPL' a 

- 5 -



DOCKET NO. 971237- EI 
OAT£: May 7, 1998 

financial resources from the lines of credit and the Fund should be 
sufficient to cover most atons emergencies. However, lhe costa of 
storm damage incurred over and above the balance in the reserve and 
the costa of the use of the linea of credit would still have to be 
recovered from the ratepayers. 

The Company has not used ita Storm Damage Reserve and Fund for 
all storm losses . Since 1946, except for Hurricane Andrew in 1992, 
charges against the Reserve and the Fund have been minimal and the 
balances in these accounts have steadily increased, due not only to 
the current accr ual, but also to the earnings on the Fund and 
insurance reimbursements. FPL does not use its Reserve for all the 
lossea provided f or in Rule 25-6.0143 (1) (a), F.A.C.; the Reserve 
is only used for losses not covered by insurar ~e which are the 
result of stoca/wind damages and nuclear acciden a. According to 
FPL'a answer to Interrogatory No. 6, 

FPL does not charge self-insured losses to T'D property 
resulting from storm/wind damages where rest~ration 
efforts are handled under normal operations . In general, 
eligible losses would be charged in instances where the 
severity of damages result in restoration efforts of 
longer than three days and or where full activation of 
FPL'a command cente: and service center Storm 
Organization is required. 

In 1995, FPL requested, and was authorized, to ~restore the 
ReserveN for Hurricanes Gordon ($5 million) and Erin ($6 million) 
costa; in effect, the charges to the Reserve were reversed, the 
Fund vas not charged and the repair costs were charged to earnings. 
If the Company continues these practices, the Reserve balance 
sh~uld grow to the $370 million level in approximately 4 years. It 
should be mentioned, however, that FPL does intend to charge the 
Reserve approximately $14.5 million for t~d 1998 Ground Hog Day 
Storm. 

In the event FPL experiences catastrophic losses, it is not 
unreasonable or unanticipated that the Reserve could reach a 
negative balance. Rule 25-6.01~3(41 (b), F.A.C., recognizes that 
charges to a Reserve may exceed the Re.erve balance resulting in a 
negative balance, as was the case of GLlf Power Company in Order 
No. PSC-96-0023- FOF-£1, issued January 8, .996 . According to FPL'a 
Response to Interrogatories 1 and 2, it hta never experienced a 
negative Reserve balance einc:e the Reaorv11' 11 inception in 1946. 
The December 1997 balance of FPL' 1 Reaerve wu $251.3 million, 
which Staff believes is aufficiently high •.o protect against moat 
emergenciea. In cases of catastrophic lost, FPL may petition the 
Commission for emergency relie! . 
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The Commission has approved target Reserve balances for other 
electr ic utilities and diagontinu•d aoo~ual to fPL'a Reaerve from 
lPil through 1ii3. Ord•r No. PSC-9,·1334-roF-EI (Gulf Power 
Company' s petition for approval of special accounting treatment of 
expenditures related to Hurricane Erin and Opal) iaoued November 5, 
1996, approved o target level tor the Reserve between $25.1 and $36 
million. The Commission approved a Reserve target amount of $55 
million for Tampa Electric Company (TECO) in Order No. PSC-95-0255-
FOF-EI (Investigation into currently authorized return on equ ity) 
issued Fotbruar)' 23, 1995. In tha TECO caaa, tho COIIIItlission stated 
thot suapenaion of tho accrual would be determined when the storm 
damage r eserve achieved ·the target balance. In additil>n, the 
Commission recognized that the target balance would be achieved in 
13 yeaza, aaauminq no storm loaaea. The C( Mlieeion found FPL' a 
$76.6 million Reserve to be sufficie.nt and dis :ontinuod iu accrual 
by Order No. 24728 (Petition to discontinue a 11ual contribution tv 
Storm and Property Insurance Reserve Fund) is&Jed July 1, 1991. It 
should be mentioned that at that time, FPL was covered by insurance 
protection. Below ia a chart depicting the t our major electric 
companies' storm da~ge balances and accruals at March 31, 1998 . 

