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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

REBUTTAL TESTIMONY OF K. MICHAEL DAVIS 
+. 

DOCKET NO. 041291-E1 

INTRODUCTION AND SUMMARY 

Please state your name and business address, 

My name is K. Michael Davis, my business address is 9250 West Flagler Street, 

Miami, Florida 33 174. 

Did you previously submit direct and supplemental direct testimony in this 

proceeding? 

Yes. 

What is the purpose of your rebuttal testimony? 

I will respond to portions of the testimony submitted on behalf of the Florida Office 

of Public Counsel (OPC) by Michael J. Majoros, Jr., which address the proper 

treatment and accounting for costs charged to the Storm Damage Reserve. 

Are you sponsoring any exhibits? 

Yes. I am sponsoring Exhibit KMD-3, the study filed on October 1, 1993 in Docket 

No. 930405-E1 (the 93 Study), which included accounting standards for storm 

restoration costs that FPL was required to file pursuant to Commission Order No. 

PSC-93-0918-FOF-E1, issued June 17, 1993 in Docket No. 930405-EI (the 93 Order). 

The Commission approved the 93 Study in 1995 in Commission Order No. PSC-95- 
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0264-FOF-EI, issued February 27, 1995 (the 95 Order), attached to my rebuttal 

testimony as Exhibit KMD-4. I am also sponsoring Exhibit KMD-5 which describes 
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the Company’s computation of lost revenues. 

Q. Please briefly describe the purpose of your rebuttal testimony. 

A. As described in my direct and supplemental direct testimony, 

incurred estimated total storm restoration costs of $999 million. 

the Company has 

Storm restoration 

costs have been accounted for in compliance with the 93 Study approved in the 95 

Order. Estimated insurance reimbursements cover $109 million of those damages, 

leaving an amount charged to the reserve of $890 million (system). The $890 million 

(system) storm restoration cost, net of the Storm Damage Reserve positive balance of 

$354 million at December 31, 2004, results in a deficiency of $536 million on a total 

system basis. Using the factor proposed by FPL in this proceeding, the jurisdictional 

portion of the deficiency of $533 million would be collected over approximately three 

years. 

Mr. Majoros has proposed that the Company not recover $309 million. This 

disallowance is based on the Company’s initial estimated storm restoration costs of 

$818 million. As I indicated in my supplemental direct testimony, the estimated 

restoration costs charged to the Storm Damage Reserve increased by approximately 

$1 80 million (original estimate $7 1.0 million, current estimate $890 million), although 

no new categories of costs have been identified. 
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The Cornmission should not adopt Mr. Majoros’ recommended disallowance or the 

reasons for his proposed disallowance. Mr. Majoros either ignores or does not 
c. 

accurately characterize relevant Commission Orders. Ten years after the Commission 

approved the 93 Study in a docket in which OPC participated, Mr. Majoros would 

change the standards afler the fact and impose a staggering financial burden on the 

Company. In addition, Mr. Majoros’ implication that FPL may be “double billing” or 

making money on storm events is simply not true. He is in error regarding the 

characterization of removal costs and certain storm restoration activities. Aside from 

proposing that the Commission ignore practices it previously approved, Mr. Majoros 

has provided no reason to deny the Company recovery of storm restoration costs. 

COMMISSION STANDARDS FOR THE STORM DAMAGE RESERVE 

Do standards exist for determining what costs are chargeable to the Storm 

Damage Reserve? 

As I stated in my direct testimony, the Commission authorized the creation of the 

Storm Damage Reserve and, in 1995, approved standards for charging costs to the 

Storm Damage Reserve. The Company has accounted for storm restoration costs in 

compliance with these standards since they were approved in 1995. 
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A. 

On Page 15 of his direct testimony, Mr. Majoros asserts that the Commission 

never adopted accounting standards for the Storm Damage Reserve and, 

therefore, OPC is free to propose new standards that would be applied 

retroactively to determine the accounting for storm restoration costs. Do you 

b 

agree? 

NO. The Commission did approve standards for the Storm Damage Reserve in 

Docket No. 930405-EI. Mr. Majoros has omitted mention of the 93 Order, which is 

important in understanding the purpose and context of the study submitted by the 

Company. That Order stated (page 4): 

“From the record in this docket it is unclear what storm related 
expenses FPL intends [to] draw from the reserve fund. For example it 
is unclear whether normal salaries would be charged to the fimd if 
employees worked on storm related tasks. In addition, employees 
repairing storm damage would be required to spend time away from 
their everyday work tasks which would result in “catch up” expense. 
It is unclear from the record whether FPL intends to draw “catch up” 
expense from the reserve fund. The record reflects that such “catch 
up” expense is not recoverable under FPL’s current insurance policy. 
In addition it is unclear whether the cost of damaged assets would be 
accounted for at replacement cost or net book value. For example, if 
there were $100 million of net book value of assets that were 
destroyed and it took $200 million to replace those, what accounting 
entries would be made? 

FPL shall address these questions in the company study discussed 
above .” 

In compliance with the 93 Order, the Company submitted the required study on 

October 1, 1993. The 93 Study is attached as Exhibit KMD-3. 

The Commission addressed the accounting standards of the 93 Study in the 95 Order 

at pages 4-5 as follows: 
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“...the study addressed the issues raised in the [June 17, 19931 order 
concerning the types of expenses that would be charged to the reserve. 
However, we have the authority to review any expenses charged to the 
reserve for reasonabfeness and prudence. FPL stated that it would use 
the actual restoration cost approach for determining the appropriate 
amounts to be charged to the reserve. This methodology is consistent 
with the manner in which replacement cost insurance works. 

In accounting for the restoration and replacement costs to plant, the 
gross original cost of the replaced plant should be retired by a credit to 
the plant accounts and a debit to the depreciation reserve. Then, a 
credit would be made to the plant accounts so that the replacement 
gross plant would be reduced by the available balance of the storm 
reserve until it is equal to the value of the plant it replaced. In 
addition, the depreciation reserve would be credited with an mount 
equal to the gross cost of the replaced plant. This would restore the 
pIant accounts and depreciation reserve to their original values prior to 
the damage caused by the storrn.” 

In the ordering paragraphs at the conclusion of the 95 Order (page 6),  the 

Commission expressly stated: “ORDERED that the storm damage study submitted 

by Florida Power & Light Company is hereby found to be adequate.” The 95 Order 

is attached as Exhibit KMD-4. 

Understanding the purpose and context of the 93 Study and recognizing the 

Commission’s substantive review of the study, it is clear that the 95 Order reflected 

the Commission’s approval of the study and the standards that the Company has been 

using over the last decade. Putting aside OPC’s participation in Docket No. 930405- 

EI, its position in this proceeding ignores the fact that these issues were fully aired 

and considered by the Cornmission Staff in making their recommendation to the 

Commission and ultimately, by the Commission in issuing the 95 Order. 

32 
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Did other parties participate in Docket No. 930405-EI? 

Yes. In the approximate two years between the time the Docket was opened and 

issuance of the 95 Order, all parties had an opportunity to be heard. In addition to 
b 

FPL, Florida Industrial Power Users Group (FIPUG), OPC, and four other 

intervenors, participated in the proceeding. OPC now seeks to suggest that these 

issues somehow are new. Yet, clearly the Commission was provided with the diverse 

opinions of not only its own staff but also of FPL and two of the major parties to the 

current proceeding. AAer a thorough review, the Commission issued the 95 Order 

approving the standards and methodology in the 93 Study. FPL has relied upon this 

decision since that date. 

Is the 95 Order unclear to you in its approval of the study? 

No. Mr. Majoros’ claim that the Commission did not “bless” the study (page 15) 

cannot be squared with the portions of the orders quoted above, or with the title of the 

95 Order which is (emphasis added): 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER APPROV7NG STORM DAMAGE STUDY AND 

ADJUSTMENTS TO SELF INSURANCE MECHANISM 

The title of the order removes any doubt that the order approved the study. For FPL to 

have concluded otherwise, and to have used an accounting approach other than as 

described in the 93 Study without fbrther Commission action would have been 

completely untenable. The discussion in the 95 Order clearly demonstrates that the 

Commission understood that FPL would apply the standards recommended in the 93 

Study in its accounting for storm costs and that it found FPL’s recommended 
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What is the significance of the 95 Order’s mention of a possible future 
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rulemaking on uniform guidelines? 

None. It appears the Commission may have been considering whether to open a 

rulemaking to establish uniform guidelines for all Florida utilities. But, in the ten 

years since the 95 Order was issued the Commission has not initiated such a 

rulemaking, a clear indication that the Commission found no reason to do so. 

Therefore, the standards set forth in the 93 Study, as approved by the Commission in 

1995, have remained applicable to FPL. As a result, FPL has no alternative but to 

follow the accounting standards set forth in the 93 Study. 

Has the Commission issued any orders since the 95 Order that changed the 

standards approved for- FPL in that Order? 

No. There have been several orders dealing with the Storm Damage Reserve; 

however, none of them changed the standards approved in the 95 Order. In fact, 

Order No. PSC-95-1588-FOF-E17 issued December 27, 1995 in Docket No. 951 167- 

E1 and Order No. PSC-9X-0953-FOF-E17 issued July 14,1998, in Docket No. 971237- 

EI, both referenced the 95 Order. 

More recently, in Order No. PSC-04- 1 150-PCO-E1, Docket No. 04 129 1 -EI, issued 

November 18, 2004, in Docket No. 041291-EI the Commission stated: 

“On September 9, 2004, Florida Power & Light Company (FPL) filed 
a petition for approval to establish as a regulatory asset for storm 
damage costs that exceed the $345 million balance of the Storm 
Reserve. FPL also sought authorization for the future recovery of 
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reasonable and prudently incurred storm damage costs in excess of its 
Storm Reserve hnd. By Order No. PSC-04-0976-PAA-EI, issued 
October 8, 2004, in Docket No. 041057-E1 (and consummated by 
Order No. PSC-04-1114-CO-EI, issued November 9;. 2004), this 
Commission found it was unnecessary to create a separate regulatory 
asset to do this because allowing a negative balance to be recorded in 
the Storm Reserve served the same purpose and was contemplated by 
Rule 25-6-0143, Florida Administrative Code. This Commission 
made its decision with the understanding that FPL will continue 
booking, amounts consistent with its current accounting practice. The 
amounts are subject to our review and approval, in the event that a 
subsequent petition for recovery of storm-related damages is filed.” 
[emphasis added] 

Has FPL adhered to the approved standards? 

Yes. As I stated earlier, after the approval of the 93 Study, the Company has 

consistently followed the methodology recommended in that Study. Between 1993 

and 2003 the Company has experienced 8 storms totaling $152.0 million in aggregate 

restoration costs, all of which have been charged against the Storm Damage Reserve. 

The Company has followed the standards set forth in the 93 Study in its accounting 

for storm restoration costs for all these storms. In that timeframe, I am not aware of 

any audit by the FPSC Staff that has disclosed any errors on the part of the Company 

or any inconsistency with the 93 Study approved by the Commission in the 95 Order. 

It does not appear that Mr. Majoros is making any allegation to the contrary, except 

perhaps with regard to the costs of a salt spray and a vegetation study. I address these 

two items later in my rebuttal testimony. 

Has the Commission conducted audits of storm damage costs using these 

standards? 

Yes. On February 7,2005 the Audit Staff of the Florida Public Service Commission 

issued a report on the costs that the Company charged to the storm reserve (the 
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Audit). Ileana Piedra, the Audit Manager, attached the Audit to her direct testimony 

as Exhibit IHP-la At page 4 of 12, Exhibit IHP-1 notes that the Audit Staff read the 

“approved study. *.and [the 95 Order]” in connection with the Audit. The Audit had 

no-findings that FPL improperly charged any costs to the storm reserve or that the 

c 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

Company did not follow the standards of the 93 Study approved by the Commission. 

In fact, in her direct testimony at page 7, Ms. Piedra states: “FPL has recorded the 

above costs as proposed in its 1993 study and discussed in the 1995 order, using the 

actual costs.’’ It is apparent that the PSC Staff after conducting its own independent 

review concluded that FPL has charged costs to the Storm Damage Reserve 

consistent with the methodology set forth in the 93 Study. Commission orders and 

the Staffs Audit all point to a consistent application of the approach that the 

Company recommended and the Commission approved. 

Do you agree with Mr. Majoros’ statement that “. . .FPL wants the customers to 

bear 100% of the risk of storm damage ...” (Page 12, Line 17)? 

No. Mr. Majoros inappropriately equates recovery of the deficit in the Storm 

Damage Reserve with the risk of storm damage. In doing so, he ignores the fact that 

as a result of the hurricanes the Company lost revenues due to customer outages and 

incurred other costs that were not charged to the Storm Damage Reserve. Further, he 

ignores the fact that none of the increases in the annual accruals for storm damages 

during the 1990s were accompanied by an increase in the rates charged to customers, 

and instances where the Company made voluntary contributions to the Storm Damage 

Reserve. Finally, he fails to recognize that restoration costs are, as discussed by FPL 
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witness Moray P. Dewhurst in his rebuttal testimony, a foreseeable cost that for good 

reasons has not been fully provided for in the normal cost of service used in setting 

base rates. Consequently, it is entirely appropriate under cost-based rate regulation 
k. 

for the Company to se-ek recovery of the resulting deficit. 

Has the Commission previously recognized that restoration costs may exceed the 

balance in the Storm Damage Reserve resulting in a need for recovery from 

customers? 

Yes. The Commission recognized exactly this type of situation in Order No. PSC-98- 

0953-FOF-E17 issued July 14, 1998, stating: 

“FPL’s financial resources fiom the lines of credit and the h d  appear 
to be sufficient to cover most storm emergencies. However, the costs 
of storm damage incurred over and above the balance in the reserve 
and the costs of the use of the lines of credit would still have to be 
recovered from the ratepayers. 

In the event FPL experiences catastrophic losses, it is not unreasonable 
or unanticipated that the reserve could reach a negative balance. Rule 
25-6.01 43 (4)(b), Florida Administrative Code, recognizes that charges 
to a reserve may exceed the reserve balance resulting in a negative 
balance, as was the case of Gulf Power Company in Order No. PSC- 
96-0023-FOF-EI, issued January 8, 1996, in Docket No. 95 1533-EI.” 
(emphasis added) 

In addition, the Commission ordered FPL to file a study on the reasonableness of the 

level of the reserve and accrual by no later than December 3 1,2002. 

Did FPL file the study requested by the Commission? 

Yes ,  FPL filed the study on September 28, 2001. That study was the basis for the 

petition filed by FPL on the same date which requested permission to increase the 

accrual from $20.3 million to $50.3 million. 

I O  



What was the outcome of FPL’s request? 

2 A. The Company agreed to withdraw its request as part of the negotiated settlement 
c. 

3 reached with OPC and other parties that produced a $250 million reduction in base 

rates. But, as discussed by Mr. Dewhurst in his rebuttal testimony, the settlement 4 

agreement included a key provision that addressed storrn deficits. Paragraph 13 of 5 

6 the 2002 Stipulation and Settlement states: 

7 
8 
9 

I O  
I 1  
12 
13 
14 Q. 

“In the event there are insufficient funds in the Storm Damage Reserve 
and through insurance, FPL may petition the FPSC for recovery of 
prudently incurred costs not recovered from those sources. The fact 
that insufficient funds have been accumulated in the Storm Damage 
Reserve to cover costs associated with a storm event or events shall 
not be evidence of imprudence or the basis of a disallowance.. .” 

What do you conclude from this? 

The customers have benefited from the settlement agreement which reduced base 15 A. 

rates by $250 million. Also, the Company relied on existing assurances that a deficit 

would be recoverable. This rate reduction and the settlement agreement are further 17 

18 discussed in the rebuttal testimony of Mr. Dewhurst. 

19 Q. Do you have any comments on the WPC Storm Damage Guidelines”? 

20 A. Mr. Majoros states that he endorses what he describes as “OPC Storm Damage 

21 Guidelines” (pages 5-6). If OPC thought their guidelines were superior to those 

recommended by FPL and approved by the Commission, they should have raised 22 

23 them in Docket No. 930405-E1 or at least well in advance of a major event resulting 

24 in a Storm Damage Reserve deficit so that expectations of relevant constituents could 

25 have been properly adjusted in the event of any changes. The record in Docket No. 

26 930405-E1 indicates that OPC did raise the incremental cost approach which was 

apparently rejected by the Commission in approving the 95 Order. It is not 27 
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appropriate for OPC to ignore the standards approved by the Commission in the 95 

Order, to subsequently let 10 years and other storms pass (all accounted for in 

accordance with the 95 Order) and, only after a storm fimd deficit has been created, 
C 

propose a different set of standards for retroactive application. This is not the 

appropriate forum to discuss changing those standards. 

But OPC’s guidelines, in any event, are flawed. For example, OPC’s proposal to 

adjust storm damages for instances where the Company expense is less than the 

amount planned in a particular category of expense is an inappropriate benchmark. 

