
• 

CARLTON Fl ELD S 

ONl KAI.IOUl nAO 

m '- HAU0Ua. IJVo.MO IOUI..IYAa.D 

JAitttA. t t.oauM ~ "" 

Ms. BlaDca s. Bayo, Director 
Division of Recordl and Reponing 
Aorida Public Service Commbslon 
2540 Shumard Oak Boulevard 

ATTO .. HitVa AT LAW 

March 6 , 1997 

Betty Easley Conference Cencer, Room 110 
TaJbhassce, Aorida 32399-0850 

MAIUNO A.OOUJ\ 

r o .ox J.l.l' r~"' rL.u.ot u;. 

11& IAUt W JIOOO f.Ut..IIJ) Dt 4U l 

RE: PeJ!dgo for f.rm!jted Apmpyal of an Auec;mcm to Purchw 
!hG Ti•er Bay C9mm!ioo Facl!lrv er¥1 Terminate Related 
Pum"•m Power Cop!JICII bv Florida Power Co!J)OrJtion. 
Docket No.: feEQ 

Dc:ar Ms. Bayo: 

Eoclosed for f1llna in the clockct rc:feienc:ed above arc: tbe original and fifteen ( IS) 
copies of Notice of Objection or Aorida Power CorporatioD 10 RPUO'a Reques1 for 
Productioo Number 3. 

Please aclalowlcdgc: your receipt of the: above: filing on the: c:ncl0$cd copy of this letter 
and rc:tum to tbc: UDdcnlgned. Also enclosed ls a 3.5 incb diikeuc: containing tbc: above­
rc:fc:rc:nccd document In WordPerfect fomw. 

'\CK 

~FA~~­
APf' 

C/'.F 

CMU---
CTR Ism 

~osurc:s 
EAG 

<lW--
UN 5 
or 
RCH 
SEC -l-f_ 
WAS Tmaw 1 

"IT H - --

Slnccrc:ly, 

~Are-
Chrb s. Coutroulis 

OOCUHPH t IM 'l·OATE 

CAIU.TON, fiELDS. WAll O fMMA NU£ 1 S MITII 
, ... ,. o-uo "N....:o•• .... ...... ., ,.,., ,.,, fPSC·IIECO~/~I'ORTIKG 



· . 
• 

-\CK 
M ".\ 

APP 
CAF 
CMU 
CTR 
r· 

L 

R ' •I 

£E..., 

WAS 

OTH 

BEFOllE TBE FLORIDA PVIUC SERVICE COMMISSION 

In re: Pelidoo for cxpe41101 appt'OYil Doc:kd No.: 970Q96.EQ 

oC an qreement to pu.rch.ue the 
n,er Bay qeneratlon flclllty 
and tmnin•h! relaled pu.rchued 
power COCl:riCU by Florida Power 
Corpondon. 

Submitted for Fillne: 
March 7, 1997 

N011Q OF OBJECTlON OF FLORIDA POWER CORPORATION 
m PJP(JG•S RfXUJIST FOR fRODUCDON NUMBER J 

notice of objcc:doo to production roqueat number 3 aervcd on FPC by intervenor, The Florida 

Industrial Power U~er~ Group ("PIPUO"), u part or Its Nodoc or Setvioc of Pint Set of 

lntenoptories (Nos. 1-8) and Pir1t Rcquesl far Production of Documents (N01. 1-3). The 

objection itself wu lletVed on all parties shown on the attloChed .etvioc list on March 6, 

1997. 

n n om 1 

Respect(ull y subml ttcd, 

OPPICB OP TilE GENERAL COUNSEL 
FLORIDA POWER CORPORATION 

JAMES P. PAMA 
JAMBS A. McOEE 
Post Office Box 14042 
St. PecenburJ, Florida 33733-4042 
Tdepbonc: (813) ~5184 

Famlle: (813) ~931 

and 

DOCUH( II ' 11'1 "'~ DATE 

0 2 50 6 HAR -7 r;; 
fPSC · R£CORDS/REPORTING 

-~ • 



TIDiltJ.l 

CARLTON, FIBLOS, WARD, EMMANUEL 
SMJTR & CUT1.J3R, P.A. 

Clris s. Coutroulls 
Pla. Bar No. 300'70S 
One Ha11lour Place 
m s. Harbour IJ1and Boulevard 
Tampa, Florida 33602-S799 
T~13) 22J..7000 

:y:~ 
Ch.riJ S. Coutroulis 



. . . . . . .-

C£BDnCATE OF SERVICE 
Docltet No.: 970096-EQ 

I HBRBBY CEk I lPY tha.t a true and CIOn'CCt copy of the foregoing 

has been COt1U'D\I1l.ica via fax and JCnt by rqular U.S. mall to the foUowing lndividualJ on 
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D. Bruce May 
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John W. McWbinc:r, Jr. 
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DavidJoo, Rid & Bakas 
P. 0 . Box 33SO 
Tampa, Florida 33601 

