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EXECUTIVE SUMr;:. RY 

• For the Florida Power Couxntiou \FPC·). prefwred stodt is~ em~ detlt ralher tMn low cost equity. 

• Replacing p81ed ltodt with debt wil not c:Nnge FPC's aedil cpr1lity or aedil o..odook, tu will reduce FPC's weighl.ed ..... COli~ ctpilal ("WACC"). The ope;mal capbl slruchn is lhe ~capital equity ratio that minimizes .. C«n~s WACC. 

• FPC's capital struc::b6e ani cash ftow can l'iW(Wt maR variat*J rate, lhort tenn dellt to fl.nher reduce trle WACC by tRlg ecNMQge ~hiltorkltj upwMd aklping yield CU'YU. 

• FPC's 7.-40% and 7. 76% preferred isl' .... in the money to be called and refinlnc:ed, on a malched mallriy. pnlf.-rect for pref.-red bam. FPC' a 7.08% preferred issue Is In the money to be caled and refinanced on a ma&ched m&riy, pret.,-ed for debt baala. 

• Thenlfore, FPC should call these two prefen-ed issues and rehlanl:e this high cost debt with commercial pllper Addltionaly, FPC should take advantage ol opportl.flilies in the fiXed inoome martlets II> realize the value of the embedded option In the 8 518% bond 

QCHASE 
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PREFERRED STOCK . -- · - • 

ADVANTAGES DISADVANTAGES 

• Capital with no default risk • Preferred dividends are not tax dedudobl& 

• Cuh now flexibility - dividends can be omitted and the • Preferred dividends must be paid before 
slodt can be retired common dMriends and may be cumulative 

/. V.ewed as equity by ~ agencies 

• PreseM1tion cA slodh>lder control 

AD\lANJAGU 

• Lowest coat fonn cA financing 

• Interest is tax dedudi>le 

~CHASE 

DEBT 

• All expensive fonn of 'debt' filancing if 
viewed u debt 

• lJnaeand debt can t'laW many of the 
fe8hns !hat peterred stock has - ala much 
lower llftef-Gx cost 

DISADVANTAGE& 

• Default risk increases as debt is added 

/. Ratklg agency Issues 
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CAPITAL STRUCTURE1RATING AGENCY ISSUES 1 

The foUowing trad!tiooal corpoote finance "raUooaleJ• for luulng preferred 119 not aopty to Florida 
Power Corp.: 

Preferred securities provide a means to raise low cost equity (withoot surrendenng control) for 
Issuers with marginal Investment grade or non investment grade aedit ratings. 

Corporations with accumulated tax losses often consider preferred when there is no tax 
advantage for lssu1ng debt. 

The preferred covenants are no more onerous than the issuef's other debt covenants. 

The blstodql tax advaotagn of iuulng prefemtd .,. diminishing: 
7 

, 
'{p·1D ' ~ 

The changes to the cap on the dividend received deductions tor corpoJations moved the 
corpcwate investof mattet from fixed rate to adjustaNe rate ptefen'ed (either through an auction " . .~~~ } 
or rernatMting agent). ~ 

The speclaJ!zed tax deductible pteferred vehicles - MIPS, QUIPS, QUICS, TOPRS, etc.. - are 
likely to be attacked by the Joint Committee on Taxation and are being challenged by the 
executive branch. 

Reflnandng preferred with debt will not cbanQO Florida Power's or Florida Progress' Credit rating or 
Credit ouUook due to the companies' low percentage of preferred atock In their strong capital 
structures. 

QCHASE 
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FLOR IDA PO :.-ER CORP'S PREFERRED STOCK PORT FOLiO 

4.00% 4.0 $104.25 3129196 
4.40% 7.5 102.00 3129196 
4.58% 10.0 101.00 3129196 
4.60% 4.0 103.25 3129196 
-4.76% 8.0 102.00 3129196 v~p..r-'-' 

·Cal ptlce a1 111151110 dlopa to 102,38. 

OCHASE _ _.... 
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c !C!i!tltU'k!!! 
Cunenl Poc1lon llt> & P.S. 
6flcrt Tenn 0. 
LongTennO. 
TOUIIO. 
Comnon ~ & R.E. 
~saoca 
TOUII CICI'elz ' 

Oti!!.!I Q 3 
~ 
E8ITOA 

flnlnslt! RaMot 
EBITDMnl•esa Elqlense 
(£~est EJrpense 

Total Debii'EBITilA 
Total Oebi/Ceplllulll 

F:_QRID A POWER CORP 

C AR ITA LIZ A T IO N AND CREDIT STAT IS TICS 

C1r••rdll......-
Adlai tJ/lV. Pro'-1ZIJV. ..... , .,. ..... .,. 

• 30.1 1 .~ $ 30.1 1.0'11. 
-0- 0.0 10.0 2.S 

J.21t~J 1U 1»1.1 at J.m.z !U 1.HI .. 3 w 
1,754.0 54.1 1,754.0 5U 

JIU ...iJ ~ ..1.1 pp.2 JOO.Q2t p m 2 'O!!·D 
Adulll Pfl),_ 

t ltJUII t mtlll 

$2,271.7 12.27U 
711.0 711.0 

8.7 3.1 
104.5 101 .... 
283.4 21U 

7.47x 7.23x 
4.71x 4 57x 

1.tax I 77x 
40.8% U 4'11. 

"Auumes re~ of $30UM of 7.40'11. pld- SSOU'I ol7.78% pld. 
- eon owing nn on COIIVMrdlll P aper set a1 5.5'11.. 
•••BofrOWWlQ 11M on 30 year debenlute 5el .a 7 .S% 

OCHASE 

H'C 

.,..,'W' ....... 
Pfl) ,_ tZIJtlll ..... ... 

30.1 1.0'11. 
.0. 0.0 

t.m.1 w 
UB1 w 
1.7S4.0 S4 S 
~ .L! 

iJ!U 19!!Jl?ft 

Pfl)f-
1ZIJIIII . 
$2,271.7 

711.0 
s.e 

IIO.S-
213.4 

7.11x 
4 SOx 

I 77x 
43.4'11. 
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• 1 CONCLUSIONS : 

• The rep&acemenl ot $80MM ot pretemtd stocK should not impair the ratings ot Florida Power. Pro fonna runbers show 
no material delericnllon il credit quality. 

• Pro forma total debt to c:apltelfzatioo ot <43.•~ rem8ls in line with othef Soulheastem Ulilltias' debt ratios such as Florida 
Power & light, <41.9%. Alpbama Power, o47.6~. Georgia Power, o43.7%, Tampa Eledlic, <45.o4% and ~e Powef, 41.5. 

• AlthOugh existing coverage ratios lie sligtltJy bekJw lhe median fOf' AA Rated Eladrics, pro forma coverage ratios remain 
wilhin aoceplable limits fOf AA Ra&ed Electric Utilities. Pre-tax inl«est coverage drops from 4.32x to o4.20x whiie fUlds 
from opera&iona to lotallnlerest fall from 5.07x to •.sax. 

• Several othef Southeastern Electric Utilities including Tampa Electric, Florida Power and Light, and ~e Power have 
repl8ced significant Pm<Ulls ot preferred stock with detll 

• Given Florida Powet'a atrong capbl atn.ldl6e and lhe ladt ot variabiH'ate financing. Chase Securities recommends lhe 
replacement of$30tA4 ot7.40% preferred and $5QMU ot 1.76~ preferred with commercial paper. 

·~CHASE 
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Conllt»ndM 
FPC 

Portfolio Analysis Update 
~ lhal each company has a ooveloped OOI'J)Orale a edlt curve, the average coupon of a portfolio wll 
be a lactOf of a company's aedil rating, the oplionality in their portfolio, and when \he company booowed. 
Relative lo this peer gtoup, FPC has a hlgh average coupon. an average atnoiXll of ce•ahkl papet, an 
average duration, and superiOf convexity. 

7 )4% 760% 
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Portfolio Analysis Update 

0 4 

Ol 

0 

.j -o 2 

3 .0 4 

-"' -o' 
11 -o a • 
I · I u 

· I 2 

· 1.4 

~ 

- 10% 
! .. 
t~ 
'I~ 
'$)(M 

20% 

Convexity is a reftection of ~Xlflthe amount of calable paper in a corporation's portfolio as weU as 
tho value of those call options. Thus, there shoukl be a strong correlalioo between a pon101io's 
convexll\. the amount of cabbie paper In the portfolio, and 11\e average coupon of the portfolio (an 
indication of the value of those options). 

•'I% 
~ 

~~ . . . I • • . . ,~· .... , ~. ( ... _ .. 
• 0< ·-:.:: ~~~.... : 

.•., o# ( , t • . -... .•' 40?'· .. ·..:..,·, .... : .. . H% , ... ~ ~·. 

- - -- - ·- ·- ·--*· ..... ._ - ·- ·- -· ..... ,_ 
Cooctusion: FPC's portfolio has enough convexity relative to Its peer group thal l i can alford to g1ve 
up some of that callabllily by mooetlzlng those opUons and/Of Issuing noo-call debt at lower coupons. 
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Debt Portfolio Analysis Update Summary 

A liM· 

1\U/M· 

Cahfomaa Eduon I A21A • 

EJcctJIC 

Power ~ l.t&)ll 

u 
u 

I A21A 

I A21A 

Aal/M· 

ll76 6 I 2,620 

)711. I l.ISS 

7 19S 2 l,S9ol 

4611.9 2,966 

2614.4 1.}76 

99S I 2S2 

161S 2 9l9 

2.6« 10090% 

},164 100 :10'1~ 

},618 100~. 

),042 102 S'Wo 

1,4G4 102 IO'Yo 

2S7 10201% 

9Sl 102.S-4% 

692 10201% 

.... ., .................. 

710% 

7U% 

69S% 

7S-4% 

709% 

679% 

730% 

s 2 1 

S.26 

)97 

S92 

SIS 

S41 

Sl4 

72% 

67% 

64% 

40% 

lSY. 