There are innumerable reasons why the Company might spend more or less than the 

budgeted amount in any given year or business cycle, especially on a category by 

category basis. The budget is a plan built on management expectations of the 

business circumstances during the period the expenses will be incurred. As 

expectations change or actual circumstances become known, management must revise 

its plan to reflect the changes. Thus, a Company’s plan for tree trimming may change 

by a significant percentage solely due to changing circumstances. Such a change 

would not ordinarily be reflected in the budget. Likewise, actual expenditures and, 

therefore, budget variances also will show movement solely due to changes in 

circumstances whether or not there are hurricanes. OPC’s proposed guidelines in this 

respect are inherently flawed. FPL’s methodology is straightforward, follows the 93 

Study approved by the Commission and avoids endless debate regarding why a 

particular budget variance existed. 
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What observations can you make regarding the effect of OPC’s proposed 

guidelines in this particular instance? 

Even if OPC’s guidelines were accepted, there are several examples of how applyng 

Mr. Majoros’ and OPC’s inappropriate benchmarking would not result in any change 

to the amount of the requested recovery. Call Center costs charged to the Storm 

Damage Reserve consisted of incremental costs of staffing this function and training 

employees, including a significant number of non-care center employees assigned to 

+. 

the care centers during the storm, on process changes and information relative to 

responding to customer inquiries in each o f  the specific restoration situations 

following the hurricanes. The Company spent nearly all of its tree trimming budget 

($47.0 million vs. $46.0 million). Significantly more was spent on storm restoration 

and was properly charged to the Stom Damage Reserve. The Materials and Supplies 

budget for Power Systems was almost spent in its entirety ($26.9 million vs. $25.4 

million), yet incrementally more was spent on storm restoration. 

How would changing the standards retroactively prejudice FPL? 

FPL has followed the existing standards in accounting for stom damage costs and 

has relied on these standards in a number of ways. FPL has charged actual storm 

restoration costs to the Storm Damage Reserve as required by Commission Orders. 

As a result, a deficit in the reserve was created and left on the balance sheet at 

December 3 1,2004, as required by Commission Orders. Also, FPL has structured its 

response to storms under the belief that the accounting standards approved in the 95 

Order were still applicable. As I discuss below, changing the rules after the Company 

has restored power and created a Storm Damage Reserve deficit of $536 million is 
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unfair and would raise serious questions regarding the ability of the Company and of 

investors to rely on Commission Orders as governing and controlling precedents. 

Please explain the importance of maintaining the existing standards as they 

relate to the way in which FPL has booked the costs and reported them in its 

balance sheet at December 31,2004 and how this avoids prejudicing FPL? 

FPL has relied on the existing standards in reporting its financial condition to the 

Securities and Exchange Commission and shareholders. Those costs were booked in 

accordance with those standards and were included in the Storm Damage Reserve 

deficit that was reported as an asset in the Company’s 2004 financial statements. 

Changing the standards retroactively would undermine the basis for financial 

reporting with potentially serious consequences for the capital market’s perception of 

regulatory risk. The nature and significance of this risk is discussed by Mr. 

Dewhurst. 

b 

FPL charged its actual restoration costs to the Storm Damage Reserve in 2004, even 

though a deficit was created. The appropriateness of this action was reaffirmed in 

Order No. PSC-04-0976-PAA-EI, issued October 8, 2004 in Docket No. 041 057-El. 

FPL relied on that Order along with the 95 Order and multiple Orders issued between 

1995 and 2004 to maintain the storm deficit on its balance sheet as an asset rather 

than charging the deficit to expense in 2004. 

Statement of Financial Accounting Standards No. 71, Accounting For the Effects of 

Rate Regulation (SFAS No. 71), requires that the effects of rate regulation be 
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recognized by companies like FPL. Implicit in this requirement is that the ratemaking 

authority, in the case of a cost deferral like the Storm Damage Reserve deficit, will 
b 

allow recovery of those costs in the future. Absent that intent by the ratemaking 

authority, the costs should have been expensed as they would have been for a non- 

rate regulated entity. 

In the 95 Order and other Orders, the Commission authorized defined charges to the 

Storm Darnage Reserve, subject to review for “reasonableness and prudence.” The 

Commission emphasized that in the event of catastrophic loss causing the Storm 

Damage Reserve to become deficient, the Company could petition for emergency 

relief. Further, the Commission provided assurance that in such circumstances it 

would “act quickly to protect the company and its customers” (the 93 Order, page 3). 

The Company has relied on the ability to effect timely recovery of reasonable and 

prudently incurred costs to support creation and maintenance of the deficit in the 

Storm Damage Reserve as an asset. Any inability to recover reasonable and 

prudently incurred storm damage costs would impair the ability of FPL to rely on 

SFAS 71 as a basis for recognizing the effects of rate regulation in its financial 

statements. This, in turn, could adversely affect the amounts reported on the income 

statement and balance sheet of the Company, frustrating regulatory objectives and 

increasing the regulatory risk perceived by those who rely on the Company’s 

financial statements. Such a consequence should not be taken lightly. Losing an 

ability to rely upon established rules and precedents could have devastating effects on 
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the Company’s ability to attract and retain necessary capital. To put this in context, 

expensing the storm deficit instead of reporting it as an asset would have reduced 

FPL’s 2004 Net Income by 44%. This reduction is material and would have a 
b 

significant effect on investors’ perception of FPL. 

Why would changing the rules after the fact prejudice FPL regarding its 

response to the storm? 

In response to significant humcane damage the Company mobilizes all available 

employees with one common objective - restore power to customers as safely and as 

quickly as possible. This effort requires the involvement of linemen and other field 

personnel to actually restore power and staff personnel to enable and support the 

restoration effort through damage surveys, organizing and running restoration sites, 

and other support activities. These support activities run the gamut from distributing 

food to crews in the field to patrolling feeders and laterals. All of the restoration 

activities are performed pursuant to detailed restoration plans that are updated at least 

annually and practiced several times before hurricane season begins. As a result of 

our planning and practicing, the Company is prepared to begin its restoration 

activities as soon as it is safe to do so. All of the costs associated with annual 

planning activities and practicing for storm restoration are charged to normal 

operating expenses, I@ the Storm Damage Reserve. 

The duties normally performed by staff personnel generally do not go away; they are 

merely deferred or perfonned by others during storm restoration. Both the backfill 

and catch up work necessary to ensure that these duties are caught up generally 
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involve overtime or the use of contractors or temporary labor that is charged to 

normal operating expense, @ the Storm Damage Reserve. The Company 
c- 

incrementally spent $7.0 million on contractors and outside professional services and 

$9.0 million of overtime was charged to normal operating expenses during the last 

two months of 2004. If, for example, the Company were denied recovery of the 

regular payroll associated with personnel working on storm restoration, it might make 

financial sense to utilize contractors to perform the restoration work rather than 

incurring the additional overtime and other costs for backfill and catch up work. 

Ultimately that decision would depend on an assessment of the effect of using those 

contractors on the restoration effort versus the avoidance of an additional cost burden 

on the Company and its shareholders. That is not an acceptable position in which to 

place the Company and its management. The Company wishes only to have one 

interest and purpose during the restoration activities - to restore power as quickly and 

safely as possible. In any case, changing the rules after the fact precludes the 

Company from making this assessment. Also, the ability to make that specific 

assessment is further limited because the Company, relying on the approved 

standards, had no reason to specifically track this overtime or outside services. 

18 

19 

20 

21 

22 

23 

17 



1 111. 

2 

3 Q* 

4 

5 A. 

6 

7 

8 

9 

10 

11 

I 2  

13 

14 

15 

16 

17 

18 

I 9  

20 

21 

22 

23 

THE DOUBLE COUNTING AND COST SAVING ALLEGATIONS 

i,, 

Is Mr. Majoros correct that the existing standards result in customers paying 

byice for the same costs? 

No. Mr. Majoros claims (pages 1 1-14 and 17-19) that the existing standards require 

customers to “pay twice” for base salaries (regular payroll) and FPL vehicle expense 

- once in base rates and a second time in the Storm Restoration Surcharge. He is not 

correct. 

Before addressing the “pay twice” claim it is important to emphasize that charging 

these costs to the Storm Damage Reserve was clearly set forth in the 93 Study and 

approved by the Commission in the 95 Order. Actual restoration costs were defined 

to include “FPL payroll costs, costs associated with the use of vehicles and 

equipment.. . ” and again set forth in the more detailed description of actual restoration 

costs: “FPL employee payroll - regular, overtime, and temporary relieving pay” and 

“Charges for FPL owned or leased vehicles and equipment which are considered part 

of the Company’s normal operating fleet” (Exhibit KMD-3, page 8 and Attachment 1, 

page 2). These are specific provisions responsive to the Commission’s own questions 

posed in the 93 Order, such as “. . .whether normal salaries would be charged to the 

fund if employees worked on storm related tasks.” (Order, page 4). 

As stated above, FPL relied on these existing standards, Even if Mr. Majoros were 

correct in his criticism of this standard, the effect of any change should be prospective 
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only. But, Mr. Majoros is not correct in his criticism. FPL’s base rates are designed 

under the assumption of noma1 costs and normal revenues. Normal costs include 

regular payroll and vehicle charges. The revenue requirement is divided by a normal 
i- 

level of sales to set th-e base rates. During the hurricanes there were very significant 

outages during which sales and corresponding revenues were lost. Thus, while 

hurricanes result in reductions of some base rate costs because those costs are charged 

to the Storm Damage Reserve, there also are reductions of base rate revenues. Even 

if there were merit to Mr. Majoros’ concern, to determine whether there was any 

“double dipping” one would have to ask whether total avoided base rate costs are 

greater than lost base rate revenues. In the case of the 2004 hurricanes, the Company 

estimates lost base rate revenues of $38.2 million, the calculation of which is attached 

as Exhibit KMD-5, while only $32.0 million in estimated regular payroll was charged 

to the Storm Damage Reserve. Even if FPL vehicle expense of $5.3 million were 

added to regular payroll as proposed by Mr. Majoros, the total would remain less than 

lost base rate revenues. Moreover, as I described previously there are other 

incremental, base rate expenses such as for catch up and backfill work that also would 

have to be taken into account under his approach. In addition, the $32 million of 

regular payroll cited by Mr. Majoros would not have been charged entirely to the 

operating expense categories normally associated with base rates. On an annual 

basis, approximately 6% of regular payroll is charged to cost recovery clauses and 

other and approximately 22% is charged to capital. If these percentages are applied 

to the regular payroll amount cited in Mr. Majoros’ testimony, they would yield 

approximately $1.9 million for cost recovery clauses and other and $7 million for 
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capital. Also, the adjustment proposed by Mr. Majoros to capitalize property 

additions and cost of removal is estimated to include approximately $22.9 million of 

payroll. These amounts are not additive, they merely serve to illustrate the fallacy of 

the simplistic approach taken by Mr. Majoros. 

+ 

In addition, I would note that there is an inconsistency between Mr. Majoros’ 

proposed adjustment for regular salaries and OPC’s guidelines which propose 

adjusting only bargaining unit payroll. Bargaining unit regular payroll charged to the 

Storm Damage Reserve aggregated only $9.5 million. As should be obvious from the 

foregoing discussion, even if it were appropriate to revisit the storm accounting 

standards in this proceeding, there are numerous issues that would have to be factored 

into any decision to move to the approach advocated by Mr. Majoros. Of course, 

these are the sarne types of issues that were addressed in connection with the 93 

Study that was approved in 1995. 

Does Mr. Majoros ignore other incremental costs not charged to the Storm 

Damage Reserve? 

Yes. This is an important element in the overall impact of the hurricanes that is 

ignored by Mr. Majoros in his allegations of “double dipping” and cost savings by 

FPL. 

As I indicated above FPL suffered lost base rate revenues of $38.2 million. I also 

described earlier the backfill and catch up overtime costs that are not charged to the 

Storm Damage Reserve even though directly caused by the hurricanes. Further, the 
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Company estimates that uncollectible accounts receivable increased nearly $6 million 

as collection efforts were suspended because field collectors were mobilized for 
+. 

storm duty. 

Mr. Majoros has not taken the lost revenues or the incremental costs into account. 

His implication that FPL may be making money from the storm events (Majoros 

Testimony, page 6 )  is simply not true. 
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9 IV. SPECIFIC CRITICISMS OF STORM COST ACCOUNTING 
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Mr. Majoros testifies on Pages 16-17 of his direct testimony that the cost of two 

studies should not be charged to the Storm Damage Reserve. Please comment. 

The Company has contracted for two studies, one involving an evaluation of salt 

spray, sand and salt water intrusion problems in coastal communities, and the other 

involving post-storm vegetative conditions. The nature of and necessity for these 

studies are discussed in the testimony of FPL witness Geisha Williams. 

Mr. Majoros also claims on Page 17 that projects incomplete as of December 31, 

2004 are not necessarily related to storm damage. Please comment. 

The Storm Damage Reserve includes incomplete projects totaling $43.4 million as of 

December 31, 2004. The need for these projects is discussed in Geisha Williams’ 

testimony. The necessity for performing follow up work directly related to stom 

damage is not unique to Hurricanes Charley, Francis and Jeanne. For example, one 
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type of follow up work was described in detail in a Commission Order issued 

December 27, 2995, in Docket No. 95 1 167-E1 (page 4): 

“FPL suffered extensive salt water damage to underground facilities as 
a result of Hurricane Andrew and the March 1993 Storm. It is the 
Company’s intent to repair these facilities as they fail, or during any 
normal upgrading of the facilities. Certain of these facilities are 
expected to fail in the near hture. Based on engineering estimates of 
anticipated future repair costs, an insurance settlement of $6.7 million 
was reached. This is a final settlement; if the repairs exceed this 
amount the Company will not be able to file for additional insurance 
reimbursement. 

It appears from FPL’s petition that the Company wishes to establish a 
separate liability for the $6.7 million, rather than placing it in the 
reserve. The $6.7 million received by the Company represents a 
settlement of claims for which neither the actual total amount nor the 
timing of the replacement can be accurately determined. This is 
exactly the situation a storm reserve is designed to cover. Therefore, 
we find that this amount shall be added to the reserve and the after tax 
amount added to the fund. By doing so, the amount can be invested 
and accrue interest. This will help to mitigate any costs for repairs 
should they exceed the Company’s original estimates. As the repairs 
are actually completed, the reserve shall be charged for the cost of the 
repairs.” (emphasis added) 

The appropriate criteria for determining whether the follow up work should be 

charged to the Storm Damage Reserve is the root cause of needed repair and 

restoration of the system to pre-hurricane status, not the timing of the work. 

Please address Mr. Majoros’ specific criticisms of the Company’s accounting for 

base salaries. 

As discussed earlier in my testimony, Mr. Majoros has chosen to ignore the existence 

of incremental costs incurred by the Company in backfill and catch up work. Also, 

he ignores the fact that not all of the regular salaries charged to the Storm Damage 

Reserve would have been charged to expense categories normally associated with 

base rates. Should a decision be made to remove any or all of regular payroll, 
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provision should be made for all of these items. Also, the adjustment proposed by 

Mr. Maj oros to capitalize a portion of the restoration costs includes approximately 

$22.9 million of payroll. 
.,, 

Please address Mr. Majoros’ testimony regarding FPL vehicle expense. 

On Page 18 of Mr. Majoros’ direct testimony, he proposes to make an adjustment of 

$5,261,887 as “these vehicles have already been included in the annual budget”. The 

Company did charge its vehicle expenses to the Storm Damage Reserve, just as it had 

proposed to do so in the 93 Study that was approved in the 95 Order. In proposing 

this adjustment, Mr. Majoros ignores the fact that some of these vehicle costs would 

not have been charged to expense categories normally associated with base rates. On 

an annual basis, approximately 47% of the annual vehicle costs are charged to capital 

projects. Assuming the same split is applied to the vehicle costs charged to the Storm 

Damage Reserve, would yield approximately $2.4 million. Also, as discussed above 

for payroll, the adjustment proposed by Mr. Majoros to capitalize property additions 

and cost of removal includes approximately $4.3 million of vehicle charges. These 

amounts are not additive, they merely serve to illustrate the fallacy of the simplistic 

approach taken by Mr. Majoros. 

Please address Mr. Majoros’ direct testimony on Page 19 regarding tree 

trimming expense. 

FPL’s practice with respect to tree trimming during storm restoration is to trim only 

what is necessary to allow the Company to safely restore service to its customers. 

Mr. Majoros states “Tree trimming expense should be limited to the amounts which 

exceed FPL’s normal expenses.” As discussed earlier in my testimony, the 
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benchmark analysis proposed by Mr. Majoros is inappropriate. Nevertheless, because 

FPL spent and charged to normal expenses all but approximately $1 million of the 

amount it had budgeted for tree trimming in 2004, it would appear that even under 
b 

Mi. Majoros’ logic the $89.4 million incurred and charged to the Storm Darnage 

Reserve for tree trimming should be recoverable. 

Please address Mr. Majoros’ direct testimony on Page 19 regarding call center 

expense. 

I have previously discussed the inappropriateness of this benchmark adjustment. 

However, even under Mr. Majoros’ view, these costs should be recoverable since 

only incremental costs were charged to the Storm Damage Reserve. The Company 

did not charge normal costs of operation for the Call Center to the Storm Damage 

Reserve. 

Do you have any comments regarding OPC’s guidelines on Materials and 

Supplies charged to O&M? 

Yes. Again this is an inappropriate benchmark adjustment as discussed earlier. 

