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In re: Petition to Recover Costs of
Crystal River Unit 3 Uprate through
the Fuel Clause

DOCKET NO. 070052-El
Submitted for filing:
June 19, 2007

Direct Testimony of Jeffry Pollock

I. INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Jeffry Pollock; 12655 Olive Blvd., Suite 335, St. Louis, MO 63141.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU
EMPLOYED?

| am an energy advisor and President of J.Pollock, Incorporated.
PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

| have a Bachelor of Science Degree in Electrical Engineering and a
Masters in Business Administration from Washington University. Since
graduation in 1975, | have been engaged in a variety of consulting
assignments including energy procurement and regulatory matters in both
the United States and several Canadian provinces.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
| am testifying on behalf of the Florida Industrial Power Users Group
(FIPUG). The participating FIPUG members are customers of Progress
Energy Florida (PEF) and take service under various rate schedules.

Il. PURPOSE AND SUMMARY OF TESTIMONY
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WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?
My testimony addresses PEF’S proposal to recover the Crystal River Unit
3 (CRB3) uprate costs through the fuel clause.
DO YOU HAVE ANY EXHIBITS TO YOUR TESTIMONY?
Yes. | have supervised the preparation of, or prepared the four exhibits to
my Direct Testimony listed on the Table of Contents.
PLEASE SUMMARIZE YOUR FINDINGS AND RECOMMENDATIONS
IN THIS PROCEEDING.
PEF’s proposed fuel clause recovery should be rejected for the following
reasons. First, it would be a direct violation of the Settlement in PEF’s
2005 base rate case (Docket No. 050078). Among other things, the
Settlement required that base rates remain frozen through December
2009. Second, the proposed uprate does not qualify for cost recovery
through the fuel clause because (a) the costs are not fuel-related and
they are not volatile; (b) nuclear uprates are neither new nor innovative;
and (c) the additional capacity to be provided by the uprate is needed by
PEF to meet its projected peak demands and to maintain the required
reserve margins. Third, collecting these costs through the fuel clause
would create a double-recovery, because PEF’s base rate already
reflects the recovery of nuclear capacity costs. Fourth, the proposed fuel
clause recovery is improper because (a) the costs at issue are properly
classified as demand-related; (b) it would result in cost shifting because
demand-related costs would be recovered on an energy, or kWwh basis,

and (c) the proposed 10-year amortization period would fail to match the
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costs of the uprate (which is expected to last through 2036), with the
projected benefits, which are also projected to occur through 2036 the
projected remaining life of CR3, (if PEF’s planned license extension is
granted).

Should the Commission, nevertheless, allow special cost
recovery, the nuclear uprate costs properly allocable to PEF’s retail
customers should be recovered through the Capacity Cost Recovery
Clause (CCRC). With the exception of the transmission portion of PEF’s
request, the costs should be amortized over the expected remaining life
of CR3. Additional transmission costs should be amortized over a period
not less than 40 years, consistent with the expected useful life of PEF’s
transmission facilities.

lll. DOCKET NO 050078 SETTLEMENT
DID YOU PARTICIPATE IN DOCKET NO. 0500787
Yes. | participated in this matter on behalf of FIPUG. Specifically |
advised FIPUG on the relevant issues and supported the negotiations
that ultimately resulted in the Stipulation and Settlement Agreement.
Thus, | am familiar with the terms of the Agreement.
PLEASE EXPLAIN YOUR ASSERTION THAT PEF’'S PROPOSED
RECOVERY OF NUCLEAR UPRATE COSTS THROUGH THE FUEL
CLAUSE WOULD BE A DIRECT VIOLATION OF THE DOCKET 050078
SETTLEMENT.
The Agreement requires that PEF’s base rates remain frozen through
December 31, 2009 (or June 30, 2010, if PEF elects to extend the
Agreement). Specifically it states that:
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“PEF may not petition for an increase in base rates and charges
that would take effect prior to the first billing cycle for January
2010 (or that would take effect prior to the first billing cycle for
July 2010, if PEF elects to extend this Agreement pursuant to
Section 1), except as otherwise provided for in Sections 7 and
10 of this Agreement. During the term of this Agreement, except
as otherwise provided for in this Agreement, or except for
unforeseen extraordinary costs imposed by government
agencies relating to safety or matters of national security, PEF
will not petition for any new surcharges, on a interim or
permanent basis, to recover costs that are of a type that
traditionally and historically would be, or are presently recovered
through base rates.” (Stipulation and Settlement Agreement at 4-
5)
The proposed nuclear uprate costs are clearly those that would
traditionally and historically be recovered in base rates. PEF may not
circumvent the requirement by recovering base rate costs through the fuel
clause. Further, as explained later, PEF’s base rates already recover
nuclear capacity-related costs. Thus, further recovery of these costs
through the fuel clause would be double-recovery.
ARE THERE ANY EXCEPTIONS TO THE BASE RATE FREEZE
PROVIDED FOR IN THE AGREEMENT?
Yes, but none of those exceptions permit the recovery of CR3 uprate
costs in fuel charges. The Agreement provides that PEF could
petition the Commission for a base rate increase if its retail base rate
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earnings fall below a 10% return on equity, as reported on a
Commission-adjusted or pro-forma basis, on a PEF monthly earning
surveillance report. Next, PEF could petition for a base rate increase

in the event that it was unable to recover costs associated with any
catastrophic storms. Finally, PEF was allowed, by the Commission
approved settlement agreement, to adjust base rates to recover the

full non-fuel cost of Hines Unit 4, and at the same time, it would be
allowed to roll-in to Hines Unit 2’s 2006 full revenue requirements
(excluding non-fuel O&M expense) to base rates. This adjustment
would occur when Hines Unit 4 begins commercial operation, which

is currently planned for December 2007.