S6% 

· I l I 

.0 8 

.0 ss 
Ol} 

0 lS 

.OS-4 

. . .... ·~ · .. .._ . ,'..-.... ,J~.·--""""'~#• ~ -. . ·• ,r . .. : .. _\ .... " . , : .·, ... 
,..,,,1'1~1.:;-.~r~ . ., ,. · ·=· · =~·~i~ ~<: : ·'"'· -' · 

l .. ~ .,, .. : . : •• : .. - I 
l l ~ - " 1 '"0" OJ I - - I I • I 

· II 

, ~·\~ 
.. ~~l li a '·' · - " ", ' .• '•'\ r \ • • ,. ,," 

\'_ ....... ·1.'t/~\!r~:,j i:~-~~· .. 
•• .,,,..,. lt . :.,~!' ....... 

, ....... - ..... ~,__, 
High coupon callable paper (7.25%, 7.375%, 8 .625%) Is called and not refinanced With long term debt, 
Increasing convexity and reducing average coupon. Dlll.tlion Increases due 10 the fact that paper being 
called had Its duration calCulated to fle cal date. 
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FPC 
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Pralcm4 ~ ~ ~ All&lytu 
1 311uf6flll002 

"-mpdocs For F'manml Aui)'IU • 

The Ouutllldilla b~~~e The Jttl\mdil)a luuc 

Type of Security DEBT 
Redempdoo MtUiod 

!uu. Date 611112 R~~Dac.e 

A.moullt Oucsii.DCI.bla (000) S$0.000 Cwmll MMW VINe 
Cllrraa Yltld 10 Call 

Ccupoa R.&c.e 7.3751. Yltld 10 Malllricy 

l.nitiaJ Ot'fu Price 101.$2. T..., w Call Price 
Yield 10 MalwUy 1~ Yltld 10 Nu& Call 

Yltld Ill MillRy 
MANrity 611102 

Yean 10 MANrity 6.00 C. ol T IDdler ot Call 

M-s&lary Si.llkizla FIIDd No T)pe ol Stcurily 
Nut l'aymalt (claaa) 6/IJOO 
A.alwal Paymmt <•) n.so. ~ 

Yan10~ 

Next C&ll Date 6'l/96 
Nu t C&ll Price 101.$<l. ~ SIMlDc FIIDd 

Sllrlilla (dMI) 
E.cpc~~M~ of 1uue (000) .-.-1 ...,._ <•> 

Uodctwnt1J21 Commjuioo "'' E.stim&lcd Expaue.s l$0 r.-aaa. of IWu4lq '-• 
Toul S611 

Uodttwrlliq Comm'••im 
Ull&mottiUd ExpciiMI Sl37 AINWC&Il 

E,.peaae• ot 1-. (000) 

DISCOWlt (PremiwD) Upco ~ (S160) U...,ddq Comminim 
Uc:wnortiz.cd Amou:ll& (SU%) F...._..E.c~ 

Total 

Odl.-

CAlL 
6'1196 

100.68 .. 
12.110'ro 
1.136 .. 

IOI.S<l. 
ill'ltiMI 
1.0$6. 

0.~ 

DEBT 

6'1102 
6.00 

NO 

6.150. 

0.~ 

0.~ 

uoo 
100 

S400 

Mar&ltl&l Tu R.&c.e 3S.OO. Afllt.Wt Coa ot CA¢1&1 fot pv Calculmccl 
Lowllw 4.2J .. 

Commoo Slwu Oomoodina 96. UO 8-CU. •J9• 
Hlp llal.t 4.$, .. 

r- Redrmptkm Premllllll NO 



Prtfamd RcUttmclll &ad Rcpllccmtlll AA&Iysil 
1llll ot 61112002 

..__ -COlts (000): -- c.ac-

Dlvr cndcr Premium sno 

Expense of Redempcioo Iaaua 0 

UadctwriliDI c-mlplgn • New!-. 300 

Expaua . New'- 100 

UIWIIOnlad Obcouat ('Pnmillal) • Old 1-. (Ul) 

U~E~·Oidl-. 137 

Accrued lalaall OiYidalda • Old 1-. 

Tou!J (SI4) $1.170 

....... 
Tu!.Map c... eo. 

sno $501 

0 0 

300 

100 

(53) 53 

41 (41) 

0 0 

Jl64 1906 



Cb- Securiau . IDe. 

Florfda Po"U' Corpontloa 

Prtfcmd ~ &lid Rep'-IDIQI Allll)'ti.a 
13/t. of 611/l002 

BruuVfll Rcfwlclinl Coupoo Usl.oa Vuyina Rctitcmeat Prices And Oiscouarlwuro Al:b.Jcvc., 

Oi.acolw Rile 
Allilr·TU: CPrt·Tu:) Allilr·Tu: (Pra·Tu) Alter·Tu (Prt·Tu) 

Rclircmall 
Price 4.23 .. 6.30ft 4.3911> 6.75 .. ,~, .. 7.00.. 

IOO,j4 .. 7.30.. 7.30.. 7~ 

IOI,j ... 7.24 .. I 7.13:!1 7.13 .. 

101.$ ... 7.1 ... 7.17 .. 7.17 .. 

~Rile 

Aft«·Tu (Pra·TU) Alter·Tu CPrt·Tu) Allilr·Tu (Prt·TU) 

Rctundlna Wuc 
Coupoa!Wc 4.13 .. 6.30ft 4.3K 6.75 .. 4,j$ .. 7.00.. 

6.30ft S4,133 j;Ul ~,0,0 

6.7$ .. 2.137 I 1.611 6141 
7.00.. 1.366 1.271 1.226 

Bra.lravca lt.tflllldilla Coupoa (Vet~~~~ NPV't Above) 11m. Nm Ulll 611/96 
Ual.oa Varyiq Jl.atblaao:lq llld OilcouDI a-aDd a~~~~ Pric:o IOIJ4 .. 

~Rile 

Aftlr.Tu (Pn·Tu:) Allcr·Tu (Prt·Tu) AIW-Tu (Prc·Tu) 

RctwJdlAa "-
Coupoo Rile • .23 .. uo.. 4.3911> 6.15 .. ..,, .. 7.00.. 

6~ 6Ja• 6J~ .. 6Jl .. 

6.7$ .. 6.16 .. I 6.7iil 6.71 .. 

7.00.. 7.01 .. 7.0Uio 7.01 .. 



Chuc Secunues. t:r.c. 

Pnfand ~ 1Z111 ~liMUI Allllytll 
7 ,.... ot 611/l002 

Calculauon o( Redemption Cot11 
CaJVr enl!cr PmD.wm • Al!.eH.u 
Experue of CalVTClldct • After-~U 
PIUJ. Un.amon. OiJccNiu {J'raUuD) Old~· After.w 

Uumon. Cotca Old bllll • After·r&a 

6 yun) 

121»'96 

After·w Colt ot Qwtmdina ~sa» 
lnuzurll)ividcd Sl.lo&l 
Amon.: Di.scouDI (1'realium) 0 

~ 13 

ToW l'n·W eo.t l.l$6 
locomc T.u EtltaO ,,.00. 

Altu.wCotl Sl ,40'l 

After·W Colt of RdlladiDI IJa. 
lrucm.rll)ividcod Sl ,961 
CoSl of PrcmlumO New ~ Ralll 30 
Amo"-= luualx:e Cot11 39 

Tow l'n·w Coli 2.030 
Income T.u Etftct 0 3$.00. 

Aflct•W C06I Sl.3l0 

lmpoct oo Net 1.-
PI u.s: COM of OuatllldiQI luw Sl.40l 
!Ass: Cot1 of Ratuzldlq a- 1.3l0 
!Ass: CO$l of RedaDpcioll " --
Impact Cll Net lacome S34 

Impact Per Shaft ( 96.1 .SO abaru) $0.0004 

121»'97 

SUII 
0 

23 

3,710 

".001i 

Sl,41l 

SJ,37S 
S2 
61 

3,494 
, ,()011. 

SU11 

Sl.41l 
2.271 

12 

139 

S0.0006 

S.SOI 
0 

(99) 

19 

$491 -sn 

Period Eadtod 
121»'91 

Sl.6&1 
0 

23 

3,710 
, ,00. 

S2.4Jl 

S3.37S 
Sl 
67 

),494 

lS.OO. 

Sl.l71 

Sl,412 
2.271 

12 

$59 

S0.0006 

121ll199 121»00 

suaa SJ,611 
0 0 

23 2l 

3,710 3.710 
)5.~ 3S.~ 

Sl.41l $2.412 --
SJ.37S S3.37S 

Sl 52 
67 67 

---
3.49• 3,494 

)5.00.. lS.OO. 

Sl.l71 Sl.l71 

$2.412 $2.412 
2.:m 2.271 

12 12 
---

SS9 SS9 

$0.0006 $0.0006 



Prttcmd ReUruncDt w tap!oct.;,.,, AIII!Ytis 
73111 ol6flll00l 

!ropiCt of RtdtlllpCicdrcadlt A: a.fuodm, oa Rcveli\IC R~au 

Prc-w COSI of Ouw•odiDa 1uuc 
ln~reslfOlvidend 

Amon.: OiJcowll (Premium) 

ExpeiiMI 

Tot.al Prc·WI Cost 

Pre -tU Cost ol Rcl\llldilla '
ID~vidcDd 

Amott.: luu&D<:c c-

Tow Prc-w Cole 

!ropact oa Rcvmuc ~ 
Leu: Cost of Outsi&Ddina blue 
Plus: Cost of Rcfv.DdiDa blue 
Plus: Recovery of llodlmpcicD Colli 

lrop1C1 oo Rcvcnu.c JUqulrtmeDD 

Summary of R.cdcmpcioo COil ~ 
BcalMinl Bai&Dcc Rcckmpdaa Coau 
Coli of Cury 
AmOrUZalOrl 

Tow Recovery 
EMili& Balcoce 

N01e: RCCO'Cry of Redcmpjoo C:0.U II' d 0¥" 

rauofmwnof 6~ . 