Joseph A. McOiothlln 
Vic:ld Oordon Kaufman 
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Davidian, Riel & Bibs 
117 South Oadtden Street 
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Patrick K. Wiuins 
Donna L. canzano 
WiuinJ & Villlcoru, P.A. 
SO 1 East Tennessee Stn:et 
Suite B 
Post Office Drawer l6S7 
Tallahaucc, Florida 32302 

Kalton Erwin 
Destcc: Energy • Inc:. 
2.500 City West Boulevard 
Suite ISO 
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Lorna R. Wqnu 
2.540 Shumard Oak Boulevard 
Room 370 
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2.$40 Shumard Oak Boulevard 
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Re: Docket No. ~EQ 
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JAMU A. McGEE 
IOOOR COUNWL 

Enclosed for fiJi.ng in the subject docket are an oriJinal and fifteen copies 
each of the Rebuttal Teatimony of Robert ~· Dolan and John Scardino, Jr. on 

behalf of Florida Power Corporation. o:t.st ¢-"1? OA~/S"· '1'7 

Please acknowledae your receipt of the above filing on the enclosed copy 
of this leuer and return to tho undersiJJICd. Also enclosed is a 3.S inch diskette 

liCK containing the above-referenced document in WordPerfect format. Thank you for 
~?:,..-~your assistance in this matter. 
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Dockes No. 97~ 

1 HBRBBY CERTIFY that a lnle and correct copy of Rebuttal Testimony of 

Roben D. Dolan and John Scardino, Jr. hu been sent by regular U.S. mail to the 

following individuals on March 6, 1997: 

D. Bruce May 
Karen D. Walb:r 
Holland IL Knight llP 
P.O. Drawer 810 
Tallah•nce, PL 32302 

Norma J. Rosner 
General Counsel 
Yastar Gas Marketina, Inc. 
200 Wesdake Park Boulevard 
Suite 200 
Houston, TX 17079-2648 

John W. McWhine.r, Jr. 
McWhirter, Reeves, McGlothlin, 

Davidson, Rief &. Balcas 
P.O. Box 3350 
Tampa, FL 33601 

Joseph A. McGlothlin 
Vicki Gordo.n Kaufman 
McWhirter, Reeves, McGlothlin, 

Davidson, Ricf & Baku 
117 South Gadsden Street 
Tallahuscc, PL 32301 

Patrick K. Wiggins 
Donna L. Canzano 
Wiggins & Villacora, P.A. 
SOl Bast Tcnnc.uc:c Street 
Suite B 
Post Office Drawer 1657 
Tallahassee, PL 323..."2 

Kenton Erwin 
Destec Energy, Inc. 
2SOO CityWest Boulevard 
Suite ISO 
Houston, TX 7704:.': 

Lorna R. Wagner, Esquire 
Division of Legal Services 
Florida Public Service Commission 
2S40 Shumard Oak Boulevard 
Gunter Building, Room 370 
Tallahassee, FL 32399-0850 
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FLORIDA POWER CORPORATION 
DOCKET NO. 9700~Q 

REBUTTAL TESTIMONY OF 
ROBERT D. DOLAN 

a. Ple .. a atata your ,..,. and buUlu8 eddreu. 

2 A. My name Is Robert D. Dolan. My bualneu addreu Ia Post Office Box 

3 14042, St. Petersburg, Aorlda 33733. 

4 

& Q . Have you prevloutfy tutlfled In thla proceeding? 

6 A. Yea. I filed dl~ teatlmony on behalf of Aorlda Power Corporation 

7 (•Florida Power• or •the Company•) on January 29, 1997. 

8 

9 a. What Is the purpoaa of your rebuttal teatlmony7 

10 A. My rebuttal testimony addreaaes the contontJona of Mr. Randall J. 

11 Falkenberg on behalf of the Florida lnduatrlal Power Users Group 

12 (•FJPUG•J, I will dlacuu each of the five general conclualons at pages 5 

13 and 6 of his taltlmony. In the proce.u , I will also reapond to some of his 

14 more specific points. Mr. John Scardino Is also submlnlng rebuttal to Mr. 

15 Falkenberg' 1 teltlmony on behalf of the Company and I therefore refer t o 

16 his testimony where appropriate. 

17 

18 In addition, my rebuttal taatlmony addreuea the contentions of Mr. 

19 Joseph P. Cataaaln on behalf of Vaatar Gaa Mart<etlng, Inc. (• Vaatar•). 

20 

21 
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3 

4 

I. REBUTTAL TO FIPUG'S DIRECT TESTIMONY 

6 Q , PINN aummarke your overall conclullona with reapect to Mr. 

6 Falkenberg' a tutlmony. 

1 A. Mr. Falkenberg epproachea the Tiger Bay acquisition using a conceptual 

8 framework that bears no relationship to the actual transaction. H'l tries 

9 to liken thla tranaae11on to a traditional power plant purchase which is 

10 conceived and j~atlfled as a stand·alona project, financed by utlllty 

11 shareholders on a long·term ba111 using a bland of common equity and 

12 long-term debt, carried as an aa11t on the utility's balance sheet. and then 

13 depreciated over the plant'a uaeful life - typically about 30 years. Using 

14 this analogy, Mr. Falkenberg aaamlngly characterlzu any advancement of 

1 & the cost recovery period for the Tiger Bay transaction costs as causing an 

16 unacceptable lntargeneratlonal Inequity. 

