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REBUTTAL TESTIMONY OF HUGH A. GOWER 

DOCKET NO. 060038-EI 

APRIL 10,2006 

Please state your name, address and occupation. 

My name is Hugh Gower and my address is 7988 Beaumont Court, 

Naples, Florida 341 09. 

I am self employed as a consultant on public utility fmancial, economic 

regulation and cost containment and control matters. I also provide expert 

testimony on topics related to public utility economics and rate regulation in 

cases before public service commissions and courts. 

Did you previously submit direct testimony in this proceeding? 

No. 

Are you sponsoring an exhibit in this case? 

Yes. 

through HAG-5, which is attached to my rebuttal testimony. 

Please summarize your  educational and professional background. 

I practiced public accounting for more than thirty years following receipt of 

a Bachelor of Science degree in Accounting and Economics from the 

University of Florida. Although I have experience in a number of industries, I 

I am sponsoring an exhibit consisting of five documents, HAG-1 
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specialized in the public utility area. I am, or have been, registered as a 

Certified Public Accountant in several states and I am a member of the 

American Institute of Certified Public Accountants and the Florida Institute of 

CPAs. Further information regarding the nature of my work experience is 

contained in an appendix to my testimony. 

PURPOSE AND SUMMARY 

What is the purpose of your testimony in this proceeding? 

The purpose of my testimony is to rebut assertions made and adjustments to 

FPL’s actual storm damage repair and service restoration costs (“restoration 

costs”’) proposed by OPC witnesses Hugh L a r k  Jr. and Donna DeRonne ((‘OPC 

witnesses” or “OPC”). 

I will also explain methods of cost accounting which are used by businesses in 

general as well as by public utilities and comment on which are appropriate in 

dealing with storm events. 

I will explain my evaluation that the adjustments OPC witnesses propose are 

inconsistent with the regulatory h e w o r k  which underlies cost-based 

ratemaking which has been and will be of great importance to utilities and their 

customers. 
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Please summarize your findings and recommendations from your evaluation 

of OPC witnesses Larkin and DeRonne’s testimony and of the adjustments 

they propose to FPL’s storm restoration costs. 

First, the very foundation for OPC witnesses’ proposed adjustments to FPL’s 

restoration costs is that there has been a double recovery of these costs. This is a 

mere a m p t i o n  and is fdse. Evidence shows that, to the contrary, no double 

recovery occurred and the effect of 2005 storms activity adversely irnpacted 

FPL’s earnings (even though all restoration costs were excluded fiom earnings in 

reliance on regulatory precedents allowing for recovery). 

Second, although OPC witnesses characterize their adjustments as “incremental 

costing”, their work is, at best, a misapplication of incremental costing methods 

and is unsupported by any competent analysis. 

Third, OPC witnesses’ proposals are in conflict wihl the regulatory W e w o r k  

which underlies cost-based ratemaking which has benefited both customers and 

utilities alike. The “incremental costing” adjustments OPC witnesses propose 

should be rejected because they are not in the best interests of either customers or 

FPL. 
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REGULATORY FRAMEWORK 

Can you summarize your analysis of how the recommendations of OPC 

witnesses Larkin and DeRonne conflict with the regulatory framework of 

cost-based ratemaking? 

Yes. In order to do this, it will be necessary to first lay out the elements of that 

regulatory framework. 

Is the setting of utility rates on the basis of actual costs widespread? 

Almost universally, regulators with responsibility for setting the rates or prices 

for public utilities in the United States do so on the basis of the affected utility’s 

actual cost of providing service to customers. This is the method historically 

applied by the FPSC. Use of cost-based ratemaking has a long history and is used 

because the regulated companies are not subject to market forces or competition 

to limit either their prices or profits to the same degree as companies which offer 

products or services in completely open, competitive markets. 

Over a period of many years, the application of cost based ratemaking in 

numerous cases and the decisions of regulators and courts have developed a 

regulatory fiamework which defines the rights and obligations of utility 

customers and of utilities to maximize the benefits for both. This includes the 

procedures for determining fair and reasonable prices for utility services based on 

“cost of service”, 

How does this regulatory framework affect the determination of fair and 

reasonable prices based on  COS^ of service”? 
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The term “cost of service” is exactly what it implies and is conceptually simple, 

but its application can be complex and it is often misunderstood, misinterpreted 

or misapplied. Under this regulatory framework, fair and reasonable prices 

include all and only the costs of activities undertaken by the utility to provide 

service. Costs are limited to those reasonably and prudently incurred for the 

provision of service. In addition to hel, labor, supplies, taxes, depreciation and 

other operating expenses, utilities are entitled to include in their prices a 

reasonable return on the capital their owners and lenders have invested for the 

provision of utility service. These costs are usually measured for a year’s period 

of time (called a “test period”) and are matched against the quantity and quality of 

service expected to be provided during the period. “Cost of service” includes the 

cost of resources used or consumed during that period rather than the total 

amount the utilities may be committed to spend or may have already spent for 

such resources, or the total retum on capital the utilities will need for all the years 

investors’ capital is expected to be devoted to utility service. Further, expenses of 

activities unrelated to the provision of utility service are excluded fiom the price 

of utility services as are retums on capital not devoted to utility service. 

How are operating expenses, taxes and depreciation limited to those devoted 

to utility service in the cost-based rate setting process. 

Operating expenses, taxes, depreciation, etc. are routinely accounted for and 

reported by utilities using the Uniform System of Accounts (C‘USOA”) prescribed 

by FERC and adopted by this Commission. The USOA, through its detailed 

instructions, limits amounts recorded in “operating expenses’’ to the cost of those 
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resources consumed to conduct utility operations. Amounts applicable to non- 

utility activities are recorded in designated accounts separate and apart from those 

for utility operations. Likewise, USOA instructions explicitly separate 

construction related expenditures and costs fiom utility operating accounts. 

In most cases, compliance with the USOA is subject to audit and verification by 

the utility regulators’ staffs. This provides a high level of assurance that amounts 

recorded in utility operating expense accounts are appropriately limited to the 

operating costs of providing utility service and are appropriately classified for use 

in a rate setting proceeding. 

What does the capital upon which the utility investors are entitled to a 

return consist of? 

The capital upon which utility investors are entitled to a return consists of debt 

and equity capital invested in the utility company. Equity capital generally 

consists of common stock outstanding, other paid-in capital and earnings retained 

in the business. Some utilities also issue preferred stock shares to finance part of 

their business. Debt capital generally used by utilities would include mortgage 

bonds, debentures and long-term notes of various kinds. In Florida, a utility’s 

capital structure for ratemaking purposes also includes customer deposits and 

interim bank debt financing, if any, as well as cost free capital sources such as 

deferred income taxes. 

Although the total amount of capital invested in any utility enterprise is easily 
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identified fi-om the company’s books and records, in cases where the utility is 

subject to more than one jurisdiction (federal and state for example), provides 

more than one kind of utility service, has non-utility operations or capital invested 

in utility assets under construction and not yet providing utility service, what part 

of that totid capital is devoted to utility service it is not easily determinable. In 

such cases, the amount of capital devoted to utility service is estimated using the 

contra values of assets shown on the utility’s books. The book value of assets 

devoted to the provision of utility service can be identified fiom detailed records 

generally available and utility rate analysts use such values to compute an amount 

called “rate base”. Although “rate base” is derived from book asset values it 

really represents the amount of capital which investors have supplied for the 

provision of utility service. This is the amount of capital upon which investors 

are entitled an opportunity to e m  a reasonable return. 

How do regulators who employ cost-based rate regulation determine what to 

allow utilities as a reasonable return on capital devoted to public service? 

The capital structure of each regulated company is reflected on its books of 

account and shown on its annual reports to regulators. These records show how 

much of the utility’s capital structure is common equity, preferred stock, debt or 

cost fiee capital. The cost of preferred stock and debt can be calculated. The cost 

of common equity is usually estimated using stock market data. The weighted 

cost of all forms of capital employed by the utility, including any cost fiee capital, 

is the “reasonable return” which regulators allow on investors’ capital (,‘rate 

base”). 
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These cost-based rate regulation practices yield prices for utility service based on 

historic original costs rather than current values of the resources devoted to utility 

service. No adjustment is made to the allowed retun-or prices for service- 

when the market value of the utility's outstanding securities is greater than the 

amounts originally received by the utility from their issuance. Likewise, no 

adjustment to prices for service is made when the current value of assets devoted 

to utility service is greater than their original historic cost. 

Courts have held that, however calculated, a reasonable retum is one which is 

sufficient for the utility to maintain its credit standing and fmncial integrity, 

sufficient to attract capital at reasonable costs and commensurate with returns 

being earned on investments attended by corresponding risks. 

Are utility investors protected from risk when rates are set in this manner? 

No, utility investments are not risk free. While the rate of retum allowed on 

utility investors' capital is generally lower than might be earned in sic" other 

types of businesses, this does not signal the complete absence of risk. As with 

any business, utility investors carry the risk of the success or failure of the 

business. Among others, this includes n o d  weather variations, customer 

usage, and management's ability to control costs, competition from other 

providers, inflation, regulatory lag, market r isks and product risk. It is the 

reasonable assurance that cost based rate regulation will be applied in such a way 

that the utilities have su1 opportunity to recover the necessary, reasonable and 

prudent costs of providing service which keeps required rehuns on capital lower 
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than in some other kinds of businesses. 

History shows that due to factors both related and unrelated to the specific utility, 

some investors have suffered substantial capital losses, while others more 

fortunate realized capital gains on their investments. Clearly, investors are 

exposed to capital losses on the utility securities they hold. 

When a utility seeks to change its rates or prices under this regulatory 

framework, do regulatory authorities accept actual costs contained in the 

Company’s books and reports €or purposes of calculating the price needed 

to cover cost of service? 

The actual amounts shown on the utility’s books are the starting point for 

evaluating revenue requirements. However, in addition, actual revenues and 

costs are scrutinized and frequently adjusted to make sure that the cost of service 

is representative of that expected to be required to support the normal level of 

service in the fbture when the new rates will be in effect. For example, 

nonrecurring, outqf-period or extraneous expenses would be excluded (or 

allowed on a levelized basis) fiom operating expenses used for rate setting 

following the rules or practices and procedures applicable in the jurisdiction 

where application for approval of a rate change is made. 

Can you provide examples of transactions which would be nonrecurring, 

out-of-period or extraneous items which might be excluded from cost of 

service for rate setting purposes? 

Receipts or disbursements from the settlement of litigation relating to events over 
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which disputes arose in prior years would be examples of both nonrecuning and 

out-of-period items. Unexpected proceeds from insurance claims could be both 

extraneous and nonrecurring. Other examples of costs excluded fkom a test 

year’s cost of service (or included on a levelized basis) would include debt 

redemption costs, extraordinary property losses, fuel conversion costs or natural 

gas conversion costs. 

