
• 
TO: 

FROM: 

RE : 

FLORIDA PUBLIC SERVICE alltiSSION 

Fletcher Building 
101 East Gaines Street 

Tl11ahassee, F1ortda 32J99-0850 

MfMQRA!tDUM 

August 17, 1989 

DIRECTOR OF RECORDS AND REPORTING tf\WJ p~ AUJ\ 
DIVIS~pu~~G AND FINANCIAL ANALYSIS (HILKERSON, LEE, HAUREY, 

SALAK~~, t~ ~~~IC It:> 
g~~~~~ON g~ ~~GAr ~iR~~gE~~ci~~H~~C ~t# J7 Jl)J 
OFFICE OF ECONOMIC REGULATIONS STANDARDS CONT~OL (HOPPE) 

OOO::ET NO. 870098-EI - PETITION FOR APPROVAL OF AND INCREASE IN THE 
ACCRUAL OF NUCLEAR DEC04MISSIONING COST BY FLORIDA POHER CORPORATION 
AND FLORIDA PatER AND LIGHT CQ4PANY 

AGENDA: AUGUST 29, 1989 

PANEL : FULL COMMISSION - CONTROVERSIAL - PARTIES MAY NOT PARTICIPATE 

CRITICAL DATES: NONE 

D!1f.'!"'P:T ' ''J!.' .. :;:"-0 TE 
'• ~· ' • {.4.-

0S'312 "eG 17 IS~~ 

rpsC-RECORDS/ REPOR1ltiG 



• 

• 

OOCK£1 NO. 870098-El 
(8671F) August 17. 1989 

TABLE OF QONTENTS 

ISSUE AND RECOMMENDATION SUMMARY 

EXECUTIVE SUMMARY 

CASE BACKGROUND 

DISCUSSION OF ISSUES 

Issue 1 

Issue 2 

Are there components and fac111t1es now at 

the nuclear product1on un1ts wh1ch could 

be retatned to generate electricity w1th 

another steam source after the remova 1 of 

the current nuclear steam generation 

components? <Htlkerson/lee> 

Should the dismantlement of non-contaminated 

plant components be included in the 

funding for "Nuclear Decommhs1on1ng" . or 

recovered separately through the use of 

ltves and costs specifically related to 

those non-contaminated reusable 

components? (H11kerson/Lee> 

-2-

PAGE NUMBER 

9 

24 

29 

31 

36 



DOCKET NO. 870098-EI 
(8671F) August 17, 1989 

Issue 3 

•Issue 4 

Issue 5 

•rssue 6 

Should a decommissioning cost study be 

required from each company addressing the 

exclusion of non-contaminated components 

and facilities which can be used for 

generation of power subsequent to 

deca.missioning of the present nuclear 

components? If so, in what time-frame 

should they be required? (Htlkerson/lee> 

What .. thodology should Florida Power 

Corporation and Florida Power & light 

utilize to deca.m1ss1on their un1ts? (lee) 

Should there be a contingency allowance 

applied to the total cost at this t1me, 

and if so, what should the percentage be? 

(Ballinger) 

Hhat is the estimated appropriate cost 1n 

current (January 1, 1989) dollars to 

decommission each of the nuclear units? 

<Maurey) 

-3-

39 

41 

44 

47 

1 



• 

• 

• 

DOCKET NO. 870098-EI 
(8671f) August 17, 1989 

*Issue 7 

*Issue 8 

*Issue 9 

*Issue 10 

*Issue 11 

What is the appropriate Methodology and 

escalation rate to use in converting the 

current estimated decommissioning cost to 

the future estimated decommissioning 

cost'? (Maurey> 

What is the total estimated cost of 

decommissioning each untt in future 

dollars based upon present operating 

license termination date'? (Maurey> 

As presently planned, in which years will 

the funds accuiiUlated 1 n the Nuclear 

Decoaatsstoning Trust Fund be expended, by 

unit? <Lee> 

What is the esti.ated future cost of 

deca.hsiont ng. by unit. t n each year 1 n 

which decommissioning funds wtll be 

expended? (Maurey) 

What is the projected date that each nuclear 

unt t wtll no longer be included 1 n rate 

base for rate.aktng purposes? <Lee> 

-4-

49 

57 

59 

61 

65 



• 
DOCKET NO. 870098-EI 
(8671F) Augu5t 17. 1989 

Issue 12 

Issue 13 

Issue 14 

Issue 15 

Issue 16 

Do FPL and FPC comply with NRC requirements 

as they pertain to contro 1 of the 

decommissioning funds? (Maurey) 

Do FPL and FPC comply with NRC requirements 

as they pertain to the management of the 

investments of the decommissioning trust 

funds? (Maurey> 

Do FPL and FPC comply with IRS requirements 

as they pertain to control of the 

decommissioning funds? <Salak> 

Do FPL and FPC comply w1th IRS requ1rements 

as they perta1 n to the management of the 

investments of the decommissioning trust 

funds? <Salak) 

What are the fee structures associated with 

the adm1n1strat1on and management of the 

decomm1ss1on1ng trust funds for FPL and 

FOC and are these appropriate? (Maurey> 

-5-

67 

70 

73 

75 

77 



• 

• 

DOCKET NO. 870098-EI 
(8671F) August 17, 1989 

Issue 17 

Issue 18 

Issue 19 

*Issue 20 

*Issue 21 

Issue 22 

Are the parties owning an interest in the 

nuclear units of Florida Power & Light and 

Florida Power Corporation provid1ng the1r 

share of the total dec0111nissioning costs? 

(Lee) 

Hhat is an appropriate investment strategy 

for a nuclear decommissioning trust fund? 

<Maurey> 

Should a minimum fund earn1ngs rate be 

imposed and , 1f so, how should that rate 

be determined? (Maurey) 

Hhat is the assumed appropriate fund 

earnings rate, net of tax , for a nuc 1 ear 

decommissioning trust fund? (Maurey) 

How often should contributions be made to 

the company's dec0111111issioning fund? 

<Salak.) 

Hhat are the tax and revenue requirements 

implications of having a qualified fund 

versus a non-qualified fund? 

-6-

80 

82 

86 

89 

91 

92 



DOCKET NO. 870098-EI 
C8671f) August 17 . 1989 

Issue 23 

Issue 24 

Issue 25 

*Issue 26 

Has it appropriate for Florida Power & Light 

and Florida Power Corporation to qualify 

the nucl ear dtcommt ss tontng fund s under 

Section 468A of the Interna 1 Revenue Code 

for 1984 through 1987? <Salak> 

Has it appropriate for Florida Power & Light 

to not qualify the nuclear decommissioning 

funds under Section 468A of the Interna 1 

Revenue Code for 1988? <Salak> 

Should utility companies . prospectively. be 

required to qua11fy nuclear 

dec~1ssioning trust funds pursuant to 

Section 468A of the Interna 1 Revenue 

Code? <Salak> 

Hhat is the appropriate annual accrual in 

equal dollar amounts necessary to recover 

future decOIIIDissioni ng costs over the 

remaining life of each nuclear power plant 

for Florida Power Corporation and Florida 

Power & Light? (Hoppe/Maurey> 

-7-

95 

97 

99 

102 



DOCKET NO. 870098-EI 
(8671f) August 17. 1989 

"Issue 27 

Issue 28 

Issue 29 

Issue 30 

Sche-dule 1 

Schedule 2 

In which years are decoamtsstontng costs 

projected to be included in the company• s 

cost of service . and what are the 

projected amounts that will be included 

each year? (Lee) 

What should be the effective date for 

adjusting the annual accrual amount? 

<Hoppe> 

What are the jurisdictional revenue 

requ1 rements needed to recover the costs 

associated wtth the decommissioning of 

each nuclear unit? <Hoppe/Maurey) 

Should base rates be revised tn this docket 

to reflect any change 1n revenue 

requirements? (Hoppe) 

Escalation Rate Analysis 

Annual Accrual Schedule 

-8-

106 

108 

110 

112 

115 

125 



• 

DOCKET NO. 870098-EI 
(8671F> August 17, 1989 

ISSUE AND RECOMHENPATIQN SUHMARY 

ISSUE 1: Are there components and fac11it1es now at the nuclear producti on 

units which could be retained to generate electricity with another steam 

source after the re.aval of the current nuclear steam generation components? 

RECQMHENPATIQN : Yes, there are portions of the nuclear electric generating 

units which could be retained and used for future generation of electricity. 

The question does remain. however. as to whether or not 1 t wi 11 be cost 

justified to retain these assets versus dismantling them upon decommissioning, 

at the sa-a tt .. the contaainated assets are removed <See Issue 3). 

(Hilkerson/Lee) . 

ISSUE 2: Should the dhuntlement of non-contaminated plant components be 

included in the funding for "Nuclear Deconrnt ssioning11
, or recovered separately 

through the use of lives and costs specifically related to those 

non-conta.tnated reusable ca.ponents? 

RECOMHENDATIQN: The dtsuntleeent of non-contaminated plant components 

avatlable for continued use after the decomm1sston1ng of the current nuclear 

steam source should be recovered separately through the use of ltves and costs 

specifically related to those components. However. based on the current 

studtes ft led tn thts proceeding. there 1s no way to dtsti ngui sh between the 

costs of dis.antltng contaainated assets and potentially reusable 

non-contaminated assets at the time of decommissioning <See Issue 3). 

(Hilkerson/Lee) . 

- 9-



DOCKET NO. 870098-EI 
(8671F) August 17. 1989 

ISSUE 3 : Should a decoa~~~1ssioning cost study be required from each company 

addressing the exclusion of non-contaminated components and fac111ties which 

can be used for generation of power subsequent to decon~~~1ssioning of the 

present nuclear ca.ponents? If so, in what time-frame should they be required? 

RECQttENDATION: Yes , FPL and FPC should file a site-specific economic cost 

study for each of their nuclear generating plants to determine 1f it i s cost 

justified to retain the non-contaminated portion of the nuclear plant assets 

for use with a new generating station . These feasibility studies should be 

submitted no later than two years from the date of the final order in th1s 

proceeding. <M11kerson/Lee). 

•xssuE 4: What .. thodology should Florida Power Corporation and Florida Power 

& L1ght ut111ze to decomm1ss1on their un1ts? 

RECOtt1ENDATION: The Mthodology that FPC and FPL should utilize to 

deca..ission their nuclear un1ts is as follows: 

(Lee) . 

Turkey Po1nt Un1t No. 3: Integrated Prompt Removal/ 

D1s~~antling 

Turkey Po1nt Un1t No. 4: Integrated Prompt Removal/ 

Dismantling 

St. Lucie Un1t 1: 

St Luc1e Un1t 2: 

Crystal R1ver Un1t 3: 

Mothball/Prompt Integrated 

D1saant11ng 

Integrated Prompt Removal/ 

Dismantling 

Prompt Removal/Dismantling 
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ISSUE 5: Should there be a contingency allowance applied to the total cost at 

this time. and 1f so, what should the percentage be? 

RECQfttENOATION: Yes. The over a 11 cont1 ngency allowance of 251. for both FPL 

and FPC 1s reasonable at this tiM. Staff does. however, have reason to 

believe that this amount may change through time . (Ballinger>. 

*ISSUE 6: What ts the estt .. ted appropriate cost 1n current (January 1, 1989) 

dollars to deca..tsston each of the nuclear units? 

RECCII1ENQAT.IOI: The estimated cost 1n current (January 1, 1989) dollars to 

decaa.1ssion each of the nuclear units are: 

Turkey Point Unit No. 3 $162.072.000 

Turkey Point Untt No. 4 190,494,000 

St. Lucie Unit No. 205,249,321 

St. Lucie Unit No. 2 202,975,000 

Crystal Rtver Unit No. 3 189,123,000 

(Maurey). 

*ISSUE 7: What is the appropriate •ethodo1ogy and escalation rate to use in 

converting the current est1 .. ted decommissioning cost to the future estimated 

decommissioning cost? 

-11-
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RECOM1ENPATION: The appropriate escalation rates to use in converting the 

current decommissioning cost to the future decommissioning cost for each 

nuclear unit are: 

Turkey Point Unit No. 3 

Turkey Point Unit No. 4 

St. Lucie Unit No. 

St. Lucie Unit No. 2 

Crystal River Unit No. 3 

5.80'1 

5.80'1 

6.021 

5.911 

6.081 

The methodology used by FPL and FPC in their escalation rate analyses is 

reasonable for determining the appropriate rate. The disparity between 

Staff's escalation rates and the companies' escalation rates results from 

differences in the ti.e fra.e and specific infl ation measures . <Haurey) . 

*ISSUE 8: What h the total estimated cost of decommissioning each unit in 

future dollars based upon present operating license termination date? 

RECOHHEMPAIIQ8: The estimated total cost of decomm1ss1on1 ng each nuclear unit 

in future dollars based upon present operating 11cense termination dates are: 

Turkey Point Un1t No. 3 $ 542,426,010 

Turkey Point Unit No. 4 673,190, 276 

St. Lucie Unit No. 1 1,622,545, 122 

St . Lucie Unit No. 2 1.757.460.731 

Crystal River Unit No. 3 1,201,528,228 

(Haurey) . 
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*ISSUE 9: As presently planned. tn which years will the funds accumulated in 

the Nuclear Decomm1ss1on1ng Trust Fund be expended, by unit? 

RECQti1ENDATION: As presently planned. the funds accu.ulated 1n the Nuclear 

Dec~isstoning Trust Funds wtll be expended in the followtng years: 

(Lee>. 

Turkey Potnt Un1t 3 

Turkey Potnt Untt 4 

St. Lucte Untt 1 

St. Lucte Untt 2 

Crystal Rtver Un1t 3 

Year<s> of fund Exoendttures 
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*ISSUE 10: Hhat is the estimated future cost of decommiss1on1ng. by unit. in 

each year 1n which decommissioning funds will be expended? 

RECQft1ENDATION: The estimated future costs of decommissioning, by unit, 1n 

each year 1n which decommissioning funds will be expended are : 

Turkey Point Plant 

Year of 
DecQfiiD1Ssioning 

2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 

Totals 

St . Luc1e Plant 

Year of 
Decpm1sstpo1ng 

Estimated Future Cost 
Unit No. 3 Untt No. 4 

$ 1.181.262 
5,059,912 

32,477,023 
101,657,092 
136.034,524 
143,924,526 
73,426,868 
35,977,100 
12,687,703 

$542.426.010 

-----------

$ 647,762 
2,833,826 

23,542,894 
35,271,774 

118,657,270 
158,697,622 
167,902,084 
94,608,426 
56,171,797 
14,856,822 

$673,190,276 
••••••••••• 

Estimated Future Cost 
Untt Np. 1 Untt Np. 2 

2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 

$ 2,091,581 

Totals 

8,282,026 
89,815,291 
32,466,450 
14,603,465 
15.482,594 
16,414,646 
17,402,808 
89,887,187 

309,804 ,347 
340.793,776 
361,309,561 
161 .315,779 
149,653,381 
13,222,231 

$1,622,545,122 ............... 

$ 1,489,148 
6,251,434 

72,772,279 
322,663,298 
420,371,172 
445,215 , 109 
279 ,496,214 
209,202,077 

$1,757,460,731 
•••••••••••••• 
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Crystal Riyer Plant 

Year of 
Oeconmiss1on1ng 

Estimated future Cost 
Unit No. 3 

2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 

Total 

$ 29,609,186 
31,409,425 
33,319,118 

264,177,471 
280,239,461 
297,278,021 
126,848,472 
67,279,726 
71,367,348 

$1,201,528,228 

-------------
The above a.ounts .ay not add due to rounding . (Haurey> . 

•xssuE 11: Hhat 1s the projected date that each nuclear unit w111 no longer 

be included 1n rate base for ratemak1ng purposes? 

RECQtttENDATION : The projected date that each nuclear unit w111 no longer be 

1 ncl uded 1 n rate base for ratemak1 ng purposes 1s pred1 cated on each unit's 

license expiration date. 

Turkey Point Unit 3: 
Turkey Point Unit 4: 
St . Lucie Unit 1: 
St. Lucie Unit 2: 
Crystal River Unit 3: 

(Lee). 

April 27, 2007 
April 27, 2007 
March 1, 2016 
April 6, 2023 
December 3, 2016 
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lnU,I..._ll : l)o J>tll and f PC comply wtth NltC requi r ements as they pertain to 

control of the deca.missioning funds? 

RECQti4ENDATION: Yts, FPL and FPC COIIPlY wtth Nuclear Regulatory C011111tssion 

<NRC) requ1re~~ents as they pertain to control of the dec0111111ss1oning funds . 

<Maurey). 

ISSUE 13: Do FPL and FPC comply with NRC requirements as they pertain to the 

management of the investments of the decommissioning trust funds? 

RECOtt1ENDATION: At this time, it appears that FPL and FPC are in compliance 

with the NRC requtr ... nts as they pertain to the management of the investments 

of the deco.miss1on1ng trust funds. (Maurey) . 

ISSUE 14: Do FPL and FPC COIIIPlY with IRS requirements as they pertain to 

control of the dec~tss1on1ng funds? 

RECQ1HENDATION: Yes, FPL and FPC COIIPlY with Internal Revenue Service (IRS) 

requirements as they pertain to control of the decommission1ng funds. (Salak>. 

ISSUE 15: Do FPL and FPC comply with IRS requirements as they pertain to the 

.anage.ent of the investments of the decommissioning trust funds? 

RECQtt1ENDATION: Yes. FPL and FPC comply with the IRS requ1 remen~ s as they 

perta t n to the unagetHnt of the t nves tments of the decommis s 1 on 1 ng trust 

funds . <Salak). 
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ISSUE 16: What are the fee structures associated with the administration and 

management of the decommissioning trust funds for FPL and FPC and are these 

appropriate? 