17 

18 Mr. Falkenberg's premise Is wrong so his conclusion Is also wrong. This 

19 case does not Involve a traditional generation expansion project . Ramer, 

20 It Involves a unique opportunity for Aorida Power to cancel five 

21 uneconomic power purchase contracts tthe •ppAs~l which, unlike a 

22 traditional plant purchaae, ratepayers are already committed to pay for 

23 becauae the PSC has previously found the contracts prudent, but which 

24 are projected to coat ratepayers substantiality more than the costs that 

26 they otherwiaa would pay baud on current avoided cost projection a. Aa 

• 2 . 
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explained In Florida Power's direct testimony, the substantial ratepayer 

2 benefit achieved by cancellation could only be achieved now due to a 

3 series of fortunate events which may never repeat themselves. It is true 

4 that, In the procua. the Comp•ny will acquire thle to, and operating 

6 responalblltty tor, an eiKtrlc and steam generating unit, but this unit is 

a already pert of FPC'e gentretlng fleet end retlpayera are elready paying 

1 the capacttv·related costa under !the PPAs which were epproved by this 

8 commlulon. 

9 

10 As noted In my direct tutlmony. the net effect of the transaction is to 

1 1 save - not coat - nnepeytra as much as • 2.4 biUion. The transaction 

12 was structured to maximize savings to ratepayers while protecting the 

13 Company against undue rlaks In raising $446 million In capltel. Our 

14 proposed 1 five-year recovery peri od holds down the financing coats and 

16 riaka without causing en excelalve rate Impact. From the alxth year 

16 forward ratepayers will realize aubstantlal cost aavings under our propose I. 

17 

18 In order to achieve these direct ratepayer savings, Florida Power Is willing 

19 to support certain annual carrying costa - the annual operation end 

20 maintenance cost for the Tiger Bay unit, altl lease expenses. property 

21 taxes, lnaurance, end the carrylnQJ costs of the deferred taxes - wi th i ts 

22 existing bua rates undl auch time as Ita overall cost increases require It 

23 to seek an Increase In those rates. The Company also does not propose 

24 to earn any return on equity on the unrecovered balance of the payment 

26 to Tiger Bay during 1he recovery period . 

. 3 . 

- -----------



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. 

Mr. Falkenberg, however, believes that the Company can and should do 

more. He proposes that Florida Power (I) carry the Tlger Bay acquisition 

cost on Its books, (Ill finance the transaction cost on behalf of rat.epayers 

on a long-term basls, and (Ill) atretch out the recovery period to achieve 

what Mr. Falkenberg refers to as revenue neutrality. 

The short anawer to Mr. Falkenberg Ia that Florida Power haa not puraued 

this transaction for the benefit of Ita shareholders. Nor Is It proposing to 

keep any of the trensaotlon beneflta for IU shereholdera. Therefore. It 

would be Inequitable to expect the shareholders to Incur any further costs 

or financing risk to complete this deal. I will elaborate on these points 

later In my testimony. In addition, Mr. Scardino explains that, if the 

Company were to finance the transaction on the basis proposed by Mr. 

Falkenberg, the financing could not be accomplished without potentially 

jeopardizing the Company's overall credit quality ratings and causing It to 

incur high capital costa, which would reduce the savings to the 

ratepayers. 

How do you char~~cteme the first of Mr. Falkenberg'• five conclusions? 

In his first conclusion {at page 6), Mr. Falkenberg statu that FIPUG would 

not oppose the Tlger Bay transaction If It were •revenue neutral. • His 

conc·ern Is linked purely to the notion of •tntergenerational equity. • A five· 

year payback, In his view, Is unreasonable on Ita face. Curiously, he 

bases his oonclualon primarily on the inequity that allegedly would be 



experienced by residential customers whom FIPUG does not even purport 

2 to repr .. ent. 

3 

4 a. Haa Mr. Falkenbal'g made a perauaaive damonatratlon of an 

5 lnt8rganaratlonallnaqulty which would warrant regulatory Intervention? 

e A. In my opinion, he hasn't come close. Mr. Falkenberg'• ergumenta 

7 regerdlng lnttrgeneratlonal equltv are mla!eadlng. For example, he states 

8 that •(t)he uUlmate benefit of the $363 million In extra costa will not be 

9 fully reallted until 29 years Into the future. • While this statement may 

10 create a dramatic lmpreulon, It merely reflects the fact that the benefits 

11 that are apread out over the years Included In the economic analysis will 

12 not be b1J.b! recognized until the end of the atudy period. The benefits will 

13 mrt flowing to rattpayera - in a material way - In II! voara 1•aa 
14 miiDon). Moreover, they continue In~ Arul ~~thereafter. 

