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I 1 BEFORE THE FLORIDA PUBUC SERVIa: COMMISSION 

2 FLORIDA POWER & UGHT COMPANY 

I 3 DIRECT TESTIMONY OF HUGH A. GOWER 

I .. DOCKET NO. 97041o-€J 

5 OCTOBER 10, 1997 

I 6 

I 
7 

a 

I 9 Q. PluM state your nam., address and cx:cupatlon . 

10 A. My name Is Hugh Gower and my addreu It 1S5 Edge mere Way. 8 .. Naples. 

I 11 Florida 34105. I am self employed and a conaul1ant on public ulihty financial. 

I 
12 eoonomlc: regulation and COS1 conltilnment and control matters 1 also provide 

13 expert testlmor.y on topics related to public utility economics and rate 

I 14 regulation In casea before public service convnlaalons and courts 

15 

I 16 Q. Pleua state your educational and profeulonal background. 

II 17 A I received a S.chelor of Sdence degree in Accounting and Econorr.ics from 

18 the University of Florida, and I am. or have been, reglstereo as a Certified 

I 19 Pubic Acaluntan1 1n several atlles. I am a member of the Amencan lnstttute 

20 of Certified Pub!lc Accountants and the Florida institute of CPA's. I engaged 

I 21 in the practJce of public accounting contlnuou~ for more than 30 years wtth 

I 22 Arthur Andersen & Co., with whom I was a partner for more than twenty years 

23 

I 24 Q , What was your particular experienco with Arthur AnderMn & Co? 

I 1 

I 
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A. 

Q. 

A. 

Arthur AndeBen is among the largesllnlemational !inns ol1ndependent pubhc 

accountants and h le!VU as audltora fOI' a n\lljor &hare of the eledric. g~o; and 

telephone corr.panles. as well •• numeroua other utilities operating in llle 

Unlled States and other pans ·Of the world. In addition to audlts of financial 

statements. its worit lndudes tax worit, detlcn and installation of accounting 

and other infonnation systems and other c-.onsulllng assignments l or 

buslneues of all types. Representatives of the finn also provide expen 

tes1imony in COMeCtlon with pubtic utility regula!Of)' prooeedi~~ ~>efore federal 

and state regulatory aUihorffies on a variety of accounting, financial and rate­

making toplca. 

I waa a partner in the Ulifilles and telecommunications division of the Atlanta 

office of Arthur AnOersen & Co., which serves as the concentration office for 

the finn's regulated lndustrlea pradiee lor the SOulhautem Uni1ed Statec 

This area of the practice Includes worlt lor aledric, ge!. telephone, water & 

sewer utilities. motor caniera and alrllnea. For 17 years I served es the 

Southeastern Area Director for this practice. I had responsibility lor 

supervialng the wolil done lor chenta. the training of finn perwnnal. and 

lldtrWifstrativ matters. lliso had cfnd responsibil'lly lor wolil done by the finn 

for numerous clients In this area of the practice and In others. 

Whit wai IN i'iiti.l,. of tN work you did w1tti Arthur Andef'Mn & Co? 

By far, the greetest ponlon of my wolil waa with public utilities and 

talecommunlcatlons companies, but I also had substantial experience with 

other induattles. I performed independent audits of pubhc U11lltiea and other 

2 
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~. u a~ of whld1 Althur Andersen & Co , luued reports on the 

financial mtemen~ of IUdl comoanin. I pert1apattd on and supervtsed 

IIUdit.s of the vlrious ltt'tments and schedi.Aes and other data requored etther 

annually or In connodlort with rate applicaUons before federal 01 state 

regulatory authorttlea. I hive alao supervised work In connection with the 

luuance of billions or dollars of aecuritiea by pub:ic o.rtilotiea. I partldpated In 

the development or eccounling and ~ment Information systems 

designed to promoee doM oontto1 CTVef utiity rasouron. such n metenals. fuel 

and consiNdion costa In eddl\lon, I directed the preparation or fmanaal 

projections and for.aats. conducted incMpendent revlewa of ftnancoal 

forecasts and darected the development of flnlllClai fonte~allng models. 

I parlldpated In man.gement audhs. the putpale of which wu to assess 

whether management systems and procedures promoted economy and 

efficiency In utility operaliona I hive lflr'8CWd deprecation atudoes whiCh. 

baaed on the analys!s of ublrty plant lnvertments. relirement transacllons. 

salvage and cost of removal, developed equitable depredation rates wrth 

which to effect eapltal recovery dunng the service bves of the auets I alao 

developed plana which_,. accepted by regulators to equitably uslgn the 

Mure outlays fOf spent nuclear fuel dlaposal, nuclear plant decommissioning 

and foull plant dismantlement costs to customers reeelvlng service. 

consklerlng lh1l effed.s of lnftation. the llme value of money and othot 

variables 

I have directed ,.venue naqUII'8menll studies InvolVIng the analysis of rate 

3 
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2.5 

Q. 

base, operaUng revenues end expenses as well as the analysis of specific 

transactions or alternative rate- making proposals for various cost.¢f·servlce 

componom.. I have a1~, directed atudlea to determme the proper assignment 

of cost of service between customer cl11ses. reguta~ory jurisd1dions or 

between regulated and unregulated operations. 