The effects of abnormal weather such as severe tropical storms and hurricanes are 

considered to be nonrecurring or are for other reasons excluded from cost of 

service. In most cases, revenues and expenses for the test period are adjusted to 

amomts associated with normal weather so that revenue requirements are set to 

exclude the effects of all abnormal weather. 

Are all rates and prices of utilities set as you have just briefly described? 

For many years this was the general approach. However, it became necessary to 

alter this procedure when the price of major cost of service components became 

volatile and difficult to predict. For example, after many years of relatively stable 

energy costs, by the mid 1970s the prices of oil, gas and coal began to rise so 

rapidly that general rate proceedings to change prices enough to recover those 

costs could not be prosecuted with sufficient speed and became administratively 

and economically infeasible. Thus, fuel costs were, for the most part, separated 

from “base rates” and covered by special billing factors. A number of other costs 

are also included in billing factors separate from base rates for a variety of 

reasons. This simplifies and expedites the regulatory process for dealing with 
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these items by narrowing the issues which need to be considered, whIe limiting 

recovery to actual costs and providing adequately for their recovery by utilities. 

Are the extraordinary or nonrecurring expenses you mentioned excluded 

from cost of service because they are not necessary, reasonable or prudent 

expenses applicable to the provision of utiIity service? 

No, on the contrary, they are clearly necessary, reasonable and prudent costs of 

providing utility service. They are excluded fkom a test period cost of service to 

avoid rates being set to cover costs which are volatile or abnormally high in one 

period. Other methods of providing for the recovery of such costs are available, 

such as amortization over a period of years, or the use of separate billing factors. 

Key to the success of the cost-based rate setting process is the assurance provided 

that utilities will have an opportunity to recover all necessary, reasonable and 

prudently incurred costs. 

Why is there a separate storm cost recovery factor? 

In the come of a general rate proceeding which adjusts base rates to an 

appropriate level, the cost of storm restoration is, for the most part, excluded from 

costs upon which rates are based as a (hopefully) nonrecurring item. Although 

some mount of cost may be included to allow for a build up of a reserve against 

htwe natural disasters, for the most part these costs are excluded to mitigate the 

rate impact when storm events occur and so that base rates do not include 

amounts for events which may or may not occur andor because the actual 
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restoration costs are difficult to predict. 

Are the costs of storm damage repair and service restoration necessary costs 

which utilities should be entitled to recover? 

Clearly such costs are necessary, reasonable and prudent costs of providing utility 

service including the restoration of service following a storm event. As the 

greatest part of such costs is excluded fiom base rates, the only reasonable 

regulatory treatment is to allow utilities an opportunity for after-the-fact recovery 

ofthe actual amount of stonn restoration costs (not covered by a reserve) through 

a special billing factor. 

Please summarize the relationship between utilities and customers under the 

regulatory framework of cost-based rate making. 

Under this regulatory framework, utilities are obligated to provide safe, adequate, 

reliable service to all customers willing and able to pay for service within their 

designated service area. Utilities are able to establish reasonable rules and 

regulations concerning matters as safety, payment terms and other commercial 

aspects. Utilities providing service under such regulation are, as are all 

businesses, entitled to legal protection of their privately owned-property. Among 

other things, this means that utilities are entitled to charge a fair and reasonable 

price which covers the costs they h c u r  to provide service and are also protected 

against confiscation of their property. A reasonable opportunity to recover all 

necessary, reasonable and prudently incurred costs of providing service 

(including retum) is a key element ofthis regulatory Mework .  

23 
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Customers are entitled to safe, adequate and reliable service, and customers must 

pay the fair and reasonable prices set or approved by the applicable regulatory 

commission and which are limited to the actual costs of providing service. 

Has this regulatory framework benefited utitities and their customers? 

Yes, this regulatory framework has benefited both utilities and their customers. 

Utilities benefit because where this framework is employed in a stable, 

responsible manner, it is easier for utilities to finance the facilities required to 

meet customers’ needs. 

Customers also benefit because this regulatory fiamework assures adequate, 

reliable service at prices lower than they might otherwise be. Importantly, 

regulation helps avoid duplicate facilities which might otherwise exist and also 

avoids price increases as current values increase. 

In view of the capital intensity of the industry, the generally lower capital costs 

have also significantly lowered utility prices. Finally, this regulatory h e w o r k  

avoids wide swings in prices which might otherwise occur when substantial 

variations in demand or resource availability arise. 
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STORM COST RECOVERY PRICIPLES 

One of the “principles” Mr. Larkin asserts (Page 4) should underiie the 

restoration costs approved for recovery in this case is .The Public Service 

Commission should look to the business risk which was borne by FPL’s 

customers in regard to the storm damage they incurred as a proxy for the 

business risk which FPL should have to bear” do you agree? 

No, I do not. The primary reasons Mr. Larkin’s “principle” should not be relied 

upon were well summarized in the 1996 Order No. 14859 (contained in 

Document No. HAG-1) issued by the Hawaii Public Utilities Commission 

(HPUC) in deciding a similar hurricane storm cost issue involving Citizens 

Utilities Company. Because the same basic principles of utility regulation should 

be applied in the FPL case, I quote the HPUC reasoning: 

“As pointed out by the Consumer Advocate ... the 

legislature has charged this commission with the authority 

to balance the interests between the utility’s ratepayers 

and its shareholders with respect to who should bear 

the.. .restoration and repair costs. Mer considerable 

review, consideration, and balancing of these interests, we 

do not find it just, reasonable, or in the public interest to 

require Citizens’ shareholders to bear any of the 

. . .restoration and repair costs. 

Our decision is based in a large part on the long-standing 

regulatory compact. The regulatory compact has two 

14 
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aspects: (1) in retum for a monopoly bchise ,  utilities 

accept the obligation to serve all comers; and (2) in retum 

for agreeing to commit capital necessary to allow the 

utilities to meet the obligation, utilities are assured a fair 

opportunity to e m  a reasonable return on the capital 

prudently committed to the business. In Wash. Util. and 

Trans. Comm’n v.Puget Sound Power & Light Co. ,62 

P.U.R. 45* 557,581 (1984), the Washington Commission 

explained the regulatory compact in this fashion: 

“The social and economic compact of utility 

regulation begins with the premise that a regulated 

utility has an obligation to serve the public. A 

utility possesses an unending obligation to provide 

service to anyone within the service territory of 

that utility who demands service in accordance 

with approved tariffs. However, in order for the 

social duty to serve to be viable, the compact must 

also provide for a utility to recover expenses it 

prudently undertakes to meet the obligation.” 

Mr. Larkin criticizes the basis on which storm restoration costs are 

recovered in Florida as “customer supplied insurance’’. Is he correct in this 

assertion? 

No he is not. Rule 25-6.0143 of the Florida Administrative Code (shown in 

15 
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Document No. HAG-3) specifies relative to the use of Account 

Accumulated Provision for Property Insurance- 

“(l)(a) This account may be established to provide for 

losses through accident, fire, flood, storms, nuclear 

accidents and similar type hazards to the utility’s own 

property or property f e d  fiom others, which is not 

covered by insurance. This account would also include 

provisions for the deductible amounts contained in 

property loss insurance policies held by the utility as well 

as retrospective premium assessments stemming fiom 

nuclear accidents under various insurance programs 

covering nuclear generating plants. . . .” 

228.1 

While MI. Larkin’s characterization disparages the provisions of the rule, the 

assignment of property loss risks in this fashion has been in place for a number of 

years and was chosen as the method most consistent with the interests of both 

customers and utilities. The Commission’s Rule as well as its regulatory 

treatment for many years recognize both the extraordinary nature of hurricanes, 

accident, fire, flood, nuclear accidents and similar type hazards as well as the 

necessity and prudence of carrying out restoration. Historically the Commission 

has tried to levelize the impact of such costs on rates. 

22 
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COST ACCOUNTING PRACTICES 

Is the incremental cost method which OPC witnesses propose to apply in this 

case a valid costing method? 

Yes, it is a valid costing method, but not as proposed by OPC. 

Can you explain why their proposals are not valid application of the 

incremental costing method? 

Yes, but first it would be helpful to explain how and when businesses utilize 

incremental and other costing methods. 

Businesses which undertake multiple activities or provide multiple products of 

services must employ some cost accounting method to assign costs and expenses 

to those activities, products or services and obtain information for a number of 

purposes. Two choices are Mly distributed or fully allocated costs (“Mly 

distributed”) and incremental costs. 

Can you briefly explain those costing methods? 

Incremental costs generally mean those costs incurred to perform some 

incremental activity or produce additional products or services. Fully distributed 

cost generally means that all actual costs for a period are assigned to the activities 

performed or products or services produced during the period. 

Is either method appropriate in any circumstance? 

Whether costs can appropriately be assigned on a hlly distributed or incremental 

basis depends on not only the uses for which cost information is needed, but also 

17 
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the circumstances under which activities are performed or products or services 

produced. 

Incremental cost accounting is more apt to be employed by enterprises 

involved in providing products or services competitively or where the 

resources needed to produce such products or services are separate and 

distinct from those required for a company’s other products and services. 

Fully distributed cost accounting is more often employed by businesses whose 

expenses are largely common to all its activities or products and services. 

Utilities are one of the latter type businesses and in practice generally employ 

fully distributed cost methods consistent with the USOA accounting 

instructions as well as predominant regulatory practices. 

Can you illustrate circumstances in which these cost accounting methods 

might be applied? 

Yes. Assume for purposes of illustration that a manufacturer of bicycles 

produces a certain number of its product each year and that its work is canied out 

in a rented plant by one supervisor and four employees. This manufacturer sees 

that there is a market for tricycles in addition to the bicycles it produces. In 

considering whether to enter the market with this additional product, it finds that 

two manufhctwing employees (in addition to those already employed) will be 

needed. In addition, it ascertains that additional manufacturing floor space along 

with different size wheels and certain additional materials will be required. The 

sum of the cost of these additional resources would be the incremental cost of 

18 
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adding tricycles to its production. Using this information, the manufacturer can 

determine the price with which it can compete in the tricycle market. By adding 

these incremental costs and the expected revenues to its existing bicycle revenues 

and production costs, the manufacturer can ascertain whether it would be better 

off doing so. The manufacturer can make this determination using either the 

incremental or fully distributed cost method. 

Are there circumstances in which one of these cost accounting methods 

would not be appropriate or provide useful information? 

