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MEMORANDUM

TO:

Missouri Public Service Commission Official Case File,

Case No. EO-2003-0081, Kansas City Power & Light Company

FROM:
Greg Meyer, Regulatory Auditor V, Accounting Department

/s/ Greg Meyer 12/06/02                   /s/ Steven Dottheim         12/06/02
Greg Meyer



General Counsel’s Office/Date        


Project Coordinator/Date
 
 

SUBJECT:
Staff's Recommendation for Approval of Kansans City Power & Light Company’s Application for Approval of the Accrual and Funding of Wolf Creek Generating Station Decommissioning Costs at Current Levels 

DATE:

December 6, 2002

On August 30, 2002, Kansas City Power & Light Company (KCPL), filed an Application with the Missouri Public Service Commission requesting the Commission:  1) find that the 2002 Study satisfies the requirements of 4 CSR 240-20.070(9); and 2) approve the Company’s estimate of decommissioning costs; and 3) approve the continuation of the annual accrual at the current level; and 4) specifically find that the annual funding level contributed to the decommissioning trust fund is included in the Company’s current cost of service for ratemaking purposes.  In response, the Commission established Case No. EO-2003-0081.

On September 11, 2002, the Commission issued its Order And Notice in this case.  In that order, the Commission directed its Data Center and Information Office to give proper notice of the case, set an intervention date of October 11, 2002, and directed the parties to file a proposed procedural schedule no later than October 25, 2002.  On October 25, the Staff, on behalf of the parties, filed a proposed procedural schedule.

On October 30, 2002, the Commission issued its ORDER ESTABLISHING PROCEDURAL SCHEDULE in this case.  In that order, the Commission established the following procedural schedule:



Prehearing Conference


November 18, 2002









10:00 a.m.



Staff Recommendation


December 6, 2002

The prehearing conference was held as ordered by the Commission on November 18, 2002, at the offices of the Commission in Jefferson City, Missouri.

The United States Nuclear Regulatory Commission (NRC) defines the term “decommission” as follows in 10 C.F.R. §50.2 and limits decommissioning to the radiological part of the facility:

Decommission means to remove (as a facility) safely from service and reduce residual radioactivity to a level that permits release of the property for unstructured use and termination of license.

This Commission defines “decommissioning” and “decommissioning costs” as follows in 4 CSR 240-20.070:

(1) As used in this rule, decommissioning means those activities undertaken in connection with a nuclear generating unit’s retirement from service to ensure that the final removal, disposal, entombment or other disposition of the unit and of any radioactive components and materials associated with the unit, are accomplished in compliance with all applicable laws, and to ensure that the final disposition does not pose any undue threat to the public health and safety.  Decommissioning includes the removal and disposal of the structures, systems and components of a nuclear generating unit at the time of decommissioning.

(2) As used in this rule, decommissioning costs means all reasonable costs and expenses incurred in connection with decommissioning, including all expenses to be incurred in connection with the preparation for decommissioning, including, but not limited to, engineering and other planning expenses; and to be incurred after the actual decommissioning occurs, including, but not limited to, physical security and radiation monitoring expenses, less proceeds of insurance, salvage or resale of machinery, construction equipment or apparatus the cost of which was charged as a decommissioning expense.

In addition, 4 CSR 240-20.070(9) establishes the frequency of filings with the Commission of information regarding the decommissioning trust fund, stating in pertinent part:


On or before September 1, 1990 and every three (3) years after that, utilities with decommissioning trust funds shall perform and file with the commission cost studies detailing the utilities’ latest cost estimates for decommissioning their nuclear generating unit(s) along with the funding levels necessary to defray these decommissioning costs.  These studies shall be filed along with appropriate tariff(s) effectuating the change in rates necessary to accomplish the funding required. 

KCPL has timely made such filings since the Wolf Creek Generating Station (Wolf Creek) went into operation on September 3, 1985.  On September 4, 1990 Kansas City Power & Power Light Company filed its first decommissioning study (Case No. EO‑91‑84) since the Wolf Creek rate case (Case Nos. EO-85-185 and EO-85-224).  KCPL subsequently filed decommissioning studies every three years, which were docketed as Case Nos. EO-94-80, EO-97-84 and EO-2000-210, respectively.

KCPL’s current analysis of the cost to decommission Wolf Creek is an update of the study the Company performed in 1993.

As a result of the prehearing conference, subsequent discussions, and Staff inquiries (including data requests) regarding the Application, KCPL provided additional information to the Staff.  The Staff has reviewed and considered this information.  As a result of the Staff’s review, the following areas were resolved between KCPL and the Staff:

(1)
KCPL will continue to fund the decommissioning trust fund at the annual level of $2,303,856.

