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January 28, 1998 

Ms. Blanca S. Bay6 , Director 
Division of Records and Reponing 
rlorida Public Service Commission 
4 075 Esplanade ~lay , Room 110 
Tallahassee, rL 32399 

RE: DOCKET NO. 971237-EI 

Dear Ms . Bay6: 
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As requested by Order NO. PSC-~8 09S.l F'OF · C:I l:JHUed July 

14, 1998 enclosed for filing pleact find Lhc o n o;pnd l ond 
fifteen (15) copies of ~·lorida Powe•· & LJght r.:omp.my ' c n :sponse 
regarding the methodology for separattng TransmtssJon and 
Distribution and Other assets coven:d by thts ,-,~ sc :. 'l(· fund . 
Also enclosed is FPL' s response regardtng a study .oddn::>lrnng Lh· 
feasibility of establ ish1ng a trust fund f o t t llf' sto:·m damagr 
reserve and fund in the above retere nced docket. 
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Enclosure 

cc: Jack Shreve, Esq .. Office o( Publt<" Coun:;t•l 
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FLORIDA POWER & LIGHT COMPANY 
RESPONSE TO ORDER NO. PSC- 98·0953 - FOF-EI 

Issued J uly 14 , 1998 
Section I 

This fili ng is i n respomJe t o Order No . PSC-98-0!153-FOF-~:l 
dated July 14, 1998 , concerning the storm reserve fund, 
wher ein the PSC ordere d, among other things, that:: 
FPL sha ll file a methodology for separating Transmtss~on. 
Di stribution and Other Assets by December 3 1 , 1996.• 

The order quotes reasons FPL has previoual y given against 
separating the Pund. FPL' s position on the redsons g1ven 
p1.eviously has not changed. FPL sull bell.eves ~t: would be 
i nappr, pnat:e : separate the fund at this t 1me. As such, 
the me thodology FPL i s submitting hetein should be viewed as 
a methodology only and not as an endorsc11ent: or 
recommendat i on to separate t:he fund at: thls t 1me. 
Ultimately, t he actual app lication of the ~~thodul C3/ should 
onl y be done when a nd if the fund is requ ired to be 
oeparated. 

Proposed Methodology for Separeting 
Distribution and Other Aeeeta 

In response to the Commissions Order FI'L requested I::OE 
Internatjonal , I nc . (EQE) to develop a study show1ng Lht: 
e xpected annual losses in each of four areas: 

• 
• 
• 
• 

T&D assets from hurricane peril; 
Non -T&D asset:s from hurricane peril; 
Nuc lear r e t: r ospective premium assessments; and 
Nuclear losses large r than the tnsured l~m1ts ($2.75 
bil lion per p l ant) provided by FI'L's 1nsurance program. 

The resul to of EOE' 8 study os to the <'xpccu•d annu" I I 08o In 
each area is as follows: 

Transmission Assets: 
Diotribution Assets: 
Non-T&D hurricane 
Nuclear retro premiums 
Uninsured nuclear risk 

$ 7.2 
35.0 

5.0 
.5 
. 5 

$48.2 

15.0\ 
72. G\ 
1 0 . •H 

1 . 0\ 
1. 0\ 

100.0\ 

I( a.nd when it is determtned that the f und rnuul be spill 
among the var ious risks the fund is designed t o cove r, tht: 
methodology pr oposed by FPL would be to develop a study to 
determine the then e st:imsted annuo 1 averoqe loss for each 
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dsk and subchv1.de the fund based on the percentage each 
nsk • s estimated annual loss bears to the tot a 1 of all 
average Gnnual losses. As an e xample, based on th1s 
methodol ogy, if subdivision of the fund was rcqutrf•d t o be 
performed at chio time, the above percen tages f o r oach r1sk 
category would o1mply be applied to the total of the !und to 
determine the amount attributable to each of the r1sk 
categor1es. 

Since expected r1sks change over time, the amour.t 
attributable to each r1sk wi ll change over ~1me. Fo~ 

example, if the recommended methodology had bN•n p•·• f<' rnwd 
ln 1985 . the amount attnbul dblc l O hun· t c duc 1 1uku wo uld 
hove been quite low and the amount. at.tr1but.ed l o uucleor 
nsks would have been much h1ghor. Tho 1 oauo nu arc as 
Collows: in 1985, FPL had an eKccllent w1ndstorm T&D pt·ogram 
providing an amount of coverage such that. 11. was 
inconceivable that a storm Cg1ven then current. llnnklngl 
could have exceeded the insurance l1.m1ts . Thus, the fund's 
only exposure to windstorm was to pay 1nsurance dcducttbles 
(Mximum of $21 mill ion for any one storm) Fut ther. at 
that t ime . FPL' s terr itory had exponenced o nly t.w.., rTWJOr 
hurricaneo in the last 35 years (Donna, a category •l 1n 1 :-ov 
and Betsy, a category 3 in 1965) and none 1n 20 years - ar.d 
nci t:her Donna n?r Betsy had done mass1 ve damage t:.o FPL 
ovscts . Floridiano oimply would not have eoc 1m<1tcd U~e 

oLorm risk as having the potential lor catastro phtc damage. 