WHAT WERE SOME OF THE OTHER ASPECTS OF THE
SETTLEMENT AGREEMENT?

The 2005 base rate case initiated by PEF sought a base rate increase of
$206 million. After full discovery the Commission approved a settlement
which added Hines Unit 3 into the rate base with no increase in rates.
The settlement has apparently had no serious adverse impact on PEF.
Exhibit ___ (JP-1) is a copy of PEF’s Rate of Return report for the 12
months ended December 31, 2006. Referring to page 11, PEF had
sufficient cash flow to pay $235 million in dividends to its parent public
utility, add $734 million in new construction to its rate base from operating
revenues, and have $123 million left over while still earning 11% after
taxes on the equity component of its capital structure. It would be very
difficult to characterize the nuclear uprate as an extraordinary
circumstance giving rise to the need for new cash to preserve PEF’s
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financial integrity.
IS PEF EARNING LESS THAN A 10% RETURN ON COMMON EQUITY
FROM ITS RETAIL OPERATIONS?
No. As can be seen in Exhibit ____ (JP-1), PEF’s earned return on
common equity was 11.00% in 2006. Thus, PEF does not qualify for a
base rate adjustment under the terms of the Stipulation in Docket No.
050078.
ARE ANY OF THE OTHER EXCEPTIONS THAT ALLOW PEF TO
ADJUST BASE RATES RELEVANT?
No. PEF could seek higher base rate recovery of costs associated with
any catastrophic storms. However, this particular exception is not
relevant to the issues in this proceeding. The other exceptions are to
allow the recovery of Hines Unit 2 and Unit 4 costs when the latter unit
begins commercial operation. | shall discuss the relevance of these
further exceptions later in this testimony.

IV. FUEL CLAUSE RECOVERY IS IMPROPER
WHAT IS THE BASIS FOR YOUR ASSERTION THAT THE NUCLEAR
UPRATE COSTS DO NOT QUALIFY FOR FUEL CLAUSE
RECOVERY?
First, the nuclear uprate costs are not fuel-related and they are not

volatile. Specifically, the nuclear uprate costs consist of three capital

components:
Power uprate $250 million
Transmission system modifications $ 89 million

Modification to address point of discharge (POD) issues $ 43 million
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Total $382 million

None of the above components are fuel-related costs as previously

defined by the Commission. Fuel-related costs eligible for recovery

through the fuel clause include:

1.

2.

10.

The invoice price of fuel.

Any revisions to the invoice price.

Any quality and/or quantity adjustments to the invoice price.
Transportation costs to the utility’s system, including detention or
demurrage.

Federal and state taxes and purchasing agents’ commissions.

Port charges.

All quantity and/or quality inspections performed by independent
inspectors.

All additives blended with fuel prior to burning or injected into the
boiler firing chamber along with fuel.

Inventory adjustments due to volume and/or price adjustments.

Fossil fuel-related costs normally recovered through base rates, but
which were not recognized or anticipated in the cost levels used to
determine current base rates and which, if expended, will result in fuel
savings to customers. Recovery of such costs should be made on
case-by-case basis after Commission approval. (In re: Cost recovery
Methods for Fuel-Related Expenses, Docket No. 0850001- EI-B;
Order No. 14546 dated July 8, 1985.) The Commission also found
that costs eligible for fuel clause recovery must be volatile. Clearly,
capital investments associated with generation and transmission
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capacity additions are not volatile.
WOULDN'T THE NUCLEAR UPRATE COSTS QUALIFY FOR FUEL
COST RECOVERY UNDER ITEM 10 ABOVE?
No. Clearly, the proposed modifications anticipated to the transmission
system are only incidentally related to the uprate project itself. However,
it is a mis-leading and inaccurate over-simplification to assert that the sole
purpose of the CR3 power uprate project is to reduce fuel costs. In its
April 2007 Ten-Year Site Plan PEF has included the CR3 power uprate
project as capacity that will be used to provide a reasonable reserve
margin. Thus, PEF forecasts that this additional capacity is needed.
Further, the Stipulation in Docket No. 050078 anticipated that PEF
would continue to make substantial investments in new electric
generation and other infrastructure, and that the Stipulation would
mitigate the impact of high energy prices. Specifically, the Stipulation
states:

WHEREAS PEF and the parties to this Agreement
recognize that this is a period of unprecedented world energy
prices and that this Agreement will mitigate the impact of high
energy prices; (Stipulation and Settlement Agreement at 1).

WHEREAS, the company must make substantial
investments in the construction of new electric generation and
other infrastructure for the foreseeable future in order to continue
to provide safe and reliable power to meet the growing needs of
customers in the state of Florida: (Stipulation and Settlement
Agreement at 3).
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PEF ASSERTS THAT THE CR3 POWER UPRATE PROJECT IS
INNOVATIVE. DO YOU AGREE WITH PEF’S CHARACTERIZATION?
No. Nuclear uprate projects are neither new nor innovative. As such, it is
unnecessary to provide incentives, such as fuel clause recovery of the
nuclear uprate capital costs, to encourage a utility to act in a prudent
manner for the benefit of its ratepayers.
ARE NUCLEAR PLANT UPRATES NEW AND INNOVATIVE
MEASURES?
No. The Nuclear Regulatory Commission (NRC) published a report in
June 2005 entitled, Power Uprates for Nuclear Plants. A copy of this
report is enclosed as Exhibit _____ (JP-2). As can be seen, the Report
lists all of the nuclear uprate projects that the NRC has approved. As can
be seen, the NRC has approved more than 100 uprates since 1977. This
includes a 24 MW uprate of CR3 in 2002 (see Item 90). An additional 11
uprate projects are under review. Given that over 100 nuclear uprate
projects have been approved, it would be misleading at best to claim that
the pending CR3 uprate is new and innovative. For this reason, and
because the settlement in Docket No. 050078 anticipated additional
construction expenditures, PEF’s request for fuel clause recovery should
be denied.