RECOttiENPATION: The fee structures are deta11ed in the respective company 

positions. Despite the differences between FPL • s and FPC's arrangements for 

the assessment of fees associated with the administration and management of 

their respective decomm1 ss1oni ng trust funds. 1t appears that both companies 

have reasonable fee structures. (Maurey) . 

ISSUE 17 : Are the parties owning an interest 1n the nuclear units of Florida 

Power & L1ght and Florida Power Corporation prov1d1ng the1r share of t he total 

deco..issioning costs? 

RECOMMENOATIQN: Yes, 1t appears that each company has made necessary 

arrangements to ensure that the partt es owning an interest in each of the 

nuclear units are provtdtng for thetr fair share of the total decommissioning 

costs . <Lee> . 
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~ ISSUE 18: Hhat ts an appropriate tnvest.ent strategy for a nuclear 

dec~1ss1oning trust fund? 

~ 

RECOtt1ENDATION: An appropriate investment strategy for a nuclear 

dec0111111sstontng trust fund should ensure that each dollar contributed to the 

fund 1s available at the time of decommissioning and that the fund's assets 

earn a consistent positive real return over a market cycle . (Maurey) . 

ISSUE 19: Should a •tnt•• fund earnings rate be imposed and, if so. how 

should that rate be dtterm1ned? 

RECOM1ENDATION: The CQIIPantes should be required to ensure that the funds 

maintain the purchasing power of the contributions by earning at least the 

rate of inflation as .. asured by the Consumer Price Index <CPI> over each five 

year review per1od. This should be the minimum fund earnings rate imposed by 

the CO..ission. (Maurey> . 

•ISSUE 20: Hhat h the assumed appropriate fund earnings rate , net of tax. 

for a nuclear deca..tssiontng trust fund? 

RECOHHENOATIQN : The appropriate fund earnings rate. net of tax, for a nuclear 

dec01181ss1on1ng trust fund should be equal to or greater than the rate of 

inflation as .. asured by the Consu .. r Price Index <CPI> . ORI forecasts a 

long-term average CPI over the next 25 years of 5. 271. Therefore , the 

appropriate fund earnings rate, net of taxes and all other administrative 

costs charged to the trust fund. should be 5.271. (Haurey) . 

-18-
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•xssuE 21: How often should contributions be made to the company's 

decommissioning fund? 

RECOMMENOAIIQN: Contributions should be made to the decommissioning funds on 

a monthly basis. (Salak) . 

ISSUE 22: What are the tax and revenue requirements implications of having a 

qua11f1ed fund versus a non-qua11f1ed fund? 

RECQtt1ENPATION: If tncome tax rates remain constant and 1nflat1on rates and 

earn1 ngs on i nvesblents are assu111d to be the sue for both fund1 ng methods, 

the revenue requ1rements would be the same for both funding methods. 

<Salak>. 

ISSUE 23 : Was it appropriate for Florida Power & Light and Florida Power 

Corporation to qualify the nuclear decommissioning funds under Section 468A of 

the Internal Revenue Code for 1984 through 1987? 

RECOMMENOATIQN: Yes, 1 t was appropriate for FPL and FPC to qua 11 fy their 

decomm1ss1on1ng funds under Internal Revenue Code Section 468A for tax years 

1984 through 1987. (Salak) • 

- 19-
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ISSUE 24: Has 1 t appropriate for Florida Power & L1 ght to not qua 11fy the 

nuclear decaa.1ss1on1ng funds under Section 468A of the Internal Revenue Code 

for 1988? 

RECCMIENDATION: Staff believes that the nuclear decommissioning trust funds 

should be qualified in all yectrs when that option 1s available. However. 

there is no evidence in the record to indicate that FPL's decision was 

inappropriate for 1988. <Salak). 

ISSUE 25: Should utt 11 ty COIIIPantes. prospectively. be requ1 red to qua11 fy 

nuclear deca.1sston1ng trust funds pursuant to Section 468A of the Internal 

Revenue Code? 

RECOtttENPATION: No. however, the1r decisions concerning their tax elections 

in regard to nuclear decommissioning should be closely examined 1n future 

proceedings. Qualifying the funds 1s the most conservative way to guarantee 

that the necessary funds wtll be available at the ttme of decommissioning. 

(SalaK) . 
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• "ISSUE 26: What 1s the appropriate annual accrual in equal dollar amounts 

necessary to recover future deconrnissioning costs over the remaining 11fe of 

each nuclear power plant for Florida Power Corporation and Florida Power & 

Light'? 

• 

RECOft1ENDATION : The appropriate jurisdictional annual accruals necessary to 

recover future deca.a1ssioning costs over the remaining life of each nuclear 

power plant are: 

Turkey Point Unit 3: 
Turkey Point Unit 4: 
St. Lucie Unit 1: 
St. Lucie Unit 2: 

Total 

Crystal River Unit 3: 

CHoppe/Maurey) . 

Reconrnended 
Annual Accrual 

$10,439,196 
13,590,449 
10,910,879 
8.824.810 

$43.765.334 

$ 8.599,412 

"ISSUE 27: In which years are decommissioning costs projected to be included 

in the ca.pany's cost of service, and what are the projected amounts that will 

be included each year? 

REOPHHENPATIQN : Decommissioning expenses or accrual amounts will be included 

1 n each COIIPany' s cost of prov1 d1 ng service each year until each unit ' s 

operating license expiration date. The accrual amount will be that which the 

Coan1ss1on approves 1n Issue 26. This amount will be subject to subsequent 

review at least once every f1ve years and should be reflected in expenses for 

surveillance and ta~ savtngs reporting purposes. (Lee>. 
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ISSUE 28: Hhat should be the effect1ve date for adjust1ng the annual accrual 

amount? 

REC(MtENDATION: The effective date for adj us ti ng the annua 1 accrua 1 amounts 

for FPL should be January 1. 1989. The effective date for adjusting the 

annua I accrua 1 uount approved for FPC in Order No. 18627 1 n Docket No . 

870220-EI should be made effective January 1, 1990. <Hoppe). 

ISSUE 29: What are the jurisdictional revenue requirements needed to recover 

the costs associated with the decom.iss1oning of each nuclear un1t? 

RECOHHENQATIQH: The jurisdictional revenue requirements needed to recover the 

decomm1ss1on1ng costs of each nuclear unit are as follows: 

Previous 
Revenue Requirement Increase/oecrease 

Turkey Point Unit 3: 
Turkey Point Unit 4: 
St. Lucie Unit 1: 
St. Lucie Unit 2: 

Total 

fK: 

s 5.459,105 
3,989,885 
4,978.857 
4.756.925 

$19.184.772 

Crystal R1ver Unit 3: $ 9.4QO.QQQ 

(Hoppe/Maurey). 

-22-

s 5,152,547 
9,825,078 
6,112,270 
4.213.671 

$25.303.566 

s (658.526) 

Total Recommended 
Annual Revenue Reg. 

$10,611,652 
13,814,963 
11,091,127 
8.970.596 

$44.488.338 

$ 8.]41.474 



DOCKET NO. 870098-EI 
( IHi/ 11 ) AuuuH I/,1 9U9 

• ISSUE 30: Should base rates be revised 1n th1s docket to reflect any change 

in revenue requirements? 

REQQMMENDATION : No. base rates should not be revi sed i n this docket t o 

reflect any change 1n revenue requirements . (Hoppe) . 

- 23-
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EXECUTIVE SUHHARY 

The attached staff recommendation addresses estimated decommissioning 

costs 1n current (January 1, 1989) dollars as well as future dollars, annual 

accrua 1 amounts necessary to recover those costs over the remaining life of 

each nuclear unit and the associated revenue requirements for each nuclear 

plant in the State. For the purposes of this recommendation, Florida Power & 

Light Company and Florida Power Corporation are designated as FPL and FPC, 

respectively. 

Speci fie eo.ission rulings on Issues mark.ed wtth an aster1 sk. are 

required by the Internal Revenue Service. These are Issues 4,6,7-11,20, 21, 

26, and 27. 

Order No. 10987 in Oock.et No. 810100-EU(CI> required the 

establishment of a funded reserve, apart from the reserve for depreciation, 

tor the accumulat1on of the estimated costs of decolllll1ss1on1ng et\ch nuclear 

unit of FPL and FPC. Prior to this ti11e, this cost had been considered a 

COIIPOnent part (cost of rHOval> of the depredation rate design for these 

nuclear plants. Docket No. 810100-EU<CI> provided the Commission, for the 

first time, cost estiaaates to decoa~hsion nuclear facilities as well as a 

look at the type of decommissioning methodologies available. Due to the 

amounts of 110nies being estimated to decommission or remove these facilities, 

the Commission decided that rather than continuing to include this as the cost 

of removal ca.ponent in the depreciation rate design, a fund should be 

established to assure that the 110n1es necessary for decommissioning would be 

available at the tiMe of expiration of the nuclear facility's operating 

license. It was recognized that through time, these costs might have to be 
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revised; this is why the companies are required to file updated 

decommissioning cost studies no less often than every five years. The purpose 

of these studies should be to recognize developments and changes impacting 

such costs, to consider such factors as additional information, improvements 

in technology and regulatory changes as well as to re-evaluate methodology 

a 1 ternati ves and consider updated inflation rate forecasts used to determ1 ne 

future decommissioning dollars and the annual accrual needed to recover those 

costs. An important thing to remember is that this is a learning process and 

as more is learned, questions and concerns will be raised that should be 

investigated. 

Since Docket No. 810100-EU(CI), the National Regulatory Commi ssion as 

well as this eo-tssion have COlle to recognize the desirability of performi ng 

site specific cost studies since such studies account for factors specifical ly 

unique to the individual nuclear unit . In this procee1ing, the 

decommissioning cost studies submitted by FPL and FPC are site specifi c. 

Issues 1-3 of the attached staff recoanendation addresses the concern of 

whether or not the non-contaminated or non-radioactive assets of the nuclear 

facilities should necessarily be assumed to have to be dismantled and removed 

at the time decoaaiss1oning of the radioactive assets are estimated to take 

place . Staff's recommendation is basi cally that this issue warrants further 

investigation and therefore FPL and FPC should be required to subm1t s1te 

specific econa.ic cost studies for each nuclear plant to determine whether or 

not it will be cost justified to retain the non-contaminated assets for future 

electric generation use. 

The deter•ination of future decommissioning costs. the appropriate 
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annual accruals. and associated revenue requirements directly result from the 

reconaendation of Issue s. contingency allowance, and Issue 7. appropriate 

escalation rates. Decisions on these two Issues w111 affect the resultant 

calculations made in Issues 6, 8, 10, 26, and 29. 

The key elements of the attached recommendation are as follows : 

1 . A contingency a 11 owance of 2~ shou 1 d be app 11ed to the tot a 1 

estimated decommissioning costs to account for unforeseen circumstances such 

as bad weather. labor strikes or equipment failures. This is not to say, 

however. that thh level of contingency will be considered to be appropriate 

in the future as technical and/or regulatory changes could affect the UIOUnt 

of contingency considered to be appropriate. 

2. Escalation rates used 1n converting current estimated 

deco.1sstoning costs to future costs should be based on st111lar inflation 

measures for the same components of each decommissioning activity. 

3. The coapantes should be requtred to ensure the funds maintain the 

purchasing power of the contributions by earning at least the rate of 

inflation as Masurtd by the ConsuMr Price Index over each five year review 

period . This 1s the •tnimum fund earnings rate that the Commission should 

impose . Staff reca..ends an assumed fund earnings rate. net of taxes and all 

other admin1strat1ve costs charged to the trust fund of 5.27'L to be used in 

thts proceeding to calculate the annual decommiss ioning accrual amounts . Th1s 

rate is the DRI long-term average forecast for the Consumer Price Index over 

the next 25 years. 

4. Based on Staff's reca.mended contingency allowance and escalation 

rates, the estimated cost as of January 1, 1989 to decommission the nuclear 
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units of FPL 1s $760.790.321; the cost to deca..tsston the nuclear unit of FPC 

is $189.123.000. These costs. escalated to the operating license terminatico 

date for each un1t. are $4.595.622.139 and $1 ,201,528,228 for FPL and FPC, 

respectively. The appropriate jurisdictional annual accruals necessary to 

recover future dtca.hsioning costs over the remaining life of each nuclear 

power plant for FPL ts $43,765,334; for FPC the jurisdictional annual accruals 

are $8,599,412. These annual accruals should be included in each com~any's 

cost of service and should also be reflected in expenses for surveillance and 

tax reporting purposes. The associated revenue requirements for FPL are 

$44,488,338, or an increase of $25,303,566 as compared to current revenue 

require•ents of $19.184.772. For FPC, the associated revenue requirements are 

$8,741,474, or a decrease of $658,526 as compared to current revenue 

require .. nts of $9,400,000. Base rates should not be revised in this 

proceeding to reflect these changes in revenue requirements. 

5. The effective date for adjusting the annual accrual amounts for 

FPL should bt January 1. 1989; the effective date for FPC should be January 1, 

1990. 

6. FPL and FPC should be required to file a s 1te-spec1 fi c economic 

cost study for each of their nuclear generating plants to determine if it will 

be cost justtfted to retain the non-contaminated portion of the nuclear plant 

assets for use with a new generating station. These feasibility studies 

should be su~itted no later than two years from the date of the final order 

in this proceeding. 

7. It appears that FPL and FPC comply with Nuclear Regulatory 

Commission and Internal Ravenue Service requirements as they apply to the 
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control and management of the investments of the decommissioning funds. 

8. The revenue requirements of a qualified or non-qualified fund are 

the same if the i nfl at ion and earnings rates are assumed to be the same and 1t 

1s assumed that the tax rate remains constant. The major tax difference 

between the two funding •ethods is the timing of the tax deduction. 

9. The Colllnhsion should not require the companies, prospectively, 

to qualify the nuclear decommissioning trust funds. However, each company's 

decision concerning 1ts tax elections should be closely examined 1n future 

proceedings . Each company should be able to justify its chosen tax treatment 

by explaining the benefits the ratepayers have received and will receive from 

that treat.ent. Qualifying the funds is the most conservative way to 

guarantee that tht necessary funds will be available at the time of 

decommissioning . 
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CASE BACKGROOND 

By Order No . 10987, issued July 13, 1982, in Docket No. 

810100-EU<CI>. this Commission required the establishment of a separate funded 

reserve, apart from the reserve for depreciation, for the accumulation of the 

estimated costs of decommissioning each nuclear unit operating in Florida. In 

particular, the eo-ission found that decommissioning cost estimates .. should 

be reviewed and. 1 f necessary. changed no 1 ess often than every five years." 

Pursuant thereto, on January 26, 1987, Florida Power Corporation <FPC> filed 

an updated nuclear decommissioning study for its Crystal River Unit 3 nuclear 

plant, accompanied by a petition seeking approval of a revised annual accrual 

to its nuclear deca..issioning reserve, based on the cost estimates and 

funding asSUIIPtions developed in the study. Similarly. on April 20, 1988. 

Florida Power & Light Company (FPL> filed nuclear decommissioning studies for 

its St. Lucie Nuclear Units 1 and 2, accompanied by a petiti?n seeking 

approval of revised annual accruals to its nuclear decommissioning reserve. 

On June 29. 1988, FPL filed nuclear dec01111issioning studies for its Turkey 

Point Nuclear Units 3 and 4 and revisions to its studies on the St . Lucie 

Units 1 and 2. Also, on June 29, 1988, FPL filed a petition seeking approval 

of these revised annual accruals to its nuclear decommissioning reserve for 

the Turkey Point Nuclear Units and the amended revised accruals for its St. 

Lucie Nuclear Units. 

On May 5, 1987, the Commission initiated a full revenue requirements 

rate proceeding with respect to FPC (Docket No. 870220-EI) and included the 

pending issue of FPC's nuclear decommissioning costs for consideration in the 

proceeding. As a result of a settlement subsequently approved by the 
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Corm~1ssion in that docket (Order No. 18627). FPC's annual accrual to its 

dec0fml1 s s1oning reserve was increased by $4.3 million ef fective January 1. 

1989. together with a corresponding increase 1n base rates. 

Pursuant to not1ce. a Prehea.r1ng Conference was held 1n th\s Docket 

on May 4. 1989. estab11sh1ng the issues to be addressed. Hearings were held 

on May 25. 1989. 
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DISQUSSIQN Of ISSUES 

ISSUE 1: Are there components and faci11t1es now at the nuclear production 

un1ts .ih1ch could be retained to generate electr1c1ty w1th another steam 

source after the removal of the current nuclear steam generation components? 

RECOtttENDATION: Yes, there are portions of the nuclear electric generating 

units which could be retained and used for future generation of electr1c1ty. 

The question does reuin, however, as to whether or not 1t will be cost 

justified to retain these assets versus dismantling them upon decommissioning, 

at the same t1•e the contaminated assets are removed <See Issue 3). 

<Wilkerson/lee). 

POSITION OF PARTIES 

ill: It 1s unknown at this tiM. Coalponents w1th potential for reuse after 

deco..issioning would be li•ited to nuclear non-contaminated components. 

These would pr1mar11y include portions of the turbine-generator power block, 

cooling syst .. and electrical grid interconnecting facilities . The usability 

of these COIIPOnents however, will depend on the wear-and-tear status at the 

time reuse is ca..enced, the economic viability of such reuse and the 

conformance to future regulatory standards. 