NPV Savmp of Rcvcnuc JUquimDclll.l($000) 

12/3(\196 

$2,1 43 
0 

13 

S2.1S6 

$ 1.1161 
39 

$2.000 

S2.1$6 
2,000 

Ill 

(S.S4) 

7$6 
49 
73 

Ill 
6U 

121»9'1 

S3,6U 
0 
ll 

$3,710 

$3.31$ 
61 

$3,442 

$3,710 
3,"1 

17'0 

($91) 

612 
44 

126 
170 
S$6 

Period E.adcd 
ll/»91 

S3,6U 
0 

23 

$3,710 

S3.37$ 
67 

$3,710 
],442 

162 

($101) 

.S56 
36 

126 
162 
430 

ll/31/99 

S3.611 
0 

23 

$3,710 

$3.37$ 
67 

S3.710 
),441 

1,4 

(SI U) 

430 
21 

116 
1$4 
304 

6 yean widl a sn--

S2.293 

12/3();00 

Sl,611 
0 

23 

$3,710 

S3.37S 
67 

$3,710 
3,442 

146 

(SI23) 

304 
20 

126 
146 
179 



C.••· Secunues. Inc. 

noricla Powu Corporatloa 

Prefemd tuaz- &Dd llcplxcmcm AIII!)'Sil 
Is. or Ulllll 

Auumpdaas For F'III&DCW Allllyw 

The OuuWidlnciJJIIC The Rcfundin& luue 

Type of Seewity DEBT 
ll•ct.u31pdon Malbod CALL 

lsnu> Ow 1()'30191 ~·Dal& I 111196 

AmoWU OulJwldllla (000} suo.ooo Cwmu MMita Vatu. 1 06.~ 

Clllrall Yltt4 10 Call 5.7l l 11o 
Coupoo R.u: 8.61" YldciiO Mwrily 7.91~ 

!mtiat Offer Price 91.7'' T ..... or Cali Pl1ce 105.54 .. 
Yield 10 MIIIUU)' '·'"' Yield 10 Nul Call II'IIJM' 

Yield 10 Mwrily •.. ~ .. 
~I)' 1111/ll 

Y un 10 M.mrrily 15.00 0»1 ol Teodlr or Call 0.~ 

M&DCI&tory Sillkiq fWid No Type ol Soaariry DEBT 
Nut Par-m (cia!&) 6/IJOO 
A.aiiU&l Paymcar (11o) 2~ MaNriry 11/lnl 

Yun 1D Mwril)' 2.5.00 
Next Call O~~e 1111/96 
Nut Call Pncc ,~_, ... M&lldaaory SiAkiQIFu:xl NO 

$~(-) 
UpcDKS of Wue (000} AIIIIUII Par- (t.) 

UQduwri~ Commjsske SIJ13 
E>u...-.1 Ex~ 2.50 ~a~ ....... ot •• ,.d ..• '-te 7.400 .. 

TOtal Sl~ 
UocSa•••d»c C<-ni,ioo O.f75t. 

UIWIIOna.ecl Expaaws St.l(n ... , Nul Call o .• ,, .. 
Eap&aMa of luiM (000) 

Oucount (l'romhlm.) Upoa latue SU7S u~ Cftnmjuioa SI.J IJ 

Una:non!Kd "-' Sl~l £arjm "td £.apt.QJU 100 
TOtal Sl.41l 

Mu&)Aal T u llal& Allr.f-taa Coet of c.pi!&l for PV Cakv.lAiloal 
Low~ .., ... 

c.....,mon Sbm OutlaDdlDJ 96.150 BueC... 4.94 .. 
HIP Ra&.t '-' K 

FlAaAu !UdaDplloa Prwmhlm NO 



Cba•c Swmcu. Loc. 

norida roww Corporadoo 

Preferred~ • Rtp'-mca1 AD&Iysis 
l~orllllflt 

l'loot<Uoll "'"""' Cosu (000): ....... c.... c.. 

UJliT c:odcr Premium $1,310 

Expense of~ luw 0 

Uodcrwndta& CCMTtminicwe .. N.w l.sAall IJll 

U peliiCS • New Is.M 100 

u~ OIICOIIIIl (Ptemlllm>. Old r- 1,.$6l 

UIIAIIIOrt!M4 i!apiMI • Old 1.- 1.302 

Acc:Ned ~ O!vldalda • otd '-

TocW $2.164 S9.1l2 

Mcr•IU 

T&as...p c.. c.. 

Sl.901 S,,401 

0 0 

IJ IJ 

100 

$<11 ($C) 

<1$6 ( <IS6) 

0 0 

SJ.911 SJ.Ill 



l 

Rccimrlm 
Price 

104.$4, 
IOS.S~ 

106.$4, 

Rdlmdiaa 1.-
CoupaalWa 

7.3S• 
7.60-. 
7.1S. 

J>r.(en'Od Redie- &Dd ReplaccmcDt AAII)"is 
I Slit of 1111/ll 

0'-llla&e 
AtW·TU (Pre• Tax) Al!lr·Tu (P!.·TU) 

.. 78. 7.JS-. 4,94, 7.60-. 

7~ 

7.l4. I 
7.~ 

7.niJ 
7.11. 7.17. 

Oilcowlllla&e 
AIW-Tu (JIN.Tu.l AIW·Tu (l're·Tu) 

.. 7 •• 7.3S• 4.94. 7.~ 

S4.1S3 S4.1S3 
2.137 I ~6ul 
1.366 1.171 

Alla·Tu 

J. IO.. 

7.29' 
7.23. 
7.17-

Afla·Tu 

S.IO.. 

S4,0~ 

2.611 
l.ll6 

Srcabvmll8fwldJaa C:0.. (Vawa NPV'J Abo¥1) 11111» Nat Calli 11/1196 
Uaiq Vwyiq lid ''I ...S Oi.-a-..s a R.va- Price I OS.$4' 

DboouDI R.al. 
Alw•TG (PN.Tu> Aftcr.Tu. (i're·Tu) AJ'tcr-Tu. 

Rc~ls-
Coupoci!UY .. ,.. us• 4.94. 7.60-. J. IO.. 

7.).,. 6.$2• 6-'l• 6-'l' 
7.6011. 6.7~ I 6.76!1 6.17. 

'·"' 7.01. 7.0" 7.01. 

(l'Tt-Tu.) 

7,.,, 

<Pr.·Tu ) 

'·''' 

(l're-Tu.) 

7,.,, 



Cb~« S<C'JntiCS. IDc. 4.1. 96 

n.nda ,....,. ~liM 

Prc(cmd ~and Rip'--Allalylia 
I st. ot 11/llll 

l.alpla ot Jlldrtmclll a R.ttuocllllt oo Nee racome 

C ekuJetJm of R~ C.C.ta 
~<lldct l'ftaliuD • ...,.,._ S'-401 
EAp<mc or ~c:..w • ...,.,.._ 0 
PillS: u~ Dixolal ('PrcmNm) Old 1uue • Aftcr-~.u I.OIS 
U~ C4R Old luue • Mu·t.u 846 

TOI&I~.WCOill 57.263 -
A.a.ailal AmortiDiioD (over lS yan) Sl91 -

l'lriod laded 
ll/»'96 lll»9'7 111»91 ll/11199 121»00 

Aflet-t.u Cottof()wtrd'nel.-
ln!el'tJI/DiYidald Sl.099 $12.931 512.931 m .931 SI2.9JI 
Amon.: OiJc:owlt (PI jesm) 0 0 0 0 0 

Elpmw I $1 $1 $l $l 

T oc.aJ Pre -<a CCif!l 2.107 12.990 12.990 12.990 12.990 
IDcocDt Tax Etfecs e 3$.()011, 3$.00. 3$.00. )$.()011, 35.00. 

Aftcr·t.uColl $1.370 Sl."'l Sl.44l Sl,443 U .44) 

Alw·t.u Coli of RtllmdiAa 1.-
lmctui/Dividald Sl.~ SII.<IOO SII.<IOO SII.<IOO s 11.400 

c-ol Prcmllllll. Ntw '- a. 101 631 631 631 6ll 

Amon..: ""' sor:e eo.&a 9 57 " 57 57 

T oc.aJ Prc.cu Coli I .HI lUlU lUlU lUlU l l.OII 

ltiCoale Tax Etf~e~e ".()011, 3$.00. 3$.~ )$.00. 35 .~ 

Al\arotax Coat s 1.275 S7.157 1'7,157 $7,U7 S7,1S7 

Impact oo Ntt IDcoma 
Plu Colt ol Ouw•"'"l 1&ale Sl .370 Sl."'l $1,443 SI,U3 $1,44) 

Lua: c-ot~ 1.- 1.%7$ 7.157 7,157 7,1$7 7.1$7 

Leu: C4M o/ Redf lll(ld lie 47 291 291 291 291 

---
lmPICI oo Net'- S41 U9S S~9S U 9S Sl95 

lmpec1 Pu Share ( 96.1SO "'-l so.ooos SO.OOll SO.OOJI SO.ooll SO.OOll 



Prtttrnd bcillmtDI ud Rlpllc.emat All&lyW 
1 Silt or 1111121 

Impact ot R~CIIdu A R.eJ\Indlaa ca Rc•cauc Rcqunmcnu 

Prc-~u Colt of Owwldma u-
lnlucsiiDividald 
Amon.: Oilcoual (l'mllium) 

E•po!IMI 

T oul Pn:-ll.l Colt 

Pn: ·ll.l COSI of Rcfwl4illa !JAM 
lniUUlfOMdald 
Amon.: ~ Coea 

Impact CCI Rev-~ 
Leu: eo. ol Ov"JU""i=a r... 
PI~JJ: Coli ollldalldlaa !JAM 
PI u.s: Recovery ol R"KkD::pcioa Coea 

lrnpoct oo R.eveouc Raq~ 

Swnmary of Ro6rmpcioa <AI 1\-.y 
Bee=& B&laDce bdlrwpdroa Colo 
CoscofCmy 
~ 

Toul Rcco'my 
End~t~aau-

No..: RCCQVcty ol R.edempioo Coea •- d fi'IU 

rate or ~llllll o1 1 .Js• . 