I was 1 representaUve of lhe American Institute of Certif1ed Public Accountants 

on the T~ Industry Advisofy Group whid18dvised the Federal 

Communk:ationa Commission on certain matters In connection With the 

development of Its new Uniform Syatem of Accounts (Part 32). In th1s 

conoec:tion, I chaired the Auditing end Regulltory Subcommittee which dealt 

with iuues regarding cornpfianc:e ~th gen«<lliV ec:cepted accounting pnnctples 

('GAAP") when reguta1cxy rate-setting practice a were be~ on methods other 

thlnGMP. 

Whit Is the purpoM of your testimony In thle proceeding? 

M'/ testimony will show that the proposed agency action detailed 1n ti 1a Florida 

Plblic Service Commission's reommlsslon• or •FPSC1 Apnl 29. 1997 Order 

No. PSC-97-o4~FOF-El extending the plln to record additional expenses in 

1998 and 19!!9 to c:onec:t cost unoderrecoveriea is reuonable end eppropnate. 

will be ~efldal to C\1&1omera who will be served by Florida Power & Ught 

Company ( "fPL• or "the Company/ for the longer tem1. end reprasents good 

regulatory policy. This proposed egency eclion is a continuation of the 

Commission's policy of eddressing prior undern.coveries or costs 1n the 

manner established In Docket No. 950359-EI. 

4 
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Q. Have you prepared or cauaed t o be prepared under your supervision, 

direction and aontrol EJChlblta In thla procMdlng? 

A. Yes. Exhibit Nos. HIIG-1 and HAG-2 are attacned to my tes~mony 

Q. What Ia the purpote c:A the propoMd agency action contained In Order No. 

PSC-97 ..()419-fOF.£1? 

A. The purpor.e of the Commlulon'a proposed agency action is to mitigate 

• ... past defdenc:ies With Colmlisslon prescribed depreoatlor. dasmanUement. 

end nuc:lta- deoomnblloting ecauals ... "lnd to efamanate • f19Uiatory assets 

such u defen'ed refinanoiiQ coats and ... previously flowed through taxes • 

The ltema addreaaed In the propoae<l agency action represent capital 

lnveatmonll made by F PL and other coals previously Incurred to provide 

aervica to Ita customers. bu1 which -re not fully recovered by FPL in pnor 

years Theae were pi'\Jdently incurred cost.s wtlich FPL as entrtled to recover 

by lndualon In its regulated oost of service and the accounting daredives 

contained In the Commiulon's proposed agency action dea.l only with the 

timing of the recovaty of lheae coat1. 

An eddltlonal p~.rpQSe olthe proposed agency action Is to faolrtate establashtng 

• ... a level ·eccounbng" pllyvlg faeld between FPL and posaable non-f19ulated 

competltorl. • Comldlon ot prior oost underrecoverles Will result an lower iv1ure 

coat of aervloe by reducing the amount of investor-aupp::~ capital needed to 

tlnance the business end by reducing future ~ties which mey ancrease 

the Compeny'1 colla. Molt llgnlracantty, the Commau.on proposes to 

5 
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I 1 accomplish these correctJons without incrNslng FPL's rates to current 

I 2 customera. 

3 

I 4 a. What ara the Commlaalon'a propoMd accountlng dlractlvea with raspect 

I 
5 t o theM capital and other coati? 

6 A. Order No. PSC.97-o499-FOF-EI dlrecu FPL to record additional ex~:~e in 

I 7 1998 and 1999 equal to the difference between FPL's ·most llket( 1996 base 

a rate revenues forecsS1 and Its •tow band" 1996 revenue forecast r.nd at least 

I 9 50% of actual baM rate revenues for 1998 and 1999 1n excess of the ·most 

I 
10 liket( 1996 revenue forecast. 

11 

I 12 The 8ITI<X.Ints of additional expense recorded pursuant to thla direGtlve are lo 

13 be applied to depredation reserve defldenc:ies. prior year Income t.ax now 

I 1-4 through amounts, debt refinancing costs, fossU plant dismantlement reserve 

I 
15 defidendes, and nuclear plant :1ecommlssionlng reserve defidendes. Any 

16 aclditlonal amount would be ae<flted to an unspecified portion of the production 

I 17 plallt depredation reserve. 

18 

I 19 Q. Don't the accounting directivn contained In QrdQr No. PSC.97-o49~0F-

I 20 El repreMnt a departure from the commlaalon'a normal exerciM of Its 

21 authority? 