15 

16 a. Ia the timing luue which Mr. Falkenberg rallea on ao heavily unique to the 

17 Tiger Bay purchaM7 

18 A. No. It Is In the nature of OF buyouts, buydowns and renegotiations, as 

19 well aa many conventional tranaactlona. to have son.a separation In time 

20 between the incurrence of costs and the realization of benefits. The 

21 Commission over time and In varying clroumatancea hea allowed some 

22 meliure of front .. nd loading for contract coat.t. Thla occurs, for example, 

23 whenever paymanta are levellzed or accelerated under a OF contract 

24 lnatead of ualng the altamatlva value of deferral pricing method. There Is 

25 nothing necauarlly lnequltllble about recovering the out·of·pocket costs 

. 6 . 



1 of such a transaction in early years as long as overall benefits can be 

2 realized by utility customers. Indeed, Mr. Falkenberg himself concedes 

3 (at pag" 8) that early terminations are justified •tn any case where a buy 

4 out · is more economical than continued purchase under an exiS11ng 

6 contract.• He alao acknowledges tat page 10) that •lijf the cost of the 

6 buy out (and replacement power and energy) Ia lower In present value 

7 terma than the r•malnlng contract prlcea then It could be economical. • 

8 

9 There Is no quel1ion that the Tiger Bay transaction produces substantial 

10 ratepayer uvlnga consistent with tredltionalayatem planning approachaa. 

1 1 as quan1ffled In 011r direct testimony. However, Mr. Falkenberg use a the 

12 term "lntergeneratlonallnequlty" loosely and as a convenience In an eHon 

13 to mask theae obvious savings. 

14 

1 & Q . Ia there anything Inequitable In the way In which Florida Power Ia 

16 propollng to recover the tranaactlon coau for the 11ger Bay purchase? 

11 A. No, mere Is not. Equity In ratemaklng suggests mat benefits anCi burCiens 

18 should .be fairly, but not necessarily perfectly, matched. This Is exactly 

19 wttat Florida Power Is proposing In this case. It Is unfair to say that a flve-

20 year d~ertal of savings Is unreasonable. given the magnitude of those 

21 savings and the fact that they would not be realized at all In the absence 

22 of the Company's proposal. Five years Is not a lengthy period to aw111t 

23 such material uvlngs. and It cenalnly Is not a •generation• by any 

24 common lnterpreta1lon of that term. 

21> 

• 6 • 



r. 

1 a. Mr. Falkenberg mentiona your analogy betwHn the Tiger Bay tran .. ctlon 

2 and a home mongage, and devotes a conalderable pan of hla taatJmony 

3 to ao-caled ~lntemal rata of rat\lm• compartaona between the Tiger Bay 

4 arnngement and other •convantionallnveatmant ~rtunltlea.• Do hla 

& condualona have merit 7 

6 A. No. Both his auumptlons and conclualona are Invalid. I uaed the 

7 mortgage analogy In my direct tutlmonv u an Intentionally simplified 

8 example simply to give 10me perapectlve to the mechanics by which 

9 .. vlnga will be generated for rat.tpayera under the Tiger Bay tranaaction. 

10 Mr. Falkenberg Ia trying to create precision In my analogy which was 

11 never Intended. In doing 10, he has painted an Incorrect and misleading 

12 picture. 

13 

14 a . PluM ••plain why his conclualona are mlaleadlng. 

Hi A. Mr. Falkenberg hea mixed apples and oranges by comparing an after· tax 

16 (or tax free) event (I.e., the Tiger Bay transaction) with other pre-tax 

17 events that he regard• aa "investment alternatlvea· for the Company's 

18 ratepayer• (e.g., mutual fund Investments). The T1ger Bay aavlngs have 

19 no tax consequence for ratepayers beceuse the ratepayers• savings will 

20 come In the form of lower cosu rather than higher Ulxable earnings. In 

21 contrast. the "Investment alternatives" asaumed by Mr. Falkenberg 

22 typically would yield taxable Income. In order to make his numbers at all 

23 meaningful, It th«afore would be neceuary to grosa-up the T1ger Bay 

24 savlnga 10 that those uvlnga era alao evaluated on a pre·tax baala. 

26 

• 7 . 



1 Q. W.,.t happena to Mr. Falkenberg's compamons If conaiatent ~tu 

2 numbere .,. UMd7 

J A. Mr. Falkenbel'g AYI that a 12.84% return for the Tiger Bey transaction 

4 (1 0.4% diluted for presumed customer growth) ahould be compared to the 

6 opponunlty value of an alternative mutual fund invntment. When 

6 compared on a conalatent basis, the Tiger Bay transaction actually 

7 comperea quite favorably. The 12.84% return calculated by Mr. 

8 Falkenberg Is equivalent to a 15.1% return on a pre-tax basis using 15% 

a personal Income ux rate, end e 17.8% return ualng the next Incremental 

10 federal tax rate of 28%. 

1 1 

12 Q. Ia the 1 &. 1% pre-tax return on the T1gtlr Bay tranucdon a valid 

13 ~c.ntage to UM for comparlaon to other •Investment altematlvos•? 