V. DOUBLE-RECOVERY
YOU PREVIOUSLY STATED THAT THE PROPOSED FUEL CLAUSE
RECOVERY OF THE CR3 POWER UPRATE PROJECT WOULD BE A
DIRECT VIOLATION OF THE SETTLEMENT IN DOCKET NO. 050078.
WOULD THAT STILL BE THE CASE, EVEN IF THE SPECIFIC CR3
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POWER UPRATE-RELATED COSTS WERE NOT REFLECTED IN
PEF’S BASE RATES?
Yes. The Settlement does not require that nuclear uprate costs
specifically be recognized in base rates as a condition for the base rate
freeze. Specifically, it states that:
“PEF will not petition for any new surcharges, on an interim or
permanent basis, to recover costs that are of a type that
traditionally and historically would be, or are presently, recovered
through base rates.” (Settlement and Stipulation Agreement at
4-5)
The CR3 power uprate costs are the same as other costs that PEF is
currently recovering in base rates. For example, PEF is recovering a full
return on and a return of the CR3 plant, which includes capitalized labor,
equipment and cooling towers to dissipate the heat generated by the
nuclear reactor. In addition, PEF’s base rates also recover a return on
and a return of transmission costs. Thus, all three components of the
CR3 power uprate project are similar in nature to costs that PEF is
currently recovering in its base rates. Any attempt to recover the same
type of costs through the fuel clause would circumvent this specific
provision of the rate case settlement and result in a double-recovery.
DOES IT NECESSARILY FOLLOW THAT, BECAUSE NUCLEAR
UPRATE COSTS WERE NOT SPECIFICALLY CONSIDERED IN PEF’S
2005 BASE RATE CASE, PEF IS SOMEHOW NOT RECOVERING
THEM THROUGH BASE RATES?

No. The fact that a particular cost component may not have been
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specifically recognized in setting base rates does not mean that the utility
is not recovering any new costs, such as the CR3 power uprate project.
PLEASE EXPLAIN

A utility’s base rates are set to recover non-fuel costs during a specific
test year based on the amount of test year electricity sales. Base rate
recovery includes equipment and labor costs, including both internal and
third-party providers. However, once set, revenues and costs will
change. Revenues will increase because of customer growth and higher
sales. Capital additions will be made to serve that growing demand for
electricity. However, these will be offset to some extent by the
depreciation and retirement of existing investments. Operating expenses
will also change. Some will increase while others will decrease.

To the extent that the company experiences sales growth, the
additional sales will generate additional base revenue, thus offsetting
further increases in base rate costs—such as the costs associated with
projects that were not specifically recognized in the prior base rate case.
This fundamental ratemaking principle is illustrated in Exhibit____ (JP-3).
This exhibit assumes that when base rates are set the utility has a base
rate revenue requirement of $50,000 and electricity sales of 1,000
megawatthours (MWh). This results in an average base rate cost of $50
per MWh. Subsequent to the rate case, the utility’s sales grow by 3%,
from 1,000 MWh to 1,030 MWh. Because base rates are fixed at $50 per
MWh, base rates generate $5,150. This is $1,500 above the level of base
rate recovery assumed during the test year. In Year 2, the utility

continues to experience a 3% growth in sales. This means it will recover
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over $3,000 of additional base rate costs not otherwise reflected in the
test year—when the utility’s base rates were last set.

Thus, the application of fundamental ratemaking principles clearly
demonstrates that a utility can recover increased base rate costs
without the need for separate cost recovery. Because nuclear uprate
costs are no different than the costs that were used to set PEF’s current
base rates, and because PEF is selling more electricity than during the
test year in its last rate case, and recognizing PEF’s recent earnings,
allowing PEF to collect CR3 nuclear uprate project costs through the fuel
clause would result in a double-recovery.
WOULD REJECTING PEF’'S PROPOSAL TO COLLECT NUCLEAR
UPRATE COSTS THROUGH THE FUEL CLAUSE DENY PEF THE
OPPORTUNITY TO RECOVER NUCLEAR UPRATE COSTS?
No. Given the ratemaking dynamics as discussed earlier, there is no
rational basis to assert that piecemeal recovery (through the fuel clause)
of particular new investments (e.g., CR3 nuclear uprate costs) is needed
to allow a utility to recover these costs.
DO YOU HAVE ANY PEF-SPECIFIC EXAMPLES WHERE
ADDITIONAL INVESTMENT WAS ADDED WITHOUT THE NEED TO
IMPLEMENT HIGHER RATES?
Yes. The Settlement and Stipulation in the 2005 rate case contemplated
both sales and revenue growth and continuing rate base investment to
serve the growing load. Acknowledging these terms, PEF agreed to
continue the existing base rates despite the many additions to rate base,

such as Hines Unit 3, that had occurred since the prior case. Despite the
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additional investments, PEF’s actual ROE was still above the 10% ROE
floor. This clearly demonstrates that PEF has sufficient revenues to
recover nuclear uprate costs without fuel clause recovery.