I 22 A. No. not at au. The Comml.sslon's prior dedslons contain a.nple precedents for 

I 
23 corre<:tlng prior coat underrecovenes without aft'('r.llng rates Further, the 

2-4 Commlssion'a authority In Sec. 350.115 of the Florida Statutes is quite broad 

I 25 and the Commission has routinely exerdsed that aU1horit-: In addition to 

I 6 
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acSoptlng the Federal Energy Regulatoly Commtulon ("FERC/ Uniform System 

of Accounts and setting depreciation nates. the CommiSsion has g•ven 

accounting dlrectlon to Its jurtsdictlonaJ uUii1Jes on numerous occas•ons For 

example, it has directed accrual accounting for unbillll<! revenues. and has, 

from time-to-time, directed several methods of accounting for the costs of 

reacquiring ~term debt. In yet another Instance. the Commission directed 

the deferral of actual revenues conected In one year and disposition of such 

deferred revenues In eubseque:nt years. 

There are numerous lnttances In which the Commission has directed the 

recovery of invested capital over relatively short periods without affecting nates. 

recognizing that this benefits customer~ who will be served by utilities for the 

longer term. In previous cases Involving FPL. the FPSC has directed the 

recovery of costs • .. . as quickly as Is economically prectlcable· particularly 

where the costs did not provide future benefita. The Commission directed this 

type of recovery for ~jot ovemaul and asbestos abatement project costs as 

well as for Martin reservoir and Turtey Point 11eam generator repair costs in 

Order No. PSC.95-0340-FOF·Ellssued Marth 13, 1995 and In Ordt~r No. PSC. 

94-1199-FOF-EI issued Sept1rmber 30, 1994. Similar directions for the 

recovery of reserve deficlenci>es associated with generating units at Ft. 

lauderdale, Palatka and St. lucie were provided In Order Nos PSC.9S-1532· 

FOF-EI and Order No. PSC-94- 1199-FOF·EI. Further, in Order No PSC-96-

1421-FOF-El issued November 21, 1996, the commission autho.Ued FPL to 

amortize $35.8 million of nuclear outage ~ntenance expenses • .. . at least 

one-firth .. ." IMualty. 

7 
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A. 

The Commission has not limited this type of accounUng direction to FPL. In 

Order Nos. PSC-95-1230-FOF-EI and PSC-96-0843-FOF-EI. finding It to be 

·-·in the plble illetesl..:. II~ Florida Power CorporatJon to Increase 

the 8fT10I1ization of the costa of a au ~eeled l1'llnStriuion ine project and certain 

other regulatory uwts • ... aalong as it. earnings were ~nt to absort> the 

lneteased expense." 

How dld the ltama whld1 are the eubJ-<;t of the Commlu!on'a accounting 

dl~ In this docbt come to the Commlulon'l attention? 

Each of the items c:ama to the Commission's .ttentlon in connectlon with 

routine filings in complance with the Commission's rules and regulations. For 

example, the latest comprehensive dapraclaUon studies fiied by FPL were 

approved by Order No. PSC-94-1199-FOF-EI dated S.ptember 30, 1994. 

Based on these approved atudlea. the FPSC staff calculated the resef\le 

deficiencies to be $175,304,000 and $&0,338,000 101 nuclear and other 

generation hlcii1les, respedi>'ely. Similarly, the nuclur plant decommlulonlng 

and fossil plant dismantlement costs studies filed by FPL were awoved 111 

Order Nos. PSC-95-1531-FOF-EI and PSC-95-1532-FOF·EI dated December 

12, 1995. Calculations based ·On these approved studies indicate nuclear 

deconvnlsslonlng and foull d•smantlement ntHI\Ie deficiencies of 

$484,440,000 and $34,437,000, respectively 

The costs of refinancing high coat debt (1397.~.000 for the years 1984 

thrvugh 1996) come under the Commission's scnrtlny when FPL makes 

appllc:ationl from time to time 101' authority to lsaua new securities to fund auch 

8 
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a. 

A. 

Q . 

A. 

~t.s those affected by previous atudles. 

Should the dep~latlon, de<:ommls~oning and dismantlement reserve 

deficiency nii:OWriea directed In Ont.r No. PSC-97~99.fOF-EI be 

delayed until new atudiH are filed In 1997 and 1998? 

No. lhasa reserve defiCiency reeovariea ahould not be delayed Previous 

studies approved by the Commission have established the existence of the 

reserve deficiencies and !uture studies will only remeasure the amount of the 

deficienc:ies. Further, even though the recovery program wu begun in 1995 

under Oocket No. 950359-EI. current calculaHons mdicate that the remaining 

under recovery of costa Is subtl8ntlal. In the current dynamic environment II 

Ia not reasonable to suspend the plan for correction of these substantial 

underrecoveries begun in Docllet No. 950359-EI until new studies are flied. 