14 A. No. Evan the 16.1% return Is understated because Mr. Falkenberg has 

16 used the erroneous auumptlon that ratepaye•a wllt begin paying the 

ttl annual non-fuel operadng costs of the Tiger Bay project Immediately in 

17 1997. As I have already explained, we do not expect the ratepayers to 

18 be asked to pay higher bue rates for several yeara, and perhaps not for 

19 many years. Therefore, It is mora appropriate to use the scenario shown 

20 in my Exhibit No. (RDD-4, page 2 of 4) 1n which base rate ;.::covary 

21 of the Tiger Bey operating costs does not begin until aher 2002. 

22 

23 Q . How wCMU the oaloulatlon of the return to ,....,..,.,. from the Tiger Bay 

24 tranuctlon change when baM rate recovery Ia auumed to begin In 20037 

. 8 • 
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A. 

0 . 

A. 

a. 

Uting thla aaaumption, the return to ratepayer~ on en equivalent pre-tax 

batia would be 18.2% at a peraonellncome tax rate of 15% and 21.5% 

at a personellncomo tax rate of 28%. In tho context of Mr. Folkonborg's 

analyals, ratepayera would need to make a lingle financial lnveatment or 

a aerlea of auch lnveatmentl yielding 18.2% or more from 1997 through 

2025 In order to match this return. For comparison purposea, the current 

yield on a 30.year Treuury Bond Is only 6.86%. Moreover, In the event 

that Aorida Power actually begins recovering the base rate com later than 

2003, the rttum to ratepayers from the Tiger Bay tranuction would be 

Increased still further. 

Mr. F .. enber; haa attemptN to liken thla ~•ae (at page 141 to the 

Ortendo eog.n cue In which the Co.mmlnfon ralaed en lntargana,..tionel 

~ncem. Ata1heaa caaaa .unllar7 

No. In contraat to the Orlando Cogan case, where the Company proposed 

to buy out the laat tan yeara of a thirty-year contract and the ratepayer 

beneflta were not expected to be realized untJI after the seventeenth year, 

the ratepayera here will raalfze the tranaactlon uvtngs beginning In the 

Allab year. There Is almply no basis for comparison between these two 

cases. 

How do you rupond to Mr. Falkenberg'• proposal that the Commlaalon 

addr111 the llhged •inUirgenerationallnequlty• laaua by allowing the Tiger 

S.y purch .. a to go forward, but only on a ao-caHad •revenue neutral• 

coat recovery ball7 
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23 

24 

25 

A. 

a. 

Mr. Falkenberg Is trying to write a deal that does not exlat . The choice 

here Is between tWo clear alternatives: 111 Caae 1. consisting of 11 status 

quo c:ont1nu11tlon of the exi.-tlng PPAa for their remaining fives; end 121 

Case 2, conaiatlng of the tranaactlon which Aorlda Power and Tiger Bay 

were able to negotiate 11tter considerable effort end which this 

Commlulon Ia being aaked to consider. 

As shown In our direct teatlmony, Case 2 haa clearly Identified ratenayer 

beneflu foUowlng a relatively short payout period. After the Initial 

payb1ck period, ratepayere will realize annual aavlngs ranging from about 

$38 million to $206 million. Mr. Falkenberg does not refute the savings 

In year six and beyond, but he proposes to give up those savings on 

behalf of his client and other customers because he would prefer to 

introduce his own alternative - Case 3 (Exhibit No. _ RJF-31 - which 

would anempt to achieve the same ratepayer benefits as Case 2. but 

would Impose a financing burden on the Company at unacceptably high 

costs and risks. The fact of the matter is that Case 3 has never been •on 

the table, • I.e •• Case 3 was not an alternative which the Company's 

management will consider or endorse. In short, Florida Power is not 

asking the Commiulon t o consider any such alternative cost recovery 

arrangement In this ca ... 

Mr. Falk.nberg eugg..u (at pagaa 1 0· 1 1 I that there m1y be some 

lnherant benefit fn continuing • contrect thet Ia bued on a coal·flred proxy 

unit, rath• than tenntnetlng lt. PluM respond. 

. 10 . 



A. Although Mr. Falkenberg puts this point forth as a general proposltlon, he 

2 makes no effort to connect his point to the Tiger Bay transacti::n. He 

3 willingly concedes that the Commission should not be reluctant to accept 

4 termlnatlon of a contract that Is based on a coal proxy so long as there are 

6 •clear cut economlc advantages. • Florida Power has demonstrated that 

6 there will, in fact, be •ctear cut economlc advantages • associated with the 

7 Tiger Bay termination. These advantagas will be achieved even assuming 

e that FPC tak., over the existing Tiger Bay gas supply contract. The 

8 Company has also shown that the advantages of terminating the Tiger Bav 

10 PPAI will only be lmorovld If the assumed gas prices are lowered In the 

11 future by means of a renegotiation or rutructurlng of the gas contract. 