111»'96 

Sl.099 
0 
I 

Sl. I07 

Sl-'49 
9 

Sl.ISI 

Sl.107 
1,&$1 

194 

S64S 

11,174 

Ill 
71 

194 
11.101 

12130197 

SIUll 
0 

Sl 

Sll.990 

Sll .400 

" 
Sll ,4!7 

Sll.990 
11,4~7 

1.263 

(Sl70} 

11.101 
116 
447 

l.l6l 
10.6$4 

Period Eftded 
121»91 

StUll 
0 

Sl 

Sl l.990 

Sll,400 ,., 
su.m 

Sll.990 
11.4$7 
tm 
($303} 

10.6S4 
7U 
447 

1.130 
10.207 

ll/31199 

Sll.9ll 
0 

Sl 

Sll.990 

$11.400 , 
Sll.4!7 

Sll.990 
11.~7 

1.197 

(S336} 

10.207 
HO 
447 

1.197 
9,760 

12/30100 

Sll.931 
0 

Sl 

$11.990 

Sll .400 
S7 

$11 .4$7 

$12.990 
11.~7 
1.164 

($369} 

9.760 
717 
447 

1.164 
9.313 



l 

norida P-.r Corpontloa 

Pnfllft'td R.otimDaaJ ....s st.ploca;,.,, A.tl&ly•,. 
7 V<lt orll.MOO~ 

A.lu•mpacxn F« l'llwlcW An&lyw , 

The OwWld!niiWM The 1Ufl:n4i.!\ll~c 

Typc ofSc=uy 

11111& Ow 

AmOunt Owi&Dd.iDc (000) 

Couj)CG R.ar.t 

llllu.tJ Ofkt Pnca 
Yield 10 MIIW'icy 

Malllrlry 
YWJIOM-u, 

Maa4wry SiDIWII Plllld 
NWPIJ_(._) 
A-..1 ,.,_ ( .. ) 

Nut Call Oaa 
Nut Call Price 

E.llpcnsu of lUilC {000) 

Undc:rwntl.aJ ~mlnloo 

EariO""c.d E•P'l'M' 
TOI&I 

Uwuoniz.S E.-. 

~ {Pmzllum) Upou '-
UIWDCXUZCd AlziOod 

DEBT 

1111.-71 

$50,000 

7~ 

101.00.. 
1.161 .. 

1VlJ02 
6.•1 

No 
6'1100 

2l.JO" 

6'1196 
101.43 .. 

$438 
llO 

S6U 

$ 147 

(S$00} 

(SI01) 

35.00. 

96.150 

C'l.lrml& M.n.t v rJue 
CWTIIII Yi&l4 10 CaU 
Ylll4 111 Malurity 

T-w "'Call Price 
Yldd 1D Na. ...all 
Yield Ill~ 

Cott ofT «DCCcr « CaU 

Maod.uary Sllltlq FlUid 
Staniua (dlr&) 
Allaual ,.,_ ( .. ) 

Uada'wrU!Aa C tyloo 
AlNazC&U 

~Mt ol J..- (000) 

CALL 
611196 

100.08 .. 
1 5.9~ .. 
7.23 ... 

0.000.. 

DEBT 

6/ I/Ol 
6.00 

NO 

0.~ 

0.~ 

SJOO 
100 

Ahlr.w COil ol CapJIAI for PV Ctku!adou 
LowR.. • .23 .. 

a-c.. 4.l 9" 

KIP be 4.55" 



florida Poww Coflloradoa 

Prdared Rctirtmm&Dd Rep.._,_ Alla.lytb 
7 U.., of ll/lllOQl 

~ -Cosu (000): Soot- c..toc-

Ca1VT codct Premium $115 

£qleaM of R"'Mnprim u- 0 

l1Ddlrwtidq Ccxnmlsfim. N.w 1.- 300 

ExpeDMJ • New lsJ\111 100 

u~ 1>*-(PraD.lum). Old 1.- (107) 

Ucwuouiaed E•J .ow .... 147 

Acc:Ned 1:s11ra11 Oiww.b • Old 1.-

TOI&II $40 Sl, ll' 

Alw-

Tus......,. c..toc-

$2.50 S~$ 

0 0 

300 

100 

(37) 37 

52 (52) 

0 0 

S264 Sl51 



L 

Clw~ SctV~au. !Dc. 

R~ 

Prb 

100.4)fo 

101.4)" 

IO'U3• 

IWuodllll '-
Coupoa llall 

6-'0t. 
6.7S• 
7.00to 

PN!a"l'ld R~drtmem and Repl-m.ont AA&Iylls 

1 V41 ot l 1111200l 

O!Jcowl& llMI 
Alllr·Tu (Pre.Tu) Mar·Taa "'"•Tu) 

Olt. 6-'0t. •.3K 6.7St. 

7.30t. 
7.1 .... I 

7.30to 
7.lliJ 

7.11. 7.17to 

~--
Mar·Tu (J"N-Tu) AIW·Tu "'"·TU) 

03. 6-'0t. UK 6.,. 

"·"' s..Jn 
1.117 I 1.614 1 
1.366 1.2'71 

Mar·TU 

'-.$$ .. 

7.29t. 
7.2). 

7.17 .. 

AIW·Tu 

4.$$. 

s..~ 

2.611 

1.116 

araa-ldlatiq c.,.. cv- NPV's ~).die Nat Calli &l/96 

u..,v.,..,,, -.-~---·RMa •Prb 101.4)~ 

oc-a.. 
Ahlr·Tu <J're·T&a) Ahlr·Tu (Pra•TU) AIW-Tu 

Rofwl4int luw 
Coupoa Raul 4.llto 6.50to 4.3K 6.7Sto '·"" 

6-'0t. ..,1 ... U l "' 6J2~ 

6.1$. 6.76-to I 6.76 ... 6.77 .. 

7.00to 7.0 Jto 7.0 Jto 7.01 t. 

"'"·Tul 

7.00to 

Cl'rt·TU) 

7.00to 

(f'R·Tu ) 

7.00to 



Clw• S<C"W"~aa.llx. 41 4. 96 

flort4a , ., .. r Corpon lloa 

Pnrmcd ~&lid llcpllccmc~~~ AIIIIYJis 
1 V._ ortVlllOOl 

lmPKt or Rttb•- • R.atliadilla o11 Nct lni:omc 

Cakvladco of Rwmptjoo Costa 
C&llfTCDdu l'rtmNm • AlleN&& U 65 
EApaue or C&1lfT...W • At.·IIA 0 

Pl.a: V~W~at. 0*- (Pnmium) Old ~ • Al'tu·IIA (70) 

VIWDM. C:O.u Old 1.- · At.oWt 96 
- '--'-

Tex&l Re4cmpciodT...W Qleu S•91 -
AIIIIUal Amoni:&ICioo c- 6~) m -

Paiod fo "-4 

l l/»M ll/30'97 ll/»91 ll/31199 lli»>O 

Mw·~~a Coat or OuiiiiDdla& 1.-
lntcn=SI!Oividald S2.107 Sl,61.S SUl.S Sl,61.S S3.61.S 

AmOn.: DilcouDt ~ ( IS) (35) (31) (~) <•l l 
EJpeaMI I) 2l 2l 2l 1l 

Tex&l Pno~~a Cool 2.105 3.61) 3.611 ).601 ),605 

l¥oaM Tu Etred e 35.00. lS.OO. lS.OO. 35.~ 35.~ 

Afla'·IIA Coli SI.J61 Sl.J~ Sl.l47 Sl.ll$ S2J 43 

Aftu•IAA Cost oi iW\&ad.illa 1.-
lAWUIIOivldad Sl .961 U J75 Sl.J75 SJJ75 Sl.l7S 

eo.t or Pnmlaale ~ 1.-Rt. u 4 .. .. .. 
Amon.: "-C4ell 39 61 67 67 67 

Tex&l Pno~~a CoSI 1.021 3.190 l.~ 3.•90 3.490 

ltlcomc Tu afec~e l S.OO. )5 .~ lS.QK 35.00. H~ 

--
Afln·IIA Colt Sl.lll U.l61 SU 61 Sl.l61 Sl.261 

lmPKt oo Net t-. 
Pl.a: Colt ot~ INw SI.J61 S2.349 Sl.l47 S2.315 U J •3 

l.cu : Cost ol ~ 1.- l.l ll l.l61 U 61 l.l61 2.261 
L.m . C011 or~ .. 11 11 11 11 

lmPKt oo Net'- Sl (Sl) (Sl) ( U ) (S7) 

Impact Per Share ( 96.150 lhuu) so.oooo ( SO.ClOOO) (SO.OOOO) (SO.OOOI) ($0.0001) 



"'-fcmd R~III'ClDCDI &.ad Rcplacc.IIICQI A.ll&lysu 
1 ~ of lVl.OOl 

lmpKI of A.eclt~a:wkr A Rcfwldin1 011 PfVCIIIIC Rcqwzc.mcn!J 

PR ·I» C:O.r of OullteMinJ W... 
lll!UWIDtvJC!cocl 
~ Oiseoual (J'NmklmJ 

Ea-pccsu 

ToW l'R·IU Colt 

"".w Colt o( ltdiiDdlq 1uue 
lllwut'Dmdald 
Amort..: (am•r- CoiCI 

lml*l 011 ~ Rl4:d:-
l..u.a: COil o( Ou '"""" blue 
Plus: Colt ot R.dallditla 1uue 
Pltu: Recovery otA.ecltmpdoa C.O.u 

lm9ctGD Rev-~ 

SWD~UY ct h' ; ~:a Colt a_, 
Bcpam~~~BalaDcl '«<emprioa COlo 
COJ1o1 Cany 
Amanwloo 

TCIW Rccootay 
E:od.q Balaac:a 

N-= Rcovtty ot A.ecltmpdoD eo.u ... ,_, ovc 
t &IC o( ~lift ot 6~ . 