Should the Commlaslon order the tranafer of depr.clatlon reaarve 

IIUfl)luaas to offaat the depreela'tlon rnern deflcltl for nuclear and foull 

production? 

No, reserve lriiiiSfers do not olfOf • viable IO!utlon to the problem of short-falls 

In capiUII reccvery. Transfers ecross functional categories have pncing 

lmjAcatlons which INY be UM<:eepllble because <!•trerent c..laues of service 

provided to customers Involve u5age of the several funciJonal categories of 

plant to a ditrarent extant. In addition, the FERC (which exen::lses 

jurisdictional authority over the books and recorda and annual reports of 

Investor owned elec:tric utilities) prosalbes IUCh deprecil11on reserve transfers 

(When the South C8rolinl Publk; Service Commlulon recently directed South 

10 
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Q. 

rennanclnga (For eXImpie, au Order No PSC-96-1457· FOF-EI dated 

December 2. 1996 and Order No. 13847 dated November 14, 1984) 

What do the " r nerve d•ncleneles" Indicated by the depreciation, 

dl,mantlement a.nd decommiulonlng atudl .. you cited really mean In 

conneotlon with FPL'I accounting arrd aervlce pricing? 

Theae reserve deficiencies mean that FPL ahould hava been recording and 

recovering IUbltantlally higher doeprec:latlo.n expenses In pnor years to recover 

the cost of using up the genen~tlng plant r.uets serving customers and tho 

cost of r.ti1.ng those anets at the end of their uaefulllvea in compliance with 

regulatol)l or other r~ulrementa. 

Because of the lmportence of these capital coats, the CommtSsion·s rvles and 

regulations ~that deprecialion and fossil plant drsmanUement studies be 

updated at lout once every four years, while nude8( plant decommrulonlng 

studies must be updated at lea•t every live years 

Each periodic study proc:tuc:es UJ:efullife or removal cost estrmates baJed upon 

the lalest engineering observations. technical developments. system 

development or expansion plans and other ladora. The Commission's orders 

approving the atudies denote IU concu~ wtth the key variables and the 

retultlng uteful Ufe or removal cost eatimatea. The Commihlon'a conslstenl 

practice of dealing promptly with the changes shown by the results of the 

periodic studies re1'!eds not Of'tt'/ 1he lmporta.nce of capita.! recovery but also the 

fact lhat, by and large, the affeded customers are very likely to be the llama 
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carolina Eledric & Gas Company to make such a reserve transfer. the FERC 

required the entties to be revei!'Sed.} 

Q. lan't the approach to dealing with under-f'tco :Jrlea of capital and other 

colts Inherent In the Commlalion'a Order No. PSC-97-0499-FOF-€1 

different from the approach normally uMd to correct for such items? 

A. No, not really. Basically, regulators can either aproad corrections of prior 

underrecoveriea over long periods of time or choose more aggressive 

approaches to maklng such corredlona. 

The FPSC haa In this Instance chosen shorter time periods to make the 

~for prior underrecoveries. without alfectlng rates The Commission 

has made such corrections over short tlme periods without affectong rates in 

numerous ol~er cues as -11. Since the correctlons red~JC.e the amount of 

invutors' capital needed, It lsln the customers' beatlnterert to accomplish the 

corrections as soon as pnactlcable. 

Q . Are there other examples where the FPSC hu corrected for prior 

undem~coveries over ret.tlvely short periods of tlme? 

A. Yes. several Instances., shoiNn on Exhibit_ (HAG-1) See. for elllmple. 

the Southern Bell case (Order No. 12290, page 1. line 2} and the Central 

Telephone Company case (Order No. 12654, page 1, ~ne 3) In both cases. 

the Commitslon ordered lnc:t'll ased depreciation expenan booked to cover 

depreciation reserve deficiendes over 5 years and exoeeled near-term 

retirements over shorter periods. 

11 
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In still other cases, the Commission has directed additional depredation be 

l'eOOI'ded to dispose of over-collections or revenue for one reason or another. 

For example, see United Telephone, Order No. 121<48, page 1, line 1: Central 

Telephone, Otder No. 13951. page 2. Uno 5; Soothc:n Bell et at. Order No 

18257, page 2, line 6. In Order No. 16257 the Commission directed twelve 

eledrlc: and telephooe companies to credit the revenue effect associated with 

interest synchronlzatlon for Job Developrm;nt Investment Credlt to an 

unapedfied portion of their respective deprecllltlon reserves. 

There are also numerous lnt~nces where other regulatory authorities have 

wbstln1lally shortened recovery periods to OOIT8CI for prior under-recoveries. 

The FPSC's directives proposed i1 its Order No. PSC.97-0499-FOF·EI are very 

muc:tt In the regulstory •main stream• for dealing with prior undarrecoveries of 

costs. 

Q. II the method directed by the FPSC In Order No. PSC-97 4C99-FOF-et fair 

to customan1? 