[ft: While it 1s possible that, after approximately 40 years of use, certain 

components and facili t ies at CR3 could have the physical capability for 

additional use with a new, non-nuclear steam source, it 1s unlikely that such 

use would be economically feasible. The mere fact that these facilities kQUld 

be used should not serve as the pre•1se for funding future dec011111hsiontng 

costs . 
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STAFF ANALYSIS: Land suitably located for a power generation site will 

continue to be at a premium in the State. Hitness Dennis of FPL testified : "I 

think. both sites--and we all recognize the load centers which exist in the 

State of Florida--that both the St . lucie facility and the Turkey Point site. 

the land mass itself, the cooling systems and the switch yard transmission 

systems. are highly valuable assets in the future regardless of what type of 

power source exists there . " (TR 275) . The dec011111issioning plans under review 

provide that, .. The station grounds w111 be planted with vegetable matter for 

erosion control and will have a final contour suitable for agricultural. range 

or timber uses.• <Exhibit 27 p.C-5) . However. the locations of these nuclear 

generating stations will, .ast surely. be logi ca 1 s1 tes for generation of 

electricity after the present nuclear steam source is replaced. As witness 

Dennh testified: •These sites are already developed w1th regards to cooling 

systems and transmission facilities . The sites are in near proximity to load 

centers providing for generation and load balance objectives which add to 

system re11ab111ty. Ava11ab1Hty of new generation sites 1n the load areas 

surrounding these existing sites 1s questionable ... (TR 264). The question 

relates to the non-contaminated assets at those sHes and the1 r ava11ab111ty 

for use by whatever steam source 1s subsequently put into serv1 ce at those 

sites. 

The concept in the above position of FPC that these assets under 

discussion w111 be being considered for reuse "after approximately 40 years of 

use" IIM.Ist be addressed. It h true that some structural ttems wt ll have had 

40 years of use-and possibly could be good for at least 40 more. However , the 

non-contaminated assets consht of Hems which are maintained in first class 
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operating condition (as is necessary for all components of a generating plant> 

and ~~any of vhtch are regularly replaced by nev or rebuilt items; these 

replacements being the "interim retirements" included in developing an average 

service life in a depreciation study. (Exhibit 22). As Staff vitness Hoerner 

testified, ·~ of the assets at a generating unit, i .e. , structures, 

pedestals, SOIIt piping syste11s, and station equipment, might be expected to 

have a life potentially greater than the nuclear operating license . Many 

other assets of a type vhich might be useful for future generation v111 have 

been replaced through the process of 1nter1m retirement a short time prior to 

final plant shut dovn. • (TR 336). 

The concern .. ntioned in the position of FPL that a pover source to 

replace the generation of the nuc lear unit vill be needed 1~~ned1ately upon 

deca.1ss1oning •y, of course, be true. Hovever, that fact does not relate 

to the quest1on of reuse of non-contam1nated assets at the nuclear s1te. The 

generation capac1ty needed i.ediately upon decommissioning of the nuclear 

unit vould have to ca.. from a unit vith a physical location at least somevhat 

different fro. that of the decommissioned nuclear unit. The question of reuse 

of the non-conta.1nated assets relates to a subsequent unit at the site of the 

present nuclear un1t. The argu~~ent for such a subsequent un1t vould be the 

continued desirability of the site for generation such as access to vater, 

existing ovnership Cas in Dennis, cited above) , and the continued increasing 

requirement for electrical energy. 

The question of projecting future technologies and governmental 

requirements, raised by FPL in their position , is certainly a valid one. All 

parties appear to be if! agre~Mnt that, v1th1n tvo to four decades, there may 
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be changes relating to these factors. In the opinion of Staff, such changes 

could lengthen or shorten the life of the present nuclear operation, and could 

decrease or increase the 11 ke 11 hood of cont1 nued use of any port1 on of the 

present assets : these factors cannot be projected or used as determinants at 

this thae. 

Changes which have taken p 1 ace s i nee th 1s Conrnis s ion' s ori gina 1 1982 

action on deca.issioning costs, and those which are likely to take place in 

the future, are the reason for periodic reassessment of these costs and their 

related factors . Commissioner Easley and Chairman Hilson express concern CTR 

224-227), that the l.t.ul of the fund, and not its structure, 1s the matter 

under question in this docket. This discussion between Conrnissioners Easley, 

Gunter and Nt lson (TR 227-229) contt nues and introduces the fact that though 

we started off by addressing the esti.ated costs of deca.m1ssioning the whole 

plant as a separate funding. rather than continued treatment within the 

depreciation rate, in the original Docket No. 810100-EU, there may be 

develo~nts or a learning process as ti.e goes on . The opinion of Staff is 

that the question presently under discussion relates to a collection of funds, 

the 11110unt of which 1s under determ1 nat1 on-and the neces s 1ty for def1 n1 ng 

which funds should be collected as a part of the mechanism, which is input to 

the determination of the amount to be recovered by that mechanism. 

Mr . LaGuardia ukes the point CTR 92-93) that the difference in 

ther.odyna.ic cycles of the nuclear units versus current design boilers would 

result in a very inefficient system and would not be cost effective . On the 

other hand , when subsequently asked as to the potential of some useful 11fe 

left, quite a bit of it, in non-contaminated plant , he responds, ~ There is a 
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poss1b111ty that that 1s the case. The technology of that 1s still evolving 

and there 1s no regulatory guidance yet established." (TR 97). On the sue 

subject, Staff wttness Woerner testified that there were two cases to date 

that he knew of, Midland and Fort St. Vrain, where non-contaminated assets at 

nucl e&r plants have been converted to subsequent fossil fuel use . 

CTR 349-350) • 
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ISSUE 2: Should the dhuntl ... nt of non-contuinated plant components be 

included in the funding for "Nuclear Decommissioning". or recovered separately 

through the uu of lives and costs spec1ftca11y related to those 

non-conta.inated reusable ca.ponents? 

RECOtttENQATION : The di suntl e•ent of non- conta.mi nated p 1 ant components 

available for continued use after the decommissioning of the current nuclear 

steam source should be recovered separately through the use of lives and costs 

spectftcally related to those ca.ponents. However, based on the current 

studies f11ed in this proceeding, there 1s no way to d1stingu1sh between the 

costs of dis.antltng contaminated assets and potentially reusable 

non-contaminated assets at the tt .. of decommi ssioning. 

(H11 k.erson/Lee) . 

PQSITION Of PARTIES 

<See Issue 3) . 

ill: At this tt•. the dhmantlell!ent of the nuclear non-contaminated plant 

COIIIPOnents ts and should be included in the funding for nuclear 

deco.1s s i oni ng . If the nuc 1 ear non-conta•t na ted portion of the unit 1s 

retired at the sue tt .. as the nuclear contaminated portion, there would be 

no st gn1f1cant difference in total costs since such costs have not been 

considered tn current depreciation studies and the removal of such costs from 

the deca..1ss1on1ng study would cause an offsetting deficiency in depreciation 

reserves. However. tf at a future tiu the nuclear non-contaminated portion 

1s deten~tned to have a useful ltfe beyond the nuclear contaminated portion , 

tt uy be preferable to recover the related removal costs as a component of 

depreciation to .,re closely utch these costs with each unit • s period of 

generation. 
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£fC: Un 1 ess there 1s s011e sound bas 1s to cone 1 ude that the non-contaminated 

plant components will be used after decommiss ioning, it would make 11ttle 

difference whether the cost of their dismantlement 1s included in 

decommiss ioning costs or depreciation expense, since they would be recovered 

over the same period in either event . Absent such a basis, FPC believes 1t is 

preferable at the present ti .. to continue to include these components in the 

funding of decommissioning costs. 

STAFF ANALYSIS: All parties seem to be 1n agreement that, if a given number 

of dollars is spread over a given nu~er of years, the annual expense will be 

the same--assu•ing si•ilar treatment as to funding. Accepting that, however, 

if s011e portion of the assets will continue to serve the public after the 

decoaDhsioning of the nuclear c()llp()nents, the period of expensing the costs 

of removal/dhuntlement should be spread over the related expected average 

rema1n1ng 11fe, as Staff witness Hoerner test1f1ed. CTR 341). 

As pointed out in FPL' s position, the prospective recognition of a 

difference in the thling of the dismantlement of contaminated and 

non-contaminated assets can occur at some unspecified poi nt in the future "to 

more closely u.tch these costs with each unit ' s period of generation." Th1s 

matching of costs, to the extent possible, should be at the core of any 

depreciation-related decisions , and is the concern of Staff at this time. If 

we couple thh concern of 111atch1ng with the statement that "removal of such 

costs fr0111 the deca.ahsioning study would cause an offsetting deficiency in 

depreciation reserves" we see that any misutch or misalignment in the pattern 

<surplus or deficit), can grow consistently worse with the passage of time . 

Any necessary corrective action w111 becOMe .are consequential . 
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The turning po1nts of th1s 1ssue are quite basic : The identifi cation 

of the non-conta.1nated assets wh1ch are subject to reuse, and the economics 

of the reuse question . <See Issue 3) . 
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ISSUE 3: Should a decommissioning cost study be required from each company 

addressing the exclusion of non-contaainated components and facilities which 

can be used for generation of power subsequent to deconvn1ssioning of the 

present nuclear ca.ponents? If so, in what ti•e-frame should they be required? 

RECQft1ENDATION: Yes, FPL and FPC should file a s1te-spec1f1c economic cost 

study for each of their nuclear generating plants to determine if it is cost 

justified to retain the non-contuinated portion of the nuclear plant assets 

for use with a new generating station. These feas1b111ty studies should be 

submitted no later than two years fr011 the date of the final order 1n this 

proceeding. (Hilkerson/Lee) . 

pQSITIQN Of PARTIES 

.Ef.L: It does not appear that there 1s any basis to conclude that nuclear 

non-conta•inattd components w111 have any significant value upon 

decommissiontng. If it can later be established that the nuclear 

non-conta.inattd co.ponents and facilities have a useful life beyond the 

nuclear conta.tnattd facittttes, a cost study should be required and the 

reaoval cost of the nuclear non-cont&ainated portion should be spread over the 

extended period the unit would provide generation. Since decommissioning 

studies are filed no less frequent than every five years, any change to 

exclude non-contutnated components and facilities should be incorporated in 

the Company•s next studies. 

f.PC: Future deca.1ss1oning studies should be based on those assumptions 

considered .est likely to occur, not on alternatives that are only a 

possibility. Before a dectston is aade to conduct a costly, full-scale 

dec~1ss1on1ng study that excludes non-contaminated components, an evaluation 
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shout d be perforMd to dettrmt ne the engt neert ng and economt c feast b111 ty of 

using these components with another steam supply after the nuclear components 

have been decommhstoned . If the Conm1ss1on determines that further use of 

the non-contaminated components ts a viable alternative , a cost study 

differentiating bttwttn contuinated and non-contaminated components could be 

conducted for the next five-year review. 

STAFF ANALYSIS : There 1s nothing 111agtcal about the f1ve-year cycle ; i t was 

set as a pattern to encompass prospective changes in projected costs of 

deco.tssiontng. The words in Order No. 10987 read "the estimate of the cost 

of deca..issioning should be reviewed and. if necessary. changed no less often 

than every five years . • The door is left open for reaction to substantial 

changes which uy occur in the •eanttme. The question 1s whether or not we 

are facing a possible substantial change in this case . Staff agrees with FPC 

that "an evaluat1on should be performed to determine the eng1neer1ng and 

economic feasibility of using these components with another steam supply after 

the nuclear COIIPC)ntnts have been deco.hsioned. • Then, depending on the 

outc011e of that study, the incorporation of its f1ndings into the general 

pattern of nuclear and fossil fuel deca.missioni ng/dismantlement studies could 

be deteratned . To accomplish this as efficiently as practi cable, the Staff 

rec011111ends that feas 1 bi11ty studies be conducted w1thi n two years from the 

date of the final order 1n this proceeding . 
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*ISSUE 4: What .. thodology should Florida Power Corporation and Florida Power 

& Light utilize to deca..ission their units? 

R~: Tht llltthodology that FPC and FPL should ut1 1 1ze to 

decommission their nuclear units is as follows : 

<Lee). 

Turkey Point Unit No. 3: Integrated Prompt Removal/ 

Dismantling 

Turkey Point Unit No. 4: Integrated Prompt Removal/ 

Dismantling 

St. Lucie Unit 1: 

St Lucie Unit 2: 

Crystal River Unit 3: 

Mothball/Prompt Integrated 

Dismantling 

Integrated Prompt Removal/ 

D1sunt11ng 

Pra.pt Relll0val/Dismant11ng 

pPSITION OF PARTIES 

ffL: The appropriate .. thodology for decommissioning Turkey Point Unit Nos . 3 

and 4 1s an Integrated PrOIIPt R..oval/D1smant11ng approach. The Integrated 

Prompt Removal/Dismantling for Turkey Point is presently the lowest cost 

method and was chosen, among other reasons, because it utilizes those 

i nd1vidua 1s fam111ar w1 th the nuclear fac11i ty to support the d1smant11 ng 

effort and h the 111ethod recommended by the Nuclear Regulatory Commission 

(NRC). 

The appropriate .. thodology for deca.missioning St. Lucie Unit Nos . 1 

and 2 is a Mothba11/Pra.pt Integrated D1smant11ng approach . The 

Mothba11/Pr011Pt Integrated D1s.antling approach is the lowest cost method and , 
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due to the difference in license expiration dates, allows for a one time 

mob11tzat1on of contractor personnel and equipment by mothballing Untt No . 1 

unttl the exp1rat1on of Unit No. 2' s license. 

ffC: The appropriate decommissioning methodology for CR3 is the Prompt 

Re.aval/Dis.antla.ent approach . 

STAFF ANALYSIS : There 1s no dhagreHtnt among the parties regarding this 

issue . The dtcOMisstontng Mthodology recommended for each nuclear unit is 

the result of the TLG studies (Exhibits 1, 2, 3, 4, 8) sponsored by Httness 

LaGuardia. These studies show the detail cost analysts of three baste 

decommissioning alternatives identified by the NRC as being acceptable. These 

studies were ude on a site-specific bash and are in line with federal 

recom.endattons that deco..tsstontng be accomplished in the shortest practical 

t1M following ter.1nat1on of operations . (TR 19 , 46, 47) . As Hitness 

LaGuardia testtfted , the three decommtsstontng alternatives considered tn 

each of the company's studies were DECON (prompt removal/dismantling) , SAFSTOR 

<safe storage .athba111ng wtth delayed dismantling), and under special 

circu•stances, ENTOMB <ento.blent) . (TR 23, 47) . 

Hitness Hoffun testtfted that based on the TLG studies performed and 

the rec~endatton of Httness LaGuardia, FPL has selected to decommission its 

fac111ttes tn a pr011pt and integrated eanner. This methodology is the least 

expensive of the three acceptable alternatives. Besides cost, the Company 

considered such factors as log1st1cs , health, safety, securtty and the future 

regulatory environaent. <TR 114). In addition, the NRC has recommended 

prompt dismantle•ent absent any clear showing of why a nuclear plant should be 

decommissioned on a delayed basts. (TR 115) . 
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Witness LaGuardia testified, that based on his analysi s , hi s 

rec01111ended dec01111tssioning ~~ethodology for each nuclear plant of FPL was to 

mothball CSAFSTOR) St. Lucie Unit 1 for a period of approximately 5 years at 

which time deca..1ssioning activities could begin in conjunction with Unit 2; 

deca.a1ssion the tva Turkey Point nuclear uni ts upon fi nal shutdown 

(integrated DECON>. These .. thodologies provide the most reasonable means for 

tenainat1ng the license for each site in the shortest possible time , and 

relieving the Company of its regulatory obligations at the site. CTR 25 , 26). 

Witness LaGuardia's recaa.ended decommissioning methodology for FPC's 

nuclear plant Crystal River 3 ts the prompt removal/dismantling CDECON) . 

(TR 51) . Hts analysts ceo.postte Exhibit 8> shows this .athodology to be the 

most cost effective and .est reasonable means for terminating the license for 

the stte tn the shortest possible tt11e, and consequently relieves FPC of its 

regulatory obligations at the site. 

Based on the cost stud1 es sponsored by Witness LaGuardt a < Exil1 bits 1. 

2, 3, 4, 8>. Staff ftnds his recommended decommissioning methodology treatment 

for each of the FPL and FPC nuclear plants reasonable . 
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ISSUE 5: Should there be a contingency allowance applied to the total cost at 

this ti•e. and if so. what should the percentage be? 

RECOtt1ENDATIOH: Yes . The overa 11 contingency a 11 owance of 251. for both FPL 

and FPC ts reasonable at thts tt... Staff does, however, have reason to 

belt eve that thts a.>unt may change through time . <Ballinger) . 

PQSITION Of PARTIES 

ill: Yes. The contingency percentage 1s 251.. Thts percentage provides for 

the costs of high probability progra. problems where the occurrence, duration, 

and severity cannot be accurately predicted and have not been included tn the 

basic esti .. te. The contingency provides for site spec1f1c problems that may 

arise and does not represent a provision for inaccurate cost estimates. If 

cost esti .. tes wert to be .. dt at the time of commencement of decommissioning 

act1vtt1es they would also include a contingency allowance of 251. . 

Contingency it .. s that could occur include changes in the regulatory 

requi rM8nts, the tfftcts of craft labor strikes, bad weather halting or 

slaving dovn waste shtpt~tnts to the burial grounds , equipment/tool breakage. 

changes in tht anticipated plant shutdown conditions, etc. Summation of the 

categories exaaintd, yielded an average contingency of approximately 251.. 

fPC: Yes, a contingency allowance of 251. should be included in the 

decomaissiontng cost estimates . Mr . LaGuardia's uncontroverted testimony 

clearly explained the reasons why a contingency allowance 1s needed in order 

to recognize the costs associated with certain high probability field problems 

that arise during ptrfor .. nce of deco..1ssioning activities . Problems or this 

kind include such thtngs as weather- related delays, equipment breakdowns, 

unanttctpated regulatory requtr111ents . craft labor dtsputes, and the 11ke . 
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These problems are not included in developing the basic cost estimate because 

the1r specific occurrence, duration, and severity cannot be accurately 

predicted. Instead, individual contingency factors ranging from 101. to 75l. 

are determined for each major activity area, based on the degree of difficulty 

and complex1ty 1nvolved. Applying these 1ndividual factors to the appropriate 

components of the cost esti.ate results in an average of approximately 25t. 