111»96 

Sl.I07 
( IS) 

13 

Sl.IO$ 

Sl.961 
39 

S2.000 

Sl.IOS 
2.000 

Ill 

Sl7 

1$$ 
49 
7J 

121 
612 

1:1/3()197 

SJ.6lJ 
(JS) 
1J 

$3.613 

Sl.l7S 
67 

Sl,44l 

Sl.613 
3.441 

170 

(SI) 

612 
44 

126 
170 
H6 

PcnQd E.n&d 
111»'91 

SJ .6lJ 
0 7) 
ll 

S3.611 

Sl.l13 
67 

SJ.611 
3.442 

162 

(S7) 

S$6 

36 
126 
162 
~30 

ll/)1199 

SJ.6lJ 

c.a> 
23 

Sl.601 

S3.l13 
67 

Sl.601 
),442 

IH 

(Sill 

~30 

21 
126 
1$~ 

~ 

6 yun wldl • pn·~» 

llllG'OO 

S3.6lJ 
(~JJ 

l3 

---
$3,60$ 

S).J7$ 

67 

S3.60S 
3,441 

146 

(Sill 

3~ 
20 

12CI 
146 
111 
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c • .....,.,., FPC 

Call Monetization of 8.625o/o due 11/1/21 
High Coupon Debt Prof/,. 

Embedded Option 

CoMtru<:tlon 

CIIIJ Monetlzatlon 

OCHASE 

The Florida Power Corp. ("FPC") currently has $150,000.000 or •ts 8 625% 
notes due 11/1/Z I outslanding. These notes are callable slal1!og Ill 1196 
oo a sliding prerrium scale unbl 11/ 1/ 11 when 11 is callable at par. 

Upon Issuing the not.e FPC bought a cal option from the note holders. The 
value ol lhis call op4ion Is greater when rates are low relative to the coupon 
oo the note. FPC is therefore exposed to an erosion In the value ol its call 
optioo in an locreasintJ interest rate environment. 

The tactical construction to protect the value ol lhe call involves executing 
a swaption that commences oo the call dat.e ol the note and has a maturity 
tailofed to the lssuet's call-period preleronce. 

SwepliDD Pretnlwn Upfront 

FPC 

8.625% ' --- ~ Note Holder At [WI ' I Call"'-'-
Ailo¥ehf 

This strategy wiU genetate an upl.ronl cash receipt lof FPC lhat slows them 
eo capture the currenl high value ol their call option. When appied over the 
life o l the swaption ot issue this receipt wil slgnllicanUy tower FPC' 
financing costs. 



CcnfldMIIM FPC 

Call Monetization of 8.625°/o due 11/1/21 

Adnn,.{lflu 

DludvM,... 

OCHASE 

FPC receives a significant premium uptront .. 

FPC wil not have to pay a premlun to call the bonds In the futla'e. 

The lnlrinsic value of the call is prol~ted against market fluctuations (I.e. 
~ lnlerest rates). 

The prefrilrn eU&clively reduces FPC' cost ollundlng by 112 bps for 25 
yrs. 

FPC' rlghlto cal Ita bonds Is s~Jtlted to exercise of the swapllon by Chase. 
Assulnklg 1he WT8nl market yield CUMl end option pricing paramelets · 
remain consmnt, Chase would be inclined eo exercise on 11/119611 the 25 
yew 8WIIp rate wouJd be at or lower than 7.14%. 



C..-Jil FPC 

Call Monetization of 8.625°/o due 11/1/21 

High Interest Rates I A her C~J~ ~.~~~J Low Interest Rates 

FPC 

7.50% 301360' 

Note Holders 

• • Assumes $ 19MM premium amortized over lhe 
remaining life ollhe issue (8.6255%· 1. 12%) 

Q C HASE 

Chaae Exerc:lses 

8.625% 301360 

UBOA +0.25% 

Swaption 

~ 

• 
r 

FPC 

liB( 
0.25 

A+ 

'"' 
; Call 
: Premium 

~ ...... ; 

• • • • • • 0 • •••• • 

. 

' 
cash 0 Pat • 
Premk.m 

Bank Funding Note Holders 

•• • 7.50% assuming amorllzalloo ol Pfemlum over 
the remaining tile ol the Issue 



c-tldtml/111 

Call Monetization of 8.625°/o due 11/1/21 

Accounting wu .. One method of oomyoUog lor !tis struc;twe: 

The Initial cash preo:lium Is accountad lor as a debit to the Cash account. 
This is offset by a aedll to the Other l labilies account 

Dr Cuh 
Ct Other UabUitle:s 

FPC 

Going IOfWan:l, the swaplion is ma111ed to matket and lhe Other Uabililies 
account Is debil.ed Of aedlted accordir9Y against the Other lnc/Exp ledger. 

Dr Other UabUitla 
Cr Other Income (Pn..) 

QB 

Dr Other Expen .. s (PIL) 
Cr Other Llabllities 

II the swaptioo Is eurdsed, the swap Is eligible !Of hedge accoootlng if it 
can oftset bank debt lloo bank debt exists, the mark to mark.et on the 
swap will continue to be accounted lor as shown above. Unwinding lhe 
swap Of swaptlon belore expiry will result In the reallzallon of gains or 
lossas accooilngly. 

• Cb&M ... .... ....._,Ifill~ ....... W ' 'II.....,., Of! Ill owrt a 1M CdGI'fJ. CliaN ll jliUU ...... W~ M M IUD"""ft'ClOdorrd and IIYUI I'IO 
,.... 

2 r ,. • ..,.._~,..,. ..... ,......dlec:* .... rout~"'CCCOniMf .. 
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Chase Economics Group April1996 
3-MONTH UBOR Scenarios 
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• The Chase Economic Group forecasts where 3-month UBOR wiU averege each year in 
different economic scenarios over the next five years. 

FPC 

• The forward curve shows where the market Implied mid-year 3-month LIBOR is over each 
of the next five years. 
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MEDIUM TERM U.S. ECONOMIC OUTLOOK: 1996-2000 
Base Case Scenario (50% Probability) 

.--------
1996 1997 1998 1999 2000 

Real GOP 2.1 2.6 1.5 1.5 3.5 

CPI 3.2 3.4 3.8 3.6 3.2 

Fed Funds 5.1 5.5 6.2 6.0 5.5 

LIBOR, 3-Mo. 5.3 5.7 6.5 6.3 5.7 

T-Bond, 10-Yr 5:a 6.3 7.2 7.2 6.9 

• This is a successful "soli-landing scenario" in which lhe lightening implemented in 1994 and 1995 turns out to 
• be enough to slow the economy to Its potenlial growlh rate in 1996. 

• Since the IJ09I'Tlflk>yme rate Is relalively low, Inflation will accelerate sJi!tilly. 

• The Fed holds policy steady in the second half of 1996, given moderate grow1h and inflation. 

• This scenario Is most likely t.o be a.chieved if growlh overseas isn't too strong and lh.e federal budget delicit is 
gradually reduced, but nol quite balanced over the next five years. 

tm1§.: The GOP lorecast is now using the BEA's chain-weighted GOP series. GOP and CPiforecasts are 04 
over 04 growth rates. Interest rate forecasts are annual averages. 
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MEDIUM TERM U.S. ECONOMIC OUTLOOK: 1996-2000 
Slow Growth Alternative (30% Probability_~ 

1996 1991 1998 1999 2000 

Real GOP 1.4 2.0 2.8 2.8 1.5 

CPI 2.8 2.8 2.8 3.2 3.2 

Fed Funds 4.5 4.4 5.3 6.0 5.8 

LIBOR, 3-Mo. 4.1 4.6 5.6 6.3 6.1 

T-Bond, 1G-Yr 5.5 5.3 6.5 7.3 7.2 

• Growth falls to the 1.0-1.5% range in 1996, moslty because of the lagged effects of the Fed tightening 
~lied in 1994 and eal1y 1995. n addilion, exports are weak because a fXlCJf growth in the U.S.'s key 
trading partnefS. 

• The Fed cuts the fed funds rate to 4 .0% by Jhe second half of 1996. 

• By 1997, the lagged ettects ol the monetary tqll.ening implemented in 1994 wear off and the easing 
implemented in 1995 and 1996 start to drive growth up. The Fed starts ti~tening again. 

• Fiscal policy is mikly oontrac1Jonary in lhe 1996-98 period. 

• Oil prices are assumed to remain stable in the $15·20 per barrel range throu~t the forecast period. 

OCHASE 
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MEDIUM TERM U.S. ECONOMIC OUTLOOK: 1996-2000 
Fast Growth Alternative (20% Probabili~l 

1996 1997 1998 1999 2000 

Real GOP 2.8 2.0 0.0 2.5 3.0 

CPI 3.6 4.0 4.2 3.8 3.6 

Fed Funds 5.6 7.0 6.5 5.8 5.8 

LIBOR, 3-Mo. 5.9 7.4 6.6 6.0 6.1 

T-Bond. 10-Yr 6.8 7.8 7.5 6.9 7.5 

• In lhas 5Cel\8lio, a combination of tadors leads k> stronger growth In 1996. These ladofs ~Include 
stronger growth CJYe~SeaS and a weak dolal, .tictl WOl.ti s&TUaAe expcx1s. kW1tWfJI posstie c:onrilUIIng 
1ac1or would be lhe lack of an ~ on Wting lhe deficit The housing rTlBibt woUd also respond k> 
the strong bond rally of 1995. 

• Such a conftuence ol events would lead to 2.5-3.0% ~ in 1996. The unemployment rate would drop 
below 5.5% In 1996, making lhe tlbof ITl8fkal about as l9lt as In lhe late 1980s. lnllalion would accelerate 
sharply, exacetbated by a rise In ol prices k> $30 per bamll by 19961n readion o slrong woddwide demand. 

• By mid 1996, 1he Fed would resune tig\~ By ear1y 1998,1his wWd proc1Jce a lailty severe recession. 

• Conc:ems about ir&don and lack of progess in redJc:ing lhe lederal bo dgBI de6dt woUd pt::baliy I1JSh txnt 
yields to 8 .0% ()(higher in 1997. 
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Duration & Convexity Summary 

•When rates move significantly, duration becomes an inadequate measure of price 
movements for buP.et paper. In order to estimate the true price sensitivity of a bond, 
convexity should be considered. Positive convexity dictates that, regardless of which 
direction rates move, a bond's price performance is better than just the duration term 
would imply. 