Yes, Assume further that in investigating the possibility of adding tricycles to its 

production, the manufacturer finds that it is unable to rent or othenvise acquire 

usable manufacturing space and that it is unable to employ the two additional 

employees it will need to manufacture tricycles. Its alternative is to shut down 

part of its bicycle manufacturing and utilize that space and two of its workers 

presently involved with the bicycle manufacturing to undertake the tricycle 

production. But because of its bicycle sales orders and delivery commitments, it 

will have to put its remaining bicycle manufacturing staff-- or all of its staff-- on 

overtime. In these circumstances, the previously identified incremental costs 

would not be usefbl for either pricing tricycles or evaluating whether the 

madacturer would be better off to make the additional product. At a minimum, 

in order to make proper incremental cost calculations, the manufacturer would 

have to consider the overtime for bicycle andlor tricycle production which would 

result from undertaking the tricycle manufacturing. It would also have to take 

into account the cost of any other resources it redeployed from bicycle production 

19 
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to bicycle production. Its old bicycle cost information supplemented with the 

original “incremental cost” information would not provide true cost idormation 

nor would it be useful in evaluating whether it would be better off to add the 

tricycle product or not. 

How does this illustration relate to FPL’s storm restoration costs in this 

docket? 

OPC witnesses Larkin and DeRonne’s proposal to “cost” storm restoration efforts 

using “incremental” costs is flawed just as in the second scenario in the 

hypothetical example I just described. First, it excludes some costs clearly caused 

by the storm restoration activities. Overtime, employee assistance, vacation buy- 

backs and back-fill work come easily to mind as do some of the other labor and 

transportation costs which, dthough actually devoted to the storm restoration, 

they propose be excluded. Like the hypothetical bicycle manufacturer, FPL’s 

normal business activity and service provision has been seriously disrupted by the 

additional activities of dealing with storm events. Nonnal service is, until service 

restoration can be completed, disrupted. In such situations, it’s “all hands to the 

rescue” and normal work activities are temporarily suspended but must be 

completed at a later time. Clearly, incremental costing in such circumstances does 

not fairly recognize the true cost of storm restoration. The actual restoration costs 

need to be known and, since such costs were excluded when base rates were set, 

must be properly accounted for or an opportunity for their recovery will be 

denied. Requiring the use of the “incremental” cost method for storm events 

as OPC witnesses propose would result in a recovery amount less than the 
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actual storm damage repair and service restoration costs prudently incurred by 

FPL. 

MISAPPLICATION OF INCREMENTAL COSTING 

Q. Why do OPC witnesses Larkin and DeRonne recommend use of 

“incremental” costing for FPL’s storm restoration costs? 

Both OPC witnesses suggest that use of “incremental” costs is necessary 

because the cost of internal resources devoted to storm restoration are 

“covered by base rates” and use of actual costs will result in a “double 

recovery” by FPL. 

A. 

Q. Is this correct? 

A. No it is not. Assuming arguendo that the cost of such internal resources were 

included in base rates (whenever they were set), what Mr. Larkin and Ms. 

DeRonne seem not to have observed is that customer consumption does not 

continue during the service interruptions storms cause. And when there is no 

consumption, there is no revenue with which to recover such costs. 

What evidence of “double collection” do Mr. Larkin and Ms. DeRonne 

provide? 

None. The comments of U.S. Court of Appeals Judge Prettyman in the 

Mississippi River Fuel COT. v. Federal Power Commission (163, F. 2d 

433,437 (1947)) case (contained in Document No. HAG-4) are apropos to this 

situation: 

Q. 

A. 

“Expenses (using that term in its broad sense to include 
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not only operating expenses but depreciation and taxes) 

are facts. They are to be ascertained, not created, by the 

regulatory authorities. If  properly incurred, they must 

be allowed as part of the composition of rates. 

Otherwise, the so-called allowance of a return upon 

investment, being an amount over and above expenses, 

would be a farce.” 

Although Judge Prettyman’s comments addressed expenses, they are also 

applicable to revenues. They do not exist on the basis of an assumption; they 

need to “be ascertained”. 

Mr. Larkin cites a definition in Kohler’s Dictionary for Accountants as 

support for the use of “incremental” costs. Are OPC witnesses Larkin 

and DeRonne’s proposed adjustments of actual storm damage and 

service restoration costs based on incremental costs? 

No, they are not. Mr. Larkin and Ms. DeRonne have misapplied incremental 

costing by basing their proposed adjustments to the amount of restoration 

costs for 2005 largely on the difference between actual non-storm related 

costs and original departmental budgets. Such budget-actual variances do not 

represent incremental costs. Further, no effort was made to determine what 

part of the variance, if any, was due to the storms. They also ignore 

incremental offsetting costs. For example, OPC proposes to exclude millions 

of dollars of regular payroll of employees who worked on the restoration 
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effort and correctly charged their time to storm restoration costs. OPC would 

remove this entire amount from storm recovery while ignoring the millions of 

directly related cost increases because backfill and catch up costs were 

incurred to perform essential activities which, but for storms, would have been 

performed by those employees involved in the restoration effort. 

As a result of these errors and omissions, OPC’s proposed “incremental” cost 

does not accurately capture the true actual “incremental” costs of stom 

restoration to the extent that FPL employed internal resources in that effort. 

OPC’s calculation of “incremental” costs has further significant problems 

with measurement. 

What measurement problems are inherent in OPC’s proposed 

CCincremental cost” of storm damage and service restoration? 

In its effort to prevent their assumed double recovery of costs by FPL, OPC 

proposes to exclude from charges to the storm damage reserve the “base rate 

recoverable” cost of resources utilized in the service restoration effort. In 

addition to the unanswered question of whether there has, in fact, been a 

double recovery, another question which needs to be considered is whether the 

amount of costs “recovered through base rates” during the period of the 

service restoration can be determined when base rates were set in years prior 

to the storm event. 
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Why is this a question which should be considered? 

Staff has acknowledged in its response to interrogatory No. 49 that “...it is 

unclear what specific costs of any kind are included in base rates”. 

Do you agree with staff that it’s unclear what specific costs are included 

in base rates? 

Yes, I do. This is a conclusion which is true in most circumstances and the 

reason is that rates represent prices found by regulators to be fair and 

reasonable on the basis of evidence presented in a rate case. Normally, rates - 

the actual prices - are set by relating the total cost of service and the sales 

volumes found allowable for the test period and which are expected to be 

representative of operating conditions when the new rates will be applied. In 

addition, a number of other factors are usually considered in devising the 

actual tariff prices. These include the number of customers, value, customer 

usage characteristics, conservation, consistency with prior charges, ease of 

administration and customer understanding. Consequently, actual tariff rates 

are rarely equal to the exact mount of cost of service approved in a rate filing 

for each class of customer or each volume category within classes. 

It would be unreasonable to expect that the relationship between the key 

variables used in the calculation of rates, such as number of customers, 

weather, demand and sales volumes, as well as operations expense and capital 

investment levels would remain the same as they were during the test period. 

These variables change for any number of valid reasons. The longer it has 
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been since the test period used for rate setting, the more improbable the 

determination with any degree of reliability a quantifiable amount of any 

particular current cost of service element (such as depreciation, operations 

expense or income taxes) such rates recover. Prices set on any basis cannot 

provide a lasting link to or preserve the relative values between the key 

variables which were the basis for their calculation. 

Is the fact that a cost element was included in a budget for a period 

affected by storm activity certain proof of 6Cdouble recovery” by FPL? 

No it is not. OPC’s conclusion that an amount included in an operating 

budget for a period several years subsequent to an actual test period from 

which rates were set represent a like amount currently recovered fkom 

customers in base rates is an assumption rather than a fact. Even if it could be 

determined that a cost is “included in base rates”, recovery of any cost through 

base rates takes place only to the extent that actual revenues cover such costs. 

Unfortunately, OPC has focused only on what costs might have been included 

in base rates, whenever they were set, and ignores whether there were 

sufficient revenues in the periods affected by storm activity to cover such 

costs. OPC simply assumes there has been a double recovery. In addition to 

failing to consider revenues for the periods affected by storm activity, OPC’s 

proposed adjustments are subjective in nature and have no substantive 

analysis or support. 

Explain how OPC’s adjustments are subjective and without substantive 

analysis or support. 
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OPC proposes to identify “incremental costs” by subtracting fiom actual 

service restoration costs differences between budget and actual costs for 2005 

without suficient analysis to determine if the variance is storm related or not. 

Such calculations are subjective and incomplete. 

At deposition Mr. Larkin was asked: 

“Q. Is it your opinion that differences between 

budgeted and actual amounts relied upon by Larkin and 

Associates, in applying the incremental cost method, 

could only have been caused by charging costs to the 

storm cost? 

A. It is a conclusion we reached.. .” 

(Larkin deposition, page 47, line 16, attached as Doc. No. HAG-2) 

Mr. Larkin criticizes FPL for its assertion that use of a budget amount is 

not a good way to identify incremental costs. Do you agree with Mr. 

Larkin? 

No, I do not. Mr. Larkin defends his criticism on the basis that FPL has based 

numerous projected rate case data elements, including revenues, expenses and 

plant investment balances on its budget process. While this is no doubt true, 

the broken link in his “comection” is that budgets do not identify 

“incremental” costs. Rather their purpose is to identify the total actual cost of 
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resources used to carry out numerous operating and non operating activities. 

Further, no rate case test period approved by the Commission that I’m aware 

of included storm restoration costs (other than relatively small accruals to set 

up the storm reserve). . .or any other effects of major storm activity. Rate case 

filings include normal weather only. 

It’s also true as Mr. Larkin asserts that the Commission has approved 

projected rate case data derived at least initially from use of FPL’s budget 

system. For the same reason noted above, this has nothing to do with 

“incremental costs” since budget data does not deal with that type of costing. 

Further, attempts to use “incremental costs” represent a departwe from the 

reasonable and fair cost accounting directives contained in the USOA. 

Essentially, the USOA directs accounting for the actual costs of all activities 

undertaken in the provision of utility service, construction or other activities. 

INCONSISTENCY WITH USOA 

Mr. Larkin cites USOA Plant Accounting instruction No. 10 dealing with 

improvements to minor items of property as an example of the USOA 

supporting use of incremental costs. Do you agree that this is support in 

the USOA for use of incremental costs? 

No, I do not. Rather than supporting incremental costing, it is support for use 

of an estimate when the actual cost of an improvement cannot be identified 

directly. 
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Mr. Larkin ignores the overriding and more directly applicable USOA 

instructions which make it clear that actual costs are the overriding accounting 

objective in the USOA instructions. 

A good example is Accounting Instruction 9, “distribution of pay and 

expenses of employees” (included as Document No. HAG-5) which states: 

“The charges to electric plant, operating expenses and 

other accounts for services and expenses of employees 

engaged in activities chargeable to various accounts, 

such as construction, maintenance, and operations, shall 

be based upon the actual time engaged in the respective 

classes of work.. .” 