Mr. LaGuardia's explanation of what the contingency allowance 

represents and how 1t 1s developed dispels the m1sconcept1on that it 

constitutes a 11 Cushion" aga1nst the uncertainties of estimating costs well 

into the future. To the contrary, h1s est1mates have nothtng at all to do 

w1th future costs; they are based on the current costs that would be required 

1f the plants were to be decomm1s s i oned now. Thus, the opportun 1ty to "zero 

in• on the actual costs of deco.hsioning in the future review proceedings 

w111 not 1 essen the need for a cont1 ngency a 11 owance, s 1 nee the 

probltn~-related costs it provides for cannot be known until the project 1s 

actually underway. 

Failure to fund these contingency costs would be contrary to the 

C.0.1ss1on' s priury goal of assuring that adequate funds are available when 

the costs of deco.tssion1ng the plants are incurred. The result would be a 

sign1f1cant burden placed on future ratepayers and a windfall to the 

ratepayers before th .. who received the benefit of the plants' generation. 

STAFF ANALYSIS : Webster's dictionary defines a contingency as "an event that 

is of possible but uncertain occurrence.• In a cost estimation, a contingency 

factor is used to account for such things as bad weather, 1 abor str1 kes, 

equ1 pment fa11 ures and a variety of unforeseen c1 rcumstances. The amount of 
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contingency to be used is an art in itself and should be based on expertence. 

not just speculation. 

Witness LaGuardia testified that an overall contingency factor of 25l 

1s a reasonable uount given the cOII()lexity of nuclear decommhstoning 

activities. (TR 21). Mr. LaGuardia also has extensive experience in the area 

of nuclear dec~issioning and other d~lition activities. <TR 11-14). His 

explanation as to how he arrived at the contingency factors he used and their 

purpose seemed reasonable . Therefore. the record supports the use of a 25"L 

overall contingency factor . 

Staff does have one concern wtth the size of a contingency factor 

used in an evolving activity such as nuclear decommissioning . Httness 

LaGuardia stated that sa.e contingencies were allowed to account for equtpment 

failures and regulatory changes . Staff h concerned that the approval of a 

25l contingency factor now will send the message that this level of 

contingency w111 always be appropriate. He do not believe that this should be 

the case because techntcal and/or regulatory changes could affect the amount 

of contingency to be applied to the overall cost of decommissioning. (TR 89) . 
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*ISSUE 6: What is the esti.ated appropriate cost in current (January 1, 1989) 

dollars to decommission each of the nuclear units? 

RECOtt1ENDATIOH : The estimated cost 1n current (January 1. 1989) dollars to 

decommission each of the nuclear units are : 

Turkey Point Unit No. 3 

Turkey Point Unit No. 4 

St. Lucie Unit No . 1 

St. Lucie Unit No. 2 

Crystal River Unit No. 3 

<Haurey). 

PDSIIIQN Of PARTIES 

ill: 

UNIT 

$162.072 .000 

190.494.000 

205.249.321 

202.975.000 

189.123 .ooo 

Estimated Future Costs 
at January 1. 1989 

Turkey Point Unit No. 3 $162.771.355 

Turkey Point Unit No. 4 191.133.750 

St. Lucie Unit No. 206,262.473 

St . Lucie Unit No. 2 203.421.665 

The above was ba•ed on the Company' s May 1989 Inflation Rate 

Forecast . 

Eft: The appropriate esti.ated total cost in current dollars Cas of 

January 1. 1989) to dec~isston CR3 i s $195.133 .000. 

STAFF ANALYSIS : The site-specific studies conducted b.Y TLG est1mattd the cost 

to decOMhston the four fPL nuclear units in 1987 dollars and the one FPC 
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nuclear unit 1n 1985 dollars . These amounts were escalated to January 1, 1989 

dollars using the inflation indices and methodology outlined 1n Issue 7. The 

actual rates of change for the inflation 1nd1ces provided by Data Resources, 

Inc . <DRI) for the period 1985 - 1988 for FPC and 1987 - 1988 for FPL were 

used. 

The disparity between Staff's cost estimates and the companies• cost 

esti.ates results from differences 1n the specific inflation measures used by 

each party in the escalation calculation . The methodology and specific 

inflation indices used are described 1n detail 1n Issue 7 . 
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*ISSUE 7: Hhat is the appropriate methodology and escalation rate to use in 

converting the current estimated decommissioning cost to the future estimated 

decommissioning cost? 

RECOtt1ENDATION : The appropriate esca lat1on rates to use 1 n convert1 ng t he 

current decommissioning cost to the future decommissioning cost for each 

nuclear unit are: 

Turkey Po1nt Unit No. 3 

Turkey Point Unit No. 4 

St. Lucie Unit No. 

St. Luc1e Unit No. 2 

Crystal River Unit No . 3 

5.8<rL 

5.80 

6. 02 

5. 91 

6.08 

. , . 

The methodology used by FPL and FPC 1n the1r escalat i on rate analyses 1s 

reasonable for deter.ining the appropriate rate . The d1 spar1ty between 

Staff's escalation rates and the companies • escalation rates results from 

differences in the time frame and specific inflat ion measures used by each 

party. 

(Haurey) . 

POSITION Of PARTIES 

ffL : An escalation rate methodology which considers the potential for 

escalation rate differences between the decommissioning activities of 

decontamination , re110val, packaging, shipping, burial, staff, and other 1s 

used. These activities are separated further into labor, material, and 

other. Costs identified were inflated by use of the Company's Inflati on Rate 
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Forecast and/or Average Hourly Earnings Index in addition to Producer Price 

Indices and GNP Deflator when appropriate . 

The escalated costs for each of the different decommissioning 

activities were determined for each year of the study . Summing the escalated 

costs of all activities for a particular year and comparing this cost relative 

to the previous year's cost provided the annual escalation rate for the total 

decommissioning process from one year to the next. This process was repeated 

for each of the four nuclear units over the applicable analytical horizon. 

An overall effective rate. equivalent to the year by year rates. was 

determined for each unit and are shown below: 

OVERAll 
UMII ESCALAIION RAIE 

Turkey Point Unit No. 3 5.01. 

Turkey Point Unit No. 4 4.9'! 

St . lucie Unit No. 1 5.01. 

St. lucie Unit No . 2 5.01. 

The above was based on the Company's May 1989 Inflation Rate 

Forecast. 

ffC: The methodology used by FPC in its Decommissioning Study is appropriate 

for converting the current estimate of decommissioning costs to future costs. 

The appropriate escalation rate to use in converting CR3's current est1mated 

decommissioning costs (in January 1. 1989 dollars) to future costs 1s 6. 661 . 
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STAFF ANALYSIS: Both companies use the same methodology to determine the 

appropriate escalation rate for converting the current estimated 

decommissioning cost to the future estimated decommissioning cost. The 

dtspari ty among these numbers results from differences in the time frame and 

specific inflation measures used by each party. 

The deconntssioning process consists of seven stages or activities. 

These are decontamination. removal. packaging , shipping, burial. staff. and 

other. Each of these acti viti es are separated into three components. These 

are labor. materials, and other. 

TLG has provided both companies with estimates of the costs for each 

activity. These cost estiutes were determined through site-specific studies 

and include a contingency allowance of 251. The base level costs are in 1987 

dollars in the FPL studies and 1985 dollars in the FPC study. These estimates 

are escalated from these base levels to the respective license termination 

date for each unit using separate inflation forecasts for labor, materials, 

and other component costs . 

Although the site-specific studies identified unique costs associated 

with each unit, the homogeneous nature of the labor involved and the materials 

used in the decomm1ss1on1ng process leads Staff to reconmend that the same 

inflation 1nd1ces be used to determine the appropriate esca lation rate of each 

unit. The cost characteristics unique to each unit are sti ll recognized 

because the methodology uses the base costs provided by TLG. However. by 

us ing the same inflation indices to escalate labor and material costs , Staff 

recognizes that the labor and materials costs for these act1v1ties should 

increase at the same rate regardless of whether the unit 1s owned by FPL or 

FPC . 
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fPL uses 1ntlat1on forecasts developed In-house as of May 1989 . The 

company escalates labor costs with the Average Hourly Earnings Index, material 

costs with the PPI-Cap1ta 1 Equipment Index. and other costs with the GNP 

Deflator Index. <TR 119). 

FPC uses inflation forecasts published by Data Resources, Inc . CDRI) 

as of December 1988. The company escalates labor costs w1th the Compensation 

Per Hour Index, u.terial costs with the PPI - Intermediate Materi als and 

Supplies Index, and other costs with the GNP Deflator - Transportation Index. 

<TR 294). 

Both witnesses. Hr. Hoffun for FPL (TR 149-152) and Hs . Czura for 

FPC <TR 294-296). offered test1mny at the heart ng defending each company's 

respective inflation rate forecast. At the hearing, Mr. Hoffman gave a strong 

argument for using the Average Hourly Earnings Index instead of the 

Compensation Per Hour Index to escalate labor costs. 

Q. Where you discuss the average hourly earnings, isn't that just 
the pay to the employees? It doesn't include other type of 
compensation. would it? 

A. Theoretically. no. but I think you have to look at the numbers a 
little bit themselves. and think about what your - what you're going 
to use that index for. 

The average hourly earnings index would be just the wages paid, 
whether you are coming from a base number and you're escalating it, 
and that base number includes benefits already, so you're picking up 
some of the benefits . 

Now, the compensation per hour index which we didn't use. 
theoretically, includes escalated costs for benefits as well as 
wages. And when we looked at that - when we look at that and when we 
look at the DRI forecast of that index compensation per hour , we see 
that it far outpaces the increase in the CPl. DRI 1s expecting that 
compensation per hour is going to increase at a rate as ~uch as 71, I 
think, 1n the later years, many of the later years . And that raises 
that index quite high . And I think tt•s a matter of, or an 
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1nterest1ng question, whether benefits can actually increase that 
fast when the Consu111er Price Index stays at a more moderate level. 
And if you consider that wages are maybe not expected to increase as 
quickly even as the CPI, that means that benefits would just have to 
be increasing at an extraordinary pace to reach the level that's in 
that DRI forecast . 

So we d1 dn • t fee 1 that it was appropriate to use . He di dn • t 
think that piece of the DRI index was possibly constructed properly 
by DRI. And we still believe that the average hourly earnings index 
represents a reasonable estimation of what benefits - what wages are 
going to increase at. and because benefits are a 1 ready embedded 1 n 
the beginning amount. that it picks up increases in that cost a 1 so. 
<TR 150-152) . 

Staff also questioned both Hr. Hoffman and Hs. Czura regarding the 

most appropriate inflation index to use to escalate materials costs . First, 

Hr. Hoffman argued that the PPI-capital Equipment Index should be used because 

of the capital intensive nature of the decommissioning process . 

Q. All right . On the uterials you used capital as opposed to 
intermediate. Doesn't the duration of the decommissioning relate 
itself .are to the inten~ediate type of leasing equipment than going 
out and spending a lot of money on capital investments? 

A. I don't know specifically the mix of the leasing type of 
activities. or for the goods that are used in these activities , but 
fr011 everything that I could understand, just from listening to Mr. 
LaGuardia, reading the testi110ny that he prepared. I came to the 
concl~sion that the - it's very capital intensive, that you're buying 
a lot of tools. you're buying cranes, you're investing in a lot of 
things that are, to .a, 110re like finished goods. And I thought that 
was .are ltke - that it would be more appropriate to use the producer 
pr1 ce tndex for captta 1 goods. But . you know. I really can • t - I'm 
certainly not an expert or can say that I know for sure which is the 
appropriate index there. <TR 152). 

Later 1 n the hear1 ng. Ms . Czura made a stronger argument that the 

PPI-Intermediate Materials and Supplies Index was more appropriate because it 

includes many of the uter1al cost components which will be used during the 
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decommissioning process. 

Q. Hhy were each of these inflation measures used in each category? 

A. . .. For materials, we chose to use the intermediate materials and 
supplies index from the producer price index. Intermediate materials 
and supplies is an index within PPI that is at the intermediate stage 
of processing . 

The stage of processing indices are considered to be more useful 
than commodity grouping indices . This is because commodity grouping 
indices sometimes produce exaggerated or misleading signals of price 
changes by reflecting changes that take place at each stage. In 
other words, you would have multiple counting of price increases at 
the raw materials stage. the intermediate stage and the finished 
goods 1 eve 1 • Therefore. we decided to go with the stage of the 
processing index. 

There are three indices available for stage of processing. 
There 1s raw materials. intermediate supplies and finished goods. 
The PPI index at the intermediate materials and supplies stage is 
considered to be a reasonable one for escalating material costs for 
nuclear deca.missioning. It includes many of the material cost 
components which would be used during the decommissioning process . 
For ex up 1 e, 1t inc 1 udes energy, machinery and equipment. chemica ts • 
.atals and .etal products. concrete, lumber and transportation 
equip~~ent. 

I spoke with a representative from DRI at 1 ength about th1s 
index and he provided me with the categories within the intermediate 
materials and supplies index and the relative percentages, the 
weights of those components within that index. 

After reviewing the descriptions of the work. to be performed in 
Section 3 of Tom LaGuardia's engineering study for Crystal River 3, 
it appears that the PPI index that the intermediate materials and 
supplies stage of processing is the appropriate one to use for the 
escalation of material costs. CTR 294-295). 

Staff feels Mr. Hoffman made a stronger argument 1n support of the 

Average Hourly Earnings Index than Ms. Czura made for the Compensation Per 

Hour Index. On the other hand, Staff feels Ms. Czura made a better case for 

using the PPI-Intermediate Materials and Supplies Index than Mr. Hoffman 

raised for the PPI-Cap1tal Equipment Index. Based on this evidence. Staff has 

chosen to escalate lab\>r costs wtth the Average Hourly Earnings Index and 
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material costs with the PPI-Intermediate Materials and Supplies Index. 

The point can be argued that the inflation indices should also be the 

same for the two companies when escalating the other category of component 

costs. However. because of the difference in the treatment of the other 

category between the FPL and FPC studies, Staff has elected to escalate other 

costs with the specific measure cited by each company. In the FPL studies. 

the other category includes all costs associated w1th the burial, shipping. 

and other activities. The other category includes only shipping costs in the 

FPC study. Mr. LaGuardia of TLG testified that he could not recall the basi s 

for this difference between the studies . CTR 103). However, he did conclude 

that he had no reason to suspect that any of the estimates 1n the 1985 study 

were incorrect. (TR 104). Therefore. Staff used the more general GNP 

Oeflator Index to escalate other costs in the FPL escalation rate analysis and 

the more spectftc GNP Deflator - Transportation Index 1n the FPC escalation 

rate analysis. 

Staff does not produce its own inflation forecasts. Ther~fore. Staff 

re11ed on the DRI Long-ter11 Review as of December 1988 for the forecasts of 

the inflation indices just described. DRI 1s a respected source for a wide 

variety of forecasted statistics. This 1s not to 1mply that FPL's forecast 1s 

not reliable. It's just that DRI 1s a conwnon source of forecasted data that 

is generally recognized throughout the financial community. DRI is the 

forecast service used by the Revenue and Economic Analysis Unit of the Office 

of Planning and Budgeting in the Governor's Office. 

Using these inflation rate forecasts and the base costs provided by 

TLG, an annual compound @SCalation rate was calculated for each nuclear unit . 
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The escalati on rate analysi s for each nucl ear unit 1s outlined on Schedule 1, 

pages 115- 124. These escalation rates will have a significant impact on cos t s 

discussed in Issues 6, 8, 10, 26, and 29 . 
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*ISSUE 8: Hhat is the total estimated cost of decommissioning each unit 

in future dollars based upon present operating l icense termination date? 

RECQHHENOATIQN : The estimated total cost of decommissi oning each nuclear 

un1t in future dollars based upon present operating license t ermination 

dates are : 

Turkey Point Un1 t No. 3 

Turkey Point Un1t No . 4 

St. Lucie Unit No. 

St. Lucie Unit No. 2 

Crystal River Unit No. 3 

<Maurey>. 

PQSITlQN Of PARTIES 

UNIT 

Turkey Point Unit No. 3 

Turkey Point Unit No. 4 

St . Lucie Unit No . 

St. Lucie Unit No. 2 

$ 542 ,426 ,010 

673,190,276 

1,622,545,122 

1,757 ,460,731 

1,201 ,528 ,228 

LICENSE EXPIRATION 

April 27 , 2007 

April 27, 2007 

March 01 , 2016 

April 06 , 2023 

FUTURE COST 

$ 462 ,822,891 

557 ,567 ,350 

1,156 ,040,449 

1,272,855,821 

The above was based on the Company• s May 1989 Inflation Rate 

Forecast . 

ffC: The total estimated cost of decommiss ioning CR3 in future dollars, 

based upon its present operating 11cense termination date of December 3, 

2016, is $1 ,471,378,780 • 
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STAFF ANALYSIS: The total estimated cost of decommissioning each unit i n 

future dol lars 1s the sum of the year- by-year expend1tures determined 1n 

Issue 10. The calculations are described in detail in Issue 10 and are 

outlined on Schedule 2, pages 125-129 . 
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• •xssuE 9: As presently planned , tn whtch years will the funds accumulated in 

the Nuclear Decommtsstontng Trust Fund be expended, by untt? 