•All other things being equaJ, investors want higher convexity (better price performance 
in volatile markets) and issuers want lower convexity. Investors look at duration and 
convexity as indicators of how their investments will perform. 

-convexity is often an indication of call flexibility. A company with a lower overall 
portfolio convexity is likely to have more call flexibility in that portfolio. 

•Treasurers should have an understanding of how the ma.Xet value of their liabilities 
wil be affected by changes in interest rates. Duration and convexity are useful in this 
regard. They also provide a convenient way to compare corporate debt portfolios on 
both a sector and Industry basis. 
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Duration & Convexity 
Ourallon and convexity are two concepts used in rneastnl9 the Interest rata sensitivity ol bond prices. Besides 
giving cs the present value weighted average lila ol a patlcular bond's cash !lows, modilled duration also 
prOYidas a rea.sor.able estlrnale ollhe percentage change in the price ol a bond lor a change in Its yield. FOt 
e~. If we wanted 1o delem'Wle how nun the price ol a bond wllh a mo<ifled tbalion ol 9.9 woUd change 
IOf a 1% change In yield, we c:cdd use the lonnula ... 

Percentage Change In Price = ·Modified Duration x Percentage Chlinge In Yield or ... 
9.9 X 1% : 9.9% 

However, true price perfonnance Is not lnear but convex. So, while small price changes can be estimated by 
mociied dlnlion, convexity dictates that estimates lor lalge changes In price wil overstate the amount of price 
dedlnos in rising yield enWoliii16nb and l.llders~le price approclalioo when yields IIIII. The mora convex a bond 
ls, ltle better a bond wll pertorm In volatile markets (when yields move slgriflC8nlly In one cirec:1ion Of the Olhor). 
This Is why Investors locus on convexity. 

Price 

Amount of error In price change .. Urn81u 
due to convexity 

OCHAS E 

Coovexily 

Yield 
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Duration & Convexity 
Thus, the true change in price is ... 

Change In Price= ·Modified Duration x Change In Yield+ 0.5 11 Conve11lty 11 (Change In Yield V 
Noll> that because 1h8 convexJty term Is nUtlplied by lhe chango In yield squued, It Is always additive for bonds 
with positive convexly,~ hi pricelyield curve Its convex slope. For smal changes in yield. the convexity term 
is lrmlaterial. For largef changes In yMid It Is more sigRflcant. 

Example: 
•For an 8'l!o 30 year bond priced at par, modified dlnllon Is 11.3, convexity Is 2. t4. 
•If yields drop 10 7.99'Jo,lhe bond price rises to 100.1 13% (convexity tenn Immaterial). 
•If yields drop by 0..5% to 7.5%,1he bond price rtses to 105.93%. 
•Outalioo Increases lle price by 5.65% (11.3% x .5). 
-convexity Increases lle price by an addillonal.27% (.5 x 2.14 x .52) 

Conveldly becomes even more lmpoftanl tof cn's"ie bonds. A calable bond will drop In price if ra.tes rise, but will 
only rise a certain amount when rates fal (due to lle cal option). TNs Is because lhe likeihood of a bond being 
called Increases as ral8s tal, c:auUlg lhe 11\811(et to begin pricing on issue "'lo lle car. This Is when we see ooe o1 
the effects ol negaiMt convexity. See below... • Negalive Convexlly of 

Callable Bonds 
c.-~ 

Price 

Y1eld 
QCHASE 
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Formulae 

:t tx PVCF1 
Macaulay cklratlon (In years) =f:f 1c 

1 
PVTCF, 

Mtgtetg du[Jiioo 
Modlled duration • 1 + (YieiO'*) 

Per~ change • - Uodllled clw'lldon • Yietd ctwlnge x 100 

. 1 ~ lxll+UPYCF, Convexity (In yoal'a)- •• . I.J ..... f:f · - . -

Approximate percen&age price change due to convexlty .. 0.5 x ConvexJiy • (Y_,d d\Mge)2 
• 100 

Estinwled percen&age price change 

W'*-

• - llodlfled DwatJon x Yield d\Mgl x 100 + 
.5 • Convully x (Yield ch8nge)l • 100 

lc • tunber of perioda (payments) per year (e.g., k • 21of senial'nJal bents). 
n • Number of periods ldl mautty (years lo malurtty x .,. 
t • Period In which the cash low Is expected 10 be received ( f ; 1,_.,n) 
PVCF, • Presenl value of caoh low In period t clacounlod atlhe YTM. 

FPC 

PVTCF = Total present value of 1'18 cash flow of the bond where the present value is determined using the YTM. 
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RESPONS.E TO STAI'J"S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS 
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STANDARD &c POOR'S Utilities Rating Service 

FLORIDA POWER CORP. 

opc»Ur~, aSF"'Ive cost conao!J, eltident op<trarions, 1nd hCIIthy cuh flow. How· 

ntu, thepuenrtiUpport ol Nlder alf!llata and IAIJt purcn.u.d powtrcorNnilments 

restrain upside aeclit poemtlal. 

llfcaT IIEYB.DMIITI /Mwry 1"'. Allen J. ICftsltr, Jr. president and chl«f cnc\ltivt olfkn of Aori~ 

Power slliCit 1988, ~that ho wW ret1R on April!, 1996. To bcpn an 
o«luly aucceulon of top III&NJtmenl for Flori~ P~ Corp. and Aorl~ 

Powu, other JNNitiMnt c1w11-were~ (Ia MMtllf'MII). 

0.:., *" JH5. Florida Power and ttw dly of Clealwatv t iJMd a ne-w JG.yur 
franchlle &IJ'"D*IL Outwalllr It IN ala\pal\y"t wond·La.'"lftl lraJw:hiM (Uj. 

tOINtl' and ICCOW\II for approxlmataly ~ of 1111nual rwven..-. No fra.-..:h!M 

aSJIMINftt rep~ tlJnllkant rwvenues are du.e to expire for the nut ~eral 

ya.ra.lndudJnc a $12.5 mWion contribu&n made In Oeccnbcf, Fl~ Prosr
c:ontz:iblltllc ISO llllllion in 1995to Florida Powtt froal IN procadl of IN holdlna 

eampmy't public atock olfaV\p and the f'n>srna Plus S!ock Plan. 

Nooc:nk<Y JM The Florida Public Servia Commlttlon (PSC) approved itutalft 

!'eCOCNlWidatio tor h!Jhu •tlln.lltd tot&t tuh.w dacoaunlulonin1 costs (S2.0 

bQllon, or S40U IIIWlon In 1995 dollut) dian that prtiCI\IItd In Florida Power's 

fillnc. Fklrlda Powttla alrudy •l.lblllhlna a fund«<~ .-not to pay for di!COIJI· 
~which It $16511\lllion at Dec. 31, 1995. 

""' ·=·' 

~ tm f1orlda Powu announced an apecu""'t with Saninolt Eltctric ·~ -,. 

Coopa:U!vc to pnMde an additlanal4551Npwalb (MW) ol wholtsalc powu. .J 
TN cCII\tradbep In 1999fora thl.-yatperiod.. Alao ln0e1obct. the Nudur 
ReJulatoty COI:NI\INion (NRC) l.atutd Ita Systtmadc ~t of UcaiMe 
Performance (SAU') report on the c.y.taJ RJvar nuclut alation. 1M SAil' that 
covawd theM. 20, 1994 tJvouah SepL 16, 1995 period wu wtialactory despite 

- .uppq.ln ~Tho ovcraiiiC'O,.. fdlto a "1.75" lnxn • "1.5', With 

pJ.It fUpport acHr<i111 AIUpmor "*of").()" and the c:&tfloria e£ mp-t· 
Ina, ~l~Ainlenance.INI opuadont -.ivln& a.cuptable marb of "2.0". 

~ JJ95. 'The Flodda PSC approved Flori~ Pow,er'• pordtion lor thumor· 

tlzatloan of~CXM W a\llllon In co.ta for tho canctled. 500 ldlovolt l..a.U Tarpon· 
K.th!Mn traNmbtlon line. The costa are b«in& amort!ud over lour yean. 
nb-.Uw to Jan. L 1995. In the third quartar, Florida Power abtori>td • 56.9 
IIIWlon prwtu d\arp to bes:ln IN amonlution. 

lWOIIITIUIIGTHS AIIO 11110 M6jtlr llmftllu: 

2 

• Heelthy and powtna tmrlce aru. 
• SaW!~ on tho lndusbia.l teet«. 
• Fladda't posraphlcalloc:adon and pen.IN\&lar lh.tpe ~ucc competition from 

out-o!-«Ut poww-
• Supportive Florida rtp!atOl)' envlronmenL 
• Florida PSC and ttate lcpLiturw N.ve adopted • u-.t>ow opprooch t<>Wo.rd 

rtt&il wheeJJ.na. 
• 01~ luelznill. 
• P'roKifve av.narzn-t 1tam. 

• Etfedlvt coR CD\laiNNnt tffona. 
• NOG'IInal Otan AJt Act vcpo.un. 
• But nata ttabWty. 
• Rata an c:omptdtlve within Flori~. 

II FLOIUDA POWER COJU'. 
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STANDARD &t POOR'S Utilities Rating SmJice 

#Njor risks: 

• Ch&llena• u.soc:Lated wlth OWN!nhip of a nuclu r ata tlon. 
• La.rp off~ pUJ'dl.ucd power obUaatiON. 
• C.padty nHdJ lXI "'"t srowtna demand . 
• Cl'ldlt rillr. lwl&htcMd by Rorlda ProgiUa' d iv• rsilied acrivltles. 