(2)
The current level of the decommissioning fund will be adequate to decommission Wolf Creek at the expiration of its current operating license.

(3)
The annual contribution of $2,303,856 is included in the Company’s current cost of service for ratemaking purposes.

KCPL owns 47% of Wolf Creek and KCPL’s electric operations involve three jurisdictions to which KCPL’s decommissioning costs are allocated:  1) Missouri retail (state jurisdiction); 2) Kansas retail (state jurisdiction); and 3) Missouri and Kansas wholesale (federal jurisdiction).  Missouri’s retail jurisdiction constitutes approximately 58% of KCPL’s electric operations on the basis of demand.

As of June 30, 2002, KCPL’s decommissioning trust fund for its Missouri jurisdictional portion of the Wolf Creek Generating Station had a market value of $43,211,816.

Previously, the Staff has calculated an internal rate of return for the trust fund. For comparison purposes, Staff also reviewed the overall rate of return of the fund. Overall rate of return is simply the percentage of gain/loss realized on the capital invested in the fund, which does not take into consideration the timing of deposits and withdrawals to the trust fund.  KCPL’s trust fund has achieved an overall after-tax rate of return of 7.59% since inception of the fund.  This overall rate of return represents the return the fund has made over the life of the fund (12/31/86 – 6/30/2002).

Although both internal rate of return and overall after-tax rate of return provide Staff with a valuable measurement of how the fund is performing, for purposes of Staff’s analysis in this case, Staff chose to use the overall after-tax rate of return to evaluate the fund’s overall performance due to Staff’s ability to benchmark current performance measurements against assumptions established by this Commission in Case No. EO-91-84.  In that case, the Commission established two assumptions to be used for the purpose of evaluating future decommissioning funding needs: an inflation factor of 5% and an after‑tax average return of 8.5%.

Looking solely at after-tax rate of return, it would appear that the fund for KCPL’s Missouri retail jurisdictional portion is currently slightly under-performing the Staff’s assumption (7.59% actual on June 30, 2002 versus Staff’s assumption of an 8.5% after-tax average return).  However, if one looks at real rate of return, which removes the impact of inflation, one sees that the fund is actually outperforming Staff’s assumptions.  The following illustrates the fund’s real rate of return based on the current market value information benchmarked against Staff’s assumptions:

Real rate of return

based on actual

fund performance = 7.59% minus 3.15% current CPI = 4.44%

[Source:  CPI is based on the period 1/87 through 6/02 as measured by the Consumer Price Index – All Urban Consumers. With a base period 1982-84 equal to 100, 1/87 CPI was 111.2 and 6/02 CPI was 179.9 according to the Bureau of Labor Statistics at www.bls.gov]

Real rate of return

based on Staff’s assumptions = 8.5% after-tax avg. rate of return – 5% inflation = 3.5%

[Source:  Report And Order in Case No. EO-91-84; effective date of September 1, 1992]

Staff also reviewed information provided by KCPL, which compares the performance of KCPL’s Decommissioning Trust to the following indices:

	Name of Fund
	Inception Date
	After-tax Return from Inception through Quarter Ended June 30, 2002



	KCPL Decommissioning Trust
	12/31/1986
	7.59%

	S&P 500 Equity Index
	12/31/1970
	11.57%

	Lehman Aggregate Bond Index
	12/31/1975
	9.27%

	Lehman7 year G.O. Muni Bond
	6/30/1998
	6.94%

	Lehman 5 year G.O. Muni Bond
	3/31/1998
	6.39%

	Lehman Government
	12/31/1972
	8.79%

	91-day Treasury Bill Index
	11/30/1978
	7.01%


[Source: KCPL Response to Staff Data Request dated November 18, 2002.  Information provided by the Bank of New York, Trustee for the KCPL Decommissioning Trust.]

In addition, Staff utilized its Decommissioning Trust Fund Model, which was developed in 1999 with the primary objective being to calculate a “revised annual contribution” (given various input data) to assure that the utility company’s trust fund will have sufficient funds for the eventual decommissioning of the nuclear power plant.  The intent of the model is to identify an appropriate annual contribution amount that will provide KCPL with sufficient funds to cover all decommissioning expenses with no surplus funds remaining after payment of all decommissioning costs upon completion of the decommissioning process.  The model relies heavily on the assumptions set forth in Case No. EO‑91‑84, as well as the decommissioning cost estimates provided by KCPL’s consultant, TLG Services, Inc.  Due to the present uncertainty of actual decommissioning costs, it is Staff’s position that the Staff’s assumptions provide the best available information on which to estimate an appropriate annual contribution amount.  In this case, Staff employed a “zone of reasonableness” approach to determine whether the Company’s current level of contribution is still appropriate.  The “zone of reasonableness” approach computes the required annual decommissioning contribution using a reasonable range of economic and financial parameters.