On the other hand, with the serious acc1dent at Three M1le 
leland 1n 1979, many perceived the nuclear r1sk (both as t o 
property and hability) to be qutte htgh. Thf' Industry 
tcaponded Wtt:h the creat1on o( Nuclear Elec~n c lnuurance 
t.tmtted (NEIL) 1.n the early 1980's to provtdc h1gher 
ptoperty tnsurance limits . But t.o form NEIL, very htgh 
retroact1ve premiums were required. 

Thus. 1n 1985, a reasonable person would have cltt.rtbuted 
" •lat:ively little of the fund to storm related nsks ar.d 
moot of the fund to nuclear exposures. However, , n tr.e 
years since 1985, risk percept1on has changed o1gn1 ! 1can~ l y . 

With Hurncane Andrew in 1992, it bec..,rr.e •pparen~ ~hat m.> JOr 
aLo rms remained a signtficant: riok and that they were 
capable of doing much more damage than prev1ousl y thought. 
Fu1 ther. with the worldwide collapse of T&O tnsurance 
morkets. in the years since 1992. FPL han hMI no Tl.n 
lllnurancf'. With Andrew. only ~h•• $21 mil ll o n In ••J>pll c ulJlc 
tlr•tluctJbloo woo charged Lo t.h~ fund (of the $4!:>S .4 mllltcn 
111 total insured damage). Were a storn of simllar magnitude 
lO have done 1dentical damage (unadjusted for tnflauon) 1n 
!At.er years, somethlng 1n the range of 5295 300 m1ll1o n 
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would have been charged (the total T&D damage p!u!l the non
TkD ,.. ,c!storm deducnbles ). 

On the other hand, 1n the years since 1985, nuclear 
opcr<>t.1ono n<>t.ionwide h .. vc performed admt n•bl y wt t.hout a 
single loss even threaten1ng a retroactlve premtum C"all . 
Further, during that time and because of the excellent loss 
history, NEIL's financial condit ion has Improved 
dramatically making a retroactive premium call m~o~ch leuo 
likely. 

The above e xample 1s tncluded merely to show how nok 
perception and inuurance protection change over time and why 
it is thus inappropr1ate to ! 1x opec1 f 1c amounts in the Cund 
f<.c any one r 1sk category compared to another "nlf'oo 
absolutely necessary to do oo. 

The application of the proposed methodology 1s faot, s1mple, 
of relatively low cost, and we bel1eve lts rf'oults are 
reliable, defensible and represent a reasonable ap1.>r011<.: for 
subdivis1on i f and when required at some [uturc potnt. tn 
t1me. 

Oth e r Issues/ Areas ot Con c ern 

All of EOE' s studies hav'! f ocused on the hurncane pctl 1 
nlone largely because o! the somewhat spotty dt'lt.abasc for 
tropical storms, winter storms, etc. The fund, however, 1s 
available for windstorm whether or not a hurr;cane ts 
involved (e.g., the 1993 winter storm). G1ven the tnht•tf'Ttt 
conservat1sm in all modern model1~g approaches. tt 10 

believed that EOE's esttmate for T&D ts adequate for all 
wtndstorras. 

In conclus1on, PPL believes it 1s 1napproprtate to allocate 
the fund . A separate fund may no~ be 1n the best tntcrest. 
of FPL's customers until and unless a change tn the 
regulation makes it • s appropriate. The seperat ton of the 
fund will inevitably lead to reduced flextbility .. nd 
lncreased costs to the cuotomero and/or f'PL <'~nd thull ohould 
be avoided unleso absolutely necesoary. 

Se c tion I I 

FPL' o fthng is 1n responoe to Otder No. PSC !18 o~~l FOF I:: I 
d.>lod July 14, 1998, r .. q uf'ot tng 1nformat1on conc<'rntng the 
l c~u1bil1ty of establlshing a trust fund or the storm damage 
reserve. Although at some future po1nt 1n t1mc rMy br 
prudent to establish a trust otruct.ure, W<" do not ur·t· ""Y 
advantages from a t.ax, Commtsoion ove t otght 01 
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administr3tive perspective to do so at this Llme. We do not 
believe there are any tax advantages to the establtshment of 
a trust. At this point, in fa~t, to achieve tax advantages 
legislation supporting it would have to be enacted. To 
ob~ain the appropriate leg~slat~ve changes could prove 
costly and time consuming. As to the matter of ovcrs~ght by 
the Co!Miission , we believe that the Commiss1on has all of 
the over sight authority that it needs under existing 
stat utes. we see no added Commission oversight autr.ority as 
a result of the establishment of a trust. There are no 
administrative benefits to the establishment of a trust, 
only added costs. FI?L' s customers would incur the 
administrative fees' associated with mainta1ning a trust 
fund. 

Since we can find no tax advantages, increased overs1ght 
authority or administrative benefits. only added costs, tl 
is FPL's belief that establishing a Trust !und for our storm 
damage reserve would not be in our customer~ hA~r Interests 
at this time . 
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