Rorlda PtQSTUS wu formed in 1982 and Ia • d lwrsitied holdins company. 
Hod~ lnSl Petenbw a. PJ.., Its prlndpalaubsldl.ary, Florid4Pow~r(75% 
of CONOlld.ated &NI!IJ. 90% of earnlnp, and 75% of revmua) wu incorporated 
In 1899, and Is enp8fd In the generation. purchue. tnNmisalon. dlstnbutlo11. 
and Ml• olel«tridly. ln August 1988, PtOgTaS C.pltal HoldinSS Inc. (PCH) wu 
fanned to become thedownstnam holding company lor Florida Progrut' d iVff· 
.wed opendons and 10 coNOUdaC. t!Nnc!ng of the non utility bullneuts. Divu· 
.uled ec:tlvltla Include an musY and lranlporution company, a Ule 'nsunnce 
lian, ll\d a conu:netd&l lendlng. leulng. ll\d rul atate opera~ 

Florida Progral' ratingl lugely re1ltct the credltwor11\ln.u of Florida Power, 
adjulted for hJ&Nr·Nir. nonutillty operatioN. POi's ratinp rell«t the lmplJdi 
tupport of p&l'll\1. Florida Prosr-· 1M aupport Ia .vidence<! by • net wonh 
malnt.n&llc't a~t betwftl'l the two companies. 

Electrk Fuelt Corp .• esUbliiNd In 1976. Is an energy and tr;uuport.:ation company 
that scves electric utilities. Including l"lottda Power, and Lndwtrial compwes. 
Its cn&jor ln.lsu- lndude coal ~ p rocuremmt. and transportation; bulk 
coaunoditla tmNportalilxl; tail.cat repair and rallcar patti cn&nu&ctwing &nd 
~S. and rail and tradcworb components. 

Mld-Ccndntnt Lite lnawance Co., founded In 1909 and acquired by Florida 
Pro.-. In 1986, Is a We Insurance tizm, whoM prlndpal p roduct ls • low·pre
mium dead\ benefit palky that Is aold tlltough Independent agents. 

FlORIDA POWER CORP. 

~lllfilla 
I . GeGtgta PoWif Co. 
2. Gill Powott Co • 
3. Aotldl PoWif ' IJQhl Co. 
• • ~ Ellcll1c Co . 
5. Alll1da l'vb8c UtiiiUu Co. 

3 
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Propaa Credit Corp., formtd In 1983, 1.t a /in&ncW aervlce. and rul nt.tll 

company with l.tndll\1 &lid !.ulna tr&nNctloN (rNinly lnvolvlns comm•raa! 
alrcTalt and rul atat:e) and rul alate prof«ts. the company plAns to contlnut 
with Ita orderly liqul4adon of tha. uwts. 

Advanotd Scp&rat!on Technolops (ASl) and Prov- Elwrgy Corp &n two 
very mWl subsidiaries. AST is an RA<D a>mpMy whoM pnnapal produCt lS • 

pata\led ad.Jotpt!on technolol)'. Plop- Ene1JY wu ructivale<l In 199-4 to 
pumae Independent powtt production opport\lnltla. primarily In th.t Southtut 

u.s. 

IEIMCE AII!A Florida Powu, lhe stAte' s NCOnd·L&rsest lnvator-owntd clectri' utility, provjd a 
eJectddly to tnOT't than ll 11\lWon custoa\crl. Sc.rvlc. l.t rendft'td In l2 of the 
ttaWe 67 coundel, aweM& approxiiNtaly 20.000 aquue mila with a totAl 
populadan of about 0 a1li.IJon In arnnJ and nonh central Flonda and &Ions the 
-t cout of the alate. The MtVIce tmitory lncludn St. PetulbuzJ and Clu.rwa· 
ller, • well u !he area IUfTOUnd.lna W.Jt DiR>ry World. Orlando, Oal&, and 

Tan.u-. 

lfnoa IIWI Ill 11111• 
1" .... 1 

Florida utilities have ClfJ'taln mallauvk:e tmitOri.J risJltf ~led by tht Florida 
PSC. Florida Powu hold.a nqotlated l'ranchiM ap-ecmcnts with v&l')'Uis cxptr.· 
lion terme extandlns tO 2030 with v!rtu&lly all o/ the munldpalitles In which It 

dlstributa entfJY· Of !he cocnpany's 110 franch.bes, only ON (Medal Buch) wW 
upln before the )'tal 2000; II repraaus lcSI than 1% o/ totAl utility !'IVcnuo. 
Althoush D\OW\tllla competition may aJfea NW franct\lw dua, Florida Power's 
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rate. appur to be low ft\OU8h that mW\Kapall%4hOn will be <iUfkult to JUStlfy 

ec:onoaUcally. 

In J.te 1995, the city of Clearwater sJsned an- JO.yur franclUH •snemmt with 
Florida Power. Ota~rw•ter, the sccond-l&rgat dry in the com~y'a service .uea, 
accow\IJ for tome 5% of total annual revenue. The fr&nd\IH w.u Mt to arxpin in 
SUIJUMr 1996. 

In late 1994. the company entutd into a new IO.yut temtorlal &Jrfm'll1\l wath 
the Orlando UtWt!a Coaunlalon (CUC). 1 mllllld~ utility. The pi(': maru.i 
the end of a lonJ controveny over whldl IN utWty would tcrve an expanding 
aru near OrW\do alrpon. ~by the dry of OrlAndo. This contract rq>~ 
the prwvlou.l20-ye.v ~t that apind in July 1994. cue will add the uu 
of land 10 lt:aMtVia aru and will buy thed.lsllibutlon UMU from F1oriiU Power. 

The .,-t prol\lbJIJ the CUC from t&ldns oYeJ any aastomen beaUM of 
&M~Utlcn. LoN of tills tm1tory wil.l not 1\Um Flori.IU Powtr"t linanciaJ condi

tion. 

Econoclllc tuppon cenwn on pho5ph&te and roc~lt mll\lllg and proc:ess~ng. clec
tronla dala:n and DW\ulactuzin&, ha.lth care-rel.ttd llWiufACturil\g. and d t:rus 
and othu loocl p~ OtN:t important eotn~MrNI acrivilia &nr touti.sm. 
h&alth carw, CONtNc1!on. and apicultutw. 

Florl4a Powv doa not rwly huvUy on the indwtri&l wctor. with lrulwtrlal 
C'UAIDII\en coout!tutins only 8.5% of d«trrc revenun and 11.9% of kWh salet. 
Umltlna lt:a CXJ1011U1W to the poKibWry of relall wt-Uns. IMC Apo Co. AT&T 
Mlcroelectronlo and florl4a Ctwhecl SCone Co . • ,.. amons the utlllty'al&rgat 
C\IStoiNrl. With the bulk of the com~y'J cuatom.tr bue denv«< from the 
~ d.ul (56% of el«trlc rrva\ua and 46% of Mlet), Flonc!.a Power is 
aanply INiu.lalltd froal the elfect:l of cycllcal voLaliliry. 

The -y of the Ml'Yice aru. Ub Florl4a in savraJ. il op«''td to mn&ln 
flratll,drlvtnby powth in population. tourlam.and trada. Thettate•J population 
ia toc-llad 10 pow by about 1.65 million peopt. by the ye.v 2000 to • total of 
15.5 lllllllon. florida Powet'a Ml'Yice uu i.s proj«tecc 10 upt.nd to about 5.1 
million people by the ye.v 2000. The star. unanploymtnt rate wu lower than the 
nalioNJ a~rap for the tint tlvet qu&rtua of 1995, altu belns hJ&h.tr in 1994. In 
the nat r.nn. the stale It profcclltd 10 be the S«<nd in the nation in employment 
powth and filth In the nation In population pwlh. ln recent yun. Florida's ~r 
c:aplta penaW lncocne tracked cloMly to the national avm~gcs. Total ~;onal 
inccme ia powii\J at a futtr rata for florlc!.a than for tha US. This trmd i.s 
probably due IIIOf'ltothe at&ta' J fulet-pow'"'J population than to Lncnu in& per 
capita Income. florld.a' 1 tftld.nliaJ houaln& at&IU led the na a.on In 1994. Howevoor. 
~tlal how Ina tt&ltl werw down In the lint thtw qu.tmn of 1995 compared 
to 1994-ln tcnN of vaJua ol non:esidentlal CONCNCtlon contracts, Flonc!.a ranked 
u the thlrd~ star. in 1994. 

Dwinc the five yean md.o 1995. U&nual rttallltWh tala growth avens~ • 
rel&tlw ly hulthy 3.6%. In 1995 • .._ M1et advanctd 6 6% over 1994. wtth 
~ for tn. raldcntlalMCU>r of 7-"'. coaunerdAI • 4"1.. and lnd~trial ~O"JJ. 
~ C\ISIOmer srowth. hJPr averaaeaastoat~r wast.. and . halthycconomy 
contrtbutad to the imptoYed ent1JY uJa. 

The tiMely lnllwt of naw ral.dentl into Florida. u woU u 11\aUNd cuatom~Pr 
UMp. wW rault ln hlakwr •l«trk M1et for tlw company. Tha Hvt-)"'ll a v.ra&• 
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&Miill powth rae. for J&les to rwl&ll C\IJtoavn II fOI'fCUt~ at • ltrllnJ 3.9%. 
lndud.lnJ tlw ef1.cb of clan&nd-tld~ ~~ prosranu. Whota..l• uta are 
upeded to advance a bh moA Jlowly at roushly 3.o'l:.. Puk dm\&1\d II up«Ud 
to pow at about 2% dwill& the I&IM period. nw company'• &Mual cuttomer 
powth rate mnalN lboul twice the national ave raJ• at around 2.5"11. 