Nevertheless, even under Mr. Majoras’ reasoning any adjustment would be 

insignificant because virtually the entire 2004 budget was spent without consideration 

of amounts charged to the Storm Damage Reserve. 

Is Mr. Majoros correct that FPL is following an inappropriate accounting 

methodology for the replacement of plant in service destroyed by the 

hurricanes? 

No. In determining the amounts to be charged to the Storm Damage Reserve, FPL is 

following the accounting standards approved in the 95 Order, As with the various 
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cost categories already discussed, the time to establish standards is before not after 

the event occurs. 

The existing standards are designed to maintain the plant in service and depreciation 

accounts at the same levels after the hurricanes as existed before the hurricanes. This 

recognizes that the reason for replacing the assets was not to improve the system, but 

to restore it to the condition that existed before the hurricanes. 

If the Commission adopts Mr. Majoros’ recommendations, plant in service would 

increase, accumulated depreciation would decrease and annual depreciation expense 

would immediately increase due solely to the impact of hurricanes. This would place 

upward pressure for a long-term increase in electric rates because of an increase in 

return requirements as well as an increase in cost of service. 

Why would plant in service increase under the OPC approach endorsed by Mr. 

Majoros? 

Plant in service would increase because the poles, wires and other equipment and 

related installation costs are generally higher even at noma1 costs than the costs 

associated with the property destroyed by the humcanes and retired. This increase is 

due to inflation and other factors occurring between the time the destroyed assets 

were installed and when they were replaced. 

In addition, as described in the 93 Study, the normal costs of the replacement assets 

would have to be estimated because the assets are being replaced under extraordinary 
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conditions, It is impossible to track the normal cost associated with the replacement 

assets under the conditions that exist when the Company is restoring service after a 
i- 

hurricane. 

W-hy would accumulated depreciation decrease under the OPC approach 

endorsed by Mr. Majoros? 

Accumulated depreciation would decrease for the following reasons: 

The assets being replaced have not reached the end of their normal lives; 

therefore they have not been fully depreciated. 

I Likewise, because the cost of removal associated with the destroyed assets is 

calculated in the same manner as depreciation, the fill normal cost of 

removing the destroyed assets has not been accumulated. 

The combined effect of these circumstances is to leave a deficit or shortfall in 

accumulated depreciation for the destroyed assets. This shortfall increases rate base 

resulting in an immediate increase in revenue requirements. Also, the shortfall will 

have to be factored into future depreciation rates resulting in higher costs to 

customers in the future. This is in addition to the fact that those customers face their 

own risk of future catastrophic huwicane events. 

Why would depreciation expense immediately increase under the OPC approach 

endorsed by Mr. Majoros? 

Depreciation expense would immediately increase because of the higher plant in 

service balances. Annual depreciation expense is determined by applying an 

approved depreciation rate to plant in service balances. As plant in service increases, 
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so does depreciation expense, without any change in rates. The change in rates 

discussed in my previous answer could compound the effects of this increase. 

WouIdn’t the fact that the equipment is newer offset these increases in 

depreciation expense? 

The fact that the equipment is newer would certainly mitigate the effects because of 

the longer remaining life. Whether it would offset the full effect would depend on the 

amount of the cost differential for the assets, the remaining lives of those assets, and 

the extent to which the original cost and removal cost of the destroyed asset had been 

accumulated. 

Does the Company consider the effects of hurricanes in determining 

depreciation rates? 

No. Because hurricanes occur at irregular intervals and the physical effects vary from 

storm to storrn, the Company excludes the effects of hurricanes from the depreciation 

studies used to obtain Commission approval for depreciation rates. Inclusion of the 

hurricane related effects would potentially understate the life characteristics of plant 

and overstate the cost of removal, thereby overstating the depreciation expense 

associated with normal operations. 

Is Mr. Majoros correct in his assertion on Page 23 of his direct testimony that 

the existing standards inappropriately treat the removal reserve? 

No. As I previously discussed, only a portion of the normal removal cost related to 

the destroyed assets would have been accrued since those assets generally would have 

remaining life left. The removal cost component included in the depreciation rate 

takes into account a future cost to remove an asset assuming normal retirements. This 
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removal cost component is determined based on the historical relationship of removal 

cost to the plant investment and excludes extraordinary retirements such as those 

caused by hurricanes. As such, the removal costs embedded in accumulated 

depreciation are designed to cover normal end of service life retirements, not 

catastrophic events like hurricanes. 

Is Mr. Majoros correct in his assumptions on removal cost related to the assets 

retired resulting from the hurricane? 

No. Mr. Majoros would lead you to believe that the removal cost collected is related 

solely to the assets that would be retired for extraordinary events, The $1.1 billion 

that Mr. Majoros referenced relates to the estimated removal cost associated with all 

of the Transmission and Distribution system assets. In order to identify the removal 

cost associated with the assets retired due to the hurricanes, the specific assets to be 

retired must be identified along with the vintage year. Then, the component of 

removal cost included in depreciation expense would need to be multiplied times the 

cost of the asset retired to determine the annual amount for each year that the 

depreciation rate was used and changed to reflect any represcription of depreciation 

rates. The total of all these annual amounts would be accumulated to determine the 

amount of removal cost included in the accumulated depreciation reserve related to 

the retirements associated with the hurricane. 
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Has FPL estimated the capital additions, removal costs, and retirements that it 

expects to record as a result of storm restoration under the recommended 

approach, “Actual Restoration Cost” approved in the 93 Study? 

Yes. FPL estimates that approximately $58 million of capital additions, $12.2 million 

c. 

in removal costs, $36.4 million in retirements, $21.7 million in Contributions in Aid 

of Construction, and $48.5 million in other recoveries will be recorded in March 

2005. The effect of recording these amounts is to restore the plant and reserve 

accounts to their pre-storm balance. This approach is consistent with the 93 Study 

and 95 Order. 

These estimates do not include the effects of approximately $18 million of the 

approximately $43.4 million of incomplete projects identified in Exhibit KMD-2 as 

‘“Remaining Work.” 

CONCLUSION 

Would you please summarize your testimony? 

Yes. My rebuttal testimony refutes all the major points in Mr. Majoros’ testimony. 

He erroneously asserts that the Commission never adopted accounting standards for 

the Storm Damage Reserve and, therefore, OPC is free to propose new standards that 

would be applied retroactively to determine the accounting for storm damage costs. I 

disagree. In the 95 Order the Commission approved standards for charging 
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restoration costs to the Storm Damage Reserve. In the 10 years since that Order was 

issued, nothing has occurred that would change the applicability of those standards. 

The standards accepted by the Commission in that Order were appropriate then, and 
** 

remain appropriate for- purposes of addressing FPL’s request in this proceeding. Any 

changes to the established standards should be done on a prospective basis. 

FPL has followed the existing standards in charging storm darnage costs, and has 

maintained its financial books and records and prepared its 2004 financial statements, 

in accordance with those standards. A decision to deny recovery of reasonable and 

prudently incurred storm damage costs could impair the ability of FPL to rely on 

SFAS 71 for creation and maintenance of regulatory assets. This, in turn, could 

adversely affect the income statement and balance sheet of the Company and 

negatively affect the Company’s ability to attract and retain capital. The 

Commission’s Audit Staff after conducting an independent review agrees that FPL 

has recorded storm costs as proposed in the 93 Study using actual costs. In stark 

contrast, Mr. Majoros believes it would be appropriate to change the rules at any 

point and apply new standards retrospectively. If OPC wishes to change the existing 

standards for charges to the Storm Damage Reserve it should petition the 

Commission with that request and provide the level of detail and explanation that was 

provided in the 93 Study. I would note that OPC participated in the docket in which 

the 93 Study was reviewed and approved. OPC has had IO years to raise any 

concerns or objections regarding the standards set forth in the 93 Study. But the fact 

remains that the issues raised by OPC in this proceeding were essentially the same 
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issues fully considered in Docket 930405-EI, culminating in the issuance of the 95 

Order. 

Mr, Majoros erroneously claims that the existing standards require customers to “pay 

twice” for base salaries (regular payroll) and FPL vehicle expense - once in base rates 

and a second time in the Storm Restoration Surcharge. I disagree. FPL’s base rates 

are designed under the assumption of normal costs and normal revenues. During the 

humcanes there were very significant outages during which sales and corresponding 

revenues were lost, and incremental expenses incurred that were not charged to the 

Storm Damage Reserve. Thus, while hurricanes result in reductions of some base 

rate costs (through charges to the Storm Damage Reserve); they were more than 

offset by greater reductions of base rate revenues and increases in other costs charged 

to normal operations. Mr. Majoros ignores the fact that not all of base salaries and 

vehicle expense is charged to expense categories normally associated with base rates. 

He also ignores the fact that the costs he proposes to capitalize include both regular 

payroll and vehicle costs. 

Mr. Majoros erroneously makes several specific criticisms of storrn cost accounting 

which I have addressed in this testimony. The Company has charged the costs of two 

studies and $43.4 million for future work in its determination of the Storm Damage 

Reserve deficit, all of which are a direct result of storrn damage and therefore should 

be recoverable. His position on tree trimming expense, call center costs and materials 
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and supplies, even if accepted, would permit recovery of the amounts charged to the 

Storm Damage Reserve. 
c. 

With respect to capital issues, the existing standards are designed to make the 

customer neutral with regard to rate base. In fact, if FPL records the removal costs as 

Mr. Majoros is suggesting it would shift this responsibility to future customers. 

Does this conclude your rebuttal testimony? 

Yes, it does. 
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I. Reaukemen t 

In the above Order the Commission required, in part, that Flo~ida Power & Light Company 
(WL or Company) file a study indicating t h e  appropriate amount that should be contributed 
to the Storm and Property Insurance Reserve Fund (Storm Fuad) annually. The Company 
was required to include in the study the type of costs it intends t o  charge t o  the resme and 
information concerning the treatment o f  aU Hurricane Andrew related transmission md 
distribution (T&D) damages under its then existing insurance policy. The order required that 
the study be filed three months h m  the date of the vote in the docket which took place on 
May 25, 1993. At the Agenda Conference on August 17, 1993, the Commission approved a 
request by the Compmy for an extension ofthe filing date t o  October 1,1993. This study has 
been prepared t o  meet these specific requirements as set out in the Order, 

The Company's Storm and Property I n s m c e  Reserve (Reserve) was oriEjnally established 
to cover losses from hurricanes and tropical storms. In the 1980's the Commission expanded 
the potential use to include losses resulting fkom retrospective premium assessments 
associated with the Company's nuclear property insurance. 

The Storm and Property Insurance Reserve (Reserve) is currently a "funded reserve." The 
cornpang recognizes an expense on an annual basis as an accrual to build the Reserve. Then, 
in order to fimd the Reserve, a contribution is made to  an external find, custodied by Melon 
B d ,  equal to the accrual less deferred income taxes, since accruals to the reserve are not 
currently deductible for income tax purposes. Throughout the rest of this study we will refer 
only t o  the Reserve, and the accrual amounts which represent gross accruals t o  the Reserve 
rather than the "net-of-tax" contributions which would be made t o  the Storm Fund.. 

unfl June 1,1993, FPL had replacement cost insurance covering damage t o  T&D &&ties 
resdtbg fkom storms. In the aftermakh of Hurricane Andrew, this T&D coverage is 
unavdable at a reasonable cost and the Company is now self insured for all stom related 
damage t o  T&D facilities. While we believe that some i n s m c e  may become available in the 
future at a fair cost, a level of self insurance must be anticipated into the foreseeable future. 
Self insurance will result in a greater dependance on the Reserve and special customer 
assessments may be needed to o e e t  losses, therefore, a review of the costs t o  be charged 
against the Reserve and the amount  ofthe annual accrual to the Reserve may be appropriate. 

The primary questions addressed by this study are: I) what costs should be charged to the 
Reserve during the period of self-insurance, and 2) what is the appropriate annual accrual. 

I. Costs To Be Charged to the Reserve 
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Attachment I was developed t o  present the alternatives for determining c&ts to be charged 
t o  the Reserve when self insured. T h e  amounts presented represent estimated costs for 
&rricane Andrew assuming the Company had been self insured for T W  damage when the 
storm occurred. Three alternatives are presented on this attachment; I) the actual restoration 
cost approach, 2) the actual restokation cost approach with a net book value adjustment, arad 
3) the incremental cost approach. 

The Company recommends that the actual restoration cost approach, without adjustment, 
be used. A "net book value adjustment" will increase the Company's financing requirements, 
rate base and ongoing depreciation expense resulting in higher revenue requirements and 
dthately higher customer rates. Initially the incremental cost approach appears 
appropriate, however, after evaluating the result, and the numerous adjustments based on 
estimates and allocations that are required to Lirrive at incremental cost, we do not believe 
that the method provides a benefit when compared t o  use of the simple and more 
st~ghtforward actual restoration cost approach. Under the actual restoration cost approach, 
without adjustment, the only review required would be for the necessity and reasonableness 
of the costs actually incurred and recorded on the Company's books. Further, since the actual 
restoration cost approach mirrors replacement cost insurance, tihis approach allows the 
company to easily switch fkom self-insurance to traditional insurance if and when it becomes 
available at reasonable rates. (See Part TrII €or additional discussion,) 

2. Appropriate Annual Accrual 

We believe that there is no one precise m o u n t  that c a n  be calculated which wil l  be the 
appropriate accrual. The appropriate accrual depends on many factors, including the 
availability of insur;lxlce, the Reserve balance, the purpose the Reserve is expected to senre, 
the  frequency of required amortization of losses in excess uf the @erne balance, the level 
of customer revenues acceptable to  cover storm losses, and the actual occurreace of storms 
and their impact on customer facilities- Considering these factors, FPL believes that the 
annual accrual should remain at its currently approved level of $7.1 million, 

In the short-term (Le. five years) if a catastrophic storm such as Hurricane Andrew were t o  
strike FPL's service territory, the Reserve balance would be inadequate to cover the loss 
under any reasonable accrual scenario and, therefore, some type of special customer 
assessment would be necessary. Even long-term, our analysis shows that it is unreasonable 
t o  expect that the Reserve will have a balance srdficient to cover losses h m  all potential 
catastrophic storms even if the estimated average annual loss is accrued. Therefore, it vtriu 
be necessary to  utilize a combination of the Reserve and specid assessments, Thus, we 
befieve the primary objectives of the Reserve become t o  cover losses &om moderate storms 
and avoid fkequent specid customer assessments, 

Considering these objective, our  statistical analysis shows that with an annual accrual of $7.1 
-on a) the Reserve is expected to have a positive balance, b) t he  potential for an extreme 
positive or negative reserve balance is limited (there is a relatively low level o f  variability in 
the reserve), and c) on average, special assessments will only be needed once in every ten 
years. At the same t h e ,  total potential payments by customers, both to provide for the 
accrual and special assessments, would be expected on average to be only about 0.3% of total  
revenue. 

In addition, Gom a pragmatic short-term perspective, the current balance ($74 million) in the 
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Reserve increased by annual accruals of $7.1 mil\i~~ over the next five years (7.1 million x 
5 = 35.5 million) would result in a Reserve balance of $109.5 million, which is adequate to 
cover stom losses, assuming the average expected loss of $20.3 million was actually incurred 
~II each of the next five years. However, if FPL does not exp&&ce any significant storms 
within the next several years, reasonably priced insurance could again become available, 
reducing our reliance on the Reserve- If accruals to the Reserve are set at the level of the 
estimated average annual loss this would create an unnecessarily high Reserve balance. We 
are also proposing to reduce the accrual level by the amount of p d m s  related to  any new 
insurance obtained. In this way the annual accrual will be adjusted to reflect the availability 
of insurance. 

storpl IW~OEL~~QR expenses are a legitimate cost of service an4 as such should be recovered 
from ~tikity ctrstomers. These costs c a n  be collected in advance (prepaid by.accTuals to a 
reserve) or collected after the fact tbugh a special agsessment. We are proposing that a 
combination of these two mdmds is both appropriate and necessary. To the d e n t  that the 
costs are collected in advance, through an accrual, it is appropriate t o  set the accrual at the 
mount  embedded in base rates, which is the amount actually being cantributed by 

I 
I 
1 
t 
1 
I 
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accruals to fie 
e rates as awmp 

adjust the annual a c d  so.*& the combination o f  insurance premiums and Reserve 
accrual remains at $7.1  OIL It would also be appropriate, on an ongoing basis, to review 
the status of the Reserve, accrual level and underlying assumptions in detail in conjunction 
with rate proceedings so that rate recovery and m y  necessary changes in the a c d  c a n  be 
matched at that time. 

3. Conclusion 

We believe that the use of the actual restoration cost approach for detennining the 
appropriate amounts to be charged t o  the Reserve is the proper method to use. This approach 
is siraple, straight forward and is consistent with and would work much like replacement 
cost insurance. 
The Company is currently accruing $7.1 million annually to b a d  the Reserve. We &elieve 
the $7.1 million accrual should remain in effect at the present time. We would propose, 
however, that to  the extent some amount of T&D insurance again becomes available at a 
reasonable price, and util the Company's next rate case, the accrual be reduced by the 
a m o u n t  of any premium related to  the new insurance. The $7.1 million is equal t o  the cost 
embedded in F'PL's base rates to  cover accruals to  the Storm Reserve and T&D insurance 
premiums, and represents what we currently believe to be the appropriate accrud amomt. 