12 Mr. Falkenberg tries to create an Inference that continuation of a contract 

13 baHd on coal proxy pricing necessarily is a good thing. but he offers no 

14 concrete evidence to prove that It Is a good thing In this case. In fact, this 

16 Commlulon has rocognlzed the virtues of having a diverse fuel mix. This 

16 transaction will actually contribute to that goal by better balancing FPC's 

17 portfolio between coal (both actual units and OF·coal based PPAsl and 

18 natural gat. 

18 

20 Q. How do you reapond t.o M1. Falkenberg's second major point-- I.e .• that 

21 the rul beneflct.ry of thla trenActlon Ia Florida Power7 

22 A. I could not disagree more. Florida Power entered Into this transaction to 

23 save as much as $ 2.4 billion for Its customers. It would have been 

24 contrary to the ratepayers' Interests for Florida Power .not to have jumped 

26 at thla one-of-a-kind opportunity. Indeed, as I have already noted. Florida 

• 11 • 
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Power wtll Incur substantial lnitlal annual costs In connection with the 

2 Tiger Bay transaction - but It realizes none :-~ the financial benefits. 

3 Thus, this wu not a transaction that was sought out to Improve 

4 shareholder eamlnga. It was, to repeat, pan of en ongoing etfon to lower 

6 ratepayer costs by mitigating the high sunk cosu of long-term uneconomic 

a power purchase arrangements - costs which flow through directly to the 

7 customers under the Commission's accepted OF pricing mechanism. 

8 

e As explained In my direct testimony, the phenomenon of OF buyouts, 

10 buydowns end renegotiations Ia occurring nationally, with the active 

11 suppon of both federal and atate regulators. Florida Power is not asking 

12 to keep one dime of the resulting savings - unlike Ule situation in 

13 Callfomla, for example, where utilities ere allowed to divan e substantlel 

14 share of their OF buyout benefits to their shereholders (i.e., 10% in 

16 Califomla). 

16 

17 It may be that avoiding existing high-priced power purchase commitments 

18 will anllt the Company In meeting future competi tive chellenges (a point 

19 which can only be debated at this time), but this will occur, If at all, 

20 because such Initiatives result In lower customer rates - e result that 

21 clearly benefits all customers. Indeed, to the extent thet any utility Is able 

22 to hold down its rates and thereby remain competitive, i ts customers will 

23 benefit. 

24 

- 12 -
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2 a. Mr. Falkenberg dalma (at page 291 that Aorlda Power' a currant affon to 

3 reduce prloM In the ~-term 18 antk:omPflldye. Do you agrH 7 

4 A. Absolutely not. While Aorida Power, of course, wants to remain a viable, 

s competitive utility, It Is grolaly unfair for Mr. Falkenberg to claim that the 

6 sole or primary beneficiary of such competitive strength would be the 

7 Company end not Its customers, or that Florida Power's proposed 

8 ratemaklng treatment for the Tiger Bay tranuctlon will be anticompetltlve. 

e The wttne"' vague assertion of some potential advant11ge, at some point 

10 In time. In relation to aome unidentif ied competitor Ia a red herring which 

11 acarcely warrants comment. By seeking to . ur, .. .J- c1 m_ re rtlclent. low 

12 cost supplier, Florida Power Is acting In a procompatltlve manner. Aft.er 

13 all, the primary goal of economic competition Is to lower prices to 

14 consumers. 

16 

16 Q. Does the Company agree that thl8 transaction wll hlnder ac:onomlc 

17 development? 

18 A. No, to the contrary. By lowering rates over the medium- and long-terms, 

19 this transaction actually should help to promote such development. Our 

20 experience shows that buslneases make decisions on where to locate or 

21 expend band on long-term analyses of the business climate. not simply 

22 on where It will be cheapest to operate for the next several years. This 

23 tranaactlon will raault In medium· end long-term cost savings on the 

24 Florida Power ayatem and should actually encourage growth aa compared 

26 to thellltU• SWQ. or aa compared to a aclleme that extends recovery over 

. 13 . 
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A. 

a longer period and therefore reduces the amount of ratepayer savings. 

Mr. Fllkenberg'• thltd gener1l oonolullon 11 th1t the Tiger Bey tnnuotlon 

wlllnor .. M fuel costa to the detriment of high toed tector cult~mera. Do 

you egree? 

We have not hidden the fact that, In order to achieve the substantial 

ratepayer 11vlnga associated with the Tiger Bay transaction, Florida Power 

had to accept a relatively high-priced gas supply contract. I explal,.ed In 

my direct tutlmony that the Company Intends to puraue a buyout of that 

gaa contract. If we are successful, the overall benefits of the transaction 

will be evan more algnlflcant than we have assumed for purposes of our 

testimony In this o81e. If not, then 11 Mr. Falkenberg aueru, Florida 

Power will experience an Increase In Ita energy (I.e., fuel) costs 115 

compared with the fuel costs under the PPAs as they exist today. As I 

have also explained, however. the capacity-related cost savings will more 

than offset the relatively modest fuel cost Increase. 