• 

• 

RECOHMENDATION: As presently planned, the funds accumulated in the Nuclear 

Decomatsstontng Trust Funds will be expended tn the following years: 

(lee). 

Turkey Point Unit 3 

Turkey Point Unit 4 

St. lucie Unit 1 

St. lucie Un1t 2 

Crystal River Unit 3 

pQSITIQN OF PARTIES 

ill: 

Turkey Po1nt Un1t No. 3 

Turkey Point Unit No. 4 

St. lucie Unit No. 1 

St. Luc1e Unit No. 2 

Year<s> of Fund Exoend1tures 

2005-2013 

2005-2014 

2014-2028 

2021-2028 

2015-2023 

Year<s> of Fund Expenditure 

2005-2013 

2005-2014 

2014-2028 

2021-2028 

fPC: As presently planned, funds accumulated for decommt sstontng CR3 w111 be 

expended in the years 2015 through 2023. 

STAff ANALYSIS : All parties agree to the years in which the funds accumul ated 

in the Nuclear Deca..iss1oning Trust Funds are presently pl An ned to be 

expended. FPl Hitness Hoffman and FPC Hitness Czura presented test imony 
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regarding this issue. (TR 121, 288). The tiaing of the fund expenditures are 

in line with N1 tness LaGuard1 a • s Eng1 neeri ng Cost Stud1 es < Exh1 bits 1. 2, 3, 

4) th11 estimates for the various stages of decommtss1on1ng. 

Actual deco.1ssioning 1s expected to begin approximately two years 

prior to final shutdown when engineering and planning would begin on the 

preparation of the Deco.1ssioning Engineering Plan and Environmental 

Assessment wh1 ch w111 be subtni tted to the NRC and other regula tory agencies 

for rev1ew and approval, and authorization to proceed . <TR 26, 27). There 

are basically three stages of decommissioning. The first stage is expected to 

take one year to accoap11sh. It would begin upon shutdown of the plant, and 

would involve site preparations to initiate decommissioning. The second stage 

will take about three years to comp 1 ete. <TR 30) . This 1 s when 

dec011111hsioning operations w111 begin upon receipt of the dismantling order 

fro. the NRC. This stage involves the removal of rad1oact1v1ty from the site 

and ten~1nat1on of the 11cense. (TR 28). The third stage 1s expected to take 

about two years to coaplete. This will involve the demolition of all 

reu 1 n1 ng structures to a depth of three feet be 1 ow grade. and grading the 

site . <TR 30). 

As N1tness Hoffaan test1fted, the greater number of years for St . 

Lucie Un1t 1 over Un1t 2 1s attributable to the difference in the operating 

license expiration date for the units. Fund expenditures are made for 

act1v1ttes wh1ch enable St. Lucie Unit 1 to remain dormant until the license 

expiration of St. Luc1t Unit 2. (TR 121, 122). 

Nith no evidence to the contrary, Staff is of the opinion that these 

dates estiaated for fund expenditures are reasonable. 
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*ISSUE 10: Nhat 1s the est1aated future cost of decomm1ss1on1ng. by untt . tn 

each year tn whtch decomm1ss1ontng funds w111 be expended? 

RECOHHENOATIQN : The estimated future costs of decomm1ss1ontng tn each year tn 

which deca..ission1ng funds will be expended are: 

Turkey Point Plant 

Year of Estimated Future Cost 
DecQIIID1ss1on1ng Unit No. 3 Un1t No. 4 

2005 $ 1,181 ,262 $ 647 ,762 
2006 5,059,912 2,833,826 
2007 32,477,023 23,542,894 
2008 101,657,092 35.271 ,774 
2009 136,034,524 118,657,270 
2010 143,924,526 158,697,622 
2011 73,426,868 167,902,084 
2012 35 ,977,100 94,608,426 
2013 12,687,703 56,171.797 
2014 14,856,822 

Totals $542 ,426,010 $673,190,276 
··----··--· ••••••••••• 

St. Lucie Plant 

Year of Est1.ated Future Cost 
Deco.1ss1on1ng Unit No. 1 Unit No. 2 

2014 $ 2,091,581 
2015 8,282,026 
2016 89,815,291 
2017 32,466,-450 
2018 14,603,465 
2019 15,482,594 
2020 16,414,646 
2021 17,402,808 $ 1 ,489,148 
2022 89 ,887,187 6,251,434 
2023 309,804,347 72,772,279 
2024 340,793, 776 322 ,663 ,298 
2025 361,309,561 420,371 ,172 
2026 161,315,779 445,215,109 
2027 149,653,381 279,496,214 
2028 13 ,222,231 209,202,077 

Totals $1,622,545,122 $1 ,757 ,460,731 
.. ·········-- ............... 
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Crystal R1yer Plant 

Year of 
DecQDJD1ss1on1ng 

2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 

Total 

Estimated Future Cost 
Un1t No. 3 

$ 29,609 ,186 
31,409 ,425 
33,319,118 

264,177,471 
280,239,461 
297,278,021 
126,848,472 

67 ,279 ,726 
71 ,367 ,348 

$1,201,528,228 
---·····--·-·· 

The above amounts may not add due to rounding. (Maurey) . 

pQSITION OF PARTIES 

rn: 
Turkey po1nt Plant : 

Integrated Prompt Remova1/D1smant11ng 

Year of 
OtcQB11ss1on1ng 

2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 

Totals 

Est1.ated Future Cost 
Unit No. 3 Uni t No . 4 

s 1,043,067 
4,432 ,678 

28,236,950 
87,716,291 

116,491 ,727 
122 ,316,313 
61,930,931 
30, 114,852 
10,540,081 

$462 ,822 ,891 
•••••••••••• 
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2,437.959 

20.082,623 
29,831.671 
99,502 ,966 
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138 • 41 3 • 181 
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45,521,897 
11,937.757 

$557.567,350 
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~ St. Luc1e Plant: 

Mothball/Promot- Integrated D1smant11ng 

Year of Estimated Future Cost 
Decong1ss1on1ng Un1t No. 1 Un1t No . 2 

2014 $ 1,634,646 
2015 6,411,176 
2016 68,854 ,515 
2017 24,649 ,790 
2018 10,980,815 
2019 11,529,856 
2020 12,106,349 
2021 12 t 711,666 $ 1,122,585 
2022 65,026,359 4,672,311 
2023 221,961,640 53,920,525 
2024 241,815,795 237,021,222 
2025 253,906,585 306,142,509 
2026 112,271 ,649 321,449,635 
2027 103,153,326 200,065,343 
2028 9,026,282 148,461,690 

Totals $1,156,040,449 $1,272,855,821 

········-······ ······-········ 
fft: As presently planned, total costs for decommissioning CR3 will be 

incurred 1n the following future dollar amounts : 

Year of 
DecQ11Bhs1on1ng 

2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 

Est1 .. ted Future Cost 
Unit No . 3 

$ 35,395,715 
37,753,070 
40,267,425 

321 ,014,171 
342,393 ,714 
365,197. 136 
156,681,553 
83,557 ,399 
89 .1 18.597 

Total $1 .471 .378,780 ............... 
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STAFF ANALYSIS : TLG prov1 ded both companies w1th spend1 ng curves for the 

various dec0111111ss1oning activities . The spending curves revealed the 

percentage of the tota 1 dec0flllft1ssion1ng cost that will be 1 ncurred 1 n each 

year in which the dec011111issioning funds will be expended . The site-specific 

percentages were applied to the current cost to decomm1ss1on each nuclear unit 

detentined 1n Issue 6 and the result was then escalated to future dollars 

using the appropriate escalation rate deter.ined in Issue 7. The calculation 

of these cost est1.ates 1s outlined on Schedule 2, pages 125-129. 
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*ISSUE 11 : Hhat 1 s the projected date that each nuclear unit will no longer 

be included 1n rate base for ratemaking purposes? 

RECOMMENDATION: The projected date that each nuclear unit wtll no longer be 

included 1n rate base for rateuk1ng purposes 1s predicated on each unit's 

license expiration date . 

Turkey Point Unit 3: April 27 , 2007 

Turkey Point Untt 4: Aprtl 27, 2007 

St . Lucte Untt 1: March 1, 2016 

St. Lucte Un1t 2: April 6, 2023 

Crystal River Untt 3: Decelber 3, 2016 

(Lee>. 

pQSITIQN Of PARTIES 

[fL: For purposes of the present decommissioning filing, the Company 

projected that the nuclear units would be retired and removed from rate base 

for rate.aking purposes as follows : 

Turkey Potnt Unit No. 3 
Turkey Point Unit No. 4 
St. Lucte Unit No. 1 
St. Lucte Untt No. 2 

April 27 , 2007 
Aprtl 27, 2007 
March 1, 2016 
Aprtl 6, 2023 

ffC: The projected date that CR3 wt 11 be removed from rate base is December 

3, 2016, the date its operating license is scheduled to termtnate . 

STAFF ANALYSIS: There 1s no dtsagree•ent a110ng the parttes regardtng this 

1ssue. The projected dates that each nuclear unit wtll no longer be included 

1n rate base for ratemaking purposes coincides with the estimated retirement 

dates <existing operating license expiration date> of each unit as testified 
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to by FPL Nttness Kuberek and FPC Nttness Czura. (TR 200. 287) . Staff agrees 

that each untt w111 no longer be tncluded tn rate base for rate.aktng purposes 

upon its rettr ... nt and that rettr~~~ent date ts predicated on the existing 

operating license ter•1nat1on date . 

-66-



• 
DOCKET NO. 870098-EI 
(8671F> August 17, 1989 

ISSUE 12 : Do FPL and FPC comply with NRC requirements as they pertain to 

control of the decommissioning funds? 

ltECott1ENDATION: Yes, FPL and FPC comply w1th Nuclear Regulatory Commission 

<NRC> requiretnents as they pertain to control of the decommissioning funds . 

(Maurey) . 

PQSITIQN OF PARTIES 

ill: The final rule set forth by the Nuclear Regulatory Commission (NRC) 

requires that the Company submit a report to the NRC by July 27, 1990, 

indicating how reasonable financial assurance will be provided that funds will 

be available for dtco.hsioning. Financial assurance is to be provided by 

either prepa~nt prior to the start of operation, external sinking fund or a 

surety .athod, insurance or other guarantee ~ethod . The external sinking fund 

•ethod as defined in the final rule 1s "a fund established and maintained by 

setting funds aside periodically 1n an account segregated from licensee assets 

and outside the licensee's administrative control in which the total amount of 

funds would be sufftctent to pay decommissioning costs at the time termination 

of the operation is expected . An external sinking fund may be in the form of 

a trust, escrow account, government fund, certificate of deposit or deposit of 

government securities. • 10 C. F.R. Section 50.75(e)(l)(ii). The Company 

provides for financial assurance through monthly contributions to its Nuclear 

Decommissioning Funds . These nuclear decommissioning funds are in the form of 

a trust with State Street Bank and Trust Company as ~ rustee for each trust . 

Based on the Coalpany• s interpretation of the NRC f1 na 1 rule, the Company 

believes its ~ethod would constitute an external slnldng fund which complies 

wl th the ft na 1 ru 1 e and that reasonab 1 e fi nand a 1 assurance will be provIded 
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that funds w111 be available for deco.hsion1ng. After the Collpany submits 

its report to the NRC. should the NRC impose any additional requirements 

perta1ning to the control of the decommissioning funds, the Company will 

comply with such requirements. 

fft: NRC regulations (10 C.F.R. Section 50.75) require each electric utility 

licensee to certify that "financial assurance" for decommissioning will be 

provided by one of three enu~~erated •ethods. One such method 1s an "externa 1 

sinking fund," defined in the regulations as "an account segregated from 

licensee assets and outside licensee's administrative control," which "may be 

in the form of a trust, " FPC's establishment of an external trust fund 

under the a~1nistrative control of an independent trustee complies with this 

requirement. 

STAFF ANALYSIS: The NRC's final rule, 10 C.F .R. Section 50.75, specifies 

three •ethods acceptable to the NRC for electric utilities to use to 

detaOnstrate reasonable financial assurance that funds will be available for 

dec0fllll1ssioning. The rule permits the use of an external sinking fund and 

defines thts as •a fund established and maintained by settfng funds aside 

periodically in an account segregated from licensee assets and outside the 

licensee's administrative control 1n which the total amount of funds would be 

sufficient to pay decommissioning costs at the time termination of operation 

1s expected. " The rule elaborates by stating that an external sinking fund 

"may be in the form of a trust, escrow account, government fund, cert1fi cate 

of deposit, or deposit of government securities . " <Exhibit 25). Hr. Hoffman 

testified that FPL' s dec01111hsioni ng funds are in the form of a trust w1th 

State Street Bank. and Trust Company of Boston, Massachusetts as trustee . 
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<TR 163) . Mr McDonald testified that FPC's decommissioning funds are in the 

form of a trust with Southeast Bank of Miami , Florida as trustee . (TR 317). 

Therefore , it appears that both companies are in compliance with NRC 

requirements as they pertain to control of decommissioning funds. 
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ISSUE 13: Do FPL and FPC comply with NRC requirements as they pertain to the 

management of the investments of the decommissioning trust funds7 

RECOMMENDATION : At this time. 1t appears that FPL and FPC are in compliance 

with the NRC requirements as they pertain to the management of the investments 

of the decommissioning trust funds . (Haurey). 

POSITION OF PARTIES 

ffL: The manage.ent of the invest.ent of the fund assets is currently 

performed by Staff within the Finance Depart-ant of FPL. 

The final rule set forth by the Nuclear Regulatory C01atssion (NRC> 

requires that the eo.pany subait a report to the NRC by July 27. 1990. 

indicating that reasonable financial assurance will be provided that funds 

will be available for deca..issioning . As described in Issue 12. the 

Cocapany•s deca..hsioning funds are \n the fora of an external sinking fund 

pursuant to the final rule. There is no requirement in the final rule or in 

any other regulations prOIIUlgated by the NRC that mandate the use of an 

external 1nvestlent .. nager for nuclear decommissioning funds . The final rule 

does require that a 11 censee utilizing an externa 1 sinki ng fund set aside 

110nies composing the external sinking fund "in an account segregated from 

licensee's assets and outside 11censee•s administrative control." 10 C.F.R. 

Section 50.75(e)(l)(ii). Because of potential differences in interpretations 

of the foregoing language. the Company's outsi de counsel contacted the NRC for 

clarification. The NRC has indicated they will construe thts language to 

require only that the trustee of the decommissioning fund must be unrel ated to 

the licensee. Based on the Company's interpretation of the final rule and NRC 

clarification. the Company believes its current method of investment 
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management of the nuclear decoa.hsioning fund investments compl ies w1th the 

NRC requirements and that should the NRC require external management of the 

deconnh s ion i ng fund investments. the Company wn 1 comp 1 y with such 

requirements. 

ffC: FPC 1s not aware of any NRC requ1rement pertaining to the management of 

the investments of its dec~tssioning trust fund . If NRC regulations are 

subsequently dee.ad by it to be applicable to investment management. FPC will 

comply with any such requirements to the extent 1t 1s not already 1n 

compltance. 

STAFF ANALYSIS: The NRC requires that e 1 ectri c utili ties provide reasonab 1 e 

financial assurance that funds will be available to decommission nuclear units 

at the tiM ten~tnation of operation 1s expected. The final rule issued June 

27, 1988 requtres all ca.panies to submit a report by July 27, 1990. 

1ndicat1ng how financial assurance will be provided . <Exh1b1t ZS) . 

As discussed in Issue 12, 1t appears that both companies are in 

COIIP11&nce wtth NRC requireMnts u they pertain to control of the 

deca..1ss1oning funds . However. unlike the issue of control of 

dec~issioning funds which is defined in the final rule, there is no specific 

wording which addresses NRC requirements pertaining to the management of 

investments of the deco.1ssion1ng trust funds . Furthermore , a draft 

regulatory gutde tssued by the NRC in May 1989, after the hearing for thh 

docket was held, also neglected to address the specific h sue of investment 

unage~~ent . 

Mr. Hoff .. n testified that the investment management for FPL ' s 

deco..issfonfng funds is conducted by the Finance Department at 
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FPL. <TR 174). Mr. McDonald testified that the investment N.nagement for 

FPC's decommissioning fund h conducted by Progress Investment Management. 

Inc .• an affiliate of FPC. <TR 318) . In their legal briefs. both companies 

state they are conf1 dent they are in comp 11ance with NRC requirements, but 

will be willing to see~ independent investment managers for their funds if the 

NRC deems their present arrangements unsuitable. 

Staff contacted Mr. Fran~ Cardile of the NRC after the hearing. Mr. 

Cardile is the primary author of the draft regulatory guide issued by the NRC 

in May 1989. He said that the NRC is concerned with financial assurance that 

funds will be available for decommissioning and that the NRC has not 

spec1 fica lly addressed the issue of 1 nves tment management of trust funds 

uintained by independent trustees. Mr. Cardile also said that the NRC will 

review all of the reports due by July 27. 1990, and w111 contact those 

companies which the NRC has concerns regarding reasonab 1 e fi nanc1a 1 

assurance. At that time the NRC wtll determine 1f FPL and FPC are in 

compliance wtth any 1~ap11ed NRC require•ents pertaining to the management of 

the investaents of the decommissioning trust funds. As for now, 1t appears 

that FPL and FPC are in compliance with the NRC requirements regarding 

decommissioning trust funds. 
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ISSUE 14: Do FPL and FPC comply with IRS requirements as they pertain to 

control of the decommissioning funds? 

