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November 3, 1997

Blanca S. Bayo, Director

Florida Public Service Commission
Division of Records & Recording
2540 Shumard Oak Blvd. - Room 110
Tallahassee, FL 32399

Re:  Docket No, S90810-E1
Proposal to Extend Plan for the Recording of Certain Expenses for the Years

1998 and 1999 for Florida Power & Light Company

Dear Ms. Bayo:

Enclosed please find for filing with the Public Service Commission the original and 15 copies of
rebuttal testimony of Mark A Cicchetti and Thomas C. Pc'ﬁ;m:! for filing in the above-referenced
docket. [A54-47 td49%-97

Thank you for your assistance in filing the above. Should you have any questions, please do not
arw  hesitate to contact the undersigned.
S
Very truly yours,

SALEM, SAXON & NIELSEN, P.A.

,..l Marian B. Rush
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Enclosures

( cc: Attached Service List
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SERVICE LIST
(PSC DOCKET NO. 970410-EI)

William Cochran Keating, IV, Esq.
Robert Elias, Esq.

Florida Public Service Commission
Gerald L. Gunter Building
2540 Shumard Oak Blvd.

Room 301
Tallahassee, FL 32399-0850

Telephone: 904-413-6212
Facsimile: 904-413-6250

Matthew M. Childs, Esq.
Steel, Hector & Davis
215 South Monroe
Suite 601
Tallahassee, FL 32301-1804
Telephone: 904-222-2300
Facsimile: 904-222-7510

William Feaster
Florida Power & Light Company
215 S. Monroc
Suite 810
Tallahassee, FL 32301-1859
Telephone:
Facsimile: 904-224-7197

Jack Shreve, Esq.
Roger Howe, Esq.
Office of Public Counsel
111 West Madison Street
Room 812
Tallahassee, FL 32399
Telephone: 904-488-9330
Facsimile: 904-488-449]
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
AMERISTEEL CORPORATION
REBUTTAL TESTIMONY OF THOMAS DE WARD
DOCKET NO. 970410-El

NOVEMBER 3, 1997

Please state your name and address

My name is Thomas DeWard and my business address is 25806 Glover Court.
Farmington Hills, Michigan 48335.

Please briefly describe your educational background and your prior experience in
regulatory marters.

] have an M.B.A. from the University of Michigan. lam a C.P.A , licensed in the
State of Michigan. Prior to becoming the Vice President-Finance of Midwest
Door and Window Co. in April of this-year, | spent nearly sixteen years in the
regulatory field. 1 have testified in numerous cases in the states of California,
Connecticut, Florida, Hawaii, Kentucky, Michigan, Nevada, Texas and Virgina.
1 have participated in one form or another in over 100 utility cases.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to rebut certain presumptions and
statements proffered in the direct testimony of FPL witness Mr. H. A, Gower with
respect to the appropriate ratemaking for nuclear decommussioning accruals and

with regard to premivms paid and costs incurred to reacquire and refinance debt.
pai
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Q

In his testimony, FPL witness Gower discusses the traditional utiliry arpument
that the current recognition of the 30-called nuclear decormissioning reserve
deficiency will benefit ratepayers in the long-run. Do you agree with that
argument?

No. The telecommunications industry is a good example of why this theorem is
not always correct. Today the telecommunications companies in Flonda are
largely deregulated. To the extent that depreciation reserve deficiencies were
written off as immediate charges to depreciation expense and thus reduced
overearnings or increased revenue requirements, the benefit has been reaped by
the shareholder’s of the now deregulated telecommunication companies. In other
words, the reduced future expense will never benefit ratepayers if competition in
the future results in deregulated services rather than rates determined in a
waditional cost of service manner . Rstepayers wnuld be far better off if rates had
been reduced or rate increases, if applicable, had been reduced. While there is no
guarantee that the electric utilities will be deregulated. that seems (o be the trend
throughout the country. Moreover, there is no indication that FFL would have
reason to seek a base rate increase in the forseeable future Therefore. if any
alleged decommissioning reserve deficiency is allowed to be charged against what
appears to be overearings, ratepayers may never benefit in that rates will remain
a! the current levels.