In addition, Electric Plant Instructions 3, “components of construction cost” 

(also included in Document No. HAG-5) states: 

“A. For major utilities, the cost of construction properly 

includable in the electric plant accounts shall include 

where applicable, the direct and overhead costs as listed 

and defined hereunder.. . ” 

Items listed include contract work, labor, materials and supplies, 

transportation, special machine service, shop service, protection, injuries and 
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damages, privileges and permits, rents, engineering and supervision, general 

administration capitalized, engineering services, insurance, law expenditures, 

taxes, allowance for funds used during construction, earnings and expenses 

during construction, training costs, studies, and asset retirement costs. Each 

of these categories is explained in some detail, but the thrust is clearly to 

provide a fully distributed cost accounting for construction activities (as 

opposed to incremental costs). 

INCONSISTENCY WITH REGULATORY FRAMEWORK 

OPC witness Larkin suggests on page 21 of his direct testimony that the 

“weather effects” of storm outages are similar to normal heating or 

cooling season variations and shouid be borne by stockholders. Do you 

agree? 

No, I do not. Mi. Larkin might not have thought this assertion through 

completely. The weather effects of major storm events are clearly unlike and 

f a  more extreme than normal weather variations. Aside from the suspension 

of consumption and revenues due to outages (which do not occur in normal 

weather conditions), as evidence in this case shows, the costs of service 

restoration can be enormous. Such risks are not covered by the returns 

normally aIlowed by regulators. 

Do regulatory authorities generally empioy incremental cost accounting 

methods? 
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No. In my experience, the predominant cost accounting method used for 

regulatory purposes is the fully distributed method. This is the method used 

for assignment of costs between jurisdictions, between classes of customers or 

between regulated and non regulated activities. 

Aside from inconsistency with other cost assignments which are an intrinsic 

part of utilities’ routine accounting practices and procedures, OPC’s 

methodology understates the actual cost of storm restoration. The actual cost 

of such efforts is important information for management, regulators and other 

interested parties. Provided with the actual cost of storm restoration, all 

parties can then make more informed decisions as to recovery or other 

matters. Most importantly, since actual storm restoration costs have been, for 

the most part, excluded from base rates, their exclusion from the storm 

recovery factor would mean such costs would never be recovered. 

Would it be possible to use the incremental cost method to determine the 

actual cost of the storm restoration incurred by FPL? 

If done properly, it could. When viewed in light of the fact that the cost of 

such storm recovery efforts has been largely excluded from cost of service 

used to set rates, the entire cost of the restoration effort is the “incremental 

cost” of the storm events. 

Does the use of internal resources which would have otherwise been 

deployed to normal operations and maintenance activities in the storm 
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recovery effort result in a double recovery of costs by FPL? 

No, it does not. If a double recovery were to occur, it would be apparent that 

FPL was better off having suffered the storm damage than if it had not. For 

this to occur in spite of the loss of kilowatt hour sales and revenues for the 

periods affected by storm activity, amounts charged to normal operations and 

maintenance expenses would have had to decline by a greater amount than the 

revenue loss so that its operating income for such periods would go up instead 

of down. When asked at deposition whether this is true, Mr. Larkin responded 

A. 

“Well, that’s almost a mathematical certainty.” (Larkin 

deposition at p. 44, Doc. No. HAG-2) 

In reaching their conclusion that there has been a “double recovery” OPC 

witnesses have ignored evidence to the contrary. As shown clearly on Mr. 

Davis’ Document No. 10, even if FPL is granted recovery of all of the storm 

restoration costs it has requested in this proceeding, the 2005 stonn events 

will have reduced its pre tax income by $47 million. 

When the facts are considered, it is clear that FPL is not better off than before 

the storm events and there most definitely has been no double recovery of 

costs. 

At page 22 of her testimony, Ms. DeRonne suggests reducing FPL’s 2005 

storm restoration costs by the $9,095,845 FPL billed to other utilities 

under the mutual assistance program. What is her basis for this? 

Ms. DeRonne’s basis is that other utilities that assisted FPL in its restoration 

effort billed FPL for that assistance and FPL properly included those amounts 

Q. 

A. 
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What is the right approach to costing the storm damage repair and 

The right approach is one which supports the fundamental principle that FPL 

should be entitled to recover all storm restoration costs. (This does not mean 

that a mere assumption of inclusion in base rates or in revenues is conclusive 

evidence of being “recovered”.) The actual cost approach which had been 

used prior to the 2004 storm cost recovery proceeding is the most straight 

fomard of any cost accounting choices, is consistent with USOA directions 

and supported by existing well controlled accounting procedures already in 

place. Unless evidence of a double recovery of costs exists, it is the most 

reasonable and practical approach to follow. 

in its cost of storm restoration. She apparently failed to notice that the cost of 

assistance FPL provided and billed to other utilities was not included in either 

FPL’s storm restoration costs or its operations and maintenance expenses for 

2005. If directed to reduce to its storm restoration costs by the amount of 

these billings, it would mean that FPL would have to absorb such casts. This 

treatment comports with no costing theory I know of and would be patently 

improper and unfair. 

It is not impossible to employ an incremental cost method to identify and 

account for the costs of storm damage and service restoration and meet the 
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objective of providing for recovery of all such costs. It is, however, a more 

difficult method to apply and may unnecessarily increase the intemal 

accounting costs andor regulatory costs without providing any commensurate 

benefit. 

Should the amount of storm damage repair and service restoration costs 

indude contingencies for work not yet done? 

Yes. It is necessary and appropriate to estimate the costs of work yet to be 

done in order to get the best measure of the total cost of such efforts so that 

appropriate rates can be determined. This is in principle no different than 

estimating the costs of future pension obligations, nuclear fuel disposal costs, 

nuclear plant decommissioning costs or fossil plant dismantlement costs- 

except that estimates for storm recovery costs do not require projections for so 

many years. A contingency reflects the fact that because o f  the extent and 

complexity of the restoration effort there is a great likelihood that either 

additional restoration work or higher costs of identified work, or both, will 

develop as the effort progresses. If such costs were not estimated and included 

in charges to the Storm Damage Reserve and charges to customers, the current 

charges to customers would be understated and future customer charges would 

be overstated. 

Is it proper to accrue for the cost of restoration work not done by the date 

set by the FPSC for “cut off’ of charges to the storm reserve? 

Yes, it is. In many cases actual known restoration work is postponed for 

reasons of operating economies. These should be accrued for and included in 
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4 SUMMARY 

5 Q. Please summarize your testimony. 

6 A. OPC witnesses Larkin and DeRonne have provided no evidence to support 

7 their assertion of a double recovery by FPL, but have merely assumed it to be 

8 so. The actual facts contradict these assertions. 
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The cost accounting methods proposed by Mr. Larkin and Ms. DeRonne are at 

odds with the guidance in the USOA and predominant regulatory practices 

and are inappropriate for use in the circumstances following a major storm 

event. Such cost accounting methods are not easily applied and on an ongoing 

basis would increase FPL’s accounting costs without providing and 

commensurate benefits. Further, OPC witnesses have clearly misapplied the 

incremental cost method in this case and the adjustments to FPL’s restoration 

costs would result in a significant under recovery by FPL. 

Cost based ratemaking has provided enormous benefits to FPL and its 

customers and the FPSC should take great care to preserve the regulatory 

framework upon which it is based. 

The adjustments which OPC witnesses Larkin and DeRonne propose to apply 
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3 FPL or its customers. 

4 Q. Does this conclude your testimony? 

5 A. Yesitdoes. 

“incremental costing” are in conflict with the regulatory framework of cost 

based ratemaking and should be rejected as not being in the best interests of 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER & LIGHT COMPANY 

REBU'ITAL TESTIMONY OF HUGH A. G O m R  

DOCKET NO. 060038-E1 

APPENDIX 

Briefly describe the nature of yourwork experience 

From 1975 until 1992, I served as the Southeastern Area Director of the public 

utility and telecommunications practice for Arthur Andersen & Co. (now 

Andersen LLP). This area of the practice included work for electric, gas, 

telephone, water & wastewater utilities, motor caniers and airlines. I had 

responsibility for supervising the work done for clients, training of firm personnel 

and administrative matters, in addition to the direct responsibility for work done 

for numerous clients in this and other areas of the practice. 

Serving those clients for which I had direct responsibility, I performed 

independent audits of the financial statements issued by public utilities and other 

companies in reports to investors and regulators. I participated in and 

supervised audits of various statements and schedules and other data required 

either annually or in connection with rate applications before federal or state 

regulatory authorities. I have also provided services in connection with the 

issuance of billions of dollars of securities by public utilities. I have 

consulted with public utilities and others regarding the economic effects of 

business transactions or rate-making matters as well as the proper accounting 
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for the economic effects of such transactions or matters. 

I have directed revenue requirement studies involving analysis of rate base, 

operating revenues and expenses as well as the analysis of specific transactions or 

alternative rate-making proposals for various cost-of-service components. I have 

also directed studies to determine the proper assignment of cost of service 

between cuStOmer classes, regulatory jurisdictions or between regulated and 

nomgulated operations. I have provided expert testimony in cases before 

regulatory commissions and courts. 

I participated in the development of accounting and management 

information systems designed to promote close control over utility resources 

such as materials, h e 1  and construction costs. I have directed the preparation of 

financial forecasts, conducted independent reviews of financial forecasts and 

directed the development of financial forecasting models. I participated in 

management audits, the purpose of which was to assess whether management 

systems and procedures promoted economy and efficiency in utility operations. I 

have directed detailed reviews of organization, operating procedures and 

operating costs for several utilities covering such areas as production, 

distribution, transportation and administrative areas. I have aIso assisted utilities 

with the analysis of root causes of differences between actual costs and original 

budgets €or nuclear plant construction projects. 
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I have directed depreciation studies which, based on analyses of utility plant 

investments, retirement transactions, salvage or cost of removal, developed 

equitable depreciation rates with which to affect capital recovery during the 

service lives of the assets. I also deveIoped plans which were accepted by 

regulators to equitably assign the hture outlays for spent nuclear fuel disposal, 

nuclear plant decommissioning and fossil plant dismantlement costs to customers 

receiving service, considering the effects of dation, the time value of money 

and other variables. 

I was a representative of the American Institute of Certified Public Accountants 

on the TeIecomunications Industry Advisory Group which advised the Federal 

Comunications Commission on certain matters in connection with the 

development of its Uniform System of Accounts (Part 32). In this connection, I 

chaired the Auditing and Regulatory Subcommittee which dedt with issues 

involving compliance with generally accepted accounting principles ( “ G W ’ )  

when regulatory rate-setting methods were based on practices at variance with 

G M .  
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~erore  mito, cnairmBn, a m  E i i i S Z G G ,  commissioners, 

DECISION Alqb ORDER 

I. 