Actually, I find It somewhat Ironic for FIPUG to argue that the Company's 

proposal In thla caaa will disadvantage high load factor cuctomers relatlve 

to other cuatomer clauea, because It could be argued that there Ia, on the 

contrary, an Implicit benefit for high load factor customers under the 

Company' a methodology. Thla Is because Aorlda Power Ia propoalng to 

recover all of the Tiger Bay tranaactlon costs through the capacity cost 

recovery (•CcR•) elauae, lnflead of esalgnlng e portion of the tranaectlon 

costa to the fuel edjuatment clausa (•FAC•l . Mr. Scardino's direct 

. 14 . 
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1 testimony devoted conaldereble anentlon to the reaaona why the 

2 Company considers thla approach to be appropriate. To summarize very 

J briefly, he concluded that this mettlodology It conalstont with Commlulon 

4 precedent and Is an appropriate way to match, as closely as possible, 

6 capacity-related benefits with c•paclty·related coats. That matching 

6 principle could only be accomplished more completely by putting more 

7 than 100 percent of the coat recovery dollara Into the CCR - I.e., moving 

a aome fuel·raltttd dollart from the FAC Into the CCR. Florida Power hu 

9 not propoNd to shift the fuel·related dollars In this manner. 

10 

11 Q . Mr. '-lllenberg contends In hla fourth conclualon that the Tiger Bay 

12 acqulaldon ll no different than any other caN In which Florida Power buya 

13 01 bulda a CJMarator, and that, therefore, the Company ahould be required 

14 to capital~• the generator-related cotta and recover them In a mora 

16 •conventional• way. Do you agraa? 

16 A. No A a I explained previously, this certainly ll not a conventional power 

11 plant purchase. Thla Ia not a •new• unit as Inferred by Mr. Falkenberg (at 

18 page 241, nor was Florida Power In the market for a new unit , and It has 

19 not agreed to carry a new plant on Its balance sheet. Mr. Scardino's 

20 rebuttal testimony explains why It would not make sense for the Company 

21 to carry this auet on ita balance sheet, end why such treatment would be 

22 lnconsl.unt with the premises under which Florida Power entered Into this 

23 traraaotlon. 

24 
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I would like to add just one point in respons;; to Mr. Falkenberg's 

suggeation that the Commission should review the prudence of this 

arrangement In a future rate case. We are asking the Commission to 

judge the prudence of the transaction 1lQ.W - before It Is consummated -

and to authorize the proposed rata ree.overy 1lQ.W because the agreement 

permiU the Company to avoid the deal If It does not receive acceptable 

rata treatment. It would be unduly risky to incur these substantial 

transaction costs without the rate certainty which the Company Is looking 

for In this docket. I should also note that the need for the Tiger Bay 

capacity and energy h81 already been approved by thla Commlsslon. 
• 

Thus, the ultimate recovery of cosu assc.ciated with these contracts Is not 

in doubt. The only question Ia whether FPC's proposal to reduce them 

algnlflcantly through this buyout should bo approved. 

Mr. Falkenberg aays (at page 31 I that. If the Commlaslon edopts the 

Company's propo .. l, It should aeperetely lnvestlgete the continued 

vlabUity of e.x'-tlng DSM progrema. Do you heve eny comment on thet 

propoal? 

It is entirely Irrelevant to the queation before the Commission in this case. 

The cost effectiveness of DSM Is not at Issue. The current DSM progrems 

exist because the Commission has found them to be cost effective for 

ratepayers. Similarly, the Tiger Bay transaction should bo approved 

because 11 Ia good for ratepayers. To suggest that these separate. 

beneficial ratepayer Initiatives should be traded off against each other Is 

. 18 . 
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A. 

Q. 

because it Is good for ratepayers. To suggest that \heae separate, 

beneficial ratepayer Initiatives should be traded oH egelnst each other Is 

nonunllc:al. They are not alternatives. Tiger Bay 11 already providing 

capacity to A.orlda Power' a retepayera and deletlng a OSM program will 

require the addldon of new capacity. 

Mr. Fllcenberg'a lut major auggeetlon Ia tNt. If the CommiNion 

apprvv .. the Compeny'a •propoul. • tt should ·e~ow• the ComJU~ny to 

continue to charge ~.,. on the bull of the cu"ent PPAI end deter 

any UIW~••Itd tennlne1lon chargea. Do you have an opinion on thla 

IUggtltion? 

Mr. Scardino dlscuiUa thla auggeltlon In his rebuttal, but I ahould add 

that Mr. Falkenberg Ia not referring to anything FPC haa proposed. Rather, 

he haa completely rewritten the Company's proposal. Florida Power Is 

lliU •propoalng• the deferred recovery scheme that Mr. Falkenberg 

auggaatl end Ia not alklng the Commlulon to •allow• It to uae that 

acheme. Nor Is the Company willing to adopt such a schome because Mr. 

Falkenberg's suggeltlon would force the Company to accept risks that 

were not pert of the deal that the Commission Ia being asked to review. 

U. REBUTTAL TO VASTAR'S DIRECT TEBnMONY 

Vaatar'a wltneea Cataaeln dalmaln hla dnot testimony (at page 61 that 

the Com.,.ny• e purchaM of the Tiger lay fecllty and eaaumptlon of the 
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Q. 