If the Company writes off the alleged decommissioning reserve deficiency as a

one time charge, is the Commussion obligated to follow the same accounting

treatment for ratemaling purposes?
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Definitely not. Financial reporting and regulatory accounting are often at odds
As  financial officer, s CPA, and a regulatory accountant, | am aware that there
often are contradictions between accounting practices acceptable to industry and
those which are appropriate in a regulatory environment

Do you have an example where financial reporting differs from regulatory
accounting?

Yes, SFAS 106 (“OPEB") required a different accounting for health care costs
after retirement than had previously been in place. Some companics, and in
particular utilities, provide for continued health care after retirement. In other
words, when an employee retires, their medical coverage is continued. Prior to
1993, companies accounted for this cost on the pay as you go method. In other
words, as claims were submitted, the cost was recognized. The accounting
profession deemed this methodology was no longer appropriate and required
companies to recognize the cost of providing this coverage over the working lives
of the employees. When SFAS 106 first became effective, as you can imagine,
there was a substantial liability for employees who had already retired and
associated with the years current employees had already worked but no scu.ual
was being recognized. Thus a substantial obligation was recognized when SFAS
106 first became effective. This obligation was known as the Transition Benefit
Obligation (“TBO™). Companies were given the option of recognizing this “past”
cost as a one time charge or amoriizing the cost over a period of years. Some
companies, such as General Motors, took a tremendous one time charge against

camings.
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Did the establishment of the reserve require any estimates”?

Yes, there were numerous estimates involved. Perhaps the estimate which had the
greatest impact was the estimate of the escalation of the cost of health care. As
you will recall, the cost of health care was escalating dramatically in the early part
of 1990s. Thus estimates were required of the rate at which health care costs
would escalate well into the future. It was not uncommon to see estimates for the
immediate future in the range of 15% to 17% annually and then declining
theceafter. It is easy to envision the tremendous estimates of the cost of
providing health care for a 25 year old employee with planned retirement at age
65. For instance if the estimate included a 15% to 17% annual compounded
increase declining to say 6% in future years, with the future amount Jdiscounted at
7%, the liability was enormous. Other estimates included discount rat+s cnd
earnings on investments should there be any funding of costs. Of course, many
companies opted not to fund the liability but merely to provide a reserve. Another
eatimate involved what share of future costs would be covered by Medicare
Recently, there has been some dramatic changes in the annual increases in the cost
of health care. Annual increases are under 10%. Had this been known at the time
the original estirnate of the Transition Benefit Obligation was determined, the
results could be dramatizally different. General Motors one time charge would
have been less The cost of service for utility compenies would have been lower.
Those utilities who sought rate relief would have required a smaller increase or
the reduction would have been greater in overearnings cases because of more
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Q.

Is the estimate of costs associated with health care costs similar to the esumates
of future decoramissioning of nuclear plants?

To some extent; however, there are important distinctions particularly as it is
applied to this case. The estimates of SFAS 106 costs generally are made by
actuaries. They are experts at determining trends but they do make ervors in the
estimates of future costs. In making these estimates, | sssume an actuary relies on
prior trends to determine future costs. This makes sense. This is a major
difference in estimating the cost of decommissioning nuclear facilities. There
have been few decommissionings to date. Thus, there is little actual expenence
that could be used for estimating future decommissioning costs. The estimates of
future decommissioning costs is highly uncertain for other reasons as well.
w&mlm,mmmmmmlhnmﬁﬂ lives can al
affect the estimates of future costs.

Didn’t the Financial Standards Boerd establish some guidelines relating to the
determination of SFAS 106 costs?

Yes, these standards were detailed in SFAS 106.