& a result of the unavailability of reasonably priced insurance for its T&D facilities in the 
&emath of Hurricane Andrew, and with the approaching expiration of WL's current policy 
on May 31, 1993, F'PL prepared a self insurance proposal for consideration by the 
Commission, on April 19,1993. F'PL requested approval of the self insurance proposal prior 
t o  the st& of the 1993 hurricane season which began on June 1,1993. Ir"s self insurance 
proposal included three parts: 
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1. Annual contributions t o  the Storm F'und in the amount of $7.1 million, net-of-tax, 
2. Obtaining a dedicated $300 million line of credit. 
3. Authorization to recover losses in excess of the Reserve balance over a period of 

c 

five years through a charge to customers. 

me matter went t0 hearing before the Commission on May 17,1993. The Commission voted 
on the matter at a special agenda conference held on May 25, 1993 and the final order was 
issued on June 17,1993. 

h their decision, the Commission acknowledged the adverse effects that Hurricane Andrew 
has had on F'PL's &orb to obtain reasonably priced T&D insurance at an adequate level of 
coverage and agreed that a s e l f h s m c . e  program is a reasonable approach for the Company 
to follow at this time. The Cummission recognized the changing nature of the insurance 
markets and indicated that, in the future, a combination of self insurance and traditional 
insurance may become a viable alternative. 

The &mmission agreed that there is a need for lines of credit to provide for liquidib under 
the selfinsunince plan but decided that the apprupriate amount of the b e s  of credit would 
not be subject to pre-approvd They stated that the needs will vary through time depending 
on WL'S circxumtances including liquidity, the level of the Reserve balance and the T&D 
jnventoxy. me Company was given the discretion to increase or decsreae the amount of the 
lines of credit established for storm damage Iiquj&@- 

m e  Commission found that FPL should resume and increase its contribution to the Storm 
b d  by $7.1 million, net-of-tax, effective June 1,1993. However, FPL's request that the $7.1 
W o n  be reduced by the commitment fees for t he  dedicated lines of credit was rejected. The 
$7.1 million represents the amount  embedded in F'PL's base rates, $3 million for Storm Fund 
contributions and $4.1 million for traditional T&D insurance, The Commission also required 
that FPL prepare a study indicating the amount that should be contributed to the Storm 
Fund annually. 

m e  Commission declined to approve the automatic Storm Loss Recovery Mechanism 
requested by the Company, but they did indicate that if the magnitude of a fhture storm loss 
is meat, FPL could petition the Commission to act quickly to allow expense recovery &om 
customers, FFL would be allowed t o  defer the storm damage loss until the Commission acted 
OR the petition. The Commission provided assurance that the Company's petition would be 
acted on quickly and expeditiously in an emergency situation. The Commission made it 
dear that the vote did not foreclose or prevent further consideration at a future date of some 
type of a cost recovery mechanism. 

In addition to  presenting the Cornmission's decision on the above issues, the order pointed 
out that it was unclear what storm related expenses F'PL intends to charge against the 
Reserve or whether the cost of damaged assets would be accounted for at replacement cost 
or net book value. As a result, and so that the issue related to  the appropriate annual acmd 
t o  the Reserve could be addressed, the Commission ordered that FPL submit a study. T b  
document represents the study, the specific requirements of which have been discussed 
earlier under the caption "Requirement". 

Finally the order required that the Company file an annual report with the Commission, 
b e w i n 2  January 1, 1994, addressing: 1) FPCs efforts to obtain traditional insurance for 
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the T&D -&om risk; 2) the stat& of the proposed industry wide p k g m ~ ~  to insure 
against losses fkom natural disasters and any decision made related to participation in that 
program; 3) an update of the Company's exposure t o  storm damage and the adequacy o f  the 
Reseme; and 4) F'PL's assessment of the feasibility and cost effectiveness of a risk sharing 
plan among the investor owned dectxic utilities in Florida. 

W. Methodo logy for Loner -Term Sta tistical Stu& 

~ L ' s  original filing in this docket included a statistical analysis of the annual damage that 
can be expected to the Company's T&D system as a result of storms. The W y ~ b  indicated 
that, over the long tam, FPL codd expect t o  bcur damage to  its T&D &&ties of $19.5 
a o q  m d y ,  on average, as a result of hurricaes. While the purpose of the analysis 
was o d ~ 7  t o  mahate the economic benefits ofpunhasing the limited T&D i n s m c e  coverage 
that had been offered to the Company and the results were admittedly "rough" due to  the 
unpredictable nature of hurricanes and the assumptions that had to  be made, the analysis 
was based on the best information available to the Company and provides the starting point 

. 

Units that the state of 'Florida could expect in damage to T8ED facilities annually is 3.329 
WDP units. By applying the axkmal probability o€ Category I through V s t o m s  and the $270 
million estimate of Hurricane Andrew T$D damage as the basis for a category XV storm, 
adding the additional insurance deductibles for non-TW damage to be charged to the 
Reserve, and applying 35%, the percentage of FPLowned T&a facilities-wit& the state of 
Florida, WL's average annual loss c a n  be estimated at approximately $20.3 million per year. 
However, simply putting $20.3 miUion into a Reserve each year is not a correct answer to 
the problem, The $20.3 million does not consider the beginaing bdance in the Reserve 
which, as of June 1,1993, totalled $74 million nor does it consider those times when damages 
exceed the level of the Reserve, or, altemtdy, when the Reserve balance becomes too high, 
Nor does it consider that all or a portion of future losses may be covered by txaditiod 
insurance. It should also be noted that $20.3 million doUars represents the long-term 
average annual loss and does not provide an indicator of the loss which CZUI be q & e d  in 
any given year. 

TO determine an appropriate amount  to put in the Reserve each year it k necessary t o  
perform 5u1 additional statistical analysis using a computer simulation techniqpe known its 
Monte Carlo Skndation, as well as make a number of additional assumptions related to the 
considerations discussed in the preceding paragraph, This simulation, which uses the 
damage indices mentioned above, evaluates the effects o f  four potential policies. Policy I sets 
the annual accrual equal to FPL's expected annual loss from fitwe hurricane damage, $20.3 
f eon, and assumes no additional action will be taken in the event that future losses exceed 
the Storm Reserve. Policy It sets the annual accrual equal to $20.3 million, as in Policy 1, 
but, if future losses exceed the &serve, assumes a special assessment over a five year perid 
t o  ret- the Reserve tu the $74 million target. Policy 111 sets the annual accrual t o  $7.1 
million, the amount the Company is currently accruing, and, if f/uture losses exceed t h e  
Reserve, assumes a specid assessmeat over five years to return the &serve t o  the $74 
million target. Policy IV has no annual accrual but, again if future losses exceed the 
Reserve, assumes a specid assessment Over five years to  return the Reserve to the $74 
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m e t .  using the Monte Car10 Simulation Model t o  simulate future hurricane 
landfalls in ]~l~rida and charges against the.bserve, FPL was able to study the impact on 
the Resene for ea& of the four p0fiUe~. The results were tracked through the simdation 
process for a period of33 years and repeated for a t o t d  of 500 iterations for each of the four 
Policies, 

detail in Attachment 3, Pohy 111, setting the annual accrud to  $7.1 
&on and special assessments over a five year period to restore the Reserve once losses 
e;gceed the balance, is superior t o  the other policies. Poky I, provides the most uncertainty 
re- Stom perfomstnce and has the highest probability of the Reserve having a 
negative bdance of any of the alternatives. Poliw I1 has the greatest probabilib of 
maintaining reserve balances above zero, This performance is gained by charging today's 
customers: an expected $1.30 for every expected $1.00 in future hurricane losses. The 
redtant build up in reserve balance may d h a t e l y  require a reduction in annual accI*uals 
paid by f h e e  customers or prove t o  be redundant if insurance markets eventually return 
t o  more normal conditions- Policy w, a pay-as-you-go policy, sets the target balance of $74 
&on as a cushion and illustrates that the amount chosen for an accrual can be relatively 
arbitrary so long as it is within a range low enough as to not result in unbounded Reserve 
growth a d  includes a mechanism to  address restomtion of reserve balances when losses 
exceed the Reserve. Andy& indicates that. an a c d  as low $9 million wodd result in 
some h d  p w t h  over time, if potentid negative b b c e s  do result in spetid assessments. 

can be Seen 

We believe, that the Company's current accrual of $7.1 million is f;rir to customers as well as 
stockholders since it a) provides reasonable assurance of the reserve being greater than zero, 
b) has a good measure of stability to a s m e  intergenerational equity c) would, on the average, 
ody require the Company to implement special assessments once in every 10 years, and d) 
is the amount currently provided in rates far insurance premiums and accruals t o  the Storm 
Fmd. While the other policies have some merit on their own, Policy 111 has the greatest 
probability of assuring that current customers do no overpay for storm costs. 

h ad&tion, in the short-term an accrual of $7.1 million coupled with the existing reserve 
balance would be adequate t o  cover the expected losses and avoids an unnecessarily high 
build up in the reserve if reasonably priced T&D insurance once again becomes available, 

V. Treatment of Hurricane An drew Related T&D Damapes (Un d m o r  Insurance Poliw) 

Until May 31,1993, FPL's T&D &&ties were hsured by Arkwight Mutual Insurance 
Company through a replacement cost policy. Among other things, tihis policy covered F'PL's 
T&D facilities for loss or damage arising fiom a windstorm designated by the National 
Oceanic and Atmospheric Association as a tropical storm or hurricane with a $20 million 
deductible and covered other losses with a $1 million deductible, In the event of a loss, the 
policy payed the lesser of the cost t o  repair or the cost to replace the property with material 
of like kind and quality. Generally, the policy covered the cost of direct labor charges, 
including overhead costs attributed to t h e  repair or replacement of the damaged property, 
and the cost of materials and supplies used in repairing or replacing the damaged property, 
along with  the direct expenses associated with handling of materials and supplies by 
storeroom personnel. Further, the policy payed an additional amount of 83.61% of direct labor 
charges, which was designed to  cover the cost of administrative, supenrisory and engineering 
expenses and applicable employee benefits, Examples of items not covered are damage 
related t o  normal wear and tear, costs arising &om the intemption o f  business, loss or 
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damage t o  currency deeds or securities or losses arising &om radioactive conmation.  
Since the language in the policy was broadly worded, it is not practical to qecitjic&y 
identlfy every cost which was or was not covered by the policy. . 

IFPL has received advances fkom Arkwright; however, as of this date, FPL has not submitted 
its full claim, s h e  restoration work and damage assessment is stil l  in process. Currently, 
the major cost areas at issue are the amount of damage to  underground facilities as a result 
of the storm surge and the proper level of the overhead charges. Negotiations are continuing. 

By letter dated July 30, 1993, in conjunction with Docket No. 910081-E1 et. al., Order No. 
pSC-93-0211-FOF-EJ, F'PL fled a report with the Commission which provides an accounting 
of 1EJ;Urricane Andrew restoration costs incurred as of June 30,1993, and the aisposition of 
insurance proceeds received, As indicated in the report, FFL has incurred (direct) restoration 
costs in the T&D fiuaction, exclusive of substations which were covered under the non-T&;D 
igsurance policy, of approximately $246 ~ K O R  We continue to expect total T&D costs t o  
reach approximately $270 million. Through June 30, we had received advances from 
ArkWright tota3ing $220 million. "he report js included in the Appendix t o  this study, The 
Commission re+d the Company to file the next report by December 31,1993, 

h was discussed at the hearing, an industry mutual, line Insurance Company ("Line"), was 
developed t o  pursue providing T&D property insurance to electric utility companies. In July 
1993, Line provided premium indications to 39 utilities and expected$hat 20 utilities would 
join. the program. As of late September, only eight utilities (including FPL) have indicated 
a positive commitment to Line's program. To have a viable program, Line bas indicated that 
either additional utilities must cormnit to the project or the reinsurance program must be 
restructured Line is working (with Marsh & McLennan) to  resolve the issues and make the 
program a viable option. While we continue t o  believe that some viable form and level of 
affordable T&D insurance coverage will ultimately become available at some point i~ the 
future, efforts to secure such insurance have not materialized. 

VII. Charges t o  the Re serve T Jnder self h s u r a n c ~  

In, conjunction with self insurance for T&D facilities the Company has been asked to consider 
the appropriateness of charging the Reserve for the incremental cost associated with storms 
and with the net book value of destroyed property only. Incremental cost would represent 
 COS^ incurred for storm restoration to the extent that those costs exceed costs which would 
normally have been incurred- The determination of incremental costs should also consider 
revenues lost as a result of the storm ~ ~ d i t i ~ l l ~ .  To the extent normal cost levels are not 
recovered due to lower than normal sales, the loss of revenue c a n  be viewed as resulting in 
normdl cost becoming incremental costs. We interpret the net book value adjustment t o  
include capitalization of the normal or fhir costs of new facilities installed 'as a result of the 
s t o m ,  and only charging the Reserve for any abnormal or premium cost of capital additions 
and for the unrecovered investment in the facilities replaced and retired. 

In general, we believe there are three options for cdculathg charges to  ~e Reseme which 
we have termed: I) the actual restoration cost approach, 2) the actual restoration cost 
approach with a net book value adjustment and 3) incremental cost approach. Attachment 
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alternatives- The starting point for the comparisons 
is the estimated restoration cost €or damage t o  WL's T&D hdit ies  resulting &om Hurri-e 
Anhew. Our analysis indicates that, had FPL been self insured for losses resulting &om 
Hunicane Andrew, calculation of losses charged t o  the Resetve based on these three 
approaches would be: 

I. Actual Restoration Cost Approach - $270 million 
2. Actual Restoration Cost Approach With Net Book'Value Adjustment - $228 miUion 
3. Incremental Cost Approach - $299 million 

We believe that the actual. restoration cost approach, without aGustment, should be used t o  
calculate charges to the Reserve- 

1.1 Actual Restoration COS t Amroach, 

We would define actual restoration costs to be those direct and indirect costs which are 
incurred fo safely restore customer service, or to  return plant and equipment to its origind 
o p m k g  condition. In general, these costs include F'PL papoll costs, costs associated with 
the use ofvehicles and eqtlipment, inventory costs, payments for outside services provided 
by co&zictors and other utilities, security services a d  crew suppork costs such as food, 
lo-, transportation and miscellaneous temporary subsistence costs. Development of a 
complete, detailed listing of all costs that could possibly 'be incurred as the-result of a storm 
is neither practical or possible. On pages 2 and 3 of Attachment 1 we have provided 
representative examples of the types of activities and related costs that would fit the 
definition of actual restoration cost and can reasonably be expected t o  be incurred as a result 
u f a  storm. 

TO capture the actual restoration costs associated with a storm, F'PL would use the work 
order system as was done for Hurricane Andrew, In an emagency situation the focus of 
attention must be on restoring service and not on completing paperwork The field accounting 
must be as simple as possible. Identifying and capturing actual restoration costs incurred its 
t he  result of a storm is relatively simple and straightforward. Actual restoration costs are 
closely related to  costs which would be expected to be provided for under a replacement cost 
insurance policy when insurance is available. 

Depending on the future level of replacement cost insurance, varying levels of refiance OR the 
reserve can be anticipated. It i s  probable that future storm losses will be covered by some 
combination of h & c e  proceeds and charges to the reserve. Use o f  the actual restoration 
cost approach is consistent with replacement cost insurance and avoids the cumbersome (and 
potentially arbitrm) accounting for storm restoration utilizing two different methodologies 
. The use of the actual restoration cost approach also avoids the need t o  determine what 
portion of insurance proceeds apply t o  capitalized costs, normal costs or to non-incremental 
costs, which would be required, if either the net book value or incremental cost approach is 
used for determining the cost to  be charge to the Reserve. 

It is important to  note that actual restoration costs charged t o  the storm work order(s) would 
not indude all costs resulting from a storm. Specifically excluded would be COS& WKch =e 
an indirect result of the storm. In particular, overtime incurred by Company personnel i;n 
work areas not directly af€ected by the storm due t o  loss of some personnel t o  stom 

e 
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assignments (backfill work) and costs associated with work which must be postponed' due t o  
the urgency o f  the storm restoration and accomplished after the restorition is completed 
(mtch-up work) would not be included. In addition, revenues lost by the Company due t o  the 
disruption of customer service or the disappearance of ~ u ~ t o m e r ~  after the storm would not 
"be included. While these are real costs incurred by the Company as a result of the storm, 
qumtification of these costs must be based on estimates and an arbitrw time period for 
tracking these costs would be required. For Hurricane Andrew we believe these indirect costs 
to total  approximately $48 million; however ,this is a rough estimate. While t h e  actual 
restoration cost approach does not consider these indirect costs, the indirect costs are 
partidy covered since there is also no adjustment to remove costs which would normally be 
incurred during the restoration period. In this way the use of the actual restoration cost 
approach t o  charge the Reserve when self insured would work much Eke replacement cost 
insurance. 

2.)-Achal Res toration. Cost Amroach W ith Net Book Value Adj ustme n$ 

- 
. 

. -7 

. .. 
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A net book value adjustment would require a clear identification of hcjlities destroyed by the 
storm and the normal cost to replace these facilities to calculate the amount to be capitalized. 
b o ,  the original cost of destroyed assets and the accumulated depreciation associated with 
those assets would need to be developed to determine the charge to  the Reserve. 