INTRODUCTION 

* I  On July 21, 1994, KAUZU ELECTlIIC DIVISIW (KE) OF CITIZErjfS 'IpTILITfES C W A N y  
(Cit izens)  filed an application for approval of a rate increase, revised rate 
schedules, and t a r i € f  rule changes in Docket No. 94-0097. In its applicatfon, KE 
sought approval of a general rate increase of $23,657,544 in additional revaues 
for tes t  year 1995, a i m e d  largely at recovering expenses resulting from the 
destruction of plant and equipment by Hurricane Iniki in 1992. IFNI] 

KE served copies of i t s  applicatioa on the Piviaion of Consumer Advocacy, 
Department of Commerce an8 Consumer Affairs (Consumer Mocate)  and byor ~ o a m  
Yukimura- Pursuant to FfawaiP Revised Statutes UIRS) B 269-16, which require6 that 
the conmission hold a public hearing on an application for a rate fncreass upon 
notice aa provi&d in KRS § .269-12, the c ~ s e ~ o n  held a public hearing on KE's 
application on Septeuker 22, 1994, a t  WIICUX slementary School in hihue, mu&. 

I_-.. --. 1- . * +  %. SBptembex -_.. -.- -- 6 ,  -- 1994, . - - - - the U-et$;d. Statee--pt~aXtm~:n~- D e f e n s e - J g i ~ ~ ~ D )  I through 
the Department of the Navy, filed a timely motion to intervene fn m e t  No. $4- 
0097. on October 3 ,  1994, the County of Rauaf (muai county); vemells war, 
Donna Kamaunu and Carla U u ,  by their attamey t h e  Legal A i d  Society of 8awafi 
(Legal Aid) ; Clara- Fraticelli,  Tomasa Acoba, Banifacio Acoba, baniel Johrsson, Mabel 
Branco and Rrnest Branco, by their attorney the Seniorsr Law Program (Seniors1 Law 
P r o g r a m ) ;  and Loka Partners also filed timely motions to intervene. 

By Order No. '13596, filed on October 13, 1994, the cOrnmission took the following 
action in Docket Ho. 94-0097: (1) the Consumer Advocate was made a party; (2) the 
DOD and Kauai County were made intervenors; (3) Legal A i d  and the Seniors' Law 
Program were made participants IFN2J ; and (41 Loka Partners was denied 
intervention. 

On October 2 4 ,  1994, IcB filed an application for approval o f  a statewide surcharge 
LO recover repair and restoration costs resulting from Hurricane Xniki {statewide 
surcharge application). KE served copies of its statewide surcharge application on 

8 2006 Thomson/We&- No C l a i m  to Orig. U.S. Gavt. Works. 
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Hurrfcane Inlki that will never be recovered from its ratepqere. 

2.  The trtipulatfon entered into by KE, the Consumer Advocate, and the DOD in 
Docket No. 7517, and approved by the coarmission in Decision and Order No. 12064, 
allows challenges to rz l ik i  restoration investment only on the basis of prudence. 

3. The historic tregulatory compact' for the past 100 years between a utility aad 
its regulators supparts the inclusion of I n i k i  restoration plant in rate base. 
Citizens should not be at r i s k  frola recavering ite Iniki  imrestment because it 
relied OTL this regulatoq compact in voluntarily providing disaster recovery 
B W e .  

4 .  Disallowance of Inlki restoration investment and extraordinary storm expenses 
mu13 cause tbe required rate of return on equity for BE arid other na#erfi utilities 
t o  escalate because of increased r iek  to investors. 

5 .  KB'B decision to eel€-insure ita transmission and distribution plant has 
benefitted ratepayers through lower rates in the past. Thus, recavery of sniM 
restoration costs 6hott1d be bone by the same ratepayers who benefitted frm sslf- 
insurance. 

6 .  KE's utility servfces cannot be compared t o  an unregulated bushess in a 
competitive m x h t  because, among other reasons, m h  unregulated businesses du not 
have a duty to serve their mstmers. 

pointed out by the  Consumer Advucate and t h e  DOD, by A c t  337, the Iegfslature 
charged this canwriseion w5th the authority to balance the interests between the 

utility's ratepayers and its shazebldera w i t h  respect to who should bear the Il l iki  
restoratiun and repair coats. After considerable review, consideration, and 
balancing of these interests, we do not firrd it -just, reasonable, or in t h e  public 
interest to require Citizens' sharehol8ers to bear any of the Iniki restoration and 
repair ccmte. 

*6 Our decision is based in a large part on the long-standing regulatory compact. 
The regulatory comgact has t w o  aspects: (1) in return for a monopoly franchise, 
utilities accept the obligation to s e n e  all c o m e x ~ ;  and (2) in return for agreeing 
to commit capital necessary to allow the utflities to meet khe obligation, 
utilities are assured a fair opportunity to earn a reasonable return on the capital 
prudently committed to the business. Ia Wash. Util. and Trans. C u " n  v. Puget 

explained the regulatory compact in this fashion: 
____. -."mr -&-U&.Ao :. I -  .6~-Pm2A5a55_7J.-J8_1 -(1984),- ~b-8 ~!a.&ing&gp ~ ~ s s i o n . -  ,_, . 

The social and ecunamic compact: Of utility regulatiun begins with the premise 
that a regulated utility has an obligation to scme the public. [A3 utility 
possesses an unending obligation to provide service to anyope within the service 
territory of that utility who demands aervice in accordance with approved tariffs. 
However ,  i n  order for the social duty to serve to be viable, the  cautpacl must also 
prcwide fox a utility to recover expenses it prudently undertakes to meet the 
obligation. (Emphasis original.) 

Thie regulatory compact ha8 been recqnized in this [FWB] and other jurisdictions 
(FN91 in t h e  regulatory treatment accorded extraordinary storm losaes amd expensea 
in the past. In light of Citizens' {through ICE) duty to selve and to make prudent 
investments to meet i t s  obligation, it was expected that Citizens would quickly 
restore and repair its damaged facflitiea immediately after Iniki. Indeed, 
coascious of its obligation and relying on past regulatory practice that recognized 

* 2006 Thamson/West. No C l a i m  to Orig. U.S. Govt. Works. 
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storm restoration costs, that the only way FPL would 

have increased i t s  profits due to the  storms is if it 

had cost savings caused by the a t o m  greater than 

$51,354,000,  or whatever that lost revenue figure would 

be, based upon the weather? 

A. Had increased ito earnings? I gue~ts your 

assumption is t h a t  we would have gotten the $51 million, 

but for the storm. But since w e  did have the  storm, in 

order to come out even, we'd have to reduce costs by 

$51,354,000? 

Q. Right.  

A. Well, that's almost a mathematical certainty. 

Yeah, if you assume one is - -  if you lose 51 million in 

one place, you have to make it up in another place to 

come out to the same place. 

that. That's mathematical - -  that's a mathematical 

Yep, I would agree with 

cer tainty.  

8 .  Please turn to Page 8 of your testimony. 

A- Okay. 

Q. Lines  nine to 13 of your testimony, the 

question introduces a discussion of use of variances and 

estimates. I think you've also got a similar discussion 

at Page 14. 

A.  Okay. 

Q. Do you want t o  look at t h m e  or - -  

561.659.4155 ESQUIRE DEPOSITION SERVICES 800.330.6952 
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don’t know. You j u s t  accept the - -  that approach as 

being a method which will r e s u l t  in an acceptable end 

result. 

4. what kinds of thinge in business can cause 

differences between amounts budgeted at the beginning of 

a year and actual amounts determined to have been spent 

by year end? 

A. Well, j u s t  timing can cause differences, when 

an expense is charged one month, as opposed to another. 

Q. How about addition8 of work? 

&. There might be more work or less work. That’s 

possible. 

Q. Unforeseen developments in the business, other 

than hurricanes, maybe? 

A.  That’s possible. 

Q -  Is it your opinion t h a t  differences between 

budgeted and actual amounts r e l i e d  upon by Larkin and 

Associates, in applying the incremental cost method, 

could only have been caused by charging costs to the 

storm cost? 

A. It is a conclusion that we reached, and a 

conclusion that the Commiasion should apply, j u s t  l i k e  

they’re going to assume t h a t  everything you charged i n t o  

the work order was a legitimate cost ,  j u s t  like they’re 

going to assume that you did your level best to complete 

561.659.4155 ESQUIRE DEPOSITION SERVICES 800.330.6952 
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CODE 
ANNOTATED 

The Official Compilation of the Rules and 
Regulations of Florida Regulatory Agencies 

filed with the Department of State under 
the Provisions of Chapter 120, Florida Statutes 

COMPILED BY 
THE EDITORIAL STAFF OF THE PUBLISHER 

VOLUME 5 

Title 23. Parole Commission 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35, 
3 7. 
3 8. 

Public Service Commissim 
Assessment Administration Review Commission (R.epled) 
Executive Office of the Governor 
Administration Commission 
Regional P h i n g  Council 
Regional Transportation Authorities 
Loxahatchee River Environmental ControI District 
Florida State Fair Authority 
Department of Corrections 
Florida Commission 011 Ethics 
Metropolitan Planning Organization 
Advisory Council on Intergovernmental Relations 
Department of Labor and Employment Security 

@ LexisNexism 
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PUBLIC SERVICE COMMISSION 
(*The following rule chapters have k e n  repealed or transferred. See the RepeaIed and Transferred Table for past history.) 

25-1 

25-2 
25-3 
254 
25-5 
2% 
25-7 
2!54 

25-9 

25-1 0 
25-1 1 

Rules Governing Interoal Organitation And 
Operatian+ 
Rules Governing Practice And Procedure* 
Railroad Companies* 
Telephone Companies 
Motor Carriers' 
Electric Service By Uectric Public Utilitiw 
Gas Service By Gas Public Utilities 
Applicathm For Authority To Issue And Sell 
securities 
Constrsetion And Filing Of Tarif& By Public 
Ut ilitias 
Water Aad Sewer Systems* 
Telegraph Companies* 

25-12 
25-13 
25-14 

2516 
25-1 7 
25-21 

25-22 
25-23 
25-24 
25-25 
2530 
2 w  

25-15 

Safety Of Gas Transportation By Pipeline 
Price Commission* 
Limitation On Rates, Charges And Tariffs 
Air Carriers* 
Freight Forwarders* 
Con senation 
Rules G " i n g  Internal Organization And 
Operation 
Ruks Governing Practice And Procedure 
RaiI Tmnspwtation* 
Tekpbome Companies 
Purchasing - Geaeral Purchasing Procedures 
Water And Wastewltter Utility Rules 
Exceptions To The Uniform Ruks Of Procedure 
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256.0144 

they arc directly associated with the construction project and 
shall be charged to particular jobs or units on the basis of the 
mounts of such overheads to the end tbat each job or unit 
shall bar its equitable portions of these costs and hat the 
entire cost of the unit bath dircd end overhead shall be 
deducted fiom thc p h i  accounts a~ the time the property is 
retired. 

(9) All nraintemnct costs, whether the work is done by the 
utility or under contract, shall be expensed. Unusual or 
exmordiiary expcnscs can be amortized over a reasonable 
period of time as determined by the Commission The costs of 
keeping cquipmcnt and plant in g o d  condition shall be 
accounted for as maintenatrc;e expemcs. Included in this 
classification arc the tests of material and Mor associated 
with the upkeep of plant such as: 

(a) The training of personnel and the testing of 
equipment and facilities. 