Were utilities bound by SFAS 106 for financial reporting purposes?

Yes. However, some commissions deviated from SFAS 106 for ratemaking
purposes. Some commissions required utilities to continue to recognize costs on
the pay as you go method for ratemaking purposes. Same commissions required
that the expense be funded or the additional expense over the pay es you go would
not be allowed. Some commissions exiended the amortization period. As | stated

carlier, some companies, particularly relecommunication comparues, wrote off the
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TBO as a one lime charge, arguing that future recovery was not guaranteed
because of the current environmeni, namely deregulation. However. in the few
instances these same utilities were before commissions, they argued for full
recovery of all the costs recorded so they could be made whole.

Do you agree with Mr. Gower that a theoretical deficiency in the funding of
nuclear decommissioning expenses should be charged 10 expense in the years
1998 and 15997

No. FPL’s nuclear units each have an operating life of 40 years under their
licenses issued by the Nuclear Regulatory Commission. There has long been
considerable controversy in rate cases over the appropriate accrual for
decommissioning expense because, as 1 noted above, 1o date the industry has had
relatively little experience in actual decommissioning, and forecasts of future
expenses must be made for many years into the {uture. Consequently, the
accepted ratemaking for nuclear decommissioning is to spread the cost of funding
those activities evenly over the license life of the assets. To account for changes
in the varicus estimates and inputs used in calculsting the reserve needed for
decommissioning costs. regulatory commissions, including the Florida Public
Service Commission, typically require periodically updated studies of nuclear
decommissioning costs. In Florida. for example, such studies must be filed every
five years. Where reserve deficiencies are identified. the sppropriate respouse is
to adjust the annual eccrual for decommissioning to ensure that the deficiency is

remedied over time.
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Is the current PSC practice consistent with that approach?
Yes. In Order No. PSC-95-1531-FOF-El issued in December 1995, after
reviewing comprehensive site-specific studies by FPL. the Commission approved
an increase in FPL's annual accrual from $38 million to more than $84 million
In that order, the Commission concluded:

Based on the current dollar cost to decommission each

nucleer plant, the plant-specific contingency allowances,

the plant-specific escalation rates, the cost of extended

mnph-mnnl.m:ﬁndmtupmuﬂ.m

we have determined the appropriate jurisdictional annual

accrual amounts pecessary to recover future

decommissioning costs over the remaining life of each "

nuclear power plant.
Order PSC-95-1531-FOF-El at p. 15).
This action was consistent with the Commission's long-standing order that
decommissioning costs should be accrued evenly over the life of the plants. And,
as quoted above, the revised annual accruals were designed to provide for full
funding of decommissioning costs over that time frame, including correction of
any reserve deficiencies that were identfied at the time. FPL will file its next
comprebensive studies in late 1998. Upon completing its review of those studics,
the Commission should determine if any further adjustment in the annual accrual

is warranted. There is no need for additional “corrections™ unless the next set of
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decommissioning studies demonstrate that the accrual levels established in 1995
are insufficient.

Mr. Gower states that the future comprehensive studies ™ . will only remeasure
the amount of the deficiencies.” (Gower Direct. p. 10). Do you agree with that
staternent?

No. Assuming there will always be a need to decommission nuclear plants in
some manner, & provision for decommissioning expense is appropriate. Given the
mwummthwaMﬂm
decommissioning requirements, there is no guarantee that the perceived
deficiency at any particular point could not tum into &n excess in the future.
Chuﬁn;ﬁnﬁ:ﬂmmuflpuuivddcﬁdmyummﬁm,puﬁuﬂuly
muhrpuﬂhmiﬂimwnmnminmmmmnuﬂgmﬂmu
customers a hugely disproportionate share of the future cost of decommissioning.
MEsmmﬂuwmchwmmsndmmsofMer
costs. Further, these customers would now bear the full risk that future studies
might lessen or eliminate that perceived deficiency altogether.
hh.ﬂmthinuﬂm“...lnmccmdymmicuwtmmmtﬂum:
reasonable 10 suspend the plan for correction of these substantial underrecovenes
begun in Docket No. 950359-El uatil new studies are filed." (Gower Direct p.10).
Do you agree?