ANNOAL RE SERVE BALANCE 
COMPANY ACCRUAL 8 MARCH 31, 1998 RESERVE BALANCE TARGET 

STAFF PROPOSeD 
FPL $20.3 MILLION $24 6.2 MILLION $3'70 MILLION 

FPC $6 MILLION $19 . 6 MILLION N/A 

GULF $3.5 MULION $18 0.'7 THOUSAND $25.1 - $36 MILLION 

TECO $4 MILLION $1'7 MILLION $55 MILLION 

Staff recommends that FPL be ordered to continue the current 
$20.3 million annual accrual and discontinue the accrual when the 
level of the Reserve reaches $370 million. The C~pany stated in 
its answers to Interrogatories '5 and 16 that Mthe Reserve should 
be increased over several years to approach a level of an ' Andrew 
type' event". As stated abov6, an "Andrew type event" is defined 
by FPL in ita Petition as app~oxima~~ly $350 million. The Company 
may petition the Commission to continw' or to adjust the accrual at 
that t ime . Investment aarninge of the Fund ehould continue to be 
rei nves t ed in the Fund and recorded as additional amounts to the 
Reserve. 
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UillLi 1 Ohcllld th11 CommboJ on 8pprov!l rill.' • roquaol t o I noraa•o 
~ha annual accrual effective January l, 1997? 

me f'"""'' No . The Cocmliuion ehould continuo fP.L' • current 
$20.3 million annual accrual. However, it the Commission votes to 
increase FPL' s annual accrual, the increase should become effective 
January 1, 1998. (HERTA, L. ROMIG) 

STAR N!JU,JAIB: This issue is moot if the Commission accepts 
Staff's recommendation in Issue 1 . 

If the Commission votea to increase FPL's accrual, it is our 
understanding that the Company haa no objection to a January 1, 
1998 implementation date, since the docket could not be completed 
in 1997. 

Generally, Stott cloea not recOlllllend appro al of items that 
effect prior fiscal years, since the books i Jr that year are 
already closed. Although the Company filed ita Petition in 
September 1997, it vas impractical, considering review time, to 
file a recommendation during 1997. 

ISSQI 3: Should regulatory requirements be imposed to safeguard the 
Reserve and Fund related to storm damage for T•D facilities? 

1\EcqttQ!lCDJ.nQJ: Yes. The Fund and Reserve should be used only 
for uninsured storm/wind losses to T'D and insurance deductibles or 
as otherwise directed by the Commiaaion. FPL should be ordered to 
file a methodology for separating T'D and Other by September 30, 
1998. (HERTA, L. ROMIG) 

StAR J\RI\LIIIS: FPL ie the only electric utility wit:h a funded 
Reserve for storm damage. Staff believes that aafe11uards are 
needed to ensure that the Reserve and FUnd are used only for the 
purposes de:fined by the Commission. Although there have been no 
problema in the paat, the order should conta~n language to 
emphasize that the Fund and Reaervo! shou~d be used only for 
uninsured storm/wind losses to T,O, in~urance deductibles or aa 
otherwise directed by the Commiasion. Th6y ahou~d not be used for 
nuclear property, loaaoa to production as&eta, or other corporate 
purposoa. Rule 25-6.0143(1) (a), F.A.C., atates: 

- 8 -



DOCKET NO. 971237-EI 
DATE: Hay 7, 1998 

This account ~ be established to provide for losses 
through accident, fire, flood, atorms, n~cloar accidenu 
and a~lar tyPe hazard• to the utility'• own property or 
property leased frotll others, which ia not covered by 
insurance. This account would also i nclude provision for 
the deductible amounts contained i n property loss 
insurance poli cies held by the utility as well as 
retrospective programa covering nuclear generating 
plants . . .. (Emphasis supplied) 

Under tho pormiseivo language of tho Rule, Stet! bol1evoo tho uso 
of tho Reserve ond Fund can be restricted. Therefore, Staf f 
recommends tha t the Storm Reserve and Fund N 1 used only for 
uninsured losses to T,D, insurance deductiblea or as otherwiae 
directed by the Commiaaion . 