@) m cost of ordinary repairs, reMJishmenf repaimiag 
and r v e n t s  ofplant. 

(c) ~ l l a n t o u s  cxpcnsw like shop repairs, tool expenses 
and motor vehicle expenses. 

(a) The cost of performing work to prevent failure, restore 
serviceability or maintain or realize the life expectancy of the 
P l a n t  

(e) The cost of rtpairing material for reuse. 
( f )  The cost of restoring the condition of plant damaged by 

attrition, acts of nature, fire or other cafllaltiw (other than the 

@ The cost of insptcting after repairs have been made. 
@) Dircct field supervision of r " c e .  
(i> The cost of general supervision and engineering 

(10) Engineering unclassified time shall bc expensed. 
(11) A mini" capitalization criterion of $1,000 is 

iqmsed for each retima unit BS set forth in the List for the 
Office Furniture and Equipment, Stores Equipment, Tools, 
Shop and Gmge Equipment, Laboratory Ehpipment, Power 
Operated Equipment, Communication Equipment and 
Miscellaneous Equipment Accounts. 
*c$c A d W  3$0..127('2). 366.05(1) F3. Lpw linplPnrmtcd 

cost of replacing tetiremtnt units). 

associated with maimenancework. 

350.1~5, ~M,O~Q)QI, 3~~,061. 366.06(~) m. H W ~ N ~  94-87, 
Am~nrded3-19-92,3-1&97,11&99. 

1 

25-6-0143 Use of Accumulated Provision Accaunts 

(I) Account No. 228.1 Accumulated Provision for Property 
Insurance. 

(a) This account m y  be established ta provide for losses 
through accident, fire, flood, storms, nuclcar accidents and 
similar type hazards to the utility's own property or property 
leased from others, which is not covered by insurance. This 
account would also include provisions for the deductible 
mounts contained in property loss insmance policies held by 
the utility as well as n%rospectivc premium assessments 
stemming &om nuclear accidents under various insurance 
programs covering nuclear generating plants. A schedule of 
risks covaed shall bc maintained, giving a description of the 
property involved, the character of risks covered and the 

2 2 a 1 , 2 ~ 2  and 228.4. 

in accordance with the schedule of risks ta be covered which 
are not covered by insurance. Recoveries or reimbutsements 
for lossts charged to this account shall be d i e d  to the 
P 0 u n t -  I 

(2) Account NO. 228.2 Accumulated Provision for Injuries 
and Damages. 

(a) This account may be estabtished to mcct the probable 
liability, noi covered by insuri", for deaths or injuries to 
employees or otbas and for damages to property neither 
owned nor hcId under lease by the utility. When liability for 
any injury or damage is admitted or settled by the utility eiiher 
voluntarily or because of the decision of a Court or d e r  
lawfui authority, such as a workman's compensation board, the 
admitted liability or the amount of the settlement shall be 
charged to this account. 

(b) Charges to this account shall be made for all losses 
covered. Detailed supporting records of charges macle to this 
account shall be maintained in such a way that the year thc 
event occlllTcd which gave rise to the loss c8n be associated 
with the settlement. Rcwveries or reimbursements for losses 
charged to the account shall be credited to the ac~unt 

(3) Account No. 228.4 Acxumulsted Miscellanms 
Operating Provisions. 

(a) This account may Ix establisbed for operating provisions 
which am not covered e k w h m .  This account shall be 
rnaintaincd in such B manner as to show the amount of each 
separate provision established by the utility and the nature and 
amounts of the debits and credits thereto. Each separate 
provision shall be identified as to purpose and the specific 
events to be. charged to the account to ensue tbat all such 
events and only those events are charged to the provision 
accounts. 

(b) Charges to this 8ccount shall be made for all costs or 
Losses covered. Rcoovmes or reimbursements for amounts 
charged to this account shall be credited hereto. 

(4)(a) The provision level and annual accrual rate for each 
account l i d  in subsections (1) through (3) shall be evaluated 
at the time of a rate praccxding and adjusted as necessary. 
However, a utility may petition the Commission for a change 
in the provision level and m a l  outside a rate proceeding 

(b) If a utility elects to use any of the above listed 
accumulated provision accounts, each and every loss or cost 
which i s  covered by the account shall be charged to that 
account and shall not bc charged directly to expensff. Charges 
shall bc made to accumulated provision accounts regardless of 
the balance in those [tccounts 

(c) No utitity shall fund any ~ ~ c o u u t  Listed in subsections (1) 
through (3) wrless the Commission approves such fimding. 
Existing funded provisions which have not been approved by 
the Comtnission shall be creditad by the mount of the funded 
balance With a corresponding debit to the appropriate cumnt 
asset accounf, d t i n g  in a0 unfunded provision. 
@eu& Adwriry 366.05fi) FS. Low Implemented U O . l l S ,  
366.04(2)(a) FS &t"m 3-1 7-88. 

25-6.0144 Pnir Value of Energy Produced Whik Testing 
Electric Generating Units. 

(1) This d e  de&= the Yair value" of energy gemmed 
while testing au electric generating unit undcr camtruc~on and 
before the unit is declared commercial, in confoimity with the 
Uniform System of Accounts as adopted by &e Commission. 
(2) ?he U n i f i i  System of Accounts for e1m-c utilities 

requires that: 
(a) earnings and expanses during consbudion constitute a 

component of construction costs; 
(b) earnings include revenues reccivcd or eamed for power 

produced by generating piants during the construction period 
which is sold or used by the utility; and 
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LEXSEE 82 U.S. APP. D.C. 208 

MISSXSSXPPI XUVER mTEL CORPORATION v. FEDERAL POWER 
COMMTSSION et aL 

No. 9181 

TJIWTED STATES COURT OF APPEALS DISTRICT OF COLUMBIA 

82 U.S App. D.C. 208; 163 F.2d 433; 1947 US. AM. LEXIS 31 42 

November 19,1946, Argued 
May 28,1947, Decided 

COUNSEL [**1] 

Mr. Willjam A M g h e ~ ,  of New Yo& City, with 
whom Me5srs. Max O W  Truitt, of Washington, D.C., 
and James Lawrence White of Pittsburgh, Pa, were on 
the brief, for petitioner. 

Mr. Charles E. m e ,  Assistant General Counsel, 
Federal Power Co"issiW, of New York City, pro bac 
vice, by special leave of Court, with whom Mr. William 
B d o r d  Ross, General Counsel, Federal Power Com- 
mission, of Washmgton, D.C., and Mr. Alvin A. Kartz, 
Attorney, Federal Power Co"ission, of Alexandria, 
Va., were on the brief, for respondent Federal Power 
Cummission Mi. Milford psptinger, Principal Attorney 
Federal power Commission, of Washington, D.C., also 
entered an appearance for respondent F e d d  Power 
Commission 

JUDGES: 
Before GRONJ3R Chief Justice, and CLARK and 

PF@TXMAN, Associate Justices. 

OPINIONBY: 
P R W "  

OPIMON: 
[*436] 

This is a rate m e  and is before us on a petition to 
review and and set aside an order of the Federal Power 
Commission. nl Petitioner is a natural gas pipeline cam- 
P Y  * 

Petitioner's first point ref- to the 6% rate of retum 
found by the Commission to be reasonable. It claims 
that this finding does not accord with the precepts of fair 
play, because, 1**2] it says, the whole hearing proce- 

dure was upon an assumed 6 112% rate of retum, and a 
6% rate was first mentioned in the princ@al brief of 
Commission counsel More the Conmhioa It further 
says that in eleven prior natnral gas cases since the"- 
ral Gas Act was passed, 6 1/2%was allow& arid that the 
general financial picture as ta utilities has not changed 
since those cases. It further says that the fjndirtg as to the 
me of return is not based upon substantial evidence and 
that the ~ " i s i c m  did not consider the evidence of 
petitioner on the point 

The order of investigation which bugurated tlre 
proceeding and likewise the order settug the heabg, 
recited that the inquiry would concem petirioner's rates 
and charges. This was suflicient ndce that the rate of 
return would be considered At the heslrixlg both the 
Commission staff and the company introduced evidence 
upon the matter. That produced by the Cammission staff 
included ~oluminous economic and statistical data. That 
evidence shoed that the price of long- money gener- 
ally, and similarly such CQ& to utilities, including natu- 
ral gas companies, had declined in the period preceding 
the test year I943 used [**3] in the case at bar. The 

companies held by the public were, so far as this evi- 
dence showed, in some cases up and in some cases down 
between 1937 and 1943, and nu general pattern in that 
respect is discernible. Those ratios varied in 1943 from 
7.29%to 29.71'3% and the trend between 1937 and 1943 
varied, among companies, fiom a decline uf four points 
io an increase of eighteen points. 

We have examined the eleven cases to which peti- 
tioner refers. Four of them we= consent orders. Two 
companies had couullon stock only. One had $8,000,000 
of 5 ID% debentures outstanding agaht  a mte base of $ 
48,000,000, the balance being represented by common 
stock. Another had about haIf its rate base represented by 
long-term debt of which the mst was 2.88%, and a lit& 
less thari a fourth represented by preferred stock at 

earnings-price ratios of c o m n  stocks of natural gas 
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5.86%. In an&eq the Commission based its 6 l/2% 
allowance upon a theoretical CapitaIiZation of40% bonds 
at 3 1/2%, 20% preferred stock at 5 3/4%, and 40% 
a m o n  scodc at 8%. All of those cases were decided in 
1943 or earlier and rested upon data antedating that year. 
The great differences between the financial circum- 
stances [**4] in chase cases and in this mate a wide 
dif5erence between the overall rate of return dowable in 
so fiu as the court is concerned 

Under the rule laid down by the Supreme Court in 
the Hope Natural Gas Company case, n2 the court is 
restricted in its review of a commission rate of rdum 
atlowance to a test of the end result ofthe order and, of 
course, the adequacy of the findings a d  the sufEcieucy 
oftheevidencesupporting [*437] thefindines. About 
half of the capital of this petitioner is represented by 2 
1/2% long-term notes and the other half by equity capi- 
tal. From the standpht ofthe cost+f-capital fide, the 
6% rate ofreturn allowed would meet the obligation of 
the 2 1/2% notes and allow about 9 1/2% on the "On 
stock and surplus. The record does not furnish any other 
statistical test of the end result of the allowance on the 
equity capital. The average yield af electric utilities on 
common stock for 1943 was found to be 7.3%, and the 
evidence shows tht natural gas companies are regarded 
by the public as less desirable and thedore require 
higher yidds. But petitioner does not point to any evi- 
dence of the extent of the margin between the two indus- 
tries [**5] in common stock yield rcqUirements. Peti- 
tioner asserts certain risks in its business but gives us no 
statitid measure of those risks by which to test the con- 
clusion of the commission. 