RECQtt1ENPATION: Yes, FPL and FPC comply with Internal Revenue Service <IRS) 

requi rements as they pertain to control of the decommissioning funds . <Salak) . 

POSITION OF PARTIES 

ffL: Yes . For a quali f ied nuclear decommi ssioning fund, Treasury Regulation 

Section 1.468A-5(a) requires that "a nuclear decommissioning fund must be 

established and uintained at all times in the United States pursuant to an 

arrangement that qualifies as a trust under State law. Such trust must be 

established for the exclusive purpose of providing funds for decomm1sstoning 

of one or .ore nuclear power plants, but a single trust agreement may 

establish .ultiple funds for such purpose.• The Company established and 

uintains its deca.ahsioning funds in a trust with State Street Bank and 

Trust Company as trustee of each trust . This arrangement complies with the 

IRS requira.ents. 

The Internal Revenue Code and Treasury Department Regulati ons do not 

prescribe require .. nts for a non-qualified nuclear decommissioning fund . 

ffC: In order for contributions to a nuclear decommissioning fund to qualify 

for a current incOM tax deduction under IRS regulations <Section 1.468A-S>, 

the fund "must be established and maintained . .• pursuant to an arrangement 

that qualifies as a trust under State law.• FPC's establishment of an 

external deca.aiss1on1ng trust fund under the control of an independent 

trustee complies with this requirement. 

STAFF ANALYSIS : The IRS has few requirements pertaining to the control of the 

nuclear dec01111sstontng funds. Specifically, the IRS Regulations for Internal 
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Revenue Code Sectton 468A state, "a nuclear decOMtsstontng fund •ust be 

establhhed and u1ntatned at all ti•es in the Untted States pursuant to an 

arrangeMnt that qua 11 f1es as a trust under State 1 aw. Such trusts must be 

established for the exclusive purpose of providing funds for decommissioning 

of one or more nuclear power plants. but a single trust agreement may 

establish multiple funds for such purpose". <Exhibit 25). 

FPL .a1ntains its nuclear decommissioning funds in a trust with State 

Street Bank and Trust Company. (TR 213) . FPL has one trust agreement which 

establishes a fund for each of tts nuclear units. FPC maintains its nuclear 

decOMissiontng funds with Southeast Bank, N.A. CTR 307). FPL witness Kuberek 

and FPC wttness McDonald each testified that their respective utiltty•s trust 

qualified under Flor1da law. (TR 241, 327). It appears that the requirements 

mandated by the IRS Regulations for a fund qua li f1ed under Interna 1 Revenue 

Code Sect ton 468A have been met. If the fund has not been qua 11f1ed under 

Internal Revenue Code 468A, the IRS does not have any requirements concerning 

the control of the nuclear dec~tssiontng funds. 
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ISSUE 15: Do FPL and FPC comply with IRS requirements as they pertain to the 

managentent of the investments of the dec01111hsioning trust funds? 

RECOtttENDATION : Yes, FPL and FPC comply with the IRS requirements as they 

pertain to the unagement of the investments of the dec0t11111ss1oning trust 

funds . (Salak). 

pQSITIQN Of PARTIES 

ffL: Internal Revenue Code Section 468A and the Treasury regulations 

applicable to Sectton 468A do not require external management of nuclear 

decommissioning funds . They do require that the funds only be invested tn 

public securities of the United States, obligations of state and local 

government or tiae and demand deposits in a Bank or insured Cred1t Union . 

The MnageMnt of the funds • assets 1s presently performed by Staff 

within the finance Depart•nt of flortda Power & Light Company. Investllent 

cr1ter1a estab11shed for the qua11f1ed fund 1s 11m1ted to those requ1red under 

the Internal Revenue Code. 

The Internal Revenue Code and Treasury Department Regulations do not 

prescribe requireMnts for a non-qualified nuclear decommissioning fund . 

.E.PC: IRS regulations (Section 1.468A-5) require the assets of a qualified 

deca.ahsioning fund to be invested in (1) public debt securities of the 

United States, (2) obligations of a State or local government not tn default , 

or (3) ti111 or d~~~and deposits in a bank or credit union . The investment 

management of FPC's decommissioning trust fund complies with t hese 

requirements . 
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STAff ANALYSIS: Tht IRS Regulations are s11ent as to ho" funds qualified 

under the Internal Revenue Code Section 468A are to be managed. <TR 213). 

The Regulations 11•1t the per.1ss1ble investments of a qualified nuclear 

decommissioning trust fund. The investments are limited to public securities 

of the United States, obligations of state and local government or ti11e and 

demand deposits in a bank or insured credit union. <Exhibit 6, p. 2). Both 

FPL and FPC have li•ited the qualified fund investments to these options. It 

appears that both companies are in compliance "ith the requirements of t he IRS 

Regulations . 
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ISSUE 16: Hhat are the fee structures associated with the admini stration and 

management of the decommissioning trust funds for FPL and FPC and are these 

appropriate'? 

RECOHHENPATION: The fee structures are detailed in the respective company 

positions. Despite the differences between FPL • s and FPC • s ar rangements for 

the assessment of fees associated with the administration and management of 

their respective decommtssioni ng trust funds. it appears that both companies 

have reasonable fee structures. <Haurey) . 

PQSITIQN Of PARTIES 

ffL : The fee structures for FPL are appropriate. Admini stration fees payable 

to the trustee, State Street, are assessed on a sliding scale based on the 

market value of the securities. The current fee st ructure is as follows: 

First $5 •illion 
Next $10 Million 
Next $15 •illion 
Next $20 •illion 
Over $50 •illion 

1/Sth of 11. 
1/10th of 11. 
1/20th of 11. 
1/30th of 11. 
1/SOth of 11. 

In addition, na.inal transaction and accounting fees are charged . 

The .anagtMnt of the Fund's assets 1s presently performed by Staff 

within the finance Depart.ant , therefore there is no fee structure associated 

with management of the decommissioning trust fund . 

Eft: FPC's fee structure for the administration and management of its 

decommissioning trust fund is appropriate and consists of the following annual 

fees: Trustee fees of 2/100 of 11. of the market va 1 ue of the trust f und; 

Investment .anager fees of 29/100 of 11. of the market value of the trust fund , 

reduced to 25/100 of 11. when the ~~arket value reaches $100 million ; and 

investment performance evaluation consulting fees of $1,438 for each of four 

quarterly performance evaluations ($5,752 annually) . In 1988, FPC's t rustee 

fees totaled $4,115 and its investlent .anager fees totaled $78.480. 
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STAFF ANALYSIS: The fee structures associated with the administration and 

management of the dec~1ss1on1ng trust funds are specified in the respective 

positions of FPL and FPC. While all of the trusts were established for the 

same purpose and have the sue stated objective. the fi nanc1 a 1 arrange11ents 

for the trusts d1fftr between the two ca.pan1es . 

Both companies use independent trustees to handle the administrative 

duties for the respective trusts. FPC pays Southeast Bank of Miami, Florida a 

flat fee of 2/100 of 11. of the urket value of the trust fund. FPC paid 

Southeast Bank $4,115 for trustee fees in 1988. (TR 318). 

FPL pays State Street Bank and Trust eo.pany of Boston , Massachusetts 

a sliding fee that ranges fro. 1/5 of 11 of the market value of the trust fund 

for the f1 rst $5 •1111 on to 1/50 of 11 for everything over $50 mi llion . FPL 

paid State Street Bank and Trust COapany $74,000 for trustee fees in 1988. <TR 

170) . 

FPC tiiPloys an affiliate. Progress Invest11ent Management, Inc .• to 

aanage the 1nvestMnts in 1ts trust fund . Progress Investment Manage11ent 

receives 29/100 of 11. of the aarket value of the trust fund for the first $100 

million and 25/100 of 11. for everything above $100 million. FPC paid Progress 

Invest~~ent Manageeent $78,480 for aanagement fees in 1988. <TR 310). In 

addition. FPC employs C&llan Associates, Inc . as an independent investment 

consultant to provide on-going quarterly evaluations of the trust fund 

investment aanager•s perfor.ance. <TR 320) . Callan was paid $5,750 for these 

performance evaluations in 1988. (TR 321) . 

In his direct testi.any, Mr. McDonald of FPC cited two surveys which 

had been conducted on the topic of investment manager fees. Staff reviewed 

the study published 1n the March 7, 1988 issue of Pensions and Investment Age . 

wh1 ch reported the results of a survey of banks. insurance companies. and 
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independent investment advisors . The survey sho~ed that the median annual fee 

for a fixed inca.e unager ~ith a fund about the s1ze of FPC's decommissioning 

trust fund ~as 34/100 of l'L of the market va 1 ue of the fund . Mr . McDonald 

also stated that C&llan Associates conducted a similar survey in November 

1988. He cla1•s the results of this study sho~ed that the median fixed Income 

manager annual fee for a fund the s1ze of FPC's decommissioning trust fund ~as 

41/100 of l'L of the aarket value of the fund . <TR 310-311) . 

The invest .. nt manager duties are performed internally by the Finance 

Depart11ent for the FPL trust fund. Nh11e there is no set fee structure for 

this service, after the hearing Staff received information from the company 

that estiaated the cost of this service at approximately $37 , 198 for 1988. 

In total , FPC incurred costs of $88,347 for the administration and 

~~anagement of its trust fund in 1988. Its fund ~as valued at approximately 

$27 mtllion at the end of 1988. In total, FPL incurred costs of $111,763 for 

the ad•in1stration and aanage~~ent of its trust fund in 1988. Its fund ~as 

valued at approxiutely $100 •illion at the end of 1988. Hh11e it appears 

that FPL paid significantly .,re than FPC for trustee services ($74,000 vs . 

$4,115) and that FPC paid significantly .are than FPL for management services 

($84,230 vs. $37,198), neither ca.pany used fee structures that ~ere 

unreasonable . Both FPL's trustee fees and FPC's investment management fees 

are ~ith1n reasonable ranges for such services. A case can be made that FPC 

has a very low trustee ftt and FPL, by uking the invest.ent decisions 

in-house, has a much lo~er than average investm~nt management fee . Therefore, 

~h11e it appears that FPL has a •ch less expens ive arrangement as a 

percentage of the total value of the fund, ne1ther company has f1nanc1a1 

arrangeMents ~hich are unre~sonable . 
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ISSUE 17: Are the par ties owning an interest in the nuclear units of Florida 

Power & Light and Florida Power Corporation providing their share of the total 

decommissioning costs? 

RECOHMENOATION: Yes, it appears that each company has made necessary 

arrange11ents to ensure that the parties owning an interest 1 n each of the 

nuclear units are providing for their fair share of the total decommi ssioning 

costs . (Lee) . 

POSITION Of PARTIES 

.Ef.L : The parttctpatton agreements are associated with St . Lucie Untt No . 2 

and are between the Collpany and Flortda Muni ci pal Power Agency and Orlando 

Utilities eo..tssion, respectively. These agreements state that the 

parti cipants shall uke funds •available for payment of deconnhsioning <and 

disposal> costs on the sa.e bases and with the priority as (those> provided by 

the COmpany . .. 

In Septtllber 1983, the Collpany notified each parti d pant of their 

required annual contribution to their dec0111hstoning fund . To verify that 

each participant h uking the required contribution the Company requires 

copies of each participant's audited financial statements . The notes to these 

state .. nts indicate that the participants have the required funds deposited in 

separate restricted accounts. 

UC: Yes. The 101 co-owners of CR3 are contractually obligated to provide 

their pro rata share of the plant's decommissioning costs . 

STAFF ANALYSIS : fPL Hitness Kuberek and FPC Hitness McDonald presented 

testiDOny regarding this issue . This tssue is primarily informational for the 

Commission to be assured that each company has made the necessary arrangements 
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to ensure that all parties ovning ln interest in the nuclear units are 

providing their proportionate share of the associated decommissioning costs. 

For FPL, St. Luc1e Un1t No. 2 1s the only nuclear plant of wh1ch 

other parties own a portion . Those parties are Florida Municipal Power Age~cy 

<FMPA) and Orlando Utilities Commission (OUC). Participation agreements have 

been established to ensure that each parti c1 pant contr1 butes the1 r 

proportionate share of the associated decommissioning costs . <Exhibit 5) . 

The agreements provide that each parti c1 pant either contribute to the trust 

fund already established for St Lucie Unit No. 2 or establish a separate fund 

to collect its owntrshtp percentage of decommissioning costs. 

For FPC, contracts are in p 1 ace for the 101. co-owners of CR3 to 

provide thetr proportionate share of the plant's deco.missioning costs. 
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ISSUE 18: Hhat is an appropriate investment strategy for a nucl ear 

decommissioning trust fund? 

RECQHMENDATION: An appropriate investment strategy for a nuclear 

decommissioning trust fund should ensure that each dollar contributed to the 

fund is available at the tiu of decOBD1ssioni ng and that the fund's assets 

earn a consistent positive real return over a market cycle . (Maurey) . 

pPSIJIQN Of eARTIES 

.EeL: OUr investMent strategy is an appropriate one in that it meets the 

primary objtct1vt of the fund which 1s to provide the capital necessary for 

the dec0111111isstoning of the Collpany's nuclear power plants at the end of their 

respective licensing periods. To aCCOIPlish thi s, the strategy is to maK1mize 

the earnings growth of the portfolio while .aintai ning a high degree of safety 

so as to •tni•tze future custa.er contributions . Since establishing the fund 

1n 1983, the Collpany has pursued a strategy of us1ng tax-advantaged fhed 

inca.. instru.ents, n ... ly, .unictpal bonds and preferred stock. 

ffC: An appropriate tnvest111nt strategy for a dec0111111isstoning trust fund is 

one which &ttiiiPtS to u1ntain the purchasing power of contributed funds 

without undue risk. This strategy wil l ensure that the funds required at the 

t1•e of deca.hsiontng are available . FPC's current strategy is conststent 

with the i nvestMnt gut de 11 nes for a qua 11 f1 ed trust fund under Sect1 on 468A 

of the Internal Revenue Code . 

STAFF ANALYSIS : The pr1ury objective of a dec011111hs1on1ng trust fund is to 

have enough .aney on hand at the time of decommissioning to meet all requi red 

expenses at the lowest possible cost for utility rate payers . <Exhibit 25). 

Given all of the fundamental uncertainties involved, however , no set of 

-82-



DOCXET NO. 870098-EI 
(8696F) AUGUST 17, 1989 

investlent policies vill meet this goal vith certainty. Therefore . investment 

managers must decide upon an investment strategy which ensures that not only 

w111 all contributions be available at the time termination of operat1on 1s 

expected but that the purchasing power of these contributions will remain 

intact as vell. 

The invest.ent manager has three primary decisions to make in 

structuring the deco.missioning trust fund . They have to decide: 

1) what type of securities to purchase: U.S. Treasuries. 

municipals, time deposits, etc; 

2> the .. turity ca.pos1t1on of the portfolio; and 

3) the credit quality of the portfolio. 

Given the tax treablent of the qua li fi ed funds and the after-tax 

yield advantage of IIUnicipals, .ast trust assets will be invested in the 

munidpal bond market. From time to time, however, when tax-exempt yields 

fall to unusually lov levels relative to yields on taxable securities , U.S. 

Treasury securities •1ght be preferable. (TR 130-132) . 

Invesblent decisions v1th respect to credit quality will probably 

change over the life of the trust . In the early stages. the size of the 

portfolio will be sull. This •ight not allow for much diversification of 

credit risk. Also, any loss of principal during the early years would be very 

costly in tents of foregone interest income over the life of the trust . For 

both these reasons, .,s t fund unagers will choose very h1 gh credit quality 

investMnts, thost rated v1th a strong A-rating or better, during the early 

years . Later, when a greater diversification of credit risk 1s feasible, a 

lower average credtt quality •1ght be acceptable. (TR 167). 
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The choice of investent uturit1es always involves a fundamental 

trade-off . Longer term investments are attractive because. in most market 

en vi ron•ents, the yt e 1 d 1s greater than the return offered on short-term 

securtt1es. However, buying a long-term bond lock.s the investor into the 

yield that is currently available in the .ark.et. If interest rates 

subsequently rise substantially, the investor who purchased long-term bonds 

w111 be worse off than the investor who accepted a lower short-term yteld 

initially. When the short-term investments mature, principal can be 

ret nvested at the new, higher rates . Th1s fundamenta 1 trade-off affects a 11 

investors, but the difference between short- and long-term investments becomes 

particularly cructal for those, such as deca.1ssion1 ng trust funds. which 

must fund long-tera inflation-sensitive liab111t1es. Increases in inflation 

increase the ulti .. te Cna.inal> cost of decommissioning a nuclear unit. Also, 

higher inflation ts usually associated with higher interest rates. although 

the relattonshtp ts not perfect. Thus, investors who purchase long-term 

investlents during periods when interest rates are low to moderate will be at 

a severe disadvantage if interest rates later increase signifi cantly because 

the &DOunt of .aney required will have increased but the yield on investments 

1s ftxed. Based on this analysts, a portfolio comprised of investments with 

maturtttes ranging fro. 6 months to 7 years would be appropriate. 

This dtscusston has focused priurily on the investment strategy for 

~nies tn a qualified nuclear deca..issioning trust . However, the same 

principles should also be applied to the investment decisions for the 

non-qualified portion of the trust . While this portion is not constrained by 

the same tnvest111nt restrictions as the qualified portion, the ut111ty will 

-84-



• 
DOCKET NO. 870098-EI 
(8696F) AUGUST 17, 1989 

still be held liable for any shortfall that occurs due to losses on 

1 nvest~nents for either type of fund. In the case of funding for 

dec011111hstontng, tht risk of inadequate financial resources at the t1me of 

decommissioning outweighs the return that might be available on 

less-conservative. non-qualified investments. Therefore, due to thts 

risk/return tradeoff, it would be reasonable for the companies to follow 

similar investment strategies for both the qualified and non-qualified 

portions of the trust funds. <TR 146, 186). 