Further, PEF will have more than ample cost recovery due to the
ratemaking treatment of Hines Units 2 and 4. As previously stated, Hines
Unit 2 will be rolled-in to base rates at its 2006 cost of service, while
Hines Unit 4 will be rolled-in to base rates at 100% of its cost of service
on its commercial operation date, which is estimated to occur this
December. However, between 2006 and 2008, when Hines Unit 2 costs
would be reflected in base rates, PEF will have depreciated a portion of
Unit 2 investment, thereby reducing the associated revenue requirement.
By holding base rates constant while reducing the revenue requirement,
PEF will generate additional margins, which can be used to offset higher
costs. A similar benefit will be realized with Hines Unit 4 after it begins
commercial operation.

Given the dynamics of ratemaking and these specific facts
applicable to PEF, PEF does not need a “piecemeal” rate increase to
recover nuclear uprate costs just because they were incurred subsequent
to its last rate case. If PEF is unable to earn at least a 10% ROE, then
the door is open to a base rate adjustment. Further, PEF will have an
opportunity to seek cost recovery after the termination of the base rate
freeze. Most of the costs will be incurred after 2010.

VI. PEF’S PROPOSED COST RECOVERY IS IMPROPER
PLEASE EXPLAIN WHY PEF’'S PROPOSED COST RECOVERY OF

CR3 NUCLEAR UPRATE PROJECT COSTS IS IMPROPER.
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First, all of the proposed uprate costs are fixed costs and relate directly to
the rated capacity of the nuclear unit. Thus, they are properly considered
demand-related costs. Demand-related costs should be allocated and
recovered on a demand basis under all accepted conventions of cost
causation, cost of service ratemaking, and long standing Commission
practice.

PEF is proposing to recover these costs through the fuel clause.
Under the fuel clause, costs are recovered relative to loss-adjusted M\Wh
sales. In effect, this would allocate demand-related costs on an all energy
basis. Such an approach is improper because it would shift cost
responsibility among customer classes that is inconsistent with basic cost
causation principles. Further, it would be inconsistent with PEF’s
allocation of other nuclear and transmission base rate costs, which are
allocated among customer classes on a demand basis. The second
reason for rejecting PEF’s cost recovery proposal is that it proposes to
amortize the CR3 nuclear uprate project costs over 10 years. However,
despite the 10-year amortization period, the company is projecting fuel
savings through 2036, or 28 years. This claim assumes that the
Company will be successful at extending the life of CR3 to 2036. PEF
admits (in response to OPC’s 1% set of Interrogatories 5, 7 and 8) that the
MUR modification, the transmission upgrades, and the cooling towers are
designed for the extended life of the plant. Thus, it would be
fundamentally improper to allow PEF to recover capital costs over 10
years for plant investment and related capacity that will be in service
through 2036 because it would require current ratepayers to subsidize
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investments that will benefit ratepayers well into the future. These capital
costs should be recovered over the expected remaining life of the assets.
PLEASE EXPLAIN HOW FUEL CLAUSE RECOVERY OF CR3
NUCLEAR UPRATE COSTS WOULD RESULT IN IMPROPER COST
SHIFTING BETWEEN CUSTOMER CLASSES.

Nuclear base rate costs are allocated to customer classes using a
methodology which reflects primarily the coincident peak demands of the
different classes. Specifically, PEF uses the Twelve Coincident Peak and
One-Thirteenth Average Demand (12CP&1/13th AD) method to allocate
nuclear base rate costs. This is the same method PEF uses to allocate
all production demand-related costs. Exhibit ___ (JP-4) (which is an
excerpt from PEF’s CCRC filing in Docket No. 060001-El) comparison
between the demand allocation factors (column 10) and the energy
corresponding allocation factors if nuclear uprate costs were recovered
through the demand fuel clause (shown in column 8 under Annual
Average Demand). As can be seen, the demand allocation factors are
significantly different than the energy allocation factors, for all customer
classes. The differences 16% (for the General Service Demand Class) to
83% (for the Lighting Class). Thus, fuel clause recovery would not be
consistent with the cost-causation that is reflected in PEF’'s demand
allocation method. PEF’s fuel clause recovery proposal would create
significant and inappropriate shifts in the cost responsibility of all
customer classes.

DOES THE COMMISSION DIFFERENTIATE BETWEEN THE

ALLOCATION OF NUCLEAR BASE RATE COSTS AND OTHER
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TYPES OF PRODUCTION DEMAND-RELATED COSTS?

No. The Commission has previously authorized the recovery of post-9/11
security measures through the Capacity Cost Recovery Clause (CCRC).
Under the CCRC, these costs are allocated in the same manner as all
other production base rate costs; that is, using the allocation methodology
previously approved in the utility’s most recent base rate case.

In addition, the Commission recently adopted a new rule
authorizing the recovery of pre-construction and construction costs of new
nuclear plants. Under this new rule, pre-construction and construction
costs of new nuclear plants would be recovered through the CCRC.
(Docket No. 060508-El - Proposed Adoption of New Rule Regarding
Nuclear Power Plant Cost Recovery.) This rule was adopted on March
20, 2007 and became effective April 8, 2007.