'fine darnage done t o  the T&D facilities by a storm includes both capital and maintenance 
work Capital work entails the replacement of a complete retirement unit of  property 
defined in Fpfi's Property Unit catalog. This would include setting a new'pole or replacing 
a span of conductor equal to  or greater than a defined retirement unit. Maintenance work 
involves replacement of less than a retirement unit of property or putting existing facilities 
back into operation. Maintenance work, for example, would include resetting a toppled pole, 
rehanging downed conductor and replacing a length of conductor of less than a retirement 
unit. While capital versus maintenance work is defined and generally identSabIe under 
normal conditions, in a storm restoration situation the distinction can at times become less 
exact. 

Additionally, specific retirements must be based on estimates. Distribution property is 
treated as mass property in FPL's accounting system. Under the mass property concept the 
cost of distribution plant is recorded at a retirement unit account level and maintained in 
total by vintage year of addition to plant in semice. The identification of specific vintage year 
for individual components of property is not maintained, Therefore, to record retirements, 
a statistical aging program is tSpicaUy used to estimate the vintage year and original cost 
t o  be retired. Transmission properties are maintained by identifiable units of property and 
speczc vintage year of addition, which are the basis of determining the original cost of the 
asset to  be retired. These methods would be used t o  estimate the original cost for the 
retirement and to calculate the net book value of T&D property replaced and to be charged 
to the Reserve as a result ofa storm. 

The cost of both storm related capital and maintenance work can be substantidy higher 
the normal cost of the same work due t o  the adverse working conditions, the increased 

support costs and the need to restore senrice as quickly as possible. If costs are to  be 
capitalized, the a m o u n t  capitalized should be based on numal cost, and the incremental 
capital work costs incurred in excess of this a m o u n t  should be treated as abnormal 
maintenance and charged t o  the Reserve. This is consistent with National Association of 
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jRegUlatorg Commissioners (NARUC) Interpretations o f  the Uniform System of Acc0-t~ fir 
Electric and Gas Utilities No. 26-EG, revised J d y  1987. These Interpretations included fie 
fouowing question and answer: 

Qgestion; 
Considerable damage has been done to utility property by storms. It has &come 
necessary ia some instances to go to great expense t o  replace individual e t s  of 
property. If the total cost of inst;alling the new plant is charged to plant, a very 
unit price results. Is it permkible under such circumst;ances to charge a normal or 
"fair" cost t o  plant and to charge the remaining cost to  maintenance? 
Answer; 
Each case should be considered on its merits and presented to  the Commission, It 
recognized under the conditio= cited that the abnormal expenditure is due to  the 
necessity of restoring the property to operating condition without delay and as such 
a part of the cost is chargeable to maintenance. 

The company has the ability t o  develop "normal" costs for capital work utilizing its existing 
engineering and cost estimating systems, ~onstruction practices, and the actu&eshated 
qumtities of materials installed during the rmwtruction period, The result of this p m  
is an estimate of the installed cost that would have been recorded under non-mrm 
conditions. 

m e  company was asked to consider the appropriateness of capitdizing the cost of the new 
fa&ties in the normal manner and charging the Reserve for only the net book value, or 
wecovered cost, of the fhci3ities destroyed. TO the extent insurance becomes available, a net 
book value adjustment would be inconsistent with replacement cost insurance recovery. While 
a net book value adjustment is an alternative, we do not believe it is necessary or 
appropriate. The cost of replacing and restoring the system to the level of service and 
conditions that existed prior t o  the storm are not an on-going cost of service in that there is  
no incremental benefit other than the restoration of service, The net book value adjustment 
would jnmase the Company's rate base and expenses resulting in increased revenue 
requirements and higher customer rates in the long run. The Company will be adversely 
affected since the financing cost and ongoing higher depreciation expense associated with the 
capitalized costs will reduce earnings until base rates are  adjusted in conjunction with a rate 
case. If a net bouk value adjustment is t o  be made, capitalized costs should continue t o  be 
based on the normal or fair cost of the new facilities, not t he  premium costs caused by the 
stom situation. In addition we believe that if a net book value adjustment is made, such an 
adjustment should be made only in conjunction with the actual restoration cost approach for 
charging the Reserve. Applying this adjustment in conjunction with the incremental cost 
approach would defeat the implied purpose of attempting to  capture incremental cost, ie.? 
to charge the Reserve for only those costs in excess of the costs the Company would have 
normally experienced and thereby leave the Company's earnings level neither negatively or 
positively affected. 

3.) Incremental Cost Amroach 

'While it may seem reasonable in theory t o  charge only incremental costs resulting h r n  if 
s t o m  to  the Reserve, we believe that there is not a clear benefit derived by attempting to  
qumtifjl incrementdl cost. Both direct incremental and indirect incremental costs should be 
considered if an incremental cost approach is t o  be used. Recoverable incremental costs 
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would exclude reasonably estimable and quantifiable costs that would be cllarged to expenses 
normally in the absence of a storm. We believe such charges to be straight time F'PL 
employek payroll charged to the storm work order, appropriate loadings for pension, welfare, 
taxes and insurance applicable t o  the straight time payroll, and a representative level of 
nomal Company vehicle use dimges- If tihe incremental cost approach is t o  be used then 
a l l  incremental costs should be considered, including backfill work, catch-up work and 
revenues lost by F'PL as a result of the storm. While incremental cost can  be calculated, it 
requires starting with actual restoration cost and making numerous a$ustments which 
depend on estimates and allocations. The complexities are apparent when the incremental 
costs column on page 1 of Attachment 1 is reviewed. In addition, the exclusion of nom 
incremental, or n o d ,  costs is based on the premise that these costs are recovered through 
base rates. Therdore, such an adjushent is ody appropriate t o  the extent that the Company 
had a normal level of revenue during that period oftime. Xn. fhct, FPL did not have a normal 
level of sales after Hurricane Andrew and we believe that the lost revenue experienced 
exceeded the level of non-incremental expenses included as part of the cost of restoring the 
T&D system after the storm- The adjustments required to develop the incremental costs are 
explained on page 6 of the attacbment. 

Even i f the incrmenkd cost a p p r o d  for 
costs. incvrrec$ as a result o 

Excluding T&D, F'FL's prop nt cost and some 
amount of reasonably priced Tg;D insurance is expected t o  again become avaikdde in the 
fiture. Tn addition, the field accounting nust remain simple and it would be unworkable to 
attempt t o  record only incremental costs to the storm work order- Furthermore, each storm 
can be expected to impact the Company in a unique way and the assumptions and the 
estimation and allocation techniques needed t o  calculate indirect incremental costs and non- 
incremental costs might need moditication. We can  envision extensive debate bef'ore the 
Commission over these caldations which could result in unnecessary delays. As is the case 
with the net book value adjustment, the incremental costs approach wodd be inconsistent 
with replacement cost insurarrce recovery when some level of insurance is obtained, Ih 
contrast we view the actual restoration cost approach as relatively simple and fair. For these 
reasons we believe that substantial t ime and effort could be saved, and debate before the 
Commission avoided, by simply charging the Reserve for costs incurred directly as a result 
of storm restoration and clearly attributable to the storm. 

0x3. February 10,1993 the FPSC issued order No. PSC-93-0211-FOF-EX in Docket No. 910081- 
Bf which authorized FPL t o  utilize a specific accounting treatment in conjunction with 
H ~ c a a e  Andrew restoration costs.. The Company had requested approval of this accounting 
treatment based on the Commission Rule dealing with the use of accumulated provision 
accounts, certain NARUC interpretations and the anticipated recoveries under WL's 
insurance policies, in a letter t o  the Commission dated January 6,1993. The letter included 
an example o f  the accounting entries t o  record storm related costs and insurance proceeds 
under this accounting method (Attachment A to the Company's letter)" A copy of the 
Compmy's request letter and the Commission's Order of approval are included in the 
Appendix t o  this study. 

Attachment 2 has been prepared to demonstrate the accounting entries that would be made 
when self insurance i s  necessary. Examples are included for each of the three dternative 
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approaches for determining charges to  the Reserve- The amounts used iwthese accowthg 
entry m p l e s  are based, t o  the greatest extent possible, on the estimated H d - e ’  
&drew costs previously identified in Attachment 1 .I 

Page 1 of A€tachment 2 includes the accounting entries for the actual restoration cost 
approach. As previously discussed, we believe this to be the appropriate approach for 
& t e d g  charges to  the Reserve. The entries required with this approach are basicay 
the Same as those which wil l  be made in conjunction with Hurricane Andrew based on the 
Co-ssion’s Order, the only exception being that with selfinsurance the actual restoration 
costs result in a negative balance in the Reserve. 

Accounting entries for the actual restoration cost with a net book value adljustment approach 
are shown on page 2 of the Attachment In this case a,portion of the a c t d  restoration cost 
$ transferred t o  the plant accounts and, therefore, the negative balance in the Reserve is 
reduced, 
WhiIe this lower negative balance in the Reserve gives the appearance that a storm had a 
lesser impact, as discussed earlier, this approach will ultimately result in higher customer 
rates. 

Page 3 of the Attachment includes the acc s fir the incremental cost approach, 
Ofthe three alternatives presented this approach, which charges non-incremental costs t o  
mainknance expense and incremental costs to the Reserve, would result in the largest 
negative balance in the Reserve. 

I 

12 
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ALTERNATIVE &PPI€OACHES FOR DEERMINING AMOUNT CHAlRGED TO THE STORM RESERVE 
UNDER A SFLF INSURANCE P R O G U  FOR Tsd) FACXJTIES 

(Hypothetical- Based on Hurricane Andrew Estimated Restoration Cost) 
$ dlions 

(1) Total T&D Restoration Costs (a) 

(3) Net Book Value Adjustment (b) 
Capital Additions @ Normal Cost 
Net Book Value of Retired Assets 

Total Net Bock Value Adjustment 

(4) Non--mW Cost Ad[jusbent (b) 
Sttai*t-Titm (ST) payroll: 

Total S-T Payroll 
Less: Amount Capitalized (@normal %) 

Non-incnrncntal Payroll ( Operating) 
Loadiag on Non-hcfcrnental Payroll 
Vehicle Charges (Non-XncnmentaI) 

Total Non-hcremcntal Cost Adjustment 

(5) Inmenta l  Indirect Costs (b) 
Lost Revenue 
Catch-up Work 
Back-fiU Work 

Total Incremental Indirect 

Amount Charged to Reserve 

Actual 

Restoration Cost wMet Book Incremental 
Actual Rtstoration 

Cost Value Adjustment Cost 

$27Q $270 $270 

0 0 0 

46 
1 
1 

48 
- 

$270 $228 

Notes (a) Sex pages 2 and 3 for examples of activities and related casts components which would be 
cap& through a storm work order 

(b) See pages 4 - 6 for methodology and assumptions 

$299 
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COSTS IINCURRED AS THE RESULT OF A S T O M  TO RETURN PLANT AMD 
.muEMENT TO ITS ORIGINAL 0 P E E W . G  CONDITION, SNELY RESTORE SERVICIE: 
TO CUSTOMERS, OR COSTS THAT ARE CLEARLY AT!IRIBIJTAR~ TO THE STORM: 

ARE REASONABLY Q U m m  

The following are examples of @pes of activities and related cosfs= 

o storm preparation 
o survey for damage assessment - (including engineering assessments) 
0 direct repairs 
o costs of temporary housing for restoxation crews and support personnel and their related 

o costs to staff  and operate staging areas 
o costs incurred to operate centers for damage assessment, repairs and control 
o fuel and related costs for back-up generators 
o incremental costs incurred to meet storm related customer service needs 
o incremental cost incured to operate trouble call phone centers 
o special advertising and media costs 
o employee assistance 

subsisterice costs 

Costs wlll be captured in the accounting system by the following source groups: 

Pavroll 

FPL employee payroll- regular, overtime, and temporary relieving pay- 

Vehicle and Vehicle Euuipment 

FPL Owned and Leased - Charges for FPL owned or leased vehicles and equipment which are 
considered part of the Company's normal operating fleet. Expenses for operating and m a i n e g  
while being used in storm restoration work. Such costs include all costs normally included as a 
component of the Company's vehicle charge-out rate and expenses for repairing vehicles damaged 
while king used in storm restoration work. 

Materials and SuaaIies Inventories 

Material md supplies inventory costs directly related to storm restoration activities- hventory issues 
(and return items) shall include, as appropriate, an adjustment to the stores loading rate to reflect the 
incremental costs of storeroom operations not charged directly to the storm restoration work orders. 
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Actual Restomtion Costs - continued 

Miscellaneous Cash Paments (Cash Voucher Source) 

Contractor and outside Services - electrical contractors, other utility crews, line clearing and debris 
removal, security, temporary employkes and other professional or outside services incurred as a result 
of the storm. 

Rental Vehicles and Equipment - reatal expense including operating and maintenance costs to the 
extent paid for by PPL. Accident repair costs if the direct result of storm restoration activities. 

Employee Owned Vehicle Usage - reimbursement at the Company’s standard mileage rate, 

Damage repairs to employee vehicles if damages were incurred as a result of restoration activities. 

Crew Support’ Costs and Employee Related Expenses - hotel and lodging, catering services including 
food, water and employee meal reimbursements, transportation and miscellaneous temporary 
subsistence allowances. Miscellaneous travel and business related employee reimbursements. 

Special Equipment & Facilities Rental - rental cost and the related costs of operating and maintaining 
communication equipment, office equipment, specid use arid heavy equipment, and costs related to the 
use of temporary facilities if incurred as a result of the storm or in the support of restoration activities. 

Miscellaueous office supplies, courier/ messenger service, and data processing equipment rental, 
supplies and services. 

I 
I 

Helicopters - renWlease and operation costs if incurred as the result of the storm or storm 
restoration activities, Incremental operating costs of Company owned aircraft if incurred as the result 
of the storm or in support of restoration activities. 

Advertising and media relations - safety and storm related public service advertising and media costs. 

Costs resulting from injuries to personnel incurred as a result of restoration activities. 

hliscektneous Other Non-Cash Charres I Journal Voucher Charges) 

Pension, Welfare, Taxes and Insurance - applied to the appropriate FPL payroll charges. 

Appropriate Engineering Overhead costs applied - to the extent not included h the direct charges 
above. 

Increase in uncollectible customer accounts receivable write-offs directly attributable to the storm. 

Miscel_laneous Journal Voucher charges - Employee overtime meal allowances paid through the payroll 
system, storm related expenses charged by corporate credit card and paid directIy by the Company 
and, apprpriate corporate charge-backs. 
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Estj.rnated based on actual costs incurred for Humme Andrew as of June 30, 
1993. 

(2) Insurance Proceeds 

To the extent insurance becomes available in the future, proceeds would be 
applied to off-set the amount charged to the reserve. 

(3) Net Book Value Adiustment 

Capital Additions @ Normal Cost 
Estimated installed costs under normal non-storm cunditions. Costs are 
developed using the Company’s normal engineering and cost estimating 
systems and pmctim and the eshated/actual quantities of materids installed 
during the reconstruction. For purposes of this study the capital additions were 
estimated based on amounts recorded for Hurricane Andrew as of June 30. 
1993. 

Net Book Value of Retired Asset 
Undeprechted value of retired asset (original cost less accumuhted provision 
for depreciation). Computed using normal Company practices for determining 
original costs and net book value of retired assets. For purposes of this study 
net book value was estimated based on retirements recorded for Xurrime 
Andrew as of June 30, 1993 and an assumed fm percent depreciated vdue. 
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(4) Non-Incremental Cost Adiustment 

Total Straight-Time Payroll 
hyroll charged to the stom work order for regular hours worked (i.e.excludes 
charges for overtime hours and te+mpomy relieving pay). Amount applicable to 
T&D is computed based on tbe overall ratio of S-T payroll to Totd payroll 
charged to the stom work order for a l l  functions, muftiplied times the total of 
T&D payroll charged to the st~m work order. To the extent available the 
actual straight-time payroll charged to T&D stom work orders would be used. 

Le 
f 

under non-stom' mriditibns. 
For purposes of this study the year-to-date period immediately preceding the 
storm ( January- July 1992) was use as a period representative of non-storm 
conditions. 

Non-Incremental Payroll (Operathg) 
Total Straight Time Payroll less Amount Capitalized (from above) 

hadings on Non-Incremental Payroll 
Non-Incremental Payroll (Operating) from above, multiplied by the 
appropriate pension, welfare, taxes and insurance loading xates applicable to 
regular payroll- The components of pension, welfare, taxes and insurance are 
the Same components normally used in computing the Company's payroll 
loading rates. 