The fund..,ntal objective of a decomm1sstontng trust fund is to 

ensure the avail abi11 ty of adequate fi nanc1a 1 resources to pay for 

decommissioning at the lowest cost to utility rate payers. The management of 

the fund. therefore, .. st be concerned with not only the preservation of 

contributions. but with the purchasing power of those contributions as well. 

Therefore, the appropriate 1 nvestment strategy for a nuclear decommhs1on1 ng 

trust fund should ensure that each dollar contributed to the fund is available 

at the tiM of dtca-hsioning and that the fund's assets earn a consistent 

positive real return over a .arket cycle. 
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ISSUE 19: Should a •1n1- fund earnings rate be imposed and, if so, how 

should that rate be determined? 

RECOtf1ENDATION : The companies should be required to ensure that the funds 

maintain the purchasing power of the contributions by earning at least the 

rate of inflation as .easured by the Consumer Price Index (CPI) over each five 

year review period . This should be the •1ni.u• fund earnings rate imposed by 

the Commission. <Maurey). 

PQSITIQN Of PARTIES 

feL: No, the eom.ission should not establish a minimum earnings rate for the 

actual earnings perfor.ance of the funds. Our investment strategy of 

uxi•tzing the earnings growth of the portfolio while Nintaining a high 

degree of safety ts ca.pattble with the goal of providing the capital needed 

for the deca.tssioning of the Collpany's nuclear plants . High volat111ty tn 

interest rates .akes tt unrealistic to assume that a minimum earnings rate can 

be consistently achieved for the overall fund on a total return basts . for 

computational purposes , however, it is reasonable to use the inflation rate as 

a proxy for the long-ter. expected earnings rate as demonstrated in our 

analysts of historical returns for Municipal instruments . 

ffC: The Coaahston should not impose a mandatory minimum fund earnings 

rate. As an overall objective, FPC believes tt would be reasonable to expect 

that fund earnings will equal or exceed the CPI, as the Commission recognized 

when it adopted the current funding procedure in Order No. 10987, Docket No. 

810100-EU(CI) . Thh would enable the value of the fund to increase with the 

rate of inflation, and thereby u1nta1n 1ts ultimate purchasing power . 

However, even tf this objective ts met over the long run, there will 
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undoubtedly be SOlie periods when, due to sharp increases in inflation or 

decreases in interest rates, fund earnings fall short of the CPl. In 

instances such as these, it would be inequitable to hold utilities accountable 

for the effects of econo.ic conditions over which they have no control. This 

is especially true with the particular funds involved here, since the 

utilities do not have the prerogative to guard against the risk of a penalty 

by investing in htgh-y1eld, high-risk. securities. The overriding importance 

of protecting the funds' integrity requires investment in low-risk. securities, 

which necessarily provide lower relative yields . 

In the event the eo.tssion decides that a minimum earnings rate 

should be established, the .. thod by which it is applied should be 

suffictently flexible to acc~ate the effects of c1 rcu•stances and events 

beyond the uttltttes' control. In such event, FPC would suggest that a 

~~tini•u• earntngs rate be set for each five-year review period equal to the 

rate of tnflatton, as .. asured by the CPI. and that the utilities be given an 

opportunity at the revtew heartngs to justtfy any earnings deficiency their 

funds .ay have expertenced over the preceding five-year period . 

STAFF ANALYSIS: The objective of a decommtss1ont ng trust fund 1s to have 

enough mney on hand at the ttM of deconatssioning to meet all required 

expenses at the lowest cost to uttltty rate payers. <Exhibit 25). Gtven all 

of the funda.ental uncertainties involved, this can best be accomplished 

through the tnvest .. nt strategy described in Issue 18 . However, while such an 

tnvesblent strategy uy produce adequate financial assurance that sufficient 

funds will be available for deca-1ssion1ng, it cannot estimate with any 

accuracy what t~e fund earnings rate would or should be . 
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Both COIIPan1es have raised logical arguments against the use of a 

miniiDUm fund earnings rate. However, both companies have also conceded that 

it would be reasonable to charge them with the responsibility for maintaining 

the purchasing power of the contributions collected. (TR 138. 324). 

Rather than atte~apt1 ng to set a prospective minimum fund earnings 

rate which .ay or .ay not be reasonable under future economic conditions. the 

Commission should dictate that the companies set aside funds sufficient to 

meet the Commission's best estimate of the decommissioning liability and 

require the ca.panies to .aintain the purchasing power as well as the 

principal ..aunt of these contributions. The companies' investment 

performance will be evaluated along with all other decommissioning activities 

every five years. If tt ts found that the companies• investment earnings. net 

of taxes and all other ad•1n1strat1ve costs charged to the trust fund. did not 

meet or exceed the CPI average for the period, then it would be reasonable for 

the Commission to order the utility to cover this shortfall with additional 

.antes to keep the trust fund whole with respect to inflation. Therefore. a 

•tni.u. fund earnings rate equivalent to the level of inflation over ~ach five 

year review period would be appropriate. 
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*ISSUE 20: What 1s the assumed appropriate fund earnings rate, net of tax, 

for a nuclear decommissioning trust fund? 

REOOHHENPATIQN: The appropriate fund earnings rate, net of tax, for a nuclear 

decommissioning trust fund should be equal to or greater than the rate of 

1 nfl ati on as measured by the Consumer Price Index CCPI> . DRI forecasts a 

long-term average CPI over the next 25 years of 5.27~ . Therefore, the 

appropriate fund earnings rate, net of taxes and all other administrative 

costs charged to the trust fund, should be 5.27~. CHaurey). 

POSITION OF PARTIES 

ffL: Because of the inability to determine vith complete certainty the future 

level of inflation or invest.ent premiums , an appropriate fund earnings rate 

cannot be deten~ined . Since inflation vi 11 play such an important role in 

determining the future obligation of a decommissioning fund, the Company hopes 

to ach1 eve a return on the fund greater than the rate of i nfl at ion. The 

Company's most recent analysis indicates that based on long-term historical 

relationships it is reasonable to expect an average fund earnings rate (net of 

tax) of 5.51 or .21~ over forecasted CPI . Since the assumed earnings rate is 

tied to the Company's forecast of the CPI, this rate vill be subject to change 

from time to time. 

ffC : The long-term expected earnings rate, net of taxes, for FPC's 

decommissioning trust fund should be equal to or greater than the rate of 

inflation, •easured by the CPI. 

STAFF ANALYSIS: Given that inflation will play such an important role in 

determining the future liability of a decommissioning trust fund, it is 

reasonable to charge the companies vith the responsibility for ensuring that 
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the contributions .ade to the fund earn at least the rate of inflation . <TR 

311) . This w111 ensure that the fund does not lose any of the purchasing 

power of the dollars contributed . As explained in Issue 19, it would not be 

reasonable to set a prospective 

nd earnings rate above the rate of inflation that may or may not be 

reasonable under future economic conditions . (TR 168) . Rather , 1t would be 

reasonable to collect the .anies the Commission estimates will be necessary to 

adequately fund the decommhsioni ng 11 ab11i ty and require the compan1 es to 

invest those 110n1es in such a way that the purchasing power as well as the 

actual contributions remain intact. DRI forecasts a long-term average CPI 

over the next 25 years of 5.271. Therefore, the appropriate fund earnings 

rate. net of taxes and all other adlllin1strat1ve costs charged to the trust 

fund. should be 5.271. (TR 324) . 
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*ISSUE 21: Hov often should contributions be made to the company's 

decomm1ss1on1ng fund? 

RECQHHENDATIQN : Contributions should be made to the decomm1ss1oning funds on 

a monthly bas1s . <Salak) . 

POSITION OF PARTIES 

f.P.L: In that the costs are recovered by the Company on a monthly basis, 

monthly contr1but1ons to the fund are cons1dered to be most appropr1ate. 

UC: S1 nee decomm1ss1oni ng costs are recovered through rates on a monthly 

bas1s. contr1but1ons to the fund should be made monthly. 

STAFF ANALYSIS: All part1es agree that contributions should be made to the 

nuclear decOGIII1ss1on1ng trust funds on a monthly bas1 s. FPL witness Hoffman 

states that the customers are b111ed monthly and the costs are recovered 

monthly. Therefore, 1t 1s most appropr1ate to make the contributions on a 

monthly bas1s. <TR 136). FPC witness McDonald further argues that it would 

be d1ffi cult to properly account for contr1 buti ons made more frequently than 

once a 110nth and that the new funds would not be prov1 ded "with the full 

benefits of 1 nvest•ent manage•ent... <TR 312). Contributing on a monthly 

bash is the current practice approved by the Commission. Staff recommends 

that the contribut1ons continue to be made on a monthly basis . 
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ISSUE 22: Hhat are the tax and revenue requirements implications of having a 

qualified fund versus a non-qualified fund? 

RECOft1ENDATION: If income tax rates remain constant and inflation rates and 

earnings on investments are assumed to be the same for both fund1 ng methods. 

the revenue requirements would be the same for both funding methods. 

<Salak> . 

PQSITIQN OF PARTIES 

ill: Tax Implications - The qua11f1ed fund allows the Company to take a 

current tax deduction for contributions to a qualified nuclear decommissioning 

fund. Contributions to a non-qua11f1ed deca.1ss1oning fund are not 

deductible currently. The tax deduction 1s deferred unt11 the year 

decommissioning costs are incurred. Therefore. Federal and State income taxes 

are paid currently on revenues collected for decommissioning and recorded as 

prepaid taxes. 

The non-exe~t earnings of both the qualified and non-qualified 

nuclear deca..1ss1oning funds are currently taxable. 

Reyenue Implications - The revenue requirements for a qualified or a 

non-qua11f1ed fund are the same assuming the inflation rate. tax rate and 

earnings rates are the same for both funding methods. 

ffC: Assum1 ng that tax rates remain constant. the over a 11 revenue 

requirements of a qualified and non-qualified fund would be approximately the 

same. However. a qua 11 f1 ed fund w111 m1 ni mi ze any 1 nter-genera t1 on a 1 

differences in revenue requirements wh1 ch cou 1 d occur under a non-qua 11fi ed 

fund due to either changes in the tax rate. or the inability to fully ut111ze 

tax deductions because of insufficient earnings at the t ime decolllll1ss1on1ng 
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costs are 1 ncurred. On the other hand. a non-qua 1i ft ed fund provt des the 

option to invest tn higher risk secur1t1es. with the opportunity to earn 

higher rates of return. This option may also become available to qualified 

funds if pending legislation to remove "black lung" investment restrictions is 

enacted . 

STAFF ANALYSIS: The ma 1 n dt fference between a qua 11ft ed and non-qua 11fi ed 

fund is the t1•1ng of the tax deduction. If a fund is qualified. the 

contributions to the fund are currently deductible. If the fund is not 

qualified, the deduction ts allowed when decommissioning actually occurs . The 

revenue that ts collected fro. the ratepayers for the cost of nuclear 

decOIMI1ss1on1ng 1s considered revenue for tax purposes in the year it is 

received whether the fund is qualified or non-qualified. 

To "qualify" a nuclear decommissioning fund. an annual election must 

be 111de under the Intern& 1 Revenue Code Section 468A. Once the e 1 ecti on is 

ude for a given year. a current tax deduction is a 11 owed for the amount 

contributed to the qua li f1 ed fund. The contr1 buttons to the qua 11 fi ed fund 

are 11•1ted to the lesser of the uount included in cost of service for 

regulatory purposes or the •ruling amount" established by the IRS. 

Distributions fr011 the fund are taxable to the utility unless the 

distr1but1ons are to cover expenses of the fund. 

If an election is not made under the Internal Revenue Code 

Section 468A, a tax deduction for nuclear decommissioning is allowed in the 

years in which deca..tssioning actually occurs. As a result . income taxes are 

paid currently on the revenues collected for decommissioning and the tax 

benef1 ts of the correspond1 ng deduction is not recognized current 1 y. Debit 
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~ deferred income taxes are recorded representing the prepayment of taxes . 

~ 

As shown in Ex hi bit 25 . the revenue requirements of a qualified or 

non-qualified fund are the same if the inflation and earnings rates are 

assumed to be the same and 1t is assumed that the tax rate remains cons tant . 

It is probable that the inflation rates will be the same for both , but it is 

possible that the earnings rate could vary between a qualified and a 

non-qualified fund . The investments of a qualified fund are 11m1ted to low 

risk. investments while a non-qualified fund has no investment limitations . 

Historically, the achieved earnings f rom a qualified versus a non-qualified 

fund have not varied significantly. However, 1t is conceivable that the 

earnings could vary significantly in the future . 

If there was a change in the tax law, revenue requirements might 

change. The changed 1 aw could be 110re or 1 ess restrictive in regard to 

nuclear deca-hs1on1ng . Changes 1n the law that ease investment strategy 

limitations could allow the uti1ities to earn larger returns on their funds . 

Greater earnings capacity would be reflected in lower revenue requirements. 

Changes in the law that affect tax rates applicable to the fu'ld and Us 

earnings could significantly increase or decrease revenue requirements . 

Changes in the tax 1 aw mt ght affect the current deducti b111ty of 

decomm\ ss1oning expenses. In that way, revenue requirements might be affected 

if, at the t1me of dec011111issioning, the utility was not able to use the tax 

deductions . Absent these types of changes, the revenue requ1 rements from 

either a qualified or non-qua11f1ed fund would be very nearly equal . 
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• ISSUE 23: Has it appropriate for Florida Power & light and Florida Power 

Corporation to qualify the nuclear decommissioning funds under Section 468A of 

the Internal Revenue Code for 1984 through 1987? 

RECOHHENDATION: Yes, it was appropriate for FPL and FPC to qua 1 ify the1 r 

decomnissioning funds under Internal Revenue Code Section 468A for tax years 

1984 through 1987. (Salak). 

POSITION OF PARTIES 

Ef.L: Yes. After considering the reduction in the corporate federal 1ncome 

tax rate fro. 467. to 347., effective July 1, 1987, the Company believed the 

advantages of the qualified fund outweighed the disadvantages for those 

years . The annual revenue requirements requested under the petition as filed 

would have been higher had the Company not made these elections . 

EPC: Yes . By qualifying its decommissioning fund under Section 468A, FPC was 

able to clai• an income tax refund of $10 .2 million for the benefit of the 

fund. 

STAFF ANALYSIS: FPl and FPC qualified their nuclear decommissioning funds for 

1984 through 1987. For a discussion of qualified versus non-qualified funds, 

see the staff discussion in Issues 22 and 25. 

In 1986 THtpOrary Regulations were issued for Interna 1 Revenue Code 

Section 468A. Under the Temporary Regulations, nuclear decommissioning trust 

funds could be qualified for 1984 through 1986. In those years , the corporate 

income tax rate was 467.. Hhen the Tax Reform Act of 1986 was passed, the 

corporate inca.e tax rate was reduced to 341 effective July 1, 1987. In order 

to receive the benefit of a tax deduction in years when the tax rate was high, 

both FPL and FPC elected to qualify their decommissioning funds for 1984 
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• through 1986. The bulk of the investMnts that had been made by the utilities 

were compatible with the restrictions placed on the investments of a qualified 

fund . Therefore, the earnings potential of the funds was not unduly affected. 

The time within which the ut111t1es could qualify their funds was 

limited . In order to take advantage of the benefits the ut111ties perceived 

to exist under a qualified fund, they had to act. Due to their quick action , 

the IRS time limitations were met. 

The blended corporate income tax rate for ca 1 endar year 1987 was 

39.951.. Again, FPL and FPC elected to qualify their funds to take advantage 

of the tax deductions at a higher tax rate. 

Because the rates were higher in those years and based on the 

discussion in Issue 25, staff believes that it was appropriate for FPL and FPC 

to qualify their funds for 1984 through 1987. 
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ISSUE 24: Mas tt appropriate for Florida Power & Light to not qualify the 

nuclear decoamisstontng funds under Section 468A of the Internal Revenue Code 

for 1988? 

RECQtt1ENDATION: Staff believes that the nuclear decommissioning trust funds 

should be qualtthd in all years when that option is available. However, 

there 1s no evidence in the record to indicate that FPL ' s dec1s1on was 

inappropriate tor 1988. <Salak). 

poSITION OF PARTIES 

ffL: Yes, Flortda Power & Ltght Company believes that it is in t he customers' 

best interest not to qualify the nuclear decommissioning funds when the 

fed era 1 income tax rate ts extrllltly low as 1 n 1988. If the fed era 1 t ncome 

tax rate is higher tn the year of decommissioning the customer wtll benefit by 

the reduced revenue require•ents associated wtth the tax rate differential . 

Also, the customer .ay benefit f rom greater fund ear nings since the 

tnvestMnts tn the non-qualified fund are not restricted as in the qualified 

funds. 

Eft: No position. 

STAFF ANALYSIS : FPC qua lifted their fund for 1988 in order to protect its 

principle and to avoid inter-generational inequities created by potential 

future changes in the tax rate. (TR 325). 

FPL did not qualify its fund for 1988. FPL beli eves that 1n years 

when the tax rate is low, the ratepayers are benefited more by the 

non-qualified funds . 

Because the tax rate for 1988 was 1 ower than 1 t had been 1 n recent 

years and based on the staff analysis 1n I ssue 25, Staff recommends that no 
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~ adjust.ant be .ade. 