There is no justification to treat nuclear uprate costs any differently
than all other nuclear base rate costs. Because recovery through the fuel
clause would unnecessarily shift cost responsibility by customer class and
would be inconsistent with the Commission’s treatment of post-9/11
security costs and nuclear pre-construction and construction costs, PEF’s
proposal should be rejected.

WHY ELSE IS IT INAPPROPRIATE TO RECOVER NUCLEAR BASE
RATE COSTS ON THE BASIS OF LOSS-ADJUSTED SALES?

As previously stated, the capacity of the proposal uprate is needed to
enable PEF to meet its projected peak demands and to provide
appropriate reserve margins. Thus, this cost should be treated no

differently than any other production demand-related costs.
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PEF ASSERTS THAT THE NUCLEAR UPRATE COSTS WILL SAVE
FUEL COSTS. IS THIS A REASON FOR RECOVERING THE
NUCLEAR UPRATE COSTS THROUGH THE FUEL CLAUSE?

No. The concept of allocating base rate costs (which are traditionally
allocated using a demand-based cost allocation method) on the basis of
fuel savings has not only been rejected by the utility that originally
proposed such an allocation, but it has also been rejected by the
Commission.

Specifically, Florida Power and Light Company (FPL) initially
allocated its investment in St. Lucie Unit 2 relative to loss-adjusted kWh
sales on the grounds that the unit would produce substantial fuel savings.
However, in its last base rate case (Docket No. 050045-El), FPL rejected
that approach and allocated the St. Lucie 2 base rate costs using the
same methodology as all other production demand-related costs.
(Docket No. 050045-EI, Testimony of Rosemary Morley at 17-18.)

This Commission has also rejected the concept of allocating
production demand-related costs relative to fuel savings. This was the
premise underlying the Equivalent Peaker (EP) method of allocation.
Under the EP method, capital costs in excess of the cost of a combustion
turbine were assumed to be related to fuel cost savings and thus, were
allocated on energy. However, in Docket No 891345-El, the Commission
stated that:

“The equivalent peaker method implies a refined knowledge

of costs which is misleading, particularly as to the allocation of

the plant costs to hours beyond the break-even point. (Gulf
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Power Company, Order. No. 234573 at 48)”.
In other words, the Commission recognized that the extra plant costs
associated with generating units that provide fuel cost savings is at odds
with the planning process because all production from a specific plant
(i.e., kWh sales) is not the critical factor in deciding what type of capability
to install.
WHY ELSE SHOULD THE COMPANY’'S COST RECOVERY
PROPOSAL BE REJECTED?
PEF concedes that the nuclear uprate costs will last for the duration of the
extended life of CR3, which is projected to have a 28 year remaining
useful life. This assumes that the company is successful in extending the
life of CR3 to 2036. Thus, its proposal to recover these costs over just 10
years would fail to match the costs of the nuclear uprate project with the
associated life long benefits. The mismatch would be even more severe
with the projected transmission upgrades. Transmission investments
typically have useful lives ranging from 40 to 58 years. Thus, by
accelerating cost recovery to only 10 years, current ratepayers would be
paying the entirety of the costs while the vast majority of benefits would
inure to future ratepayers (for an additional 18 years). The failure to
match the recovery of the costs with the benefits, thus, would create
intergenerational inequities and should be rejected.
WHAT CONSIDERATION HAS PEF GIVEN TO THE FACT THAT CR3
IS JOINTLY OWNED WITH SEVERAL MUNICIPALITIES?
PEF witness, Mr. Waters, acknowledges at page 6 of his testimony that
actually the CR3 capacity dedicated to retail service is 788 MW not the
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900 MW alleged in the petition. In other words, retail customers are
responsible for approximately 88% of the CR3 capacity. Nevertheless,
PEF is proposing to recover 100% of the CR3 uprate costs from retail
customers. In his deposition, Mr. Waters indicated that the issue of
participation by the other CR3 owners had not yet been resolved.

IF THE COMMISSION WERE TO ALLOW PEF TO RECOVER CR3
NUCLEAR UPRATE PROJECT COSTS THROUGH A SEPARATE
COST RECOVERY MECHANISM, HOW SHOULD PEF’'S PROPOSAL
BE MODIFIED?

If the Commission, nevertheless, approves PEF’S request for a separate
cost recovery of CR3 nuclear uprate costs, then its proposal should be
modified in several respects. First, the nuclear uprate costs should be
amortized over the remaining useful life of CR3. This would property
match the cost recovery with the associated benefits, which are projected
to occur through 2036. Regardless of the treatment accorded to the
nuclear uprate and POD costs, transmission costs should be amortized
over a period not less than 40 years, consistent with the useful life of
transmission facilities. Second, only the portion of CR3 costs allocable to
retail customers should be collected. Finally, consistent with this
Commission’s treatment of other nuclear-related base rate costs,
recovery should be through the CCRC, rather than the fuel clause. This
would provide a more appropriate allocation of these cost-shifting among
PEF’s various customer classes.

DOES THE CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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APPENDIX A

Qualifications of Jeffry Pollock

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Jeffry Pollock. My business mailing address is, 12655 Olive Blvd, Suite
335, St. Louis, Missouri 63141.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU
EMPLOYED?

| am an energy advisor and President of J.Pollock, Incorporated.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND
EXPERIENCE.

| have a Bachelor of Science Degree in Electrical Engineering and a
Masters in Business Administration from Washington University. At
various times prior to graduation, | worked for the McDonnell Douglas
Corporation in the Corporate Planning Department;, Sachs Electric
Company; and L. K. Comstock & Company. While at McDonnell
Douglas, | analyzed the direct operating cost of commercial aircraft.