Vehicle Charges won-Incremental) 
Total T&D Vehicle charges included in the storm work order, multiplied by 
the overall ratio of regular payroll hours to total payroll hours charged to the 
storm work order for a l l  functions (*). This product was then multipfied by the 
percentage of T&D Vehicle charges normally charged, under non-storm 
conditions, to operating expense. For purposes of this study the year-to-date 
period immediately preceding the storm ( January- July 1992) was used as a 
period rqreseniative of non-stom conditions. (*) To the extent available for 
future storms the actual ratio applicable to only T&D work would be used. 
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(5) hcrementd Indirect Costs 

Lost Revenue 
Estimated KWH not sold as a r e d t  of the storm outages, multiplied by 
the retail system average base rate (non-clause) revenue per kwh- For 
purposes of this study the period used to determine the average 
revenue/Kwh was the twelve month period ended 12/3l/92. The estimate 
of kw hours not sold was obtained fkom the Company's J a n u q  15,1993 
response to the F'PSCs October 20, 1992, Hurricane Andrew data 
request, Question No. 9, which was computed based on the nulnber of 
customers without power each day between August 24, 1992 and 
December 28.1992. (Estimated 1,083,000 mwh not sold x $42.97 = 46.5 
m i l l i Q I L )  

. 

Catch-up Work 
Estixnated at $1 million. Data for Hurricane Andrew not available. 

Back-fill Work 
Estimated at $1 million. Data for Ehcane  Andrew not available. 
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ACCOUNTING FOR STORM DAMAGE 
SUMMARY OF ACCOUNTING ENTRUES 

($ Million) 

EXAMPLE: Actual Restoration Cost Amwoach 
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. c. (BB) Beginning baiance before storm. 
(1) 
(2) 
(3) 
(4) 
(5) 
(6) 
(7) 

(EB) Endingbalance 

Record costs kcumd from storm (assume $270). 
R e c o d  insuranw proceeds (assume $0). 
Transfer amount from Storm Fund to cover costs incurred in excess of insurance recovery (limited to BB). 
Retite cost of property removed (assume $18 cost). 
Capitalize new additions at normal cost estimate (assume $51). 
Transfer unncovered costs to the Reserve. 
Apply Reserve to offset the retirtxntnt in the Depreciation Restrve and credit Plant-in-Service in an amout nccts~ary b 
raducc the costs of the new asset to qual the original cost of the retired asset. 

Cash (Acct. 131) 
DR CR 

Deferred Debit-Storm Casts 
and Recovieries (Acct. 186) 

DR CR 

NOTES 

~ 42) 0 
I (3) 74 

(1) 270 

Plant-In-Service (Acct. 101) 
DR CR 

(3)  74 

(1) 270 

Depreciation Reserve (Am. 108) 
DR CR 

4) 18 

ReserveAccumulated Provision for 
Property Insurance Reserve (Acct. 228.1) 

DR CR 

(a) Combined for ease of presentation only. 
(b) To be temporarily funded through the line of credit. 
(c) To be recovered through future depreciation expense. 
(d) To temaixl in the resewe pending future disposition under Rule No. 25-6.014. 
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Beginning baiance before storm. 
Record costs i n c d  from storm (assume $270). 
Record inmime proceeds (assume $0). 
Transfer amount fiom Stom Fund to cover costs h c u d  in excess of insurance recovery (limited to BB). 
Retire cost of property removed (assume $18 cost), 
Capitah new additions at n o d  cost estimate (assume $51). 
Record deficiency from retirement to storm costs. 
Transfer unrecovered costs to the Reserve. 
Ending Balm= 

Cash (Acct. 131) 
DR CR 

Deferred Debit-Storm Costs 
and Recoveries (Acct. 186) 

DR CR 
I 

Plant-In-Service (Acct. 101) 
DR CR 

(1) 270 
(6) 9 

Depreciation Reserve (Acct. 108) 
DR CR 

Storm Fund/Defemd Tax-Assets 
(Accts. 128/190) (a) 

DR .' CR 

Reserve-AccumuIa ted Provision for 
Property Insurance (Acct. 228.1) 

DR CR 

(BB) 74 
(3) 74 

(EB) 154 (d) 

(a) Combined for ease of presentation only. 
(b) To be temporarily funded through the line of credit. 
(c) To be recovered through future depreciation expense. 
(d) To remain in the reserve pending future disposition under Rule No. 25-6.014. 
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ACCOUNTING FOR STORM DAMAGE 
SUMMARY OF ACCOUNTING ENTRFES 
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Page 24 of 51 E-: Incremental Cost ADproach 
B e g h h g  balance before storm. March 8 ,  2005 

Record costs incutred from storm (assume $270). 
Record insurance proceeds (assume $0). 
Transfer amount from Storm Fund to cover costs incurred in excess of insurance recovery (limited to BB). 
Retire cost of ppperty removed (assume $18 cost). 
Capitalize new editions at n o d  cost estimate (assume $51). 
Rec~rd  non-incremental cost adjustment as maintenance expense. 
Record lost revenue, catch-up and backfill adjustment as a credit to maintenance expense. 
Transfer unrecovered costs to the Reserve. 
Apply ITCSCTVC to offset the retirement in the Depreciation Reserve and credit Plant-In-Service in an amount necessary to 
reduce the costs of the new asset to quai the original cost of the retired asset. 
Ending Balance 

b. 

Cash (Acct. 131) 
DR CR 

Deferred Debit-Storm Costs 
and Recoveries (Acct. 186) 

DR CR 

(1) 270 (1) 270 
(7) 48 

Plant-ln-Service (Acct. 101) 
DR CR 

Depreciation Reserve (Acct. 108) 
DR CR 

Maintenance Expense 
DR CR 

Reserue-Accumulated Provision for 
Property Insurance (Acct. 228.1) 

DR CR 

Storm FundDeferred Tax Assets 
(Accts. 128/190) (a) 

DR CR 

(BB) 74 

(W 0 

NOTES (a) Combined for ease of presentation only. 
(b) To be temporarily funded through the line of credit. 
(c) To be recovered through future depreciation expense. 
(d) To remain in the reserve pending future disposition under Rule No. 25-6.014. 
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Estirnatlna Average Hurricane Losses Chataeable to the Storm Reserve Over th6 Lonq 
Term Under the Self Insurance Prosram 

Mr. Woff man's direct testimony of April 19,1993 discussed FPL's methodology of estimating 
average annual T&D damages chargeable to the Storm Reserve. That methodology is reviewed 
below. 

During the 94 years between I899 a d  -1992 a total of 155 humcanes struck the continental 
United States. The distribution of those humcanes by category at time of landfall is shown on the 
table below. 

Florida landfalls by hurricanes during that period totalled 55. From that information, the annu& 
probability Iandfall in Florida by category of humcane can be calculated by multiplying the 
percentage breakdown for each category by 55 and dividing by the number of years (94). For 
example, the annual probability of a Florida landfall by a category 111 hunicane is 28% (or 44 
divided by 155) of 55 divided by 94 Or 0.1661 as shown in the next table. 

Category I '  li Ill IV v All 
Probability 0.2265 0. I283 0.1 661 0.0566 0.0078 0.5851 

Dr. Grey of Colorado State University has published an index of the relative potential for damage 
for each category of hurricane. The index is called the Hurricane Damage Potential Index or 
HDP. That index may be combined with the probabilities above to develop an annual expected 
hurricane damage index value as shown in the next table. 
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to T&D facilities annually. I 

Damages incurred as a result of Hurricane Andrew were used to calibrate the HDP index value 
in terms of dollars of damage to T&D facilities. Andrew was a category iV hurricane with an index 
value of 16. Actual damage to T&D facilities was $270 million. in addition, $8 miltim in 
deductibles for damages to insured non-T&D facilities would have been incurred assuming current 
policy provisions had applied to Hurricane Andrew. Total damages that could be recoverable 
through the Storm Reserve were thus $270 plus $8 or $278 million. Therefore, each unit of 
damage, expressed in terms of the index, is $278 million divided by the index value for a category 
4 stom (1 6) or $17.4 million. 

Future average annual T&D damage for the entire state from hurricanes should thus be 3,329 
times $17.4 million or $57.8 million. FPL owns 35% of all T&D facilities located within Florida, 
and woutd expect to incur a like proportion of all hurricane damages to T&D facilities within the 
state. Thus, FPL should expect to incur an average of 35% of the annual expected damage to 
T&D in Florida or approximately $20.3 million per year. 

Evaluatinq an Appropriate Annual Accrual Amount 

FPL has utilized a Monte Carlo Simulation Model to study the problem of determining the proper 
annual contribution to the Storm Reserve. The model was designed to simulate future hurricane 
landfdls in Florida and charges against the Storm Reserve. The resulting balance was tracked 
through the simulation process for a period of 33 years. This process was repeated for a total 
of 500 iterations for each of several alternative contribution levels. 

All damage estimates and Storm Resewe balances used in the simulation were expressed in 
1992 dollars, and a real rate of return of .20% (net of inflation) was applied to Storm Reserve 
balances for each simulation year. 

I 
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This analysis does not consider the potential for future purchase of insurance coverage for T&D 
facilities. The availabitity and price of such coverage has been severely constrained since the 
Andrew experience. Insurance markets may eventually settle to the pint where it is once again 
possible to obtain policies for reasonable premiums. 

FPt  Storm Reserve Studv 

An analysis was conducted for the FPL Storm Resenre. In this study, the initial reserve balance 
was set to $74 million, and a total study period of 33 simulated years was used. The 33 year 
period is adequate to illustrate the behavior that could be expected with each of the several 
annual contribution levels considered, - and allows simulated Storm Reserve charges to be 
compared against the hypothesized results. 

A total of four alternative admjnistFative policies were evaluated by means of these simulations. 
Two input variables were used to differentiate eqch of the administrati 
analysis. The annual accrual ambunt was the first study variable, 
administrative policy for the Storm Reserve, and the second study variable, is the response to be 
taken in the event that the Storm Reserve is depleted. One possible response, studied as Policy 
I ,  is merely to continue annual accruals in the belief that the Storm Reserve will eventually 
novercome” past losses. An alternative response is to schedule supplemental payments in 
addition to normat accruals whenever Storm Reserve balances are depleted. Such payments 
could be used to bring the Storm Reserve back to any desired target. This alternative response 
is evaluated with policies II, HI, and IV. In the simulation process supplemental payments were 
scheduled over a five year time period, beginning the first year after the simulated loss occurred. 
The target balance for which payments in addition to annual accruals were scheduled was set 
at $74 million, an amount sufficient to cover FPL’s portion of a moderate (Category Ill-IV) 
hurricane striking randomly along Florida’s coastline. 

. 

The four alternative administrative policies examined by simulation were: 

Policy I 

Policy t I 

Policy 111 

Annual accrual equal to FPt‘s expected annual loss from future 
hurricane damage ($20.3 million). No additional action taken in the 
event that future losses exceed the Storm Reserve. 

Annual accrual equal to FPh‘s expected annual loss from future 
hurricane damage ($20.3 million). In the event that future losses 
exceed the Storm Reserve the annual accrual would continue and 
additional payments sufficient to return the Storm Reserve to the 
targeted $74 million would be scheduled over a &year time horizon 
with no consideration of annual accruals. 

Annual accrual equal to $7.1 million. In the event that future losses 
exceed the Storm Reserve the accrual would continue and 
additional payments sufficient to return the Storm Reserve to the 
targeted $74 million would be scheduled over a 5year time horizon 
with no consideration of annual accruals. The selection of $7.1 
million for the annual accrual was based on consideration of 
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fairness to stockholders as well as ratepayers as it is the amount 
currently provided in rates for payment of insurance premiums for 
T&D coverage as well as accruals to the Storm Reserve. 

Policy IV - No annual accrual. tn the event that future losses exceed the 
Storm Reserve payments sufficient to return the Storm Reserve to 
the targeted $74 million would be scheduled over a 5-year time 
horizon. 

Each policy was simulated for 500 iterations. The simulated damages were assessed against 
the Storm Reserve in the year after the hurricane landfall to mimic the actual delay that occurs 
in assessing and repairing actual damages. Each iteration was terminated after completing a 
simulation of 33 years duration and the results were tabulated. 

A number of variables were tracked during each iteration. These variables enabled the 
performance of each alternative policy 10 be evaluated according to several criteria The criteria 
of interest were: 

The future annual probability that the Storm Reserve will be solvent. A Storm Reserve 
without a positive balance is unlikely to fulfill any useful purpose. The probability that the 
Storm Reserve will be solvent was calculated for each future year in the 33 years 
simulated. For each year "rf, this probability is equal to the percentage of the 500 
iterations for which the Storm Reserve balance was positive. Annual probabilities for each 
alternative administrative policy are shown on Chart V, attached. The probability of 
reserve solvency for year 33 for each policy is presented on the table below. 

The relative stability of future Storm Reserye balances. Extreme reserve balances, 
whether positive or negative would mean that the administrative policy was either 
collecting too much or too little relative to actual losses. Extreme Reserve balances might 
require future changes to the administrative policy for the Reserve. If future Storm 
Reserve balances reach too high a level, then corrective action such as refunds to 
customers and/or termination of annual accruals may be required. Such action would 
mean that past customers had paid a disproportionate amount for hurricane losses, 
Similarly, balances could decline to a point in the future where the Storm Reserve could 
become a debit balance to be recovered from customers rather than a credit balance to 
offset potential losses. The measure of relative stability of future Storm .Reserve balances 
used in this study was the standard deviation of Storm Reserve balances in year 33. 

The portion of annuat revenues required by the Storm Reserve was used to indicate the 
relative burden imposed by the each poky alternative. The portion of annual revenues 
is expressed as a percentage, based on the sum of all accruals to the Storm Reserve 
including regular annual accruals and, if applicable, any additional accruals scheduled 
whenever the Storm Reserve became insolvent. The maximum expected burden, defined 
as the percent of gross revenue required to support the fund for year 33 for 95% of all 
simulations for each respective policy , is shown in the table below. The probability for 
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each year of the 33 year period is shown in graphical form in Chart VI, attached. The 
expected value for each year is considerably less than the maximum value shown on 
the chart. These 95% values are intended to demonstrate the level of burden associated 
with relatively severe losses ais opposed to average or expected losses. 

Simulation results are presented in both table and chart format. The tables below summarize the 
results by providing values for year 33 foi each of the three variables of interest. 

Maximum (95% Confidence Level) 
of All Charges as a Percent of Probability of S tandard Devi at ion 

Policy Reserve Sotvency of Balance Revenues 

I 0,65 $364 0.4% 

II 0.95 $1 71 1.6% 

111 0.8 1 $1 40 1.6% 

IV 0.63 $82 1.6% 
J 

Discussion of Results 

Policy I suffers in several regards. It has the highest "Standard Deviation of Balancem indicating 
that future Storm Reserve performance is more uncertain than any of the alternatives, and that 
the viability of this alternative is weakest. The relatively high potential for large positive or 
negative balances increases the risk of a significant inter-generational wealth transfer if this 
alternative were adapted. Further, the probability that the reserve will be solvent is lower than 
that of all other alternatives. This performance reflects the lack of any planned corrective action 
when and if cumulative annual losses exceed tong run expected averages. Average payments 
as a percent of revenues is lower than other alternatives, but this is merely a reflection of the 
Storm Resewe's inability to cover losses if they are larger than the expected long run average 
and does not reflect a cost savings. 

poticy I I  has the highest probability of remaining solvent. However, this strength is gained at the 
expense of a built in bias for transfer Of wealth from current customers to future customers. As 
illustrated in Chart 11, the expected Storm Reserve balance grows over time. While this may, on 
fie surface, appear to be desirable, it actually represents a transfer of wealth from customers of 
one generation to the next- Analysis shows that total payments under this policy would be 
expected to exceed total losses by approximately 31% during the first 33 years. Overpayment 
in early years results in a fund buildup that explains why average payments as a percent of 
revenue declines in later years under this alternative. 

Policy 1 1 1  provides performance that compares reasonably well tu that of Policy I t  with regard to 

5 
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future solvency, and uncertainty about future balances is reduced from Policy 1 and II. This policy 
also avoids the wealth transfer bias associated with the constant growth in expected future Storm 
Reserve balances exhibited by Policy tl. 

Policy IV amounts to a "pay-as-you-gd' policy. In effect, the target balance ($74 million) would ' 

serve as a cushion to absorb cumulative losses until depleted, at which time supplemental (as 
opposed to annual contribution) payments would be scheduled to bring the Storm Reserve back 
to the target level. This policy illustrates that the amount chosen for annual accrual can be 
relatively arbitrary so long as it is within a range low enough so as not to result in unbounded 
growth in expected future Storm Reserve balances, and if it is combined with a mechanism to 
address insolvency. 

The charts attached provide a more detailed analysis of some of the performance indicators. The 
first four charts address the distribution of future Storm Reserve balances for each alternative 
administrative policy. Each of these four charts shows the expected futurq Storm Reserve 
balance as well as a 90% confidence interval for future balances. These charts offer'the best 
indication of the risk of inter-generational wealth transfers incurred with the selection of each 
atternative policy. 

Uncertainties about the future balance of the Storm Reserve is indicated by the 'spread" in the 
range of possible values within the 90% confidence band shown on each chart. This risk is 
measured directly by the standard deviation of the balance and, as shown on the table, Poky 
I results in the highest risk of this type. 

Bias is a systematic risk that current customers will be called upon tu pay an amount higher or 
lower than their fair share of costs associated with hurricane damage. Any consistent trend in. 
the expected balance of the Storm Resenre is an indication of this type of risk. The ~ n l y  policy 
that exhibits this form of risk is Policy II. Policy I1 exhibits a tendency to accumulate ever 
increasing balances indicating that customers would tend to pay more than their fair share of 
costs. Storm Reserves under Policy 11 exhibit a positive bias (they grow) because total accruals 
will exceed total debits by an expected ratio of 1.31 to 1. 

