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Pennsylvania Power & Light Con*ﬁaany‘ ’

PRy

Two North Ninth Streete Allentown, PA 18101-1178 ¢ 215/774-5151

Paul E. Russell
Associate General Counsel

215/774-4254
March 13, 1991
MAR 1 5 1991
SECRETARY'S OFFICE
Mr. Jerry Rich, Secretary Public Utiity Gommission

Pennsylvania Public Utility Commission
~ P. O. Box 3265
Harrisburg, Pennsylvania 17120

Re: Pennsylvania Power & Light Company
Decommissioning Funding for the
Susquehanna Steam Electric Station

Dear Mr. Rich: ﬁfﬁéﬂ%%/éﬁ
Enclosed for filing on behalf of Pennsylvania
Power & Light Company (PP&L) are three (3) copies of a
report regarding the decommissioning funding for the
Susquehanna Steam Electric Station. This report was
requested in your letter dated November 16, 1989.

If you have any questions regarding the enclosed
report, please call.

Very truly yours,

(OB

Paul E. Russell

Enclosures

2 mm,z}'s

DOCURENT

cc: Mr. Kenneth J. Schiavo
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PENNSYLVANIA POWER & LIGHT COMPANY MAR 15 1991
Decommissioning Funding 8
For the Susquehanna Steam Electric Station  Pubtic Uity

BACKGROUND

On August 22, 1983, at Docket No. R-822169, the Pennsylvania Public
Utility Commission (Commission) entered an order approving a proposal of
Pennsylvania Power & Light Company (PP&L) to establish a fund to deposit amounts
included in electric rates for the cost of decommissioning Susquehanna Unit No. 1. On
April 26, 1985, at Docket No. R-842651, the Commission entered an order approving
PP&L’s proposal to establish a fund to deposit amounts included in electric rates for the
cost of decommissioning Susquehanna Unit No. 2. In accordance with the Commission
orders, PP&L entered into an escrow agreement with First Pennsylvania Bank, N.A.
establishing an escrow account to receive funds for the future decommissioning of the
two nuclear-fueled generating units at the Company’s Susquehanna Steam Electric
Station.

From October 1983 through August 1987, PP&L deposited into the
escrow account the after-tax amount of decommissioning monies collected from
customers. Such monies were invested in tax-exempt securities. Prior to 1984, the
Internal Revenue Service (IRS) would not permit a current tax deduction for
decommissioning costs recognized in rates and utilities were required to pay income
taxes on the funds collected from customers for decommissioning purposes.

The Deficit Reduction Tax Act of 1984 added Section 468A to the Internal
Revenue Code (Code). That section provides that a utility will be permitted a tax
deduction for payments made to a qualified nuclear decommissioning reserve fund.
Section 468A of the Code further provides that payments into the fund - and the
associated tax deduction - will be limited to the lesser of the nuclear decommissioning
costs allowed for ratemaking purposes or a "ruling amount.”" Section 468A of the Code
further provides that no deduction will be allowed unless the utility requests, and
receives, a schedule of ruling amounts from the IRS.

In July 1986, the IRS issued regulations to implement Section 468A of the
Code. Those regulations provide that a nuclear decommissioning fund must be a trust
and that to the extent assets of the fund are not required to pay decommissioning costs
of the nuclear piant or administrative costs of the fund, they may be invested in specific
types of securities. These securities are: (1) public debt securities of the United States;
(2) obligations of a State or local government that are not in default as to principal or
interest; or (3) time or demand deposits in a bank or an insured credit union located in
the United States.

In November 1985, PP&L filed with the IRS for a schedule of ruling
amounts. In October 1986, PP&L made a supplemental filing to bring its original filing
into compliance with the IRS regulations issued in July 1986.

In July 1987, the IRS issued a schedule of ruling amounts for
Susquehanna Unit No. 1 and in August 1987, the IRS issued a schedule of ruling
amounts for Susquehanna Unit No. 2.

On August 20, 1987, the Commission entered an order at Docket No.
P-70231: (1) authorizing PP&L to establish a trust fund for the receipt of contributions
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for future nuclear decommissioning costs; (2) directing PP&L to deposit in said trust
account the full pre-tax amounts permitted by the IRS for both past and future years
and additional funds (past or future) on an after-tax basis; and (3) authorizing PP&L to
cause funds in the trust account to be invested in the types of investments specified by
IRS regulations.

On August 24, 1987, PP&L entered into the Pennsylvania Power & Light
Company Master Decommissioning Trust Agreement for the Susquehanna Steam
Electric Station with First Pennsylvania Bank, N.A. Under the agreement, the Master
Trust is divided into four funds as follows:

(a) Susquehanna Steam Electric Station Unit One Qualified Fund;

(b) Susquehanna Steam Electric Station Unit Two Qualified Fund;

(c) Susquehanna Steam Electric Station Unit One Nonqualified Fund;
and

(d) Susquehanna Steam Electric Station Unit Two Nonqualified Fund.
Contributions are made to the two qualified funds in amounts equal to the schedule of
ruling amounts issued by the IRS. Contributions are made to the two non-qualified

funds in amounts equal to the balance of decommissioning costs included in electric
rates, on a net-of-tax basis. ‘