A. Yes. Customers have already received the service for which the capital was 

Invested or oo~ts -re Incurred. Through no fault of their own (or anyone's). 

the pricea they paid for service )uSI dldn't cover the full cort of that service. All 

things being equal, they might prefer to postpone payment even longer But 

•au things• are not equal. Not only will prompt correction lower costs in the 

long-run, bu1 the vast majority -the customers who will be served by FPL lor 

the longer tann - have 111Ue or no ability to avoid other possible future COJI 

Increases which might result from postponing the correction of pal1 cost 

12 



I I ·. 

I 1 underrecoverin to a distant and uncertain Mure 

I 2 

3 Q. Which method of co iTic:tlng prior undeiTICovarlu of coati offara the 

I 4 lowest longof\ln costs t o customera? 

I 
5 A. As capital costs constl1ute a very high percentage of revenue requirements. 

6 the me1hod which rediJees investied capital the quickest would usually provide 

I 7 the lowest lonlrNfl cost to customers. This fad has been recogniZed by the 

e Commission In prevloua caaea In whlel'llt hal directed the absorption of coate 

I 9 • ... 11 quickly 11 economlcllly r:>r~ctlclble." (Onler No. PSC.95-0340· FOF·EI 

I 
10 dated Marel'l13. 1995) and that Increasing the reserve for depreoatlon • ... ts 

11 appropriate becluae a reduction In rate base can be more favorable to 

I 12 customers ... because there will be less lnves-.ment lor tho customers to 

13 support." (Order No. 12149 dated June 17. 1983). Clearly. the correcllve 

I 14 measures outlined an Order No. PSC-97..().499-FOF-EI will resu" 10 a lower 

I 
15 fon9-run total revenue requirement than delaying correcllon of underrecoveries 

18 for. say, 25 years or more. 

I 17 

18 Q . WNt Impact will the din.etlvaa in Order No. PSC-97..().499-FOF..CI have on 

I 19 rata stability? 

I 20 A. The Commisaion's directives will have a positive impact on rate stability 

21 because the prior cost underracoveriu will be corrected withOvt artectlng 

I 22 rates. By contrast, If these corredlons we~re not taklng pl•ce. il ls likely that rf 

I 
23 nile reductions_, ordered. they would be followed by rate Increases in the 

24 future. Thla could promote customer mlsundersand·ng and rnentment as 

I us many custOilliiB place e high value on a1able prices. Beller tv preserve rates 

I 13 
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Q. 

A. 

Q. 

A. 

which are among the lowest in the state and allow the necessary correctoons 

of capital recovery to lake place l'llther than crea11ng a soluation that tncreaaaa 

lhlJ likelihood of future rate increaa... Thla will be partlcularty important of the 

c:urrent cuatomer growth rate continues slnce the costs nsqulred to serve new 

custome:-s will exert enough upward pteuure on prices v.'ith.Jut being 

burdened by prior service costs. 

What effect do the corqctlons di~ In Ons.r No. PSC-87 .o.t99..f'OF-E.I 

have on FPL's ability to provide Nfe, adequate and reliable Mrvlce? 

Making t!"laae corrections over a relatively ahort period or lim~> hu a posltove 

efftd on FPL'albllty to provide safe, lldequat1 and reliable sorvoce. By racmg 

those cost underrecovery Issues promptly, compoundong the risk of future 

uneertainUes Is avoided and the Company's financial integrity and ab!Hty to 

attract capital is not further diminished Taking notlce of tho J1oclc prices and 

senior security ratings or a number of utilities for which capital recovery 11 in 

doubt confirms that the steps taken by the Commlaaion are posibvo In terms 

of FPL's ability to continue to render safe, adequate and nsh8ble sarvtce 

Will the additlonal expenMS recorded by FPL pureuant to the 

Commls.alon's directives genanta mora cuh flow which FPL wUJ be ,,.... 

to UN In Ita business operationa? 

Only parlially. To the extent that the additional expense nscordod by FPL 

relates to nuclear plant decommlulonlng reserve defldanciea ($<184,440.000 

as or December 31. 11Xle), the Commission requires such amounts to be 

funded. Consequently, correction or prior nudaar decommissioning reserve 
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Q. 

A. 

Q . 

A. 

defldendes results in no cash Row benefrt to FPL 

On the other hand, lnvei1Jng dec:ommlnlonlng acc:tUal tmounts in an exto• nal 

trust fiM'ld provides aSSIMWlOII to the Comml11ion end to FPL'a customers that 

the flnanclal reaources to meet the docommlaslomng cost obligtllons wil' be 

available when needed. 

But doesn't the Med for Mb diet generetlonal equity" auggnt that the costa 

which Order No. PSC-97 ~~OF-6 d ii'Kta bl cherged to coat of aervlce 

thould ~ ntcove,..d from ouatomerw over 1 longer period of lime? 