Upon graduation, in June 1975, | joined Drazen-Brubaker &
Associates, Inc. (DBA). DBA was incorporated in 1972 assuming the
utility rate and economic consulting activities of Drazen Associates, Inc.,
active since 1937. From April 1995 to November 2004, | was a managing
principal at Brubaker & Associates (BAI).

During my tenure at both DBA and BAI, | have been engaged in a
wide range of consulting assignments including energy and regulatory

matters in both the United States and several Canadian provinces. This
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includes preparing financial and economic studies of investor-owned,
cooperative and municipal utilities on revenue requirements, cost of
service and rate design, and conducting site evaluation. Recent
engagements have included advising clients on electric restructuring
issues, assisting clients to procure and manage electricity in both
competitive and regulated markets, developing and issuing request for
proposals (RFPs), evaluating RFP responses and contract negotiation. |
was also responsible for developing and presenting seminars on
electricity issues.

| have worked on various projects in over 20 states and in 2
Canadian provinces, and have testified before the Federal Energy
Regulatory Commission and the state regulatory commissions of
Alabama, Arizona, Colorado, Delaware, Florida, Georgia, lllinois, lowa,
Louisiana, Minnesota, Mississippi, Missouri, Montana, New Jersey, New
Mexico, Ohio, Pennsylvania, Texas, Virginia and Washington. | have also
appeared before the City of Austin Electric Utility Commission, the Board
of Public Utilities of Kansas City, Kansas, the Bonneville Power
Administration, Travis County (Texas) District Court, and the U.S. Federal
District Court.
PLEASE DESCRIBE J.POLLOCK, INCORPORATED.
J.Pollock assists clients to procure and manage energy in both regulated
and competitive markets. The J.Pollock team also advises clients on
energy and regulatory issues. Our clients include commercial, industrial,
and institutional energy consumers. Currently, J.Pollock has offices in St.
Louis, Missouri and Austin, Texas.
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Protecting Peaple and the Envivonment

Power Uprates for Nuclear Plants

Background

Utilities have been using power uprates since the 1970s as a way to increase the power output of
their nuclear plants. The NRC has completed 102 such reviews to date, resultiag in a gain of
approximately 12,650 MWt (megawatts thermal) or 4,216 MWe (megawatts electric) at existing
plants (see Table 1). Collectively, an equivalent of about four nuclear power plant units has been
gained through implementation of power uprates at existing plants. NRC licensees have
indicated they plan to ask for power uprates aver the next four years, that if appraved, would add

_another 2,841 MWt (947 MWe) to the nation's generating capacity.
Discussion

To increase the power output of a reactor, typically a more highly enriched uranium fuel is
added. This enables the reactor to produce more thermal energy and therefore more steam,
driving a turbine generator to produce electricity. In order to accomplish this, components such
as pipes, valves, pumps, heat exchangers, electrical transformers and generators, must be able to
accommodate the conditions that would exist at the higher power level. For example, a higher
power level usually involves higher steam and water flow through the systems used in
converting the thermal power into electric power. These systems must be capable of
accommodating the higher flows.

In some instences, licensees will modify and/or replace components in order to accommodate a
higher power level. Depending on the desired increase in power level and original equipment
design, this can involve major and costly modifications to the plant such as the replacement of
main turbines. All of these factors must be analyzed by the licensee as part of a request for a
power uprate, which is accomplished by amending the plant's operating license. The analyses
must demonstrate that the proposed new configuration remains safe and that measures continue
to be in place to protect the health and safety of the public. These analyses are reviewed by the
NRC before a request for a power uprate is approved.

Power uprates can be classified in three categories: (1) measurement uncertairty recapture power
uprates, (2) stretch power uprates, and (3) extended power uprates.
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1) Measurement uncertainty recapture power uprates are power increases less than two
percent and are achieved by using enhanced techniques for calculating reactor power. This
involves the use of state-of-the-art devices to more precisely measure feedwater flow which is
used to calculate reactor power. More precise measurements reduce the degree of uncertainty in
the power level which is used by analysts to predict the ability of the reactor to be safely shut
down under some accident conditions.

2) Stretch power uprates are typically on the order of up to seven percent and usually involve
changes to instrumentation settings. Stretch power uprates generally do not involve major plant
modifications. This is especially true for boiling-water reactor plants. In some limited cases
where plant equipment was operated near capacity prior to the power uprate, more substantial
changes may be required.

3) Extended power uprates are usually greater than stretch power uprates and have been
approved for increases as high as 20 percent. Extended power uprates usually require significant
modifications to major pieces of plant equipment such as the high pressure tutbines, condensate
pumps and motors, main generators, and/or transformers.

Review Process

Power uprates are submitted to NRC as license amendment requests. The applications and
reviews are complex and involve many areas of NRC including various technical divisions of the
Office of Nuclear Reactor Regulation and the Office of the General Counsel. Some reviews may
also involve the Office of Nuclear Regulatory Research and the Advisory Committee on Reactor
Safeguards. In evaluating a power uprate request, NRC reviews data and accicent analyses
submitted by a licensee to confirm that the plant can operate safely at the higher power level.
Reviews of power uprate requests are a high priority and are therefore, being conducted on
accelerated schedules.

Regulatory Issue Summary (RIS) 2002-03, "Guidance on the Content of Measurement
Uncertainty Recapture Power Uprate Applications," dated January 31, 2002, covers analyses of
the effect of the power uprate on things such as electrical equipment, major plant systems, and
emergency operating procedures. The RIS outlines the staff's information needs for reviewing
measurement uncertainty recapture power uprate applications and is intended to result in a more
efficient and effective review process. Standardization of licensee's submittals, improvements in
the quality of submittals, and more focused reviews by the staff could improve the timeliness of
power uprate reviews.