SUMMARY OF ACTIVITY AND ASSETS

Presented below is a summary of the activity in the four funds of the PP&L
Decommissioning Trust for the year ended December 31, 1990 and assets of the Trust
at December 31, 1890:

SUMMARY OF ACTIVITY
Year Ended December 31, 1990

Unit One Unit Two Unit One Unit Two
Trust- Qualified Qualified  Nonqualified Nonqualified

, Total Fund Fund Fund Fund
Balance December 31, 1989 $37,436,869 $21,338,801 $14,485,379 $1,305,819 $306,870
Cash Contributions from PP&L 6,532,210 3,313,062 2,711,000 254,399 253,749
income from investments 3,007,025 1,692,792 1,172,904 106,201 35,128
Expenses (143,587) (79.427) (55,124) (6,279) (2,757)

Balance December 31, 1990 $46,832,517 $26,265228 $18.314,159 $1,660,140 $592,990
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ASSETS AT DECEMBER 31, 1990

As reported by Corestates Bank, N.A.,{(1) Trustee, the individual assets
held by the Trust as of December 31, 1990 are listed in Attachment A. Those assets are
summarized as follows:

Municipal Bonds - $44,084,549
United States Treasury Bonds ‘ | 1,641,090
Time Deposits - PSFS Saving Fund 74,546
Accrued interest Income ; 1,032,324

Assets on Attachment A 46,832,509
Other ’ 8

TOTAL ASSETS $46,832 517

(1) l;irst- Pennsylvania Bank N.A. changed its name to Corestates Bank, N.A. during
990.

DECOMMISSIONING ESTIMATE AND PROJECTED TRUST FUND BALANCE

Mr. Albert A. Weinstein of the S. M. Stoller Corporation has developed the
total estimated cost of decommissioning the radioactive portion of the two generating
units at the Company’s Susquehanna Station to be $388,456,000 in 1988 dollars.
Allegheny Electric Cooperative, Inc. owns 10% of the Susquehanna plant; therefore,
only 90% of the total cost, or $349,610,000 is applicable to PP&L. Unit 1 has an
operating license which expires in the year 2022 and PP&L’s rate decisions have been
based on the assumption that both Susquehanna units will be decommissioned at that
date. The decommissioning cost of $349,610,000 in 1988 dollars has been escalated at
an assumed general annual inflation rate of 5% to project the cost of decommissioning
the plant in the year 2022 to be about $1,837,000,000. See Attachment B, page 1.

At December 31, 1990, the decommissioning trust assets aggregated
$46,832,517. The projected value of those assets in the year 2022 was estimated
assuming the trust realizes a 6.5% annual after-tax rate of return. To this was added the
annual amounts to be placed in the trust from 1991 through the year 2022 based on the
amount currently reflected in rates for decommissioning and assuming these amounts
also realize a 6.5% annual after-tax rate of return. The total value of the trust in the year
2022 based on these assumptions is estimated to be about $1,005,000,000. See
Attachment B, page 2.

The projected value of the trust in the year 2022 is deducted from the
estimated cost of decommissioning in 2022 dollars to determine the amount that the
cost of decommissioning exceeded the value of the trust. See Attachment B, page 3.
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Based on the calculations shown in Attachment B, the projected cost of
decommissioning the Susquehanna plant exceeds the estimated value of the trust fund
in the year 2022 by about $0.8 billion. This difference is due to two principal reasons:

1. The decommissioning expense currently reflected in rates subject to
PUC jurisdiction was based on a decommissioning estimate performed
in 1985. That estimate was about $240 million in 1985 dollars for
PP&L’s 90% ownership interest in Susquehanna or $110 million less
than the 1988 estimate. The amount allowed in rates by the PUC in the
Company’s last rate case did not take into account projected inflation,
but used a method that reflects inflation through future adjustments.

2. The PUC disallowed a 25% contingency factor or $46 million included in
the decommissioning estimate in the Company’s last rate case. A 25%
contingency factor is included in the most recent decommissioning
estimaée used to project the cost to decommission Susquehanna in the
year 2022.

In its next general base rate filing, PP&L will submit a new estimate of
decommissioning costs and a new claim for annual decommissioning expense. The
Company anticipates that the PUC would allow an adjustment in rates to reflect any
change in the estimated cost to decommission Susquehanna.
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. ; Attachment B
Page 3

PENNSYLVANIA POWER & LIGHT COMPANY
COMPARISON OF PROJECTED COST OF DECOMMISSIONING
SUSQUEHANNA AND ESTIMATED VALUE OF DECOMMISSIONING
TRUST FUND

YEAR 2022

Projected Cost of Decommissioning ,
(page 1) $1,837,000,000

Estimated Value of Trust Fund
(page 2) 1,005,000,000

Decommissioning Projection in Excess
of Estimated Trust Fund Value $ 832,000,000

Note: The yearly tax of $333,888 (Attachment B, page 2, line 4) for 32 years or
$10,684,416 when added to the accumulated deferred taxes applicable to
decommissioning at December 31, 1990, of $1,021,929 results in an asset
of $11,706,345 which represents tax savings which the Company would
_expectdto realize when actual expenditures for decommissioning are
incurred.