Tho buic notion of "intergenor:ational equity" Ia that. to th· 1xtent possible, 

customora should pay the costs to produce j)e service or benefrts they 

receive. By end ltrge, the costs being recovered In thla cue were Incurred to 

produce serviC'e in prior years and "intergeneratlonal equity" suggests those 

cost s be recovered quickly so that the cost of service in the future Is not 

burdened with prior service costs ... or before some who received the pnor 

service depart and avoid their lair share or the costa. 

What ju.ufiea the mo,.. rwpld absorption of the capital invest.d in 

refintnclng high coat dab~? 

The same b4sic rea.ons which support the corrections of prior years· co1t 

I.Kiden"ec:overiel over relttJvely ahor't periods of tme tlso o~pply to the costs of 

reflnendng high coet debt Deferral of the recovery of the apltal lnvaators 

hive provided to fund rel'inancing of high cost deb! over the retna~nlng Ide of 

the securities refinanced adversely •"acta the regultted cost of cepl!al ln the 
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Q . 

A. 

Q. 

A. 

same manner that insuffiCient capital recoveriasttvough depreciation lnflltes 

rate base. Although deferral and amortization does allow recovery of tho 

capital investora provided to achieve the Interest cost uvlngs from ref.nancin~. 

the long ai'TIOftizatJon period 1ffeds FPL's cost of capital for years beyond the 

time when the inlerest savings ha.s ·recovered" the cost of the refinancings 

What lnternt colt aavlng1 hila reaultad from FPL'a refln~nclnga? 

To llluJ1rate more cle1rty, th4 intereat coat aavlngarullud from rofin~nongs 

undelulken by FPL from 19841hrough 1996 agg~ated $907.722.000 for thai 

time period, IM'IIIe the cost of the refinancings totaled $397,029,000 (inc-Juding 

the $282,756,000 ~ ballnoe at December 31, 1996). Although the 

uvlngs have •recovered" the costs and yielded additional sav1ngs in exc:ass 

of $500,000,000 ($907,722,000 • $397,0211,000 • $510,693,000) . for 

ratemaldng purposes $282,756,000 at Oec:amber 31, 1996 burdens the future 

cost of servlc:a. Earlier rec:t:Nary of the c:apitallnvHIOI'I supplied to achieve the 

uvlngs would obviate this need. This will benefit customers who win be 

served by FPL for the longer term, but their benofit would be realized much 

aooner. 

How muc:h of the ~rtes of capital and other coats addresaad In 

Docket No. 970410-EI hav. bHn correcwel pur~W~nt to the FPSC's plan 

tnltlat.d In Its Hr11er docket? 

As shown on Exhibit._ (HAG·2). the coat recovery deficl~ncies addressed 

by the plan in Ooc:kat No. 97041D-EI t<Mied In exc:a.as of $1 1 billion. Pursuant 

to the Ooc:ket No. 1150359-EI dlrec:tivaa, FPL recovered $126,123,847 and 

16 
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I 1 1129.622,284 in Hl95 and 1996. respectively. Through June 1997. FPL hn 

I 2 recovered an additional 5100.126,668. leaving more then $780,000,000 of 

3 cost underrecoveries to be addressed 

I 4 

I 
5 Q . Ia It reasonable regulatory policy to allow FPL to chargo theM amounta 

6 to Ita regulated coat of "rvloa when exclusion of theM amounta could 

II 7 mean FPL would exceed Ita authorized rata of return? 

I 8 A. 1he Investments and expllnaesln~rred by FPL In meeting ~z!omera' needi 

II 9 are prudent and reaaonable costs which Investors are entitled to recover The 

I 10 fad that Ignoring the need for these costs to be recovered might create the 

11 appearance of overeamings relative to authortzed returns. doun't justify 

I 12 postponement of recovery to an lndefanite future because of the unwarranted 

13 risk this l'l'l6'f create. 1llo firlanda! news abounds with examples of depressed 

I 14 stodl prices and lowered ratings of senior ~rit.ies for utilrlles With s~nlfocant 

I 15 capital recovery risks. Good regullltory policy avoids such situations wherever 

16 posslble because of the adverse Impacts on the costs of providing ~stomers 

I 17 with service. Etfectlng the correction of cost underrecoveries while preservmg 

I 
18 ra1e stability and avoiding additJonal buslneu risks Ia a 'Win-win" result for both 

19 ~stomers and Investors. 

I ~0 

21 Q. Is it reuonabla to u11 FPL's 1996 raven1111 forecaat In connection with t!MI 

I 22 extanalon of the plan to record addltlonal expanNI to 1998 and 1999? 