~ 

~ 

There ts no evtdence to suggest that FPL's tax treatment t s 

inappropriate. There 1s only evidence that suggests tts tax treatment is not 

conservative . FPL's ratepayers could be affected by the elected tax 

treat.ant . G1ven a 34t tax rate for 1988, tt ts not ltkely that the 

ratepayers would suffer but tt ts a poss1b111ty. 
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ISSUE 25: Should utility c()llpanies. prospectively, be required to qualify 

nuclear deconn1ssioning trust funds pursuant to Section 468A of the Internal 

Revenue Code? 

RECOMMENDATION: No, however. their decisions concerning their tax elections 

in regard to nuclear decoan1ssioning should be closely examined in future 

proceedings . Qualifying the funds 1s the most conservative way to guarantee 

that the necessary funds will be available at the time of decommissioning. 

<Salak>. 

pQSITION OF PARTIES 

ffL: No. The Company must be able to determine whether to make contributions 

to either the qualified or non-qualified nuclear decommissioning fund based on 

current facts and circumstances applicable to the Company. If the Commission 

were to requt re the Company to e 1 ect and make contributions to the qua 11 fi ed 

funds , it would take away the Company's ability to adapt to changes in 

circu11stances that might produce lower revenue requirements for our 

cust011ers. 

f.eC: FPC belteves tts dec1ston to elect qualified fund status under Section 

468A for tu year 1988 1s justified by the benefits associated with such 

qualification, an currently anticipates renewing its election for tax year 

1989. However. FPC also believes that the decision to elect qualification for 

each individual tax year in the future shoul.:! remain with the utility, based 

on 1ts assessMnt of conditions then existing and subject to the burden of 

justifying the reasonableness of its decision . 

STAFF ANALYSIS : The .. jor consideration of any decommissioning study is the 

assurance that the necessary funds will be available when they are requtred. 
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• Another constderatton ts the allocation of the costs associated with that 

assurance between the customers of the uttltty. 

Both FPL and FPC have pointed out that benefits and problems exist 

wt th either method of fundt ng. A non-qua li f1 ed fund does not a 11 ow for a 

current tax deduction but places no limitations on the investments that can be 

made by the fund . The uttlity receives a current tax deduction for 

contri buttons to a qua 11 f1ed fund but the fund 1s 1i mited in its 1 nves tment 

opportunities. 

An i te• that can have a major impact on whether qua li fyi ng or not 

qua li fyt ng the fund 1s benefi c1 a 1 to the ratepayers 1s the corporate income 

tax rate. It ts desirable to have tax deductions tn the years when the tax 

rate ts high. If a fund ts qualified, the tax deduction 1s taken tn the 

current year and a change in tax rates wtll not affect the funds available for 

decommissioning. If a fund ts not qualified, the tax rate can have a profound 

impact. If a htgh rate exists in the year of decommtsstontng, the ratepayers 

wtll benefit wtth .are funds being available for decommissioning . The reverse 

ts true tf the tax rate goes down. There 1s a certain risk. associated with 

the non-qualified fund. The qualtfted fund ts the most conservative approach 

and would ensure that adequate funds would be available at the ttme of 

decommissioning. Mr. McDonald expressed this in his testimony: 

He fe 1 t 11 k.e that the prospective advantages of a qua 11ft ed fund, 
whtch include the protection of the principal due to the 1ow-r1sk. 
tnvestlents under 468A of the Code, and what the safeguarding of the 
tnter-generattonal equity by avoiding the potential of either current 
or future cust011ers paying a disproportionate share of the tota 1 
dec01111tsstoning costs, depending upon whether or not the tax rate 
were higher or lower at the ti11e of decommissioning, 1t was more 
appropriate to qualify the fund. CTR 325). 
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The existence of problems wt th et ther method has 1 ed Staff to the 

conclusion that the 110st conservative approach to assurance 1s use of a 

qua11f1ed fund when that option 1s available . However. this Conmhsion does 

not mandate what a ut111ty files on tts tax return leaving tt to the utility 

management as tts prerogative. Staff does not believe that the Commission 

should now begtn to u.ndate the tax treatment of the utilities . However, in 

future proceedings, the prudency of the util i ties' decisions should be 

carefully scrutinized. The utilities should be able to justify their chosen 

tax treatment by explaining the beneftts the ratepayers have received and wtll 

receive fro. that treatlent • 
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• •ISSUE 2§: What 1s the appropriate annual accrual in equal do 11 ar amounts 

necessary to recover future deconrn1ss1on1ng costs over the remafn1ng lffe of 

oach nuclear power plant tor Florida Power Corporatton and Fl orida Power & 

Lfght? 

RECQft1ENOATION: The appropriate jurisdictional annual accruals necessary to 

recover future deconnhs1on1ng costs over the remaining life of each nuclear 

power plant are as follows: 

Turkey Point Unit 3 
Turkey Point Unit 4 
St. Lucie Unit 1 
St . Lucie Unit 2 

Total 

ffC: 

Crystal River Unit 3 

CHoppe/Maurey). 

POSITION OF PARTIES 

ill: 

Turkey Point Unit No. 3 
Turkey Point Unit No. 4 
St. Lucie Unit No. 1 
St. Lucie Unit No. 2 
Totals 

Reconrnended 
Annual Accrual 

$10,439,196 
13 ,590,449 
10,910,879 
8.824 .810 

$43.765.334 

s 8,599.412 

Jurisdictional 
Annual Accrual 

Annual Revenue 
Regu1rements 

s 8,611, 724 
11,424,866 
8,325,464 
7.113.878 

$35.475.932 

s 8,777,675 
11 ,645 .027 
8.485,898 
7.250.lli 

$36.159.5§5 

The revenue requ1 rt~tents exceed the annua 1 accrua 1 due to the need to 

provfde for Regulatory Assessment Fees, Gross Rece1 pts Tax and Uncoil ectable 

Accounts. 
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FPC: By Order No. 18627 in Docket No. 870220-EI, t he Comm1ss1on increased the 

retail port1 on of FPC's l evel i zed annua l decommissioning accrual t o 

$9,251,000. Thi s accrual was derived from FPC's Decommiss ioni ng Study 

initially filed in this docket and remains the appropri ate accrua l based on 

recent updates t o the Study. 

STAFF ANALYSIS: The annual decommissioning accrual amount is based on staff 

positions in i ssues previously discussed. Once the do 11 ar costs of 

decommissioning are determined <Issue 6), t hey are escalated into future 

dollars ( Issue 7, and 8). This issue (26) then resembles an annuity 

equation. The question becomes , how many dollars need to be collected from 

ratepayers in equal payments , on a monthl y bas i s (Issue 21), earning at a 

given rate <Issue 20), to equal decommissioning costs in future dollars ( I ssue 

8), at a future date (Issue 11). 

The differences in the parties' and staff's pos1t1ons on these issues 

has been detailed 1n staff analysis by i ssue. The following table "SuiTimary of 

Factors Used in Determi ning the Annua l Accrual for Nucl ear Decommissioning" 

page 105, highlights the parties • and s taff's position and the result ing 

annual accrua l . 

Based on Staff's position i n previous issues, the recommended annual 

accruals associated with nuclear decommissioning for each nuclear power pl ant 
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are: 

Turkey Point Un1t 3 
Turkey Point Unit 4 
St. Lucie Unit 1 
St. Lucie Unit 2 

Total 

fft : 

Crystal River Unit 3 

- 104-

Recommended 

Annual Accrual 

$10,439 , 196 
13,590,449 
10,910,879 
8.824.810 

$43,765,334 

s 8,599,412 
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• •xssuE 27 : In which years are dec01111hsioning costs projected to be included 

in the company's cost of service. and what are the projected amount s that will 

be included each year? 

• 

RECOHHENQATIQN : Deca..issioning expenses or accrual amounts will be i ncluded 

in each company's cost of providing service each year until each unit's 

operating license expiration date. The accrual amount will be that which the 

Commission approves as being appropriate in Issue 26. This amount will be 

subject to subsequent review at least once every five years and should be 

reflected in expenses for surveillance and tax sav1 ngs report1 ng purposes. 

(Lee). 

PQSITION OF PARTIES 

.EfL: Deca..tssioning accrual amounts will be included 1n the Company's cost 

of service tach year unt11 each untt•s license expiration date. The accrual 

amounts Florida Power & Light Coapany 1s request1ng are as follows : 

Turkey Point Un1t No. 3 
Turkey Po1nt Un1t No. 4 
St. Lucie Uni t No. 1 
St. Lucie Unit No. 2 

Total Comoany 
$ 8,766,809 
11,630,612 
8,475,393 
7,241,989 

Jur1sd1ct1onal 
$ 8,611 ,724 

11 ,424,866 
8,325 ,464 
7,113 ,878 

.Eft: Dec01111tss1oning accrual amounts, as periodically reviewed and approved 

by the CO..iss1on, w111 be included in FPC's cost of service each year until 

the expiration date of CR3's operating license. The jurisdictional amount 

that should be included each year until the Comm1ss1on ' s next review 1s 

$9,251,000 • 
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STAFF ANALYSIS: There 1s no disagreement among the parties that 

dec011111issioning accrual amounts will be included in each company's cost of 

service each year until each unit's license expi ration date. FPL H1tness 

Kuberek and FPC Hitness Czura both testified to this. <TR 199 , 200, 289). 

Those accrual aMOunts should be those that the Commission approves as 

appropriate in Issue 26 . 
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ISSUE 28: Nhat should be the effective date for adjusting the annual accrual 

amount'? 

RECOMHENPATION: The effective date for adjusting the annua 1 accrua 1 amounts 

for FPL should be January 1, 1989. The effective date for adjusting the 

annua 1 accrua 1 aJDOunt approved for FPC 1 n Order No. 18627 in Docket No. 

870220-EI should be made effective January 1, 1990. (Hoppe) . 

POSITION OF PARTIES 

ffL: Effective date for adjusting the annual accrual amount should be January 

1, 1989. 

fft: FPC's annual accrual was adjusted effective January 1. 1989 by Order No. 

18627 in Docket No. 870220-EI. Any adjust•ent to that annual accrual should 

be made effective January 1, 1990. 

STAFF ANALYSIS: FPL requested that the effective date for adjusting their 

annual accrual be retroactive to January 1, 1989. In adjusting their accrual 

retroactively to January 1. 1989. and funding it accordingly, the Company will 

have booked deca.ts s i oni ng expenses of $43.765.334 for calendar year 1989. 

By booking the expenses for the entire year. they uy potentially keep open 

their option of qualifying (for IRS purposes) the maximum amount of the annual 

accrual for 1989. In addition, the reserve will have been funded at a higher 

level for 1989. 

FPC had its annual accrual adjusted effective January 1. 1989. by 

Order No. 18627 in Docket No. 870220-EI. Staff believes that any adjustment 

to this previously stipulated annual accrual amount should be effective 

January 1. 1990. so as to not affect the stipulation between parties for 1989. 

-108-



OOCKFT NO. A70098- rt 
( Ub~ol) AU~U~ I 1/ , 1909 

Therefore. staff reconnends any adjustments to FPL' s annua 1 

decommiss ioning accrual be effective January 1, 1989, and any adjustment to 

FPC's annual decommissioning accrual be effecti ve January 1. 1990. 
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ISSUE 29: Hhat are the jurisdictional revenue requirements needed to recover 

the costs associated with the decommissioning of each nuclear unit? 

~OHMEMD1cr1Qti : The jur1sdtct1on&1 revenue requtrements needed to recover the 

decommissioning costs of each nuclear unit are as follows : 

Previous 
Reyenue Requirement Increase/oecrease 

Turkey Point Unit 3 
Turkey Point Unit 4 
St. Lucie Unit 1 
St. Lucie Unit 2 

Total 

.Eft: 

Crystal River Un1t 3 

(Hoppe/Maurey) . 

PQSITIQN Of PARTIES 

$ 5,459,105 
3,989,885 
4,978,857 
4.756.925 

$)9, 184,772 

$ 9,400,QQQ 

$ 5,152,547 
9,825,078 
6,112,270 
4.213.671 

$25,303,566 

s (658,526) 

Total Recommended 
Annual Revenue Reg . 

$10,611,652 
13,814,963 
11,091,127 
8. 970.596 

$44,488,338 

$ 8,]41.474 

ffL: The jurisdictional revenue requirements were based on FPL• s estimates of 

1988 decommissioning costs using the methodologies referenced in ISSUE 4. The 

decommissioning costs are assumed to be collected equally over the remaining 

operating life of each unit, beginning January 1. 1989, The jurisdictional 

revenue requirements for each of the units are : 

Previously Increase Total 
Authorized Based on Annual 
By the Current Revenue 
ConmJuJoo Stud jes ReguJnmeoh 

Turkey Point Unit No. 3 $ 5,459, 109 $ 3,318,570 $ 8,777,675 
Turkey Point Unit No. 4 3,989,885 7,655,142 11,645,027 
St . Lucie Unit No. 1 4,978,857 3,507,041 8,485,898 
St . Lucie Unit No. 2 ~.Z5fi.225 2.~2~.0~0 1.250.9..65 
Totals ll~.Ja~.zzz Sl~.~z~.Z~J SJ~.l5~.5~5 
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.EfC: No additional jurisdictional annual revenue requirements are needed to 

recover the costs associated with the decomm1ss1on1ng of CR3 . The additional 

revenue requtreMnts approved by the Commission in Order No. 20632. Docket 

No. 870220-EI, are as follows: 

Amount 
Previously 
Aporoved 

$5 ,031,000 

Additional ~unt 
Approved Effective 
January 1 . 1989 

$4.369,000 

Total Approved 
Amount as of 
January 1. 1989 

$9,400.000 

STAFF ANALYSIS: The total annual revenue requirements are based on the annual 

decoam1ss1on1ng accruals rec~nded 1n Issue 26 . expanded for Revenue Taxes 

(1 .51) and Regulatory Assess.ant Fee (.1251). The resulting expansion factor 

1s 1.01652 . This ts consistent with the revenue expansion factor used in 

Docket No . 890001-EI, Fuel and Purchased Power Cost Recovery Clauses . Based 

on this, the total annual recommended revenue requirement associated with 

nuclear deca..isstoning expenses for FPL is $44,488,338 and for FPC is 

$8,741,474. This ts detailed by plant in the above recommendation section . 
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ISSUE 30: Should base rates be revised in this docket to reflect any change 

in revenue requirements? 

REQOHHENPATIQN: No, base rates should not be revised in thts docket to 

reflect any change 1n revenue requirements . (Hoppe). 

POSITION OF PARTIES 

f.P.L: Florida Power & L1ght Collpany 1s not requesting that 1ts base rates be 

adjusted at this ti•e: however, the increased costs of nuclear decommissioning 

should be authorized to be included in cost of service effective 

January 1, 1989. 

ffC: FPC's rates have already been revised in Docket No. 870220-EI to reflect 

the revenue requirements associated w1th the annual accrual derived from Hs 

tnttial and updated Deca..isstoning Study. Accordingly, FPC has not requested 

that its rates be revised in this proceeding. 

STAFF ANALYSIS: The Commhston tn Docket No. 810100-EU chose to address 

nuclear deca.1ssioning costs apart from depreciation represcription because 

of the financial, envtron .. ntal, and safety concerns attached to nuclear 

decommissioning. The need for thts concern was supported by subsequent action 

of the NRC, IRS and FERC in establishing various nuclear decomru1ssioning 

requirements . 

In addition, the Commission chose to affect rates as soon as 

possible, because no funding •echantsm was in place at that time. W1th both 

companies simultaneously tn for rate proceedings, a decommissioning factor was 

developed for the fuel proceeding and then rolled into base rates at the 

conclusion of each company's rate case. However, decommissioning expenses are 

removal costs and, from an accounting perspective, are considered to be a 
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component of a depreciation rate. The Commission has historically handled the 

rate effects of a depreciation represcr1ption 1n rate case proceedings. 

FPL w111 have a staff recommended 1 ncrease 1 n 1ts annua 1 revenue 

requirement associated with decommissioning of $25,303,566 (see Recommendation 

1n Issue 29) for 1989. This 1s due to Staff's recommendation to book. the 

accrual retroactively to January 1, 1989, in effect including the total 

recommended uount of the accrua 1 in their cost of service for the ca 1 endar 

year by allowing the total expense for tax savings purposes . Hhen ask.ed about 

the concerns of the ca.panies' ability to fund this amount for all of 1989 and 

on a going forward bash without affecting rates, Httness Kuberek. stated : "He 

wou 1 d fund 1 t and agree that 1 f 1t caused us to not have adequate funds. we 

•ould COllie back 1n and address it• <TR 248) . Therefore, staff believes no 

base rate adjust .. nt 1s necessary for FPL. 

FPC will have a $658,526 decrease 1n revenue requirements due to the 

previously stipulated a110unt of $9,400,000 <Dock.et 870220-EI), being higher 

than the ..aunt of $8,741,474 reca.ended by staff 1 n this docket. Staff 

believes that the continuing surveillance report requirements of the FPSC w111 

presage any overearni ngs by the Collpany and therefore staff be 11 eves that no 

adjustMent to base rates is necessary for FPC. 

In addition, both companies will be required to comply with Section 

366. 06(3), F.S., wh1ch wHl require both companies to come in for Commission 

review of base rates w1th1n the next 18 months . The Conrntssion has already 

opened Dock.et No. 890922-EI, Minimum Filing Requirements of Florida Power and 

Light Company 1n COIIIPltance with Section 366 .06(3) , F.S . 
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In conclusion, based on: (1) the nature of decommissioning expense as 

a component of depreciation; (2) FPL • s assurance that they are capable of 

funding the reserve at a higher level; (3) the ability of continuing 

surveillance report requirements to identify any overearnings of FPC; and (4) 

the new statutory requirements for periodic base rate review. staff believes 

that base rates should not be changed i n this doc~et . 
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