A. 

gaa supply contract between Veatar and Tiger lay could have an Impact 

on the gu auppfy contract. Do you agr"? 

No. Mr. CataMin'a testimony seems t o assume that Florida Power does 

not-intend to ablde by and perform to the terms and provisions of the ga.s 

supply contract 11 written. This is not the c.aM, and Mr. Cataseln admlu 

In his testimony that the Company has represented In this proceeding that 

it seeks no alteration of, and will perform under. that contract. Indeed, 

the Tiger Bay purchase agreement and the aulgnment and aasumptlon 

agreement under which the project contracu will be acquired by Florida 

Power (Including the gas supply contract), contemplate no alterations to 

those p.roject contracu. 

Mr. Cau...ln eJipre ... a concern (at page• 7·81 that the termination o f the 

Tiger Bay PPM wll have an Impact on the gas supply contr • .-t with 

,...,.ctto volumaa of gaa aold. the price of g11 and payment mechanltm. 

Is he correct? 

No. None of the provlslona of me gas supply contract dealing with the 

substantive terma addressed by Mr. Cataaeln will be automatlcelly 

changed as a result of the t ermination of the PPAs. Each of these 

contract provisions can and will be performed by Florida Power after the 

PPAs are terminated. However, there Is nothing to prevent Vc:::-tar and 

Aorida Poww from mutually agreeing to altar the terms of the gas supply 

contracts, and the Company has advised Vaater that It Is willing to meke 

such reasonable technical changes as Vaaur may desire to reflect the 

. , 8 . 
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A. 

Q. 

termination of the PPAs and tho termination of Tlgor Bay's permanent 

financing arrangements for the Tiger Bay facility. 

Wll Vutar be adversely affected by the aubltltutlon of Florida Power for 

Tiger Bay as primary obligor under the gas supply contract? 

Clearly not. Tiger Bay' a only IIMts conalat of the Tiger Bay facility end 

related contraota, primarily the PPAs, ell of which are heavily encumbered 

by IIana securing the permanent financing of the facility· a construction 

coat. Tiger Bay's primary source of revenue and Income t.o meet Its 

obligations to Vaatar (other than relatively amellat81m salsa revenuealls 

Florida Powar'a payments under the PPAa. ~fter Ill the purchase of the 

Tiger Bay facility and the assignment to Florida Power of the gas supply 

contract, and (ill the resulting retirement of Tiger Bay's debt and release 

of related liens, Vaster can look directly to Florida Power for payment. 

Is there any ,..son why the Commission should delay tu deciUon on the 

mertte of Florida Power' a propoaalln thla caH untl Veetar coneente to the 

18 aulgnment of the gaa eupply contract to, and Its ... umptlon by, Florida 

19 Power? 

20 A. No, there Is not. To the contrary, If the Commission did so delay Its 

21 decision It would jeopardize the entire Tiger Bay transaction. Even If the 

22 transaction could ltlll be consummated given the delay, such a decision 

23 would provide Vaatar great leverege to exact new and more favorable 

24 terms and conditions for the sale of gas under the gu supply contract·· 

26 leverage to which Valtlr has no contractuel or other right. If the 
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Commission were to delay Ita declslon until Vastar consented to the 

2 aulgnment of the gas supply contract, the Tiger Bey transaction would 

3 effectively be Vaatar' a hostage . 

.. 
s 0 . Explain why delay by the Commluion untl Vaster oonNnta to the 

e aulgnment of the gas supply contract would provide Vaatar auch 

1 leverage. 

8 A. The Tiger Bey purchaN agreement gives either party the right to terminate 

8 the contemotated tranuctlon if the Cornmlulon nas not luued an order 

10 approving Florida Power's propoael for recovery of the purchase price In 

11 ill rete a by July 1, 1997. Tiger Bey inalated on having this termination 

12 right because delay In the closing would reduce the veiue of the 

13 tranaactlon to it. Even though the gas supply contract expressly provides 

14 that Vaatar wUI not unreasonably withhold Its consent to assignment, and 

15 there is no bula upon which Vaster could reasonably withhold such 

1 e content, if V11t.1t does In fact withhold ita consent, Aorida Power and 

11 Tiger Bay would likely aaek relief In the civil coun system. Vaatar'a own 

18 petition to lntarveneln this proceeding points out that the Commluion has 

19 no junadicdon to Interpret the ga1 supply contract or to resolve dlaputea 

20 arising under it. It would be practically Impossible for Florida Power to get 

21 relief in COiJrt by July 1, 1997 If Vaatar refused to content, and thus If the 

22 Commlalon delayed action untJI Vaatar either gives Ita consent or is 

23 ordenM! by a court to do 10, Tlgtt Bay would have the right to walk away 

24 from the transaction. If the Commltalon delays Ita ectlon as Vamr 
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requests, there Is good reason to believe that the 111tepaver benefits of the 

2 Tiger Bay transaction will be lost. 

3 

4 Q , Doa thet conclude your rebuttal teltlmony? 

6 A. Yes. 
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