The second safeguard Staff recommends is the separation of 
transmission, distribution, and other amounts for purposes of the 
Reserve, Fund and expense. It should be atresaed that this is not 
a physical separation, but merely an accounting allocation on paper 
that should not affect t he FUnd investments o r any insurance risk. 
In data requests, Staff asked FPL to develop a separations 
methodology fo r T,O, Nuclear, and Other, however tho Company did 
not answer the question . The Company' s response: 

Question 1: 

If the Commission were to require FPL to allocate the 
Reserve and Fund between transmission, distribution, 
nuclear and other, what methodology would it use? 

Response 1: 

florida Power ' Light CFPL) believes it is inappropriate 
to allocate the reserve and fund to transmission, 
distribution, nuclear and other and is not aware of any 
methodology that could be used to appropr iately allocate 
the Storm Reserve and Fund between functions. Previous 
i nsurance coverage for storm d~sge to Transmission and 
Distribution property ~as not separ •ble. If by dividing 
the cu~:ent Storm Reserve and Fund balances into discrete 
portions, FPL would be required to i .lsure Transmission 
and Distribution property separately, t ny hope of future 
i nsurabil.ity would be virtually eliminated, resulting in 
higher costs and less flexible risk man 1g~nt . It would 
be counte r productive to cre11te an art .ficial separation 
of funds when any r eal atorm will l1ave a mixture of 
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Transmi•sion and Distribution damaoes which will differ 
from tho hypothetical separation. A separation may not 
be in the beat interests of ratepayere , until and unlen 
changes in reoulation make euch separation appropriate. 
In addition, any separation of the Funds between 
functions resulting in the liquidation or retirement of 
certain investments could reault in losses accruino to 
the Storm FUnd. 

Staff does not underatand why a roaaonable methodoloqy could not be 
developed by the Company. FPL's study based ita separation of T'D 
on tho replacement value of tho T'O assets. Therefore, Staff 
recOITI!lenda that FPL be ordered to file a method.oloqy for separating 
T'O and Other by September 30, 1998. Staff believe• that this ia 
a prudent measure oivon tho reoulatory cHmate 1croaa the country. 

ISSVI t : Should FPL establish a trust fund? 

~.· .. • .. •rt..:• • . t~• No. However, the COmmission should require FPL to 
file a study add.reaaino this isaue by September 30, 1998. (LESTER! 

&%All AR&LXIII: FPL should not be required to eatablish a trust 
fund at this time. However, the C~ssion should require FPL to 
file a study add.resaing the feasibility of a trust fund f,;;r tho 
storm fund by September 30, 1998. 

Currently, the storm fund is not a trust fund, and Staff does 
not have enough information to recommend whether or not FPL should 
eatablish a truet fund. The advantage of a truet fund is that the 
funds could only be released by the trustee for the intended 
purpose as defined in the trust aoreement. This would assure the 
Commission that the etorm fund accrual, recovered through the 
company's ratea, ia used only for its intended purpoee. Many 
ollowancea, euch at nuclear docommiasioning accrual• and pension 
expense, are tubject to trust fw1a. However, the tax consequences 
of having a truat fund, aa opposed to not having one, have not been 
fully explored by Staff. Therefo:e, Staff recommends that the 
Commission .require FPL to file a fe&sibility study on making the 
atorm fund a trust fund. 
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ISSQE 5 : Should t his docket be closed? 

RIOCff"I'?AtJQI: Yea. This docket should be closed if no person, 
whose interests are sub~tantially affected by the proposed action, 
files a protest within the 21 day protest period. (ELIAS) 

STAfl AHALJSII : At the conclusion of the protest period, if no 
protest is file , this docket should be closed. 

It after receiving the studies in Issues 3 and 4, Staff 
believes it is necessary to institute different accounting or 
establish a t r ust, we will open a new docket. 
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