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1 Q. 

2 A. 

FLORIDA POWER CORPORATION 

DOCKET NO. 870098-EI 

PREPARED DIRECT TESTIIIJNY OF 

KENNETH E. MCDONALD 

Please state your na.e and business address. 

,IRIGINAL 
fll£ COPY 

My name 1s Kenneth E. McDonald . My business address is 

3 P. 0. Box 14042, St. Petersburg, Florida 33733. 

4 Q. 

5 A. 

By wh• are you eiiPloyed and in what capacity? 

I Jill employed by Florida Power Corporation (FPC) as its 

6 Treasurer. 

7 Q. What are the duties and responsib11 it1es of your position 

8 with the FPC? 

9 A. I am primarily responsible for planning the short and long 

10 term financial needs of the Company, establishing and 

11 adl1n1stering banking and commercial paper lines of credit, 

12 administering various financing agreements, directing the 

13 preparat 1 on of fi nanc i a 1 information and reports, and 

14 maintaining custody of Company funds. In addition, I am 

15 responsible for directing the functions of the Cash 

16 Management Department and the Remittance Process ing 
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22 Q. 

23 

24 A. 

25 

Department. The Cash Management Department is responsible 

for the day-to-d~ managa.ent of all Company bank accounts 

and cash funds, includi ng short-term borrowing and 

investllents, and the payment of dividends and interest, 

and the disbursement of a 11 Company operating payments . 

The Remittance Processing Department is responsible for the 

accounting and processing of customer payments and the 

preparation of the related daily bank deposits. 

What are your duties and responsibil ittes with regard to 

the nuclear deca.1.ss1on1ng fund? 

I 111 the secretary of FPC's Nuclear Deconni ssioning Trust 

Fund Investment Ca..ittee. As the secretary of the 

1nvestlent committee, I act as administrator conducting the 

day-to-day administrative duties of the investment 

c01aittee. This includes overseeing the activities of the 

trustee, the investment manager, the investment performance 

evaluation consultant, and the verification and 

reconciliation of the trustee' s monthly statements to the 

fund manager's month 1 y statements, and to the Company's 

books. 

Would you briefly describe your educational background and 

profess1ona1 experience? 

I have a Bachelor of Arts Degree with a major in accounting 

from the , University of South Florida, and a Master of 
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Business Adllin1stration Degree from the Florida Institute 

of Technology. I .. a Certified Public Accountant in the 

state of Florida. I have been the Treasurer of FPC since 

August, 1985. Previously, I was the Director of Investor 

Relations for Florida Progress Corporation for three 

years. Prior to that, I held various financial and 

accounting positions with FPC over an eleven year period. 

Before joining FPC, I was with Arthur Young and Company, 

Certified Public Accountants for two years . 

What is the purpose of your testi.ony ? 

The purpose of •Y testimony 1s to describe the Company's 

present nuclear decommissioning trust fund management 

organizational structure, and the investment and funding 

concepts relating to the nuclear deco11111issioning fund . 

What type of fund has FPC established to provide for the 

future costs of nuclear decoa~1ss1oning? 

FPC has a segregated fund that uses an external funding 

method . External funding ~; a method by which funds 

collected are phced in a trust, outside the direct control 

of the Company, to be used for the contemplated 

deco.issioning of a nuclear plant . This means that the 

monies collected from the ratepayers for decommissioning of 

the nuclear plant are set aside i n a separate fund as they 

are collected by FPC. 
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1 Q. 

2 

3 A. 

What ts the present •nagaent organizational structure 

that oversees the nuclear daca..tsstontng fund? 

FPC has estab11 shed a Nuclear Deco11111issioning Trust Fund 

4 Investllent Coaai ttee made up of four members from the 

5 Ca.pany, and one member from Florida Progress Corporation, 

6 the parent company. This committee is the governing board 

7 with overall managa.ent responsibility for the trust. The 

8 investment co11111ittee appointed Southeast Bank, N.A. 

9 (Southeast) to act as trustee for the fund. As trustee, 

10 Southeast keeps deta i 1 ed accounts of a 11 investment 

11 receipts, disbursements, and other transactions; provides 

12 .onthly reports setting forth all investment receipts, 

13 disbursements and other transactions during the month which 

14 contain exact descriptions of all securities purchased or 

15 sold, and the cost or net proceeds of sale and showing all 

16 cash, securities, and other investments held at the end of 

17 such 110nth, and the cost and fair va 1 ue of each item 

18 thereof. Southeast also performs the custodial function of 

19 safekeeping all securities in the trust, including the 

20 registration of the securities, the collection of the 

21 interest and dividends, the deposit or reinvestment of 

22 funds, proper settlement of purchases and sales of 

23 securities and, in general, performs all other fiduciary 

24 . respons1b111t1es normal ly associated with being a trustee . 
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1 The investment COIBittee has appointed Progress Investment 

2 Management, Inc. as investment manager for the fund . The 

3 investment manager makes the day-to-day investment 

4 decisions regarding the fund, subject to investment 

5 guidelines established by the investment committee • 
• 

6 In addition, the investment conntttee has retained Callan 

7 Associates Inc . , (Callan) an independent investment 

8 consultant, to provide on-going quarterly evaluations of 

9 the investment •anager's performance. 

10 Q. What consfclerattons led to the estabHst.ent of a 

11 segregated deca.issfontng fund using the extemal funding 

12 .. thod? 

13 A. Financial assurance was regarded as the most important 

14 conside~ation in determining to establish a segregated fund 

15 using the external method . This funding method provides 

16 the greatest assurance that montes collected from the 

17 ratepayers over the life of the nuclear plant will be 

18 available tn the required amount at the time of 

19 deca.atss ioning. The funds and the earnings they accrue 

20 are held in strict trust and are available for disbursement 

21 only for decom.issioning purposes . 