Upon this evidence we cannot say that the rate of 
return allowed by the Commission was beyond the limit 
of its power, either as unreasonable, insufficient, or un- 
supported by substantd evidence. 

Petitioner's next point relates to the determination of 
certain costs of the company's regulable n3 business. Its 
business consists in part of the d e  of natural gas to pub- 
lic utilities for resale, and in part of sales to industrial 
commers. The former part is subject to regulation by 
the Federal Power Commission; the latter is not. n4 In 
order to de&" . fair and reasonable rates for those 
sales which are under its jurisdiction, the Commission 
must of course, determine the costs involved in those 
sales. This necessitates an allocation of costs as between 
those sales which are subject to this regulation and those 
which are not. 

The regulated sales in this case, being the sales to 
utility companies for resale, are easily identified. The 
problem is b ascertain the costs incurred prerequisite to 
[**6] such sales, and so to be borne by those customers. 
This is a question of fact Expenses (using that twm in its 

broad sense to include not only operatjng expenses but 
depreciation and taxes) are. facts. They are to be ascer- 
tained, not created, by the regulatory authorities. If 
properly incumA, they must be allowed as part of the 
composition of the rates. M e w i s e ,  the so-called allow- 
ance of a retm upon the investment, being an mount 
over and above expenses, would be a farce. Costs in- 
curred for specific sales are easily assigned to them But 
since maay supplies are purchased, salaries and wages 
paid, expenses incunwl, and faciiities ased to sem a l l  
customers, it is necessary to apportion such costs in order 
to ascertain the costs appliable to certain cust"s .  A 
number of methods are available. One is the demand- 
commodity method. 

There is nothing new or novel about the demand- 
co"dity formula It has long been by both utili- 
ties and regulatory authwities, in the composition of rate 
stntctnres. n5 customers desire different [*4383 types 

vices Mer, different rates are jWed, if not required. 
Functional [**q analyses of costs are therdore made. 
The cost of each class of seMce is considered to be the 
campsite of the costs of its functional elements. The 
basis of the demandcommodity formula is the Werereoce 
between costs which occur by reason of requmd plant 
and equipment capacity and costs which occur directly in 
the handling of the gas. The company must have the 
capacity to supply certain demands when made. TIm 
capacity must be available whether or not it is being used 
at any "Jar moment Thus, such costs do not vary 
from t ime to time but, generriily speakmg, continue am- 
stant, or L"ma - y so. They are demand, or capacity, 
or fixed costs. Other costs are huurd only when, as 
and if gas is being made, transported or sold. They re- 
lated to the comnrodity itself. They are c ~ m m o d i t y ,  or 
volumetric, or variable costs. They obviously m y  with 
the sales. 

There are three steps in the employment of the de- 
mandamodi ty  method af finding the costs necessi- 
tated by the type of service af€oded individual users. 
The first step is the ascertaining afthe individual dollar 
amounts of the various items of cost, Le., depreciation, 
taxes, cost of gas, engineerin& etc. This [**SI is rarely 
controversial, since it is a mutine accounting operation. 
Second, it must be determined for each item of cost 
whether by its nature it is a demand cost or a "rnodity 
cost, or if not classifiable wholly in either of these ate- 
gorks, the proportions thereof to be assigned as d e " d  
and as " m o d i t y .  The third step is the apportionment af 
total demand cost and of total commodity cost to each 
customer or class of customers- in the inshut case, to 
customers comprising petitioner's regulable business and 
to those constituting the non-regulable business. 

of service. If the COSB necessitated by th sevecal ~ e r -  
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from the difference between the 
amount of the lhbillty for t h e  asset re- 
tirement obligation in account 230. 
Asset retirement obligations, and the 
amount paid to settle tihe obligation. 
ahall be accounted for as followps: 
(1) M n s  Elhall be credited to mconnt 

4 2 ,  Miscellaneous nonopemtfng in- 
come, and; 
(2) Imaaes shall be charged to account 

426.6. Other deductions. 
E. Separate subsidiary records shall 

be maintained for each amat retire- 
ment obligation showing the initial ll- 
ability and associated asset retirement 
coat, any incremental amount8 of the 
liability Inomred in subsequent report- 
ing periods Zor additional layers of the 
origlnal liability and related asset m+ 
tirement coat, the accretion of the li- 
ability, the mbequent measurement 
changes to the asset retfrement obliga- 
tion, t h e  depreciation and amortimtion 
of the asset retirement costs and m- 
labed accumalated depreciation, and 
t h e  settlement date ttnd actual amount 
paid t o  settle the obligatdon. For pnr- 
pose8 of malyaes-a utility shedl main- 
tain mpparting docurnentation so &B t o  
be able to furnish accurately and ex~?e- 
ditiouslg with respect to each w e t  re- 
tirement obligation t h e  full detail5 of 
t h e  identity and nature of .the legd ob- 
ligation, t h e  year incurred, t h e  iden- 
tity of t h e  plant giving rise ta tha obli- 
gakioa, the full pwtiiaulms relating to 
each component and supporthtg- com- 
putations related to tha mea"nent 
of the =set retirement obligation. 

'Electric Plant Inshidons 
1. Classijicabion of electric plant at ef- 

fective date of  spstem of accounts (Major 
uti1ftie.Y). 
A, T h e  electric plm% accounts pro- 

vided herein are the same as those con- 
tained in t;he prior system of accountis 
except for lnclusfon of accounts  for nn- 
clear production plant and some 
change8 in clwification In the general 
equipment accounts. Ehcept for these 
dungee, the balances in the various 
plant accounts, tu determined under 
t h e  prior sgetern of accounts, sbould be 
carrled forward Any remaining bal- 
a c e  of plant which has not yet been 
classified, pursnant t o  the require- 
ments of the prior system, shall be 
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classified in accordance with the fol- 

cla,ssi€ied plant &all be ascertained by 
analysis of t h e  utility's records. Ad- 
jmtments shall not be made to record 
in utility plant accoanta amounts pre- 
viously charged to operating expenses 
or to income deductions in accordance 
with the uniform system of accounts in 
effec.t; st the time or in accordance 
w l t h  the discretion of management as 
exercised under a unlforxi sgetem of 
accounp, or under accounting pat- 
t i w e  previously €allowed. 

C. The deWled electric plant ac- 
counts (301 to 399. inclusive) shall be 
etated on the basis of cost t o  the util- 
ity of plant constructed by I t  and the 
original coat, eatimated if not known, 
of plant acquired m an operating unit 
or system. The difference between the 
0- cost, BB abover and the cost t o  
tihe utility of electric plant after giving 
effect to any accumulated provision for 
depreciation or mortlzation shall be 
m r d e d  in amouzlt 114, FJeckrlc Plant 
Acquisition Adjustments. The original 
cost of- decMc plant shall be deter- 
mined by snalysie of the utility's 
records or those of the predecessor or 
vendor companies with respect tu elec- 
tzic plant previously acquired as apsr- 
a- units or ayaterns and the dif- 
ference between the original cost 80 de- 
termined. lessf accamalated provisions 
for depreciation asd amortization and 
the cast to the utility with necesarr 
adjustment8 for retiremen- from t h e  
date of acquisition, ehsLu be entered in 
Ciccount U4. Electric Plant. Acquisition 
Adjuetments. Any H e r e m e  between 
the cost of electric plant and its book 
cost, when not property includible in 
other accounts, BhsllI be recorded in ac- 
count ll6. Other Electric PLant Adjust- 
menta. 
D. PLant acquired by lease which 

qualmea as capital laam property 
under General Instruction 19. CMt& 
lor CZmsifiing Leases, shall be retcorded 
in Accannt 101.1, Property under Cap- 
its1 Leases, or Account 120.6, Nuclear 
Fuel under Capital Leases, aa appro- 
priate. 

2. EZec#ric Plant To Be Recorded ut 
C O S i .  

A. All amounts included in the  ac- 
counts for electrlc plant acqnired as an 

10- inst;ractioas. 
E. The W E t  $0 the UtiLi ty  O f  its m- 
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operating unit; or system, except as 
otherwise prodded in the texts of the 
intangible plant accounts, &dl be 
stated at the cost incurred by the per- 
son who first devoted the property to 
utllfty aervioe. All oaer  electric plant 
-1 be Bcladed in the accounts at the 
co8t incurred by the utility, except for 
property acqaired by lease which quali- 
fie8 aa capital lease property under 
Cfeneral Instruction 3.9. criteriu for 
Classifiing Leases, and is recorded in 
Awount 10l.I. Property under Capital 
Lases, or Account 120.6, Nuclear Fuel 
under Capital -ea. Where the term 
cost I s  wed in the detailed plant ac- 
counts, it ahall have the mea- stat- 
ed in this pantgraph. 
B. When the  consideration given for 

property i a  other than cash, the value 
of such consideration shalu be deter- 
mined on a caah baais (eee, however, 
deftnitjon 9). In the  entry recording 
such tranaflAOn, the actu&l mn6ider- 
ation ahall be described with sufficient 
particularity t o  identify it. The utility 
ahdl be prepared t o  furnish the Com- 
mission the particulars of its deter- 
mination of the cash vslne of the oon- 
slderation if other than csrrh. 

C. When property Is  purchased under 
a plan involving deferred payments, no 
charge ahall be made to  the electric 
plant accounts for interest, insurance, 
or other expenditnres occasioned solely 
by such form of payment. 
D. The electric plant amounts -11 

not include the cost or other value of 
electric plant contrfbnted to the com- 
pany. Contributions h the form of 
money or I t s  equivalent toward the 
construction of electric plant shall be 
credited to accounts charged with the 
cost of sach conetr~ction. Plant con- 
strncted f” contributions of cash or 
ita egnfvalent shall be shown 88 a re- 

when assembling cost data in work’or- 
dem for posting t o  plant ledgers of ac- 

daction t o  gross plant caxlsmcted 

Counts. The accumulated gross costs of 
~lant accumulated in the work order 

. &all be recorded ars a debit in the plant 
.Wirer of accowts along with the re- 
hted amount of contributions concur- 

tian properly includlble in 
plant accounts ahall includ 
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where applicable, tbe direct and over- 
head cost 5ts listed and defined here- 
under: 
(1) Cblrbuct Work hlchdes amounts 

paid for work performed under contract 
by other companies, flrms, or individ- 
uals, costs incident to the award of 
such contracts, and the inspection of 
such work 

(2) Labor includes t h e  pay and ex- 
penses of employees of the uWlty en- 
gaged on construction work, and re- 
lated workmen’s compensation iasur- 
mce, payroll taxes and aimiler items of 
expense. It dots naf include the pay 
and eweases of employees which &re 
distributed t o  conatraction through 
clearlng accounts nor the pay aad ex- 
penses incIuded in other item here- 
under. 