I 23 A Inasmuch as lhe 1 i98 revenue forecast Is merely a benchl'l\all( against which 

24 actual revenue amounts will be compared to determtne the addlllonal expense 

I 25 to be recorded under the plan. its use Is reasonable. The 1996 revenue 

I 17 

II 
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forecast was also the benchmark used in Docket No. 950359-EI m which the 

plan to record additional expenses was fnt approved by the Commission 

Q, What would be the affect of ualng ... v.nua fo ... cuts for yeal"' later than 

1996 aa the benchmark for 1'1tcordlng additional expenaea for 1998 and 

1999? 

A. Importantly, It could decrease the amount of additional expenses recorded in 

1998 and 1999, slowing the process of correction for underrecovenes of costs 

in prior years. While this mlghti result In higher rt.ported earnings for FPlln 

those years, It would delay and fnaeue the rtsk of recovery of the costs In 

questlon which Ia beneficial to neither cuatomars nor the Company. 

In addition, use of the 1996 forecasts (as opposed to 181er years· forecasts) 

means the Commission has ·captured· a larver portion of revenue Ina eases 

fof' the benefit of customers. Further. use of the 1996 revenue benchmark as 

opposed to higher amounts means that because FPL must record greater 

amounts of expense as dintcled by the Commission, FPL is ut risk to a greater 

extent Insofar as the need to control Its other expenses to avoid earnings 

below authorized levels In fact . the additional expenses recorded under the 

plan in 1995 end 1996 reduced FIPL's earnings below Its maximum authonzed 

return on equity level and Mre pllttielly absoroea by FPL'• stockholders Thts 

underscores both the ~nee placed by FPL on correcting the cost under· 

recoveries and the additional inconlive to management to control costs which 

the plan provides. 
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Q. 

A 

Q. 

A. 

Isn't ltjult high m.. thlt allow FPL to absortl the addition• I deprecwtlon 

expensas recorded at the Commlsalon'a direction? 

No. the facts don't show that. Not only are FPL's rates emong the lowest in 

the state, although there hevi! been changat In cost recovery dauses, FPL 

has not had an Increase in its base rates since 1985. Further, in 1990 FPL's 

base rates were re<fuced baaed on a 1988 test period. And since 1988, FPL 

has absorbed the costs to serve a 20% greater number of customers who 

consumed 31% more electricity. To do so, 5lnce 1988 FPL has construCted 

more than $7 billion of n- plant fecilitiu (45% of current total plant 

lnve$1ment) 'With substantial conMQuent Increases In depreciation and related 

costa. These and other cost lncteases were ab~d without a rate lncreue 

because during the sam~ period of time FPL reduced Its per customer 

operations and maintenance expenses more than 20% and decreased its 

capital costs 12% saving millions ennually. Nolsbly, FPL ab.~rt>ed the 

redu..tlon In earnings from more than $228,000,000 of costt (pnmanly 

reductions-In-force costs) Incurred In 1991 and 1993 to achieve tower 

operations and maintenance costs. Had FPL not undertaken its efforts to 

reduce expenses, inftatlon alone (based on the CPI) might have increesad 

operations and maintenance e~nsos more tnan $450.000.000 since 1988 

How clo cust:omerw wt.o will be MI'Wd by FPL for the l onger term benefit 

from the FPSC'a approach In t hla dookat? 

First, reasonable rates remain aUible. Secondly, prompt correction of these 

cost recovery Issues lowers the amount of Investor capital needed to finance 

servk::o to customers resuttJng In lower total revenue requirements Prompt 
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c;om,c:tion also avoids lnaeaslng the nsks of future uncerta.ntJes which could 

lead 10 higher capilal costs u it has fOl' some other utilities. Preservmg FPL's 

financial Integrity benefrts customers becauae avoiding risks and potentially 

higher capital cost: mitigates the need fOl' possible future rate Increases and 

protects customers against having to shouidar the load of costs Incurred 1n 

prfor years to serve customers who may depar1 the system. Finally, to the 

extent that addiliol\81 expenses recorded relate to nuclear plant 

deoomn'isslonln costs, customers have greater assurance of FPL's f1nancial 

ability to cove.- those expenditures when nequlred because of the appropriate 

funding of those reserves. 

Q . How do Investors benefit from the FPSC approach In this doc kat? 

A. Prompt comte!lon of prior cost under-recoveries reduces the amount of 

lnvestOB' capital needed to finance the utility operatlon and avolda 1ncrnslng 

ri.sJL Avoiding Increasing FPL's business risks mean.s Investors will not need 

to demand additional risk-filiate-d premium.& on the capital they supply 

Q . PluM summarlu your taltlmony. 

A. The costs subject to the Commiulon's accounting directives in this docJ\et 

represent reasonable and pt\ldent ilves1ments and expenses lncumed by FPL 

to meet the cu.stomers' service requirements. FPL'a lnvest0111 are entitled to 

recover the capital they have provided to fund such costs. 