Based on results of its industry survey, NRC expects to receive only one stretch power uprate
over the next five years. Therefore, NRC's efforts for improving the power uprate application
and review processes initially focused on measurement uncertainty and extenced power uprates.
Efficiencies gained there will be applied to improve the stretch power uprate review process.
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Reviews of extended power uprate applications were initially estimated to take up to 18 months,
but have beea completed more quickly. The Duane Arnold, Dresden 2 and 3, and Quad Cities 1
and 2 extended power uprates were completed in just under 12 months. This included
coordination and review with the NRC's Advisory Committee for Reactor Safeguards -- an
independent panel of technical experts from diverse fields that advises the Commission.

The NRC issued a review standard for extended power uprates, RS-001, in December 2003. The
standard 1s a first-of-a-kind document that provides a comprehensive process and technical
guidance for reviews by the NRC staff, and also provides useful information to licensees
considering applying for an extended uprate. The NRC’s Advisory Committee on Reactor
Safeguards endorsed RS-001 as an “excellent review standard.” The staff is currently using this
standard to review the proposed uprates for Vermont Yankee (20 %), Waterford (8 % ), Browns
Ferry Unit 1 (20 %) , Browns Ferry Units 2 and 3 (15 %), and Beaver Valley Units 1 and 2 ( 8
%). The staff will closely monitor these uprate reviews to identify any issues related to using
RS-001.

To keep the public informed of its activities, NRC publishes a notice in the Federal Register (1)
when it receives a request from a licensee for a power uprate, giving the public the opportunity
to request a hearing; (2) after a tinding of no significant environmental impact is made, if’
applicable; aad (3) if a power uprate is approved. A press release is also issued if a power uprate
is approved.

Plant-Specific Applications Under Review
The NRC usually has several applications for power uprates under review at a1y given time. An

updated list of applications under review can be found on the NRC’s Web site at this address:
http://www.nrc.gov/reactors/operating/licensing/power-uprates/pending-applications.html .

Steam Dryer Issues Following Uprates

Since 2002, steam dryer cracking and flow-induced vibration damage on components and
supports for the main steam and feedwater lines have been observed at the Dresden and Quad
Cities nuclear power plants, both of which use boiling water reactors, following implementation
of extended power uprates. NRC staff have determined these issues do not pose an immediate
safety concem, given the plants’ current operating conditions. However, steam dryers and other
internal main steam and feedwater components must maintain structural integrity to avoid
generating loose parts that could impact safety system or reactor plant operation. The NRC has
corresponded with and met with nuclear industry groups concerning these issues since the first
occurrences, and continues to examine its regulatory options based on industry actions and the
information available.

Future Actions
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Licensees have told NRC they plan to submit 18 power uprate applications in the next four years
as follows:

° 10 extended power uprates
o 1 stretch power uprate
° 7 measurement uncertainty recapture power uprates

Based on the information provided, planned power uprates are expected to result in an increase
of about 2,841 MWt. An updated list of anticipated future applications can be found on the
NRC’s Web site at this address:
http://www.nrc.gov/reactors/operating/licensing/power-uprates/expected-applications.htmi .

Tables
® Table 1 - Approved Power Uprates as of November 2004
] Table 2 - Power Uprates Currently Under Review as of November 2004

o Table 3 - Expected Future Submittals for Power Uprates as of October 2004

Table 1 - Approved Power Uprates

(TYPE -- § = Stretch; E = Extended; MU = Measurement Uncertainty Recapture)