(3) Materials and supplies includes the 
purchase price at the  point of free de- 
tivery plns custom duties. exclse 
k e a ,  tihe cost of inspection, loading 
m d  transportation, the related stores 
3gpemee, and the coet of iabricated 
materialis from the utility’s abop. In 
ieeler“ng the cost of materials and 
iupplies used for construction, proper 
rllowance shall be made for unused 
naterials and aupglies, for mate r i a  
wecovered from temporary structures 
zsed in per€ozming the work Lnvolved, 
md for discounts allowed and realized 
Ln the purchaae of materials and sup 
plies. 
N m .  The coat of lndivfdaal item of 

muigmeut of small value (for examplo, 5500 
w leen) or ofahort Me, including port- 
Lble t o o t  and implements. shall not be 
sharged to  atility plant aooonnta udem trhe 
:orreatnesa of t h e  sccormt;ttlg therefor 1s 
redfled by c m n t  inventmles. The o m  
3- be charged to the appropriate operating 
zrpease or clearing acrooountx.. accordtng to 
;he use of Bpob item. or, iI such items an3 
:Omamed dbwtb in C D l l s t r u O t i o n  work, t h e  
:est shall be inchdad as part of the met of 
;he coaatraotion 

(4) TranspoMon includes the cost of 
;ransporting employees, materials and 
iugplfes, tools, purchased equipment, 
md other work equipment (when not 
mder own power) t o  and from points of 
:onstructfon. It includes amounts paid 
;o others 88 well BB the cost of oper- 

jqaipment. (See item 5 following.) 
(5)  SpeciaI machine smzrice includes the 

*st of labor (optional), materials and 

lung the utility’s awn trsnsportation 
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supplies, depreciation, a n d  other ex- 
pemes h c m d  in the mafntenance, 
operation and use of special machines, 
such aa eteam shovels, pile drivem, der- 
ricks. ditchem, ucrapm, material 
unloaders, and other labor saving ma.- 
cbhes; also expenditureer for rental, 
maintenance aad operation of llll~ 
chinee of others. It daea not include the 
cost of small toola and other individual 
Item of small value or mort; life which 
are incladed in the cost of matedals 
and supplies. (See item 3. above.) When 
a partidar conatrnction fob requires 
the we for an extanded period of time 
of special machines, Wanspartation or 
other equQment, the net book cost 
thereof, le85 t h e  amraised or salvage 
value at time of release &om the jab, 
shall be included in tha cost of con- 
stmctlon. 

IS) Shop seruice includes t h e  propor- 
tion of the expense of the utility's shop 
department ascrlgnable t o  construction 
work except that the cost of fabricated 
materials from the utiUty's shop shall 
be fncluded in mohzrfu2s and supplfm. 
(7, Protectivn inclndes the cost of pro- 

tectfng the utfHty's property from fire 
or other casaalties and the cost of pre- 
venting damages to others. or to the 
praperty of others. including payments 
for discovery or extinguishment of 
fires, m e t  of apprehending and p ~ g -  
ecating incendiaries, witness fees in re- 
lation themto, mounts paid to mu- 
nicipalities and others .for &e protec- 
tion, and other analogom items of ex- 
penditures ia comectioa with con- 
struction work. 

(8) Injuries and dcrmages includes ex- 
pendltures or Iosses in connection with 
comtruction work on account of mu- 
ries to persons and damages to t h e  
property of others; also the COS% of in- 
vestigation of and defenae against ac- 
ttons for auch injuries and damages. In- 
aurance recovered or recoverable on ac- 
count of compenaation paid for injwies 
to parsons incident to construction 
shall be credited to the amount or ac- 
counts t o  which such comgemtion b 
charged Znsurance recovered or recov- 
erable on account of property damages 
incident t o  construction &all be cred- 
ited to t h e  acconat or accounts 
charged with the cost of the darnagee. 

(9) Aivtteges and permits includes pay- 
menta for and expenses lacurred in se- 

curing temporary priyilegea, permits or 
rights ln C O n n e c f i O n  with constsaction 
work, ench ILB fur fhe use of grlvab or 
public property, streets, or highwan, 
but it does not include rents, or 
amounts &meable as frmchisw and 

Franchises and Cunsentg.. 
(10) Rents includes amoants paid for 

%he UEle of crmstmction quastere and of- 
flce space oocnpied hy constrnction 
forces and amounts properly includible 
in construction costa for mch facilities 
jointly wed. 
(11) Engheering and supmision In- 

cludea the portion of the pay and ex- 
mme~ of engineer$ sllrpeyors, 
drs9tsmen. bepectors, superintendents 
and their.asdstanta awcable t o  con- 
sWuctian work. 
(12) Genes.a2 cKkninisttlrtim capitalized 

includes the  portion of the pay and ex- 
pemes of the general officers and ad- 
ministrative and general expenses a p  
plicable to  canstroction wark. 
(19) -neering &es inaludee 

amounts paid t o  other comgmiea, 
firms. or individuals engaged by the 

matee, eugerPise, hspmt, or glve gen- 
eral 8dvloe.and aeeiatance in connec- 
tion with construction work. 

(14) Insurance includea preminms paid 
or amounts provided or rewrved 8% 
self-h.wuxance for t h e  protection 
againat loss and damages in connection 
with construction, by fire or other cxa- 
nalty injuries to'or death of persops 
other than emplogeee, damragee to 
property of others, defalcation of em- 
p l o y ~  and agents, aad the nom 
performance of contractual obligations 
of otbere. It does not include work- 
men's compensation or &imilar i.n~ur- 
ance on employees Lnclnded a8 labor in 
item 2, above. 

(15) h w  espaditvtes .iaclndes the 
general law es~penditnrea incurred In 
connection wfth construction and the 
coiirt and legal casts directly related 
thereto, othar than law expensea in- 
cluded in protaction, itam ?, and in in- 
juries and damages. jtem 8. 

(16) Tares includes taxes on physical 
property (hchdiag land) during the 
period of construction-and other taxes 
properly includible in construction 
costs before t h e  facilities become avail- 
able for service. 

consents for which see Bccount 302, 

UldUt;y to p h ,  ddm, RmpaIX eSU- 
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(17) Allowance for finds wed during 
constructian W j o r  and Nonmajor Utll- 
ities) includes the net wBt; for the  pe- 
riod of conatmctlon of borrowed fnnda 
used for construction pnrgoaes and a 
resaonable rate on other funds when 80 
uad. not to exceed, without prior ap- 
proval of t h e  Commission, allowances 
computed in accordance with the for- 
mula prescribed in psragmph (a) of t h i s  
subparagraph. No allowmce for fun& 
used during construction charges shall 
be included in these accouafa upon ex- 
penditures for construction projects 
which have been abandoned. 

(a) The formula and elements for the 
computation of the allowance for funds 
used durlng construction sball be: 
A d = s ~ ~ + d ( D / D + P + ~ l -  m 
AFD - S'WI~(PLD+P+C)+C(C/D+P+C)] 
A i O - r W  allowance for borrowed f'unde wed 

dnring construotlon rata. 
&=AllOPPanCe for O t h e r  fands Wed daring 

co"lomn rate. 
2kAversge 8 h o r t - w  debt. 
c-short-term debt intereat nrte. 
D=Long-term debt. 
d=toag-term debt interest mte. 
+€'referred stock. 
p=Preferred stock c a s t  rate. 
c=co"orr eqalty. 
c=comllon Equity ooat rate. 
W= Averege balance in comtrucfilon work la 

progress glad nuclear fuel Fn process of ra- 
flnemant. convendon. enrichment and fab- 
rication. lesa -et retiremant casta (See 
QeneraX lnstraction 26) related t o  plant 
under construction. 
(n) The rates shall be determined an- 

nually. T h e  balancss for long-term 

nity ahall be the actual book balances 
88 of the end of the prior year. The cost 
rates for long-term debt and preferred 
stock shall be the weightied average 
cost determined in t h e  m a "  indi- 

ated iD 836.15 of the Commission% 
egulations Under the.Eedera1 Power 
et. Tbe cost rate for common epaity 

hall be the rata granted common eq- 
ity in the last rate proceeding before 
e ratemaklng bods having p q  

ate  jnrlsdtctions. If' such cost rate 1s 
o t  available, the average rate acfiually 
arned dnring the  preceding three 
ears shall be wed. The' short-tem 
ebt balaacea and related coat and the 
verage. balance for consfmactjon work I refinement. conversion. anrlchment, 

debt, preferred stock m d  GOIl l l l lOn ea- 

PrO~eSS P1R.S k l U C 1 0 ~  fuel ill process 

and fabrication shall be estimated for 
the cnrrent year w€tfi appropriate ad- 
justment~ aa actual data becomes 
available. 
"E: When a part an& of tz plant or 

project i s  pla,ced In operation or is completed 
end ready for aervlce but the colllptraction 
work aa a whole ia incomplete. that part of 
the aoat of the property gla~ed Ln operation 
or ready for eemfce, shall be treated i l ~ i  E?Bc- 
tric PhnC in Seroice and allowance fox funds 
wed durlng coastrPction thereos as a c- 
to comtmctian &all ceaee. Allowanoe for 
funds used dmlng canstmction on that part 
of the cost of the plant which is immplek 
may he oantinaed aa a charge to ~ o a s t r u c r  
tion MW such t ime as it Is p l d  In oper- 
ation or ie  r a y  for aervlce, except &8 Ilm- 
ited In i 6 . m  17, above. 

118) Earnings and erpases during con- 
struction. T h e  easPrfnga m d  atpens- 
during construction shall conetitUte & 
component of construction costs. 
(a1 The earnings Bhall include reve- 

nues received or earned for power pro- 
duced by generating plaats dnring t h e  
construction period and sold or used by 
the utility. Where 5ach power is sold to 
an independent porchaaer before inter- 
mingling with power generated by 
other plants, the credft aball conaist of 
t h e  selling price of the energy. where 
the power generated by a plant under 
construction is delivered t o  the util- 
ity's electzlc system for distribution 
and sale, or i8 delivered t o  an associ- 
ated oompany, or is delivered to and 
ased by the  utility for purposes other 
tham distribution and a d e  (for manu- 
facturing or industrial me, for e m -  
pie), the credit sBaIl be the fair value 
of the energy BO delivered. The reve- 
nues shall also include reatale for 
lands, baildlngs etc., and ~ 5 C e h 1 3 e O U S  
receipts not properIy includible Ln 
other accounts. 
(b) T h e  expenses ahsll consist of the 

coat of operating the power plant, and 
other costs incident t o  the production 
and delivery of t h e  power for which 
construction la credited under para- 
graph la), above, inclnnding the cast of 
repairs and other expenses of operat- 
and maintaining lads,  bnildings, and 
other properly, . and other miscella- 
neous and like expenses not properly 
includible in other accountss. 
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