The fifth chart, labelled "Probability of Storm Reserve Solvency", plots the percentage of 
simulation iterations for which Storm Reserve balances were above zero in each future year. 
This chart is designed to facilitate comparison of the alternative administrative policies in terms 
of their potential for maintenance of the Storm Reserve's ability to cover future losses. Note that 
performance of Policies II and I l l  dominate Policy I in that the probability that the Storm Reserve 
would remain solvent is greater in each future year for those policies than it is for Poticy'l. This 
reflects the fact that Policy I does not have any mechanism to facilitate Storm Reserve balance 
recovery in the event of catastrophic loss. Policy IV's performance in this regard is somewhat 
below Poticy I in earlier years, but their performances cross in or near year 33. 

The sixth chart, labelled 'All charges as a Percent of Total Revenue" illustrates that none of the 
policies examined would, with a 95% confidence, require payments in excess of about 1.6% of 
annual revenue in any future year. Clearly this would indicate that no policy .cansidered in this 
analysis should be excluded from consideration for fear that it could unduly burden customers 
il severe losses occur. 
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Letter From FPL to F1psC Requesting Approval for Accounting for Damages 
Caused by Hurricane Andrew and Order No. PSC - .93 - 0211 - FOF - Ill[ 
ApproVing Accountkg Treatment. 

h e r ,  Dated July 30, 1993, and Report; Providing The Accounting For 
Humime h b w  Damage and Restoration Costs Incurred as of June 30,1993 
and The Disposition of Insurance proceeds Received 
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E ~ e n  though the reconstruction effort aud the determination of the amounts to be 
qitaiized and expeascd have not b e c n ' B ,  wearcrequeSting yotuan-#With 

for the reconstruction costs is based on commission Ruie 254,0143 Hods 
Administrative Code, Usc of Aocumulated Provision Accounts 228.1,228.2, and 228.4 
and I u m n  Nos. 26-EG and 67-EG of the National AssocWon of Regulatory 
Utility Commissioaers, Interpretations of the U s m  System of Accounts for EWzic 
and Gas Utilities, fcvised July, 1987. 

OUT proposed aocounting treatment for't€lese cos& out proposed aGcOunting trwment 

'I 
i 

Retirements and Removal C o s  

oa f PL Cnq crmpray 
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Considerable damage has been done to utilit)r property by storms. It has become 
neocssary in some instances to go to gxeat experrsc: ta r q d p  individual UIIitls of 
pmpcrty. If the total cost of bstallhg the new plant is charged to p h t ,  avay 
h i g h r m i t p r i c e ~ ,  Isitpamissible~suchcircumstances t o w c a  
normal or 'fair" cost to p h t  and to chargc the remining cost to mainttnanal 

ouemion: 
Under arrangements with another party, sometimes the WaitEd Stam Government, 
a t i ~ a m p a n y  agrecs, or is obliged, to rtmovc, docate, remange, mute ,  or 
otherwise make changes in utility propty, other than fur the purpose of rendering 

. utility d c e  to the othcr party, for which thc utility is reimbursed fur all or a 
portion of the costs incurred. what is tbe proper accounting for such praperty 
changes and the reimbursements. received from the other parties? 
Answer= 
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P.O. Box 023100, Miami, FL 33102 

b 

bPL 

July 30, 1993 

Mr. Steve Tribble 
Director of Records 8c Reporting 
Florida Public Service Commission 
101 East Gaines Street 
Ftetcher Building 
Tallahassee, Florida 323994865 

Dear Mr. Tribble, 
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In Order No. PSC-93-0211-FUF-EI issued in Docket Nos. 900794-EI, 901001-EI and 910081-EI dated 
February 10,1993, the Commission approved, among other things, Florida Power & Light Company's (the 
Company) accounting treatment for Hurricme Andrew restoration costs and insurance proceeds. Also ia this 
Order, the Codssion required the Company to file IL report by August 1, 1993, detailing thu costs 
incurred and the disposition of insurance proceeds and 1M3ILics obtained fiom tht Storm Damage Fund 
through June 30,1993, and by Deccmbcr 31 , 1993 another report outlining the costs described in the August 
report and any subqucnt additional costs hcurrcd. This letter and Attachment 1 are in rcspo~lst to the 
Co&ssion's request for the August report. 

The accounting treatment approved by the Commission allows the Company to word the cost of removal 
and the cost of new plant at a notmal or "fair" cost and to charge the remaining (abnormal) cost to 
maintenance expenst. The-abnormal cost charged to mainttnancs expease is to bc offset first by any 
insurance proceeds received and the remaining insurance proceeds art to be applied to adjust the plant 
accounts so that the value of the replacement piant is equal to the grogs, book value of the replaced plant 
prior to the damages c a d  by HurriCant Andrew. This accounting treatment reflects the economics of &e 
replacemnt cost insuraraCe coverage and will result in no adverse effkct on the Company's rate base or 
depreciation expense. 

This report is pnlimimry fiom the standpint that all  cost^ for damagca have not yet bcen incurred or 
recogniztd and additional insurance proceeds will be received. Although a significant amount of work 
remains to be conrplcted, the majot costs that have not yet been quantified relate to the long tern potential 
damage to underground Iiaes in the storm surge area d the cost to repair or rcplaca inventory at the 
Turkey point Pirnt, Thtaugh June 30, 1993 we have identified costs totaling $358.5 million retted to 
damages cawed by Hurricane Andrew. Insurance negotiations conrmenccd immediately after the storm and 
arc still procaading. We have received a total of $250 million in advances fiom our insurers, $220 million 
under the policy covering mn-nuclesr pperty d $30 million fot the ouckar propcry coverage. h 
additioa, $21 million has bcen na~ovcd from the Storm Damage Fund which represents the deductible 
amounts related to the insurrrnce policies. We arc unabla to predict when all hurricane related work will be 
completed or when a final insurance settlement will be obtained. Our estimate of the total damages resulting 
from Hurricane Andrew has not changed. We continue to estimate damage to the Transmission and 
Distribution system at $270 million and total damage at $415 million. 

an FPL Group Company 



I 
I 
I 
I 
II 
II 

I 
1 .  
. .  

Exhibit No. 
KMD - 3 

Docket No. 041291-E1 
FPL Witness: K . M .  Davis 

Page 47 of 51 
March 8, 2005 

If you have any questions regarding this rtport pleasc direct them to me at (305) 5524332. 

Sincerely, 

cc: Mary Bane 
K. M. Davis 
Timothy Dcvlin 
Beth sal& 
W. G. Walker, IXI 

2 



FLORIDA POWER & LIGHT COMPANY 
HURRICANE ANDREW DAMAGE AND RESTOFtA~ON COSI'S 
SUMMARY OF CHARGES BY SOURCE 
Amounts Recorded At June 30, 1993 
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t 

Repair of Facilities (a) 
Production 
Substation 
Transmission Lines 
Distribution - 
General Plant 

Other Storm Related CosQ 

Employee Assisfarm (c) 
Provision for Uncolkctible . 

Total 

Suppod costs (b) 

Accounts (d) 

Insurance R+xoveries (to date) 
Storm Fund Withdrawal 

Total Net of Insurance 

(2) t3) (43 (3 
Materials & 

(1) 
Total 
costs kymll Vcbiclc Supplies M i x .  

$85,64f3,189 
3,396,188 

24,658,535 
221,801,463 

4,944,351 

9,749,550 
1,297,992 

2,ooo,m 
$358,494,268 

$87,494,268 

$10,097, I08 
I,, 663,798 
4,359,932 

56,992,040 
887,7 16 

2,500,046 

$352,764 
232,479 
396,933 

5,424,039 
49,963 

8737 1 
1,676 

$29,968,252 
5,113,703 
4,869,579 

33,911,559 
23,981 

20,680 
38,287 

$45,228,065 
1,386,208 

15,032,091 
125,473,825 

3,982,691 

7,f4 1,253 
1,258,029 

2 , ~ , r n  
$76,500,640 $6,545,425 $73,946,041 $201,502,162 

(a) Repair of Facilities - Includes costs for m m e i  assignbd to plant sib,  service centers, area htadquarttrs, 
command and controf centers, and staging areas and for activitim such as storm Prtparation, 
damage assessIIltllt and direct repairs. Also incMes casts of tcmporsry housing and rdatcd subsistence costs 
for construction crews and support penannd, and mts~ incumd to aperate centers for darnage 
assessment, repairs and CQIltrOl. 

(b) Support costs- Includes costs i n c d  a3 a rcsult of the stormbut not directly in the resbrotiw 
of service, Inctudw coats for activities such as mbdia nlations, public service advertising, procurement 
and other storm relatad activities performed by I d o m  other tban thws engaged in the direct repair 
and restoration of SKyiCc. 

to allow them to return to work md to focua on theme activities a- to the restofation of smrice to our customers. 

resulting fiom the inability to loa@ customers and the impact on economic conditions following the storm. 

(c) Employee Assistance- Non payrroU cosfs incwred to assist FPL employm who were signifimtly afkted by the stom 

(d) Provision for Uncollectible Accounts- Eptimatad pccnral for write-off of uncollectibIa customtr accounts receivable 

Columns: 
1 Costs recorded 89 of 06/30/=. 

which arc recoverable as 8 fixed percentage under the pro*ons of the insutanCe policies. 
2 FTL direct labor - regular and ovMtime pay 
3 FPLvehicfe USG charges 
4 FPL invento~~ - net issues 
5 Cash and Journal voucher sources. h c l u d ~  charges such as paymcnts to contractors 

and foreign (other) utilities, food aad lodging, transportation, equipment and vehicle rental. 

not kchde p a p u  ~oadings for pension &welfare, taxes and insurance 
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F'LORIDA POWER & UGW COMPANY 
m C A N E  ANDREW DAMAGE AND RESTORATION COSTS 
SUMMARY OF A M O W  RECORDED TO CAPITAL & NON CAPITAL ACCOUNTS 
h o ~ n t s  Recorded At June 30,1993 

Non- 
CWIP Capital 

Total Net Plant 
costs In Service 

$85,646,189 $15,74f,4W 
8,396,188 1,0Q6,251 

24,658,535 9,400,480 
221 ,SO 1,463 46,086,785 

.4,944,351 1,397,267 

ReDtrir of Facilities 
Fkoduction 
Substation 
TraaSmission 
Distribution 
General P'lant 

Other Storm Related Costs 

Employee Assistance 
support costs 

$2,784,516 
18,076 

2,433.340 

6 10,937 

$67,120,267 
7,371,861 

12,324,715 
115,714,678 

2,936,147 

9,749,550 
1,297,992 

. 9,749,550 
1,297,992 

Provision for Uncollectible 
Accounts 

sub-totat 
2,~ ,OOo 2 , ~ , r n  

$358,494,268 $74,132,189 $5,846,869 $278,515,210 

Storm Fund Withdrawals 

Total Net of Insurance $87,494,268 $1,121,241 $5,838,1 IO $80,534,917 

COlumnS: 
(1) Sum of columna 2,3 & 4, Art#lunts and classifications are preliminary 
(2) Amounts claasificd 89 Plant in Service (account 101/106) and Accumulatad €%vision 

(3) Consbnc~tion Work In Progress net of cantractor retentiom. h u n t  shown aa insurance recovery 

(4) Amount rexordod in h f d  Debit Account 186 - inclu&a normal and abnormal 

for Depreciation (account 108). Sea Attachment 1 page 3 for a d d i t i d  detail. 

is preliminary. Additional ymunts will he recordad as jobs am transferred to plant in service status. 

maintenance costs and amounts pending transfer to capital accounts. 
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FLORIDA POWER & LIGm COLMPANY 
-CANE ANDREW DAMAGE AND RESTORATION COSTS 
SUMMARY OF AMOUNTS TRANSFERRED TO PLANT IN SERVICE 

AND ACCUMULATED PROVISION FOR DEPFtECIATION 
Amounts Recorded at June 30,1993 

(3) . (4) 
Net 

Account 
101/106 

(0 + (2) + (3) 

($622,302) 
36,137 

(139,833) 
491,472 

(7,448) 

($241,974) 

(1) 

Account 
101/1Q6 

Additions 

$14,108,953 
929,631 

7,956,175 
39,939,420 

1,297,259 

$64,23 1,438 - 

R e b -  
mantj 

InswsnCS 
Recoveries 

($10,496,302) 
(542,458) 

(5,406,524) . 

(834,994) 

($42,282,536) 

(25,0@&253) 

* -- 

Production 
Substation 
Transmission Lines 
Distribution 
General Plant 

($4,234,953) 
. (351,036) 

(2,6 89,484) 
(14,445,690) 

(469,713) 

Total 

Dl ACCUMUX, ATED PROWSION FOR DEPRECIATION 

(5) 
Net 

Account 
108 

(4)+ (5) 
Removal Retira- 

costs Salvago me& 
Insunrac8 

Recoveries . 

$1,097,787 
(10,637) 
220,158 

55,907 
0 

Production $1,671,449 ($38,996) $4,234,953 
Substation 76,620 35 1,036 
Transmission Lmcs 1,944,433 (128) 2,689,484 
Distribution 6,334,042 (1 86,677) 14,445,690 
General Plant 100,008 469,713 

($4,769,619) 
(438,293) 

(4,413,63 1) 
(20,537,148) 

(569,72 1) 

Total $10,126,552 ($225,801) $22,190,876 $1,363,215 1 

(a)+ NET PLANT IN SERVICE 
(1) 
Nat 

Account 
1011106 

Production ($622?3(m 
Substation 36,137 
Transmission Lines (139,833) 
Distribution 491,472 
General Plant t?7,448) 

($24,974) Tdal 

Nda: 

P 

(2) 
Nst 

Account 
108 

N8t 
(1)+(2) 

$1 ,[w1,787 
(10,637) 
220,158 
55,907 

0 

$475,485 
25,500 

547,379 
(7,448) 

51363.215 $1,121,241 

In accordance with the accounting treatment approved by the Commission, capital addkms and removal are based 
on "normal" non-storm costs- Insurance proceeds are applied to offset removal, salvage and retirements racorded in the 
Accumulpted Provision for Depreciation accounts. In addition, insur~cs prcwds are applied to reduce the Plant-inSamice 
account in the amount necessary to reduce the cost of the new asset t~ equal &e cost of the raplaced asset. The balances, 
net of insurance recovenas, recorded in Plant-inServica and Accmulatcd Pmvisi6a for Depreciation u of June 30,1993, 
we primarily the re& of timing differences in processing axrd recording the individual components of additions, removal, 
salvage, rethements and inmmct proceeds and 
and Accumulatbd Provision for Deprecidon accounts are testbred to the amounU that existtd prior to the storm. 

be subssqnsntly adjustad 50 thnt the brs4ace in Plant-insarVice 
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FLORIDA POWER & UGH?' COMPANY 
HURRICANE AHDMW INSURANCE RECO-RIES 

AND STORM FUND WrrHDRAWAI.3 
Amounts Recarded at June 30,1993 

Storm Damago 
ArlcwrimMutual N u c l a a r M d  Fund Total 

D m  Insurance Company Limited Withdrawals Racoveries 
2 

Sep-92 $20 $10 $21 $51 

a t - 9 2  80 10 90 

58 58 NOV-92 

occ-92 10 10 

Jan-93 40 40 

May-93 22 22 

Total ta Date $220 - $30 ' $23 . $271 
d f 

Note: 
h r a n c a  advances and Storm Damage Fpnd withdrawals when received were used to 
Off-& (CrtCiit) the stom m b d  coat ~ r d c d  in Mise~llanba~ Dafe& Wit - Account 184. 
BegiMing in Match 1993 sportion of the hsumnce proceeds wore transferred to Plant in Service 
and Accumulated Provision for Depruchth  account!^ to off" the corrssponding mounts 
racotdad as additions, retirsmaatJ, removal and dvaga. In accordsnca with the accounting 
trsatmant sppravsd by tha Comribhn, insuraeca proceeds rn credited to the Acc~mulntad 
Provision for Deprwirtion for an amotmt equal to the cost of mmovd less salvaga, plus the 
vslue of the asset rutid.  kyAuanca ptoce& am also credited to Plant-In-ssrviCs in an amount 
necessary to duce  ths cost of the new asset to the origintlr cost of the asset ntirad. As 
additional mounts am placed in senice and tbmovd, ulvirge .ad retirements recorded, 
a d d i t i d  insurance procaads will be transferred from Account 186 and cradittd to the 
appropriate capital mcounts. 

IP 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Petition to implement a ) DOCKET NO. 930405-E1 

storm damage to transmission and ) ISSUED: February 27, 1995 
distribution system and to 1 
resume and increase annual 
contribution to storm and ) 
property insurance reserve fund ) 
by FLORIDA POWER & LIGHT ) 
COMPANY. 