No. By adjunin;ﬂnuunulumuﬂnlﬂit}w(:umndsﬁmhupmw&d for
correction of any previously identified under-recovery. Absent a complete review

of any ﬁndinp&nmmcm'mﬂiﬂ,mﬁnﬁﬂmmmiuimmionhmedadm
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correct any prior under-recoveries. Second, to the extent that “the current
dynamic environment” refers to growing competition in the electric industry. | am
aware of no Commission policy or rule addressing competition concemns as the
basis for changing established accounting or rate treatments. | am aware of
restructuring activities in some other states, but do not believe that any state has
ﬁﬂuﬂwmﬁdafnrnwmmm“mzmnﬁnu&dﬁmdmgoﬂmm
decommissioning costs. Mr. Gower’s vaguely described concerns are
unwarranted and premature, particularly given the lack of any current legislature
mm[nhmwwﬁmhﬂmidﬂoﬁdmmmpuﬁﬁminutﬂldmuicm.
Q.Ghm&nmm‘uintyofﬁ:mmwm.ucwbychtuﬂimnu
invuhudhdﬂnmininuheTBDmdu‘SFhSID&mdthnnmtmnminwin
the estimates of the cost of decommissioning nuclear facilities, does the
m:ﬁmmufﬁuphnmwwdmmisduckamlymﬂ:mmm
of FPL and the ratepayez”?

Absolutely not. The benefits of the Plan all flow to FPL. There are no safeguards
for the utility ratepayer. In particular, the acoclerated recovery of the nuclear
dauunmiuimhgmcwcdeﬁ:imuﬂhmhﬂdmvmnf&wmmim
Mmmﬂm&hwtﬂmWMMwhml of
current ratepayers. There is no balance. Not only does the extension of the Plan
ldﬂh*hnpidmoﬂiﬂnufﬁmcmdwiﬂ:ﬁumﬂwlmcmmon
order where pew decommissioning rates were designed to recover the projecicd

cost of decommissioning equally over the remaining lives of the units, 1t
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Mﬁnghimumkmwuhfmonlyonmmﬂivumwd
by FPL.

The Plan fails to address any of the reasons FPL may currently be in an excess
eamings condition. The Commission should look at all of the factors
contributing to this circumstance in order to protect ratcpayer interests
lfﬂmCmpnyhmﬂyowmﬂnpmymmﬂdmthdcpﬁvedafﬂn
opportunity for a full rate review instead of allowing the FPL to reduce earnings
by the rapid amortization of selected items as envisioned in the Plan.

The Plan permits FPL to write off the premium paid 1o reacquire debt over a two
vear period if camings are sufficient. Do you agree that this is appropriate for
ratemaking purposes?

No. Generally accepted accounting principles allow for losses on reacquired debt
to be written off in the year of acquisition, but here we again have an area where
accepted ratemaking trestment diverges from GAAP. For ratemaking purposes,
as described in the Uniform System of Accounts, such costs are generally
amortized over the remaining life of the debt that has been paid off or over the life
of the debt issued 1o pay off the old debt. This makes sense because the benefits
of reducing debt costs are realized by ratepayers over time as well. Of course, this
must be tempered to ensure that the capital structure is appropriate for ratemaking
purposes and that the debv/equity ratio is appropnate. In FPL's case, | see no
reason 10 sccelerate recovery of the premiums paid and costs incurred to reacquire
and refinance debt, and neither the PAA nor Mr. Gower's testimony address the

sppropristeness of FPL's capital structure or debt/ equity ratio.

10
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Doss this conclude your nv buttal testimony?

Yes, it does.

Q.
A
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