The Commiuion't dlrectlvn fadtitating prompt comectlons of prior 

underreooveries and reductions in Invested capital without atfoctlng rates Is 
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consistent with Itt pntetlcea in numerous other cues and Is reasonable and 

prudent in the circumstances. Postponement of recovery, on the other hand, 

could lead to edverH consequences reaulting from increased nsk and higher 

capital costs. 

Customers who will be served by FPL for the longer term benefit from the 

Commission's providing for prompt correction• of ptlor underrecovenes and 

redudions of invested capital rather than postponing recoveries to an uncertain 

future. Not only do reasonable rates remain stable, but long-run revenu' 

requirements are ~. and the need for ponlble future rate increases Is 

mitigated by evolding higher risks and futuns capital cost incre:z:es. 

Q . Doea thla conclude your taallmony? 

A. Yes, It doos. 
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-------~-----------

(COL. I) 
LINE 
NO. DATE 

I 06-17-83 

2 07·22-83 

3 11..{}3-83 

4 08-27-84 

FLORIDA POWER & UGHT COMP~NY 
EXAMPLES OF COSTS SUBJECT TO SPECIAL RECOVERY 

APPROVED BY THE FI,QRIDA PUBLIC SERVICE COMMISSION 

(COL 2) (COL 3) (COL4) 
DOCKET/ COSTS St 'BJECT TO 

ORDER NO. COMPANY SPECIAL RECOVERY 

12148 Umted Telephone Company of Allrition Allowance 
A orida 

12290 Southern Bell Telephone a.od Dc:pn:ciation Reserve 
Tekgraph Com~y Deficiency and Ncar· Term 

Retin:mcnts 

12654 Central Telephone Company Depreciation Reserve 
Deficiency and Ncar Term 
Retirement~ 

13624 Unit.ed Telephone Company of Central Office Equipment 
A orida 

• 

(COL 5) 

RECOVERY TERMS 

S 1.029,190 exces5 attn lion 
allowlll'ICC rollectJons ;n:dned 
to depreciation ~rve 

S 123.000,000 depreciation 
~c deficiency nmoruzed 
overS yean; $99.564,000 near 
1mn retirtmcnts OYnoni~ O'er 
3 years 

S9.1 million depreciillion 
~e deficiency amoniled 
over S years; S 13 miiJion near 
term n:tin:ments amortized ov~r 
I to S years 

$8,650,000 of 1984 excess 
earnings credi ted to 
depreciation ~eve 



-------------------
<COL. l) (COL. 3) (COL. 4) 

l.r'IE COSTS SUBJECT TO 
NO. DATE COMPANY SPECIAL RECOVERY 

5 11-31 ·8~ 13951 Cenlr.ll Telephone Comp.111y 

6 ()6.19-86 16257 Soul hem Be II T clc:phonc: aod 
Tc:lc:gnph Comp.111y: Gcnc:r.al 
Telephone: Company. c:l aJ 

-

<COL.!') 

RECOVERY TERMS 

Ccncral Office Equapmenl and 
StaUon Connections 

JDIC lncc:n:sl Synchromuuon 
Rc:\·c:noc: Rc:qum:rnc:nls 

Sl6.223.000 of 198-1 eAec<.~ 
canung\ cr~acc:d co 
depreca;auon n:scnc 

548 malhon of mcr<ollcclaoru 
c:~ucd co ~1"\c:s for 
deprec 11lllon 

--·-··-

Docbt No. 97~10..EJ 

Exhlblt_ (HAG-1)_ 
Pa~ 2 of 2 
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LINE 
.NQ. 

1 

2 

3 

4 

5 

6 

7 

8 

NOTES: 

DOCKET NO. 970410-El 
EXHIBIT_ (HAG-2) 

PAGE 1 OF 1 

FLORIDA POWER & LIGHT COMPANY 
COST UNDERRECOVERJES 

AQDRESSED BY DOCKET NO. 970410-EI 

(COL. A) 

DESCRIPTION 

Depredation Reserve Deficiencies ( 1) 

Book-Tax Timing Differences That 
Were Flowed Through in Prior Years (2) 

Unamortized Loss on Reacquired Debt (2) 

Fossil Dismantlement Reserve !Deficiencies (3) 

Nuclear Decommissioning Reserve Deficiencies (3) 

Total 

Amounts Recovered Pursuant to 
Docket No. 950359-EI (4) 

Remaining Cost Underrecoveries at 
June 30, 1997 

$ 

s 

(COL B) 
AMOUNT 
IOOO'Sl 

250,142 

79,254 

292,119 

34,437 

484.440 

1 140.392 

355.873 

]84.519 

(1) $235,842 besed on Stilt! calculriona from FPL'slat comprehensive depredation studies. plus 
$14,500 besed on FPL'elatest combined cyt;Je depreciation lluclle4. 

(2) Bllanca et 111 ~5 

(3) E.lllmated emounb at1/1~7 based on FPL's calc:ulallona using the last approved studoes 

(.C) Am<l'•ms reconled through Jurwt 30. 1997 
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