1 

self-insurance mechanism for ) ORDER NO. PSC-95-0264-FOF-E1 

The following Commissioners participated in t he  disposition 
of t h i s  matter: 

SUSAN F. CLARK, Chairman 
J. TERRY DEASON 

JOE GARCIA 
JULIA L. JOHNSON 
DIANE K. KIESLING 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER APPROVING STORM DAMAGE STUDY AND 
ADJUSTMENTS TO SELF INSURANCE MECHANISM 

BY THE COMMISSION: 

NOTICE IS HE REBY GIVEN by the Florida Public Service 
Commission that the action discussed herein is preliminary in 
na tu re  and will become final unless a person whose interests are 
substantially affected files a petition f o r  a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

i 
d 
t 
la 

On April 19, 1993, Florida Power & Light Company (FPL) filed 
s petition to implement a self 
mage to its transmission and distribution (l'&D) system and to 

resume and increase its annual c ontributions to its Storm and 
Property Insurance Reserve Fund (Storm Fund). Because FPL's 
current T&D insurance expired on May 31, 1993, FPL requested 
consideration of its request on an emergency basis. Pursuant to 
notice, a hearing on FPL's petition w a  held on May 17, 1993. 

-insurance mechanism for storm 

In Order No. PSC -93-0918-FOF-E3, issued June 17, 1993, we 
found that FPL should implement a self -insurance approach. In 
addition, we found that FPL should have the discretion to 
establish a line of credit for storm damage liquidky; however, we. 
found that the amount of the line of credit should not be subject 
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to pre -approval by the Commission nor should the amounts 
contributed to the Storm Fund be reduced by the commitment fees 
for any dedicated linea of credit. 
a study detailing the appropriate amount that should be annually 
accrued to the reserve and the costs it intends to charge to the 
Storm Fund. Additionally, the study was to include information 
concerning the treatment of all Hurricane Andrew related T&D 
damages under existing policy. Until the appropriate amount was 
determined, an annual accrual of $7.1 million, net-of-tax, to the 
Storm Fund was set with the understanding that the amount 
beginning June 1, 1993, may be trued -up depending upon our 
findings resulting from the submitted study. 

We also requiredFPL to submit 

FPL submitted its study October 1, 1993. Over the past year, 
there have been several meetings regarding the study and related 
issues. These efforts have resulted in an agreement between the 
parties and staff on the appropriate level of annual contribution 
to the Storm Fund. 

INCREASE IN STORM DAMAGE ACCRUAL 

FPL's analysis of the annual accrual amount is based on the 
results of a statistical model which estimates the impact to the 
balance of the Stor m Fund due to various accrual amounts and 
special customer assessments. For modeling purposes, a special 
customer assessment was defined as the  amount required to return 
the Storm Fund to the target level over a five year period. The 
Storm Fund target was $75,000,000 which was the approximate fund 
balance at the time of t h e  study analysis. The amount of storm 
damage in a given year was indexed to an estimate of the long term 
average annual damage level of $20,300,000 but allowed to 
fluctuate above or below it. 

The model was then used to simulate the Storm Fund balance 
over 3 3  years under four policies. 
provides insight to various self insurance approaches. 
recommended Policy I11 while staff believes the study support  s a 
compromise between Policies I1 and 111. 

The analysis of these policies 
FPL 

Policy I sets the annual accrual equal to the long term annual 
average, assumes no special assessments and future losses 
exceeding the annual accrual are drawn from t h e  Storm Fund. 
FPL's analysis suggests this policy is the most volatile with 
relatively high potential for large positive or negative 
balances. However, negative fund balances will result if the 
estimate is lower than the cumulative effect of actual 
damages. For example, if this policy were in pla ce at the 
time of Hurricane Andrew, the $270,000,000 in T&D damages 
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would have depleted the Storm Fund and FPL would have 
petitioned for relief. Therefore, this policy is not 
appropriate because it is not sufficiently robust to address 
the risks to FPL and i t s  customers. Any error in estimating 
annual storm damage level and frequency of storms would tend 
to have a dramatic impact on the Storm Fund balance, A high 
degree of confidence in the accuracy of weather forecasting 
is required to justify a substantial increase in the annual 
accrual amount. Staff believes this degree of precision in 
weather forecasting does not exist. Absent a rate case 
setting, implementing this policy a lso  creates equity issues. 

Policy I1 sets the annual accrual equal to the long t e r m  annual 
average and provides for special assessments to maintain the 
Storm Fund. FPL's analysis suggests this policy is the most 
likely to cause the Storm Fund to increase over time. Any 
errors in under estimating annual storm losses would be 
addressed through special assessments and, therefore, the 
Storm Fund is expected to remain solvent. However, this 
policy only addresses relief f o r  FPL and suffers in similar 
areas as Policy I with regard to weather forecasting and 
inter-generational equity issues. 

Policy 111 sets  the annual. accrual to t h e  current amount of 
$7,100,000 and provides for special assessments to maintain 
the Storm Fund. FPL's analysis suggests this policy is the 
most likely to have an equal probability in having a positive 
Storm Fund balance as a negative fund balance in any given 
year. This means that the Storm Fund balance is not expected 
to increase or decrease but remain relatively constant over 
time. The difference between the  accrual amount and 
cumulative storm losses a re addressed through special 
assessments. However, this policy tends to place the burden 
of self  insurance on FPL's customers through special 
assessments. T h i s  is because the accrual amount is only 3 5  
percent of FPLIs estimated long term average of annual storm 
damages and eventually special assessments are expected to 
exceed the accrual amount. Staff believes t h a t  both FPL and 
i t s  customers would be better insured if the accrual amount 
were increased such that the Storm Fund is likely to grow 
which in t u r n  would decrease dependence on special 
assessments to address unpredictable weather events. 

Policy IV assumes no annual accrual and provides fo r  special 
assessments to maintain t h e  fund. Staff agrees that this 
policy is a "pay -as-you-goIl policy which r elies on t h e  
Commission approving FPLIs petitions for relief and spreading 
the costs over F P V s  large customer base. This policy is not 
a viable alternative but helps to understand the interactions 
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between an accrual amount, special assessments and the fu nd 
balance. As stated in the study, Attachment 3 ,  page 6, 

11 . . .  This policy illustrates that the amount chosen for 
annual accrual can be relatively arbitrary so 
long as it is within a range low enough so as 
not to result in unbounded growth in expected 
future Storm Reserve balances, and if it is 
combined with a mechanism t o  address 
insolvency. I t  

Staff's review of FPL's study indicates that an increase 
above the current $7,100,000 annual accrual is needed because the 
fund should be expected to grow due tothe unpredictable nature of 
weather and to reduce dependence on a relief mechanism such as a 
special customer assessment. On page 6 of the study, FPL 
indicates that at least $9,000,000 in annual accrual is required 
to achieve some fund growth if there are any special assessments. 
Staff's concerns were addressed in various meetings and 

discussions on this matter and related issues with FPL, 
FIPUG. 
agreement (Attachment A) on December 20, 1994, to increase the 
storm damage accrual to $10,100,000 annually effective January 1, 
1994. 
however, the accrual amount and solvency of the Storm Fund should 
be reviewed and appropriately adjustedsubject to Modified Minimum 
Filing Requirements or other rate proceeding. 

OPC and 
As a result of this dialogue, FPL sent to staff a proposed 

We find that the proposed agreement should be approved; 

STORM DaMAGE STUDY 

FPL's study provided sufficient analysis to indicate the 
appropriate annual amount that should be contributed to the storm 
damage reserve fund at this time. 

In addition, the study addressed the issues raised in the 
order concerning the types of expenses t h a t  would be charged to 
the reserve. However, we have the authority to review any 
expenses charged to the reserve for reasonableness and prudence. 
FPL stated that it would use the actual restoration cost approach 
fo r  determining the appropriate amounts to be charged to the 
reserve. This methodology is consistent with the manner in which 
replacement cost insurance works. 

In accounting for the restorati on and replacement costs  to 
plant, the gross original cost of the replaced plant should be 
retired by a credit to the plant accounts and a debi t  to the 
depreciation reserve. Then, a credit would be made to the plant 
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accounts so that the replacement gross plant would be reduced by 
the available balance of t h e  storm reserve until it is equal to 
the value-of the plant -it replaced. In addition, the  depreciation 
reserve would be credited with an amount equal to t h e  gross cost 
of the replaced plant. This would restore the plant accounts and 
depreciation reserve to their original values prior to the damage 
caused by the storm. In t h e  event t h a t  the storm reserve is not 
sufficient to cover the credits to the plant accounts and the 
depreciation reserve, the utili ty would need to seek recovery 
through a petition to this Commission. 

FPL also provided a summary of the treatment of the costs to 
restore its facilities damaged by Hurricane Andrew. As noted on 
page 7 of the study, FPL had not submitted its full &aim at the 
time that the study was filed. 

We are considering t h e  appropriateness of opening a 
rulemaking proceeding to establish uniform guidelines for 
determining when t h e  storm damage reserve should be charged and 
what costs should be charged to it. 

TROPICAL STORM GORDON COSTS 

By letter dated December 30, 1994 (Attachment B), FPL 
requested that it be allowed to expense, in 1994, approximately 
$4.5 million of costs to repair storm damage and restore service 

requires that charges be made to the Accumulated Provision f o r  
Property Insurance (Storm Fund) account f o r  all occurrences in 
accordance with the schedule of risks to be covered which are not 
covered by insurance. FPL is effectively requesting a waiver of 
this rule in order to expense t he  storm damage costs related to 
Tropical Storm Gordon. 

due to Tropical Storm Gordon. Rule 25 -6.0143 (1) ( b ) ,  F.A.C. , 

We have expressed our concern that the accrual amount for 
storm damage needs to be increased above its current level in 
order for t h e  Storm Fun d to grow and thereby reduce FPL's 
dependence on a relief mechanism such as a special customer 
assessment. If FPL's request is approved, the Storm Fund will be 
$4.5 million greater than it would be otherwise. 

Based on the November 30, 1994 earnings surveillance report, 
FPL was earning 12.25% return on equity (ROE). This is within the 
company's authorized ROE range of 11.0% to 13.0%. The reported 
earned ROE of 12.25% includes the expense of Tropical. Storm 
Gordon. Expensing the  costs of Tropical Storm ardon resulted in a 
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reduction in reported earnings of approximately . 0 7 %  ROE. We do 
not believe this significantly impacts FPLfs earnings. 

Approval of FPL's request will have no negative impact on its 
customers. Since FPL does not appear to be over 
1994, no refund for 1994 is likely. Approval of FPL's request may 
have a beneficial impact on i t s  customers in the future. 
Expensing the costs of Tropical Storm Gordon results i n  a greater 
Storm Fund balance that may avoid or reduce the ned f o r  a special 
assessment in the case of a major storm. 

earning during 

FPL's request to expense the $4 .5  million cost of Tropical 
Storm Gordon in 1994 it therefore approved. 

Based on t h e  foregoing, it is 

ORDERED that the request of Florida Power & Light Company to 
increase its annual storm damage accrual to $10,100,000, effective 
January 1, 1994, is hereby granted. The storm damage fund shall 
continue to be funded on a net-of-tax basis. It is further 

ORDERED that the  storm damage study submitted by Florida 
Power & Light Company is hereby found to be adequate. 
further 

I t  is 

ORDERED that the request of Florida Power & Light Company to 

It 
expense the $4.5 million cost of Tropical Storm Gordon rather than 
withdrawing it f r o m  the storm damage fund is hereby grant ed. 
is further 

ORDERED that this Order shall become final and effective and 
this docket shall be closed unless an appropriate petition f o r  
formal proceedings is received by the Division of Records and 
Reporting, 101 East Gaines Street, Tallahassee, F lorida 3 2 3 9 9  - 
0870, by t h e  close of business on the date indicated in t h e  Notice 
of Further Proceedings or Judicial Review. 
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k. 

By ORDER of the Florida Public Service Commission, this 27th  
day of February, 1995. 

/ s /  Blanca  S .  Bay6 

BLANCA S. BAY6, Director 
Division of Records and Reporting 

This is a facsimile copy. A signed copy of the order may be 
obtained by calling 1-904-488-8371. 

( S E A L )  

MAP 

DISSENT 

Commissioner Kiesling dissents on the  issue of Troacal Storm 
Gordon Costs. Commissioner Kiesling would deny Florida Power  & 
Light Company's request to expense the $4 .5  million in storm cos ts  
and would order the costs  withdrawn from storm damage reserves. 

T h e  

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVEW 

Florida Public Service Commission is required by Section 
1 2 0 . 5 9 ( 4 ) ,  Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders 
t h a t  is available under Sections 120.57 or 120.68, Florida 
Statutes, as well as the procedures and time limits that apply. 
This notice should not be construed to mean all requests for an 
administrative hearing or judicial review will be granted or 
result in the relief sought. 

The action proposed herein is preliminary in nature and will 
not become effective or final, except as provided by Rule 
25-22.029, Florida Administrative Code. A n y  person whose 
substantial interests are affected by the action proposed by this 
order may file a petition for  a formal proceeding, as provided by 
Rule 25 - 2 2 . 0 2 9 ( 4 ) ,  Florida Administrative Code, in the form 
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. C. 

provided by Rule 25 -22.036 (7) (a) and ( f )  , Florida Administrative 
Code. 
Records and Reporting, 101 East Gaines Street ,  Tallahassee, 
Florida 32399-0870, by the close of business onMarch 20, 1995. 

This petition must be received by the Director, Division of 

In the absence of such a petition, this order shall become 
effective on the day subsequent to the above date as provided by 
Rule 25-22.029 ( 6 ) ,  Florida Administrative Code. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 

If this order becomes final and effective on the date 
described above, any party substantially affected may request 
judicial review by the Florida Supreme Court in the case of an 
electric, gas,or telephone utility or by the First District Court 
of Appeal in the case of a water or wastewater utility by filing a 
notice of appeal with the Director, Division of Records and 
Reporting and filing a copy of the notice of appeal and the filing 
fee with t h e  appropriate court. 
wi th in  thirty (30) days of the effective date  of this order ,  
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9 . 9 0 0 ( a ) ,  
Florida Rules of Appellate Procedure. 

This filing must be completed 
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Q w  

What was FPL’s last revenue during the hurricane caused outages during 2004? (Please detail 
the methodology used to make this calculation.) 

A. 
The total estimated losses in MWH delivered and Base Revenues due to the three hurricanes that 
impacted FPL’s service territory are shown on the table below: 

IMPACT OF HURRICANES CHARLEY, FRANCES AND JEANNE 

ESTWIATEWACTUAL 
HURRICANE Mww LOSS BASE REVENUE LOSS 

I. CHARLEY 

2. FMNCES 

153,419 

663,275 

$5,123,100 

$24,481,828 

3. JEANNE 255,625 $8,653, I 03 .m.. 

TOTALS I, 0 72,319 $38,238,029 

Methodohm for Estimating Total Losses: 

I. The methodology for estimating outage losses due to these hurricanes was as follows: 

1. 
without service. 

Each day the FPL’s Power Systems Business IJnit reported the number of customers 
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2. FPL estimated the probable average Net Energy for Load (NEL) per customer that would 
have been consumed by FPL’s customers absent these three hurricanes based an actual customer 
use during -the four weeks imniediately preceding the arrival of Hurricane Charley. More 
specifically, the estimated average NEL per customer on Mandays was the average of actual 
usage per customer during the four Mondays immediately preceding Hurricane Charley. 
Simihrly, the estimated average NEL per customer on Tuesdays was the average of‘ actual usage 
per customer during the four Tuesdays immediately preceding Hurricane Charley, and so on for 
each day of the week. 
3. Because the effects of Hurricane Charley were largely limited to the Western and 
Northern geographic divisions of FPL’s service territory, the average NEL per customer used in 
estimating Hurricane Charley’s losses was based on actual NEL per customer usage in only these 
two geographic divisions during the four weeks immediately preceding Hurricane Charley. On 
the other hand, because the effects of Hurricanes Frances and Jeanne were felt throughout very 
broad areas of FPL’s service territory, the average NEL per customer used in estimating MWH 
and base revenue losses due to Hurricanes Frances and Jeanne was based on actual NEL usage in 
FPL’s entire service territory during the four weeks immediately preceding Hurricane Charley. 
4. The number of customers reported without electrical service each day was multiplied by 
the estimated average NEL per customer for that day to obtain the estimated NEL lass for that 
day. This calculation was performed for each clay in which FPL’s Power Systems Business Unit 
reported customer outages due to H d c m e s  Charley, Frances and Jeanne, 
5. The daily estimated NEL losses related to each hurricane were added together and 
multiplied by an average xate of $36/MWH to obtain the estimated loss in base revenues caused 
by each of the hurricanes. 

11. Methodology for estimating weather related losses due to these hurricanes for customers that 
did not lose electrical service was as follows: 

1. Each o f  the three hurricanes made landfall and moved through and out of FPL’s service 
territory at different paces. Hurricane Charley was compact and fast moving. Hurricane Frances 
was very slow moving and sat over FPL’s service territory for quite some time, Hurricane 
Jeanne’s path was similar to Frances although it moved faster. As such, Frances and to a much 
lesser extent Jeanne, had an impact on revenues from customers that did not lose power. This 
was the result of clouds and rain associated from those weather systems that reduced the average 
temperatures below what we would have expected (“normal”). The impact for Frances was 
approximately $2.5 million, $50 thousand for Jeanne and no impact for Charley. 

Additionally, we reduced the amount of MWH lost by our average line loss of7%. This resulted 
in lowering the amount of revenues last by approximately $2.9 million. 

The combination of revenues lost from customers without power and customers that had reduced 
power consumption due to below average weather, offset by average line losses equal base 
revenue losses in the table above. 