NO. Plant % Uprate Mwt Year Approved | TYPE
1 Calvert Cliffs 1 5.5 140 1977 S
2 | Calvert Cliffs 2 5.5 140 1977 S
3 Millstone 2 5 140 1979 S
4 H. B. Robinson 4.5 100 1979 S
5 Fort Calhoun 5.6 80 1980 S
6 St. Lucie 1 5.5 140 1981 S
7 St. Lucie 2 5.5 140 1985 S
8 Duane Armnold 4.1 65 1985 S
9 Salem 1 2 73 1986 S
10| North Anna 1 42 118 1986 S
11| North Anna 2 42 118 1986 S
12 | Callaway 4.5 154 1988 S
13| TMI-1 1.3 33 1988 S
14| Fermi2 4 137 1992 S
15| Vogtle | 4.5 154 1993 S
16 | Vogtle2 4.5 154 1993 S
17| WolfCreek 4.5 154 1993 S
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18 | Susquehanna 2 4.5 148 1994 S
19| Peach Bottom 2 5 165 1994 S
20 | Limerick 2 5 165 1995 S
21| Susquehanna 1 4.5 148 1995 S
22 | NineMile Point 2 4.3 144 1995 S
23| WNP-2 4.9 163 1995 S
24 | Peach Bottom 3 5 165 1995 S
251 Surry1 43 105 1995 S
26| Surry?2 43 105 1995 S
27| Hatchl 5 122 1995 S
28 | Hatch2 5 122 1995 S
29| Limerck 1 5 165 1996 S
30| V.C.Summer 4.5 125 1996 S
31 Palo Verde 1 76 1996 S
32| PaloVerde 2 76 1996 S
33| PaloVerde3 76 1996 S
34| Turkey Point 3 4.5 100 1996 S
35| Turkey Point 4 4.5 100 1996 S
36 | Brunswick 1 5 122 1996 S
37| Brunswick 2 5 122 1996 S
38 | Fitzpatrick 4 100 1996 S
39| Farley1 5 138 1998 S
40| Farley 2 5 138 1998 S
41| Browns Ferry 2 5 164 1998 S
42 | BrownsFerry 3 5 164 1998 S
43 | Monticello 6.3 105 1998 E
44 | Hatch 1 8 205 1998 E
45| Hatch?2 8 205 1998 E
46 | Comanche Peak 2 1 34 1999 MU
47| LaSallel 5 166 2000 S
48 | LaSalle2 5 166 2000 S
49| Pemry 5 178 2000 S
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50| RiverBend 145 2000 S
51| Diablo Canyon 1 2 73 2000 S
52| Watts Bar 1.4 48 2001 MU
53| Byronl 5 170 2001 S
54| Byron2 5 170 2001 S
55| Braidwood 1 5 170 2001 S
56 | Braidwood 2 5 170 2001 S
57| Salem1 1.4 48 2001 MU
58| Salem2 1.4 48 2001 MU
59| San Onofre 2 1.4 48 2001 MU
60 | San Onofre 3 14 48 2001 MU
61 | Susquehanna 1 1.4 48 2001 MU
62 | Susquehanna 2 14 48 2001 MU
63 Hope Creek 1.4 46 2001 MU
64 | Beaver Valley 1 1.4 37 2001 MU
65| Beaver Valley 2 1.4 37 2001 MU
66 | Shearon Harris 4.5 138 2001 S
67 | Comanche Peak 1 1.4 47 2001 MU
68 | Comanche Peak 2 0.4 13 2001 MU
69| Duane Amold 15.3 248 2001 E
70 | Dresden 2 17 430 2001 E
71 | Dresden 3 17 430 2001 E
72 | QuadCities 1 17.8 446 2001 E
73 | QuadCities 2 17.8 446 2001 E
74 | Waterford 3 1.5 51 2002 MU
75| Clinton 20 579 2002 E
76 | South Texas 1 1.4 53 2002 MU
77 | South Texas 2 14 53 2002 MU
78 |  ANO-2 7.5 211 2002 E
79| Sequoyah 1 1.3 44 2002 MU
80 | Sequoyah 2 13 44 2002 MU
81 | Brunswick 1 15 365 2002 E
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82| Brunswick 2 15 365 2002 E

83 | Grand Gulf 1.7 65 2002 MU
84| H.B.Robinson 1.7 39 2002 MU
85| Peach Bottom 2 1.62 56 2002 MU
86 | Peach Bottom 3 1.62 56 2002 MU
87 | Indian Point 3 1.4 424 2002 MU
88 | PointBeach 1 1.4 21.5 2002 MU
89| PointBeach2 1.4 21.5 2002 MU
90 | Crystal River 3 0.9 24 2002 S

91| D.C.Cook1 1.66 54 2002 MU
92| RiverBend 1.7 52 2003 MU
93| D.C.Cook2 1.66 57 2003 MU
94| Pilgrim 1.5 30 2003 MU
95| Indian Point 2 1.4 43 2003 MU
96| Kewaunee 14 23 2003 MU
97| Hatchl 1.5 41 2003 MU
98 | Hatch2 1.5 41 2003 MU
99| Palo Verde 2 29 114 2003 S

100| Keweunee 6.0 99 2004 S

101| Palisades 1.4 35 2004 MU
102| Indian Point 2 3.2 101.6 2004 S

Table 2 - Power Uprates Under Review
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(TYPE -- S = Stretch; E = Extended, MU = Measurement Uncertainty Recapture)
No. Plant % MWt Submittal Projected Type
Uprate Date Completion
Date
1 |Vermont Yankee | 20 319 09/10/03 TBD E
2 Waterford 8 275 11/13/03 April 2005 E
3 Sezbrook 52 176 03/17/04 Feb. 2005 S
4 | IndianPoint3 | 4.85 148 06/03/04 March 2005 S
5 | Browns Ferry 2 15 494 06/25/04 TBD E
6 | Browns Ferry 3 15 494 06/25/04 TBD E
7 | Browns Ferry 1 | 20 659 06/28/04 TBD E
8 | Palo Verde 1 2.94 114 07/09/04 March 2005 S
9 Palo Verde 3 2.94 114 07/09/04 March 2005 S
10 | Beaver Valley 1 | 8 211  10/04/04 TBD E
11 | Beaver Valley 2 8 211 10/04/04 TBD E
Table 3 - Expected Future Submittals for Power Uprates
Fiscal Total | Measurement | Stretch Extended |Megawatts | Approximate
Year | Uprates | Uncertainty Power Power Thermal | Megawatts
Expected | Recapture Uprates Uprates Electric
Uprates
2005 8 4 0 4 1,315 438
2006 3 3 0 0 161 54
2007 6 0 1 5 843 281
2008 1 0 0 1 522 174
TOTAL 18 7 1 10 2,841 947

June 2005
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Impact of Sales Growth on Base Rate Recovery
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Base Rates Year One Year Two
Line Description Set Load Growth Load Growth
(1) (2) (3)

1 Base Rate Costs $50,000

2  Electricity Sales (MWh) 1,000 4,030 1,061

3 Average Base Rate Cost ($/MWh) $50 $50 $50

4 Base Rate Revenue $51,500 $53,045

5 Additional Base Rate Cost Recovery $1,500 $3,045
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