22 Additional considerations for establishing a segregated 

23 fund and using . the external method were the guidelines 
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1 established by the Federal Energy Regulatory Commission 

2 (FERC), and t~e requir~~~ents of the Nuclear Regulatory 

3 Commission (NRC). 

4 On December 19, 1986, FERC released guidelines for nuclear 

5 plant deconnissioning funds in its Docket No. EP82·616-029. 

6 ~ng other things, these guidelines directed the use of an 

7 independent trustee and the 1 imitation of investments to 

8 those allowed by Internal Revenue Service regulations. In 

9 addition, the guidelines stated that •util ities should try 

10 to •tnimtze tts taxes by taking advantage of the Tax Reform 

11 Act of 1984.• 

12 The NRC, acting under its statutory mandate to protect the 

13 r.adtologt~al health and safety of the public fn carrying 

14 out tts ltcensing responsibilities for nuclear power 

15 plants, has deterwined that public health and safety can 

16 best be protected by requiring electric ut flity licensees 

17 to provide •ftnancfal as~~rance• that at the time of 

18 ter•t n.at 1 on of operat ton, adequate funds for 

19 deca.1sstoning will be available. On June 27, 1988 the 

20 NRC issued its final rules (10 CFR Part 50) eliminating the 

21 internal method of funding and requiring that, if periodic 

22 deposits are to be made, financial assurance be provided by 

23 an •external sinking fund.• A fund established and 

24 maintained by setting funds aside periodically in an 
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4 Q. 

5 

6 A. 

account segregated from a utility' s assets and outside its 

•ad8inistrat1ve control• is cons;stent with the NRC ' s 

financial assurance standards. 

Vhat are the fees associated with FPC's nuclear 

cleca.tss1on1ng trust fund? 

FPC pays the following annual fees : Trustee fees of 2/ 100 

7 of 11 of the market value of the trust fund, Investment 

8 Manager fees of 29/100 of 11 of the market value of the 

9 trust fund, and Investment Performance Evaluation 

10 Consulting fees of $5,750 for quarterly performance 

11 evaluations. In 1988, FPC's trustee fees totaled $4,115, 

12 and its invest.ent .. nager fees totaled $78, 480. 

13 Callan reviewed the trustee and investment manager fees for 

14 FPC and concluded that they were reasonable. Callan 

15 reported that within the last year, two surveys had been 

16 conducted on the topic of investment manager fees . The 

17 March 7, 1988 issue of Pensions and Investment Age reported 

18 the results of a survey of banks, insurance companies, and 

19 independent investment advisors which showed the median 

20 annual fee for a fixed income manager with a fund about the 

21 size of FPC's nuclear decommissioning trust fund was 34/ 100 

22 of 11 of the •arket va 1 ue of the fund. Ca 11 an further 

23 reported that it had conducted a similar survey in 

24 Nova.ber, 1988 which showed the median fixed income manager 
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1 annual fee for a fund the size of FPC's nuclear 

2 deco.tsstoning trust fund was 41/100 of 11 of the market 

3 va 1 ue of the trust fund . Callan a 1 so reported that the 

4 average annual fee for trustee bank services was between 

5 10/100 and 15/100 of 11 of the market value of the trust 

6 fund . 

7 Q. 

8 

9 A. 

10 

What tnvest.ent strategy does FPC consider to be 

appropriate for its nuclear deca..isstontng trust fund? 

FPC believes that nuclear decommissioning trust fund 

1 nvestllent strategy should be conservat 1 ve, with an 

11 emphasis on the return n principle over the return on 

12 principle. Based on this criteria, the current strategy 

13 established by the Company's investment con111ittee is to 

14 comply with the investment guidelines of a qualified trust 

15 fund under section 468A of the Internal Revenue Code. 

16 Q. 

17 

18 A. 

What earnings rate does FPC expect on the deco.issioning 

trust fund under tts tnvest.er,·~ strategy? 

The deto~issioning trust fund should be expected to 

19 maintain the purchasing power of the contributed funds. 

20 Therefore, the after-tax rate of return should be equal to 

21 or greater than the rate of inflation. 

22 Q. 

23 

How often does FPC •ate contributions to the 

deca..tssfonfng trust fund? 
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Stnce revenues for dec~tsstontng purposes are received 

fro. custa.ers on a .anthly basis, the logical timing for 

contributions to the deco.tssioning trust fund 1s also 

-onthly. Contributions made more often than once a month 

would be too difficuH to account for properly, and 

contributions .ade less frequently would not provide the 

new funds with the full benefits of investment management. 

What was the reason FPC qualified the dec-tssioning fund 

under Section 468A of the Internal Revenue Code for the tax 

,ears 1984 through 1987? 

By qualifying the fund under Section 468A, the Company was 

able to claim a $10.2 million income tax refund for the 

benefit of the fund. 

Does FPC consider it appropriate to continue qualifying the 

deco••isstoning trust fund under Section 468A 

prospectively? 

Yes. The prospective advantages of a qualified plan 

include the protection of principle due to low risk 

1 nvestllent restrictions under Section 468A and the 

safeguarding of intergenerational equity by avoiding the 

potential of either current or future customers paying a 

disproportionate share of total decommissioning costs, 

depending on whether the tax rate is higher or lower at the 

time of decommissioning. In addition, the current 
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1 deduction allowed for contributions to a qualified fund 

2 enables the COIIPany to be certain that the deduction will 

3 actually result in a tax benefit. This would not be the 

4 case with a non-qualified fund if, at the time of 

5 dec~issioning, the COIIPany's earnings were insufficient 

6 to fully utilize the deduction for decommissioning costs. 

7 Q. 

8 A. 

Does that conclude your test1.,ny? 

Yes. 
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