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-M-E-M-O-R-A-N-D-U-M-

DATE: December 7, 2006
TO: Director, Division of the Commission Clerk & Administrative Services (Bayo)
FROM: Office of the General Counsel (Harris)

Division of Economic Regulation (Bulecza-Banks, Hewitt, Kummer, Lester,

Lewis, McNulty, Slemkewicz)

RE: Docket No. 060508-EI — Proposed adoption of new rule regarding nuclear power
plant cost recovery.

AGENDA: 12/19/06 — Regular Agenda — Rule Proposal — Interested Persons May Participate

COMMISSIONERS ASSIGNED: All Commissioners

PREHEARING OFFICER: Carter
RULE STATUS: Proposal Should Not Be Deferred
SPECIAL INSTRUCTIONS: 6 Month Statutory Deadline

FILE NAME AND LOCATION: S:\PSC\GCL\WP\060508. RCM.DOC

Case Background

Section 366.93, Florida Statues, which became law on June 19, 2006, codified the Florida
Legislature’s desire to promote fuel diversity and electric supply reliability by encouraging
utility investment in nuclear power plants. Section 366.93(2) states “[w]ithin 6 months after the
enactment of this act, the commission (sic) shall establish, by rule, alternative cost recovery
mechanisms for the recovery of costs incurred in the siting, design, licensing, and construction of
a nuclear power plant.” This recommendation brings specific rule language to the Commission
for consideration.

The statute provides that alternative cost recovery mechanisms to allow all prudently
incurred costs to be recovered in rates shall include, but are not limited to: recovery through the
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Capacity Cost Recovery Clause (CCRC) of nuclear plant pre-construction costs; and carrying
costs on the utility’s projected construction cost balance associated with the nuclear power plant.
The statute also provides that a utility shall be allowed to increase its base rate charges after the
nuclear power plant is placed in commercial service.

Staff is mindful of the Florida legislature’s instruction that alternative mechanisms for the
recovery of costs associated with nuclear power plant siting, design, licensing and construction
are to be established through this rulemaking. Staff believes the Commission’s current
procedures to review and approve costs associated with nuclear power plant construction will not
effectively encourage the investment and construction of new nuclear power plants.
Construction of a nuclear power plant requires large investments of capital over a long period of
time. Therefore, risks must be minimized as much as possible to encourage the necessary
investment. Prior to enactment of Section 366.93, F.S., a utility company’s concemns about
recovering costs may have caused it not to pursue the siting and construction of a nuclear power
plant. Because the legislature determined that Florida should increase the diversity of its fuel
supply and that doing so would create greater reliability, alternatives to the cost recovery
methods the Commission has traditionally used are being established through this rulemaking for
investor-owned utilities electing to build new nuclear power plants.

Staff considers recovery of pre-construction costs and carrying charges associated with
construction work in progress through the CCRC an “alternative cost recovery mechanism.”
Typically, these costs would be capitalized during construction of the power plant and recovery
would be addressed in a base rate proceeding once the plant enters commercial service. As an
additional alternative cost recovery mechanism, staff recommends the Commission allow a
limited proceeding to recover site selection costs once a final order is issued granting a
determination of need for a new nuclear power plant.

Staff drafted a proposed rule and a notice of rule development workshop was published in
the August 4, 2006, Florida Administrative Weekly. Staff held the rule development workshop
on August 30, 2006, to discuss the proposed rule and receive comments from interested persons.
Progress Energy Florida, Inc. (PEF) provided written comments in the form of revisions to
staff’s draft rule in advance of the workshop on August 14, 2006. On August 28, 2006, PEF and
Florida Power & Light Company (FPL) jointly provided revised draft rule language for
consideration. Representatives of the Office of Public Counsel (OPC), FPL, PEF, Florida
Industrial Power Users Group, Florida Retail Federation, Tampa Electric Company, Radey
Thomas Yon and Clark law firm, and the Nuclear Energy Institute attended the workshop.
Interested persons were also invited to provide written comments after the workshop. On
September 13, the Office of Public Counsel filed written comments and PEF and FPL made a
joint filing in the form of a revised rule.

On October 12, 2006, staff filed a recommendation that the Commission propose Rule
25-6.0423, F.A.C., Nuclear Power Plant Cost Recovery. Subsequently, staff determined that the
definition of “pre-construction costs” in the proposed rule contained an apparent contradiction.
As this definition was central to the interpretation and implementation of Section 366.93, Florida
Statutes, staff requested time to revisit the issue and revise the proposed rule if necessary. On
October 18, 2006, approval was granted to defer the Recommendation until the November 21,

.