The $2,303,856 annual contribution will provide a sufficient fund to decommission Wolf Creek at the expiration of its operating license in 2025.  The Company’s current estimate to decommission Wolf Creek is $468,376,000 in terms of 2002 dollars.  The Staff has not performed an analysis of this cost estimate to determine its validity.  The Staff would note that the current estimate to decommission Wolf Creek has decreased by approximately .5% since the Company’s last decommissioning filing in Case No. EO-2000-210.

In previous decommissioning cases, the Staff has advised the Commission of its intention to retain a consultant to perform or assist in the performance of an analysis of the cost to decommission Wolf Creek and Callaway (AmerenUE’s nuclear generating unit).  In addition, it was anticipated that the consultant would provide a reconciliation between Wolf Creek and Callaway decommissioning quantities, dimensions, weights and levels of radioactivity.  The Staff has reconsidered this matter and currently believes that the uncertainty regarding the duration of Wolf Creek’s future operations does not warrant a detailed analysis of the decommissioning cost at this time.  The Staff’s view is based on the cost of hiring a consultant for an estimated fee in excess of $600,000 and on the remaining years of operation Wolf Creek has until license expiration.  The Staff believes that both KCPL and AmerenUE will seek NRC approval of license extensions that will permit them to continue operating their respective nuclear generating units for an additional 20 years.
  The Staff is also aware that both KCPL and AmerenUE will need to file at least six more decommissioning studies prior to the expiration of their current nuclear plant operating licenses.  Therefore, although it does not support the retention of a consultant for purposes of the instant case, the Staff continues to believe a consultant should be utilized in a future decommissioning case when Wolf Creek is closer to license expiration, or when license extension is being pursued and when more current information regarding decommissioning costs is available.

For the reasons stated above, the Staff has not performed an analysis of the cost estimate to decommission Wolf Creek.  The Staff has not developed the data necessary to either support or challenge the cost estimate to decommission Wolf Creek.  The Staff cannot endorse the $468,376,000 decommissioning cost amount provided by KCPL.  However, given the lack of a Staff-endorsed detailed cost estimate, the Staff is willing to accept KCPL’s figure for purposes of calculating the annual contribution of $2,303,856.
Based on Staff’s analysis, the Staff believes it is appropriate to keep the funding level of the decommissioning trust fund at its current annual level of $2,303,856, with payment made to the trust fund on a quarterly basis.

The annual contribution of $2,303,856 is included in the Company’s current cost of service for ratemaking purposes.  The Staff has recently completed a review of the Company’s cost of service.  As part of that cost of service calculation, the annual funding level of $2,303,856 was included as a cost of service component in the Staff’s review.

In conclusion, the Staff believes this recommendation provides the Staff’s rationale for recommending approval of the Unanimous Stipulation And Agreement that will be filed in this case. Specifically, the Staff recommends that the Commission set the following conditions and make the following findings so that the Wolf Creek decommissioning trust fund may retain its tax-qualified status:

1)
KCPL will continue to fund the decommissioning trust fund at the annual level of $2,303,856.

2)
The current level of the decommissioning fund will be adequate to decommission Wolf Creek at the expiration of its current operating lease.

3)
The annual contribution of $2,303,856 is included in the Company’s current cost of service for ratemaking purposes.

The Staff further recommends that the Commission not make a specific finding that the cost to decommission Wolf Creek is $468,376,000.  KCPL has indicated to the Staff that the Wolf Creek decommissioning trust fund will be able to maintain its tax-qualified status without the Commission making a finding as to a specified dollar amount necessary to decommission Wolf Creek.

� The Kansas Corporation Commission (KCC) issued an Order Approving Stipulation And Agreement on May 24, 2002 in Docket No. 02-KCPE-840-RTS.  The Stipulation And Agreement was signed by the Staff of the KCC, KCPL, and the Citizens’ Utility Ratepayers Board and states in part in paragraph 1 of the Stipulation And Agreement that “KCPL agrees that, for calculating depreciation rates and expense for its investment in Wolf Creek Generating Station for retail Kansas jurisdictional electric service, beginning as of January 1, 2003, the depreciable life for Wolf Creek Generating Station shall be set at 60 years, consistent with the Commission’s order in Docket No. 01-WSRE-436-RTS.”  Paragraph 31 of the KCC’s Order On Rate Applications of July 25, 2001 in Docket No. 01-WSRE-436-RTS states “The information known about Wolf Creek strongly supports the conclusion that the Wolf Creek license will be extended for an additional 20 years by the NRC. Setting depreciation rates on that assumption is reasonable.” 
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