All ~tuft of t1w Florida pcn!Nulu investor.owrwd electric udlitia have above 
avtralt b~ pollti.onl primarily b«aUM ol tiw fb'(lnl llate economy, tow 
apoan to lndutlrlal mall cocnpetltlon. lack of - capadty In th.e alate. 
popapNcal ~.and crotHtate border tranaznltalon cap.tdty Umlta· 
doN tlwt. foe now, provldt a~ ol pT'Otlldlon for th.e llate'a pcniNulu 
utilltlel from out<GI-t~ate compt'l!tlon. The ~w rtlatloniNp &mOl'S IN 
ttv.. F1ortd.a tnv.tor-ownld udli!la Ia l't1JIOWd from Cull Power eo.-South· 
em Co. .uhldlvy located In the poonhancila ol ~ Cull Powu d
not pnMd. a d.lnct conduit for Southml Co. Into the flori<U peWvW&. Powu 
.U.lrom the Soutlwm Co. tyltall ..,.. lraNmin.d throuJh the ttate ol Ctorp. 
BecaUM SouiN:m Co. cllapaldw u a f}"'tan baNd on econom.la. In ll:l entimy, 
the <XIIIIpuiY II the dotet .oun:. of ovt-of-state competition to IN FloridA 
ut!litlll All but -l.oooMW In ln1uttatt IRnaa\ltalon cap.tdty are tMd up by 
cont:Bcb. 

Florida Powl:t't tou1 cott of production and pwd\ued power at 4.22 centt per 
kWh II apptOJdln.alllly 13% hl&)wr thatl the 199C Southa.utem R.dlabWty Council 
(SERC) f't1lonal avm .. of S.13 cents. However, the cocnpany't cot!» are com pad· 
dvt within florida. F1onda Powl:t'al'tlldential fNIIDdon at8.24 cenl:l per kWh 
11 above the sac poup •venp. about 9% hJahtr tlWI F1ori4a Powu • IJ&ht 
Co. and eoaw S% ~tow Ta:np.t El.ctrk Co. Flori<U Powtr'a rate deslsn provides 
CXIIIIpetl!lvt ratet to larp COIJI.INI'Ci.ll and lndutlrlal C\IJIOD'ICI'I. It» avera,. 
COII\Illa'CI.al rate ol U6 Cll\tS per kWh II very competldvt; the tatUt II 5.6"' btlow 
Florida Powu "!.JiN. N&t!y 18"4 leu cxpawlvt than T amp.t Ekctric' a. and 9% - ,.., •• '"' l ttO ---fl."*lll 11.111 IUa Jl,.tU a. ort l Ull 
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bdow the SERC sro<'P avenge. Althougtl Aond~ Pow~r·• lndu.sm.al rate at 4.&.1 
cents per kWh Is & bit higher r:lw\ !hoe region. it is in llM with the st.ltc avenge. 
Mo~ver, Aori~U Powcr'alndwtrial base accounts for a very m&n&ge&ble 11.9% 
of dectrlc: ala fond only 8.5% of revenues thereby Umhins exposure to the 
fM*Iblllty of retail whldJn&. 
CunenUy, the com~y does not t-..vc long·t..nn contracta with its indu.strl.al 
C'Uitloalftl. lM lndwtri&l customer rates are covered by wills approved by the 
F1oti.d& PSC. However, Flori~U Power recosnJus the val ... of t«Ut~nsluture 
lons ·mm Wa arranseaw.nta and hu MVeral inl!Utives etl.lbllahed for tNt 
pwpotc. 

Dllpltc energy and capacity cost lnauMt bucd on n""I'Uin C'Kalaton In pur· 
chiMd power c:onucu, Florid& Powtr'l ratalhould remain compcrltiveln yean 
IOCOG'IL Thae cmt1 &tt p&IMd tluouJh u a capacity cOit·recovcry f&etor and lual 
clwp. NotwitNWidJna tilt llke1lhood for about 1.0% annual retail rate lncreua 
to rtCOYer pUlChuld power cosl:l, the company' 1 competitive poe1tion will not be 
notlcubly &ffected. Florid& Power will avoid any b.ue rata ,.lid rwquacs for 
cn&ny yurt.. 

Florid& Powu continues to develop lons·ranse bu.sinftl lll'&tcgla to mpond to 
an inaualn3ly &.. ~ with anph&tt. on cu.stomer Mtisla.ction. coat curtins. 
productivity and «160rncy Ullwv:cu\mts, and increasing oH-pcu Mles. To 
1«1.11.'11 "- C\LIIOINr rel&tionahlpe. the company £J est.ablllhing tum.t of ac· 
count executive~ who are tnln.ed to be marsY expcrcs In 1p«ific typc1 of ~u.si· 
.-. lM CIOU\f'&IIY is aeG\tially becom1z1a a lull_,..,ice ftWt'SY .,rovldcr. On 
the COlt control &one. Florida Power hat miNcturwd with work.fora reductiocu 
and CONOiid&tign. 1ht company hu 11\&Nied to hold ICS nonlual ~rations and 
~ (o..Ml txpenMS level study lina 1992 while absorbing hlshcr 
ca~tt fort CWIDO'Ier powth. lnll&tlorl. ~ poet-rcdtemmt benefits, and ~ 
ing tnvllon.t:Mntal Uld inluranct coats. 

Clnn Florida Powu't relatively .....U wholoalc 1....1, the cocnpany h.u Uttl« 
IDunedi&lll threat from~ bypua. Florid& Power has 14 wholesalecu.stom· 
an that CONbl:l of 12 munldpal C\lltOmUS. The wholal&le customen CONtitute 
about~ of electric reveru.~ and are under Jons·tenn contraCt\W &tTansemmts. 
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&po.urt 10 munldpallution In the Mat tmn Is cn1ni.mJ.ud by the tums of 1M 
varlous &andii.M lfi'"UIC\1» that typlcally exlllnd for 20 or 30 yun &1\d the cost» 
ueociac.d with m\.U\ldpallutlon. TheM a»11 10 IN munlclpallry would include 
ION of &and\IN ftla, ~tlon of dittributlon &SMtl, and lo.s of prop.rty wa 
ralatllls to tt.. .-ta. TN ltl&tlvcly c:oc:npttltlve Florida Power raldmtW rate 
Mlpt 10 IJ\ldpt>e the potend.t.l lor munldpallution. 

fllfl 4110 I'OWPIUI'P\T Florida,_ hu ~~~~ lucJ dlven.ity, with COAl provtdinc .S,_ ol el«1nciry 
ptCMtuced In 1fN. ancl nuclear, oU. p. ancl pwdwed power eontribulill& I 7'!ro, 
16.._ 1.._ and 11.._ rtll*tively. Minor ~ Ia up«Wd In the Nil "'"; 
pun:hued power will r'-10 about 2"'- ol pnaatlon. 

f ...... ,_..,., 

MoR of the cotJ f« the canpany'• fodllt!• Ia np«t>td to be supplled from tN 
App&lachl.an cotJ 6e1da. Same two-tNrda ol the COAl Is cxpe<Ud to be dc1lvtrtd 
by raU and tht mnalndcbybup. The cotJ It bclni tupplled bj' "lorida P!OpM' 
auhW!iary, El«uic fuela. bued on cantradl bctwt111 Florida Power and Electric 
Fuels. EIKtdc Fuala hal lcn&·llerm con1ract1 with vt.rioua IOW'Ca for m of the 
cotJ requ1tan1nta for Florida Power's coal units. El«tric Fuels acqulra the 
tcnaindcr In dw •pot 11\&dt:ft and Wider ahorNmn contncts. The Jon&·tmn 
contradl Nve prk!e edjuaiiMnt provisions. 011 Is purthued under cont-lrtl with 
MWtalauppllaw. The COlt of ollla tMd by aJr~l:rKtl to cauln pot lied m&rlt.et price. 
Manapma\t bellev• that dw c:oc:npany hal cantrKta lor an adequate supply of 
oil lor dw fon1111ble futurL Natunl pals piii'Chucd on the tpot!NIIt.et under j 
finn and lnlla:rupt!ble C'Cif\tJ'KU. Florida Power has contnc:: lor tht 111pply of 
unnlwn o:onc.\tnlel ~I) and the convenlon of u.ran!WII eonantnte (Slap 
II)~ 1997, and the IN'ict\mG\t of uranlUD'I !Star III) and the lalnbtlon of 
W'mium Into lucJ ~lla (Scap IV)~ 200t. 
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Florid& Power supp~l:l al$ owned apacity with power purthl- from 
Ml~rina utilltia and cogenerators. It has ~ t.li<Mlr·p• y arnngemm1 lor 
p iU'dlua of 400MW ol COI.I•flnd capacity (rwo ~parare conmcts ol •bout 
200MW uch) with Southern Co. through 2010. Florid& Power Ius an opnon to 
ciecftue thaepurd\ua lo200MW •.rvu.a.ally,besinnJngin2000, with 1 thtft.yur 
ttrmln.ltion notice. The putd\ues are tnllde fromspedlic geNrating units with 1 

capacity of tocne 3.SOOMW .artd aro auaraniHd by Southern Co.'s .ntlre system. 
wtudl totala moro than 30,000MW. 1M apadty .artd energy ~rges are b&Hd on 
the &CtU&1 coati to ~rate the unlta. lflower~t power Is avAiUble on Sou them 
Co.'s system. Florida Powt1' pays the lower &ll\OunL Florida Power's tOW cos1 is 
c.alculated ualng Southern Co: s Fed~ Energy Regulatory Commission (FERC) 
ratts of return and lndl.lda a tr.ansmb&lon charge. Over tllne. these conmcts ue 
expected to become more «anomlc-apadty payments •~ lll<eiy to decllne .... 
the unil:J aro depredated .artd energy costs shoWd fall. givm the recent tetm.INrion 
ol an unfavorable coal COI'trac:t. 

Florida Power &llo 11&1 • purch.a..'fd power contract w ith Tampa Ele<:tnc thai wu 
abtotWcl by Florida Power u part o f the acquisition ol the Sdlnng electrical 
dlltributlo.n tys!tm.. 1M un.ngemant ends alter Feb. 23. 2011. upon one-year 
notice ol eithlrr pany. Capacity paymmts lncruse u proje<ted groW1h in Se
bring's load lncreua-SOMW through 1998, 60MW fTOm 1999 to 2004, and 10MW 
from 2005 to 2011. The capacity paymmt:a aro baaed on Tampa Electrlc't totAl 
sysbml anbtdded coats u approved by PERC. 1M t:IW'I')' component Is b&Hd 
on Ta.rnpa l!lectrk't aystan a verasc plua a variable ""-'A ch.argc, adju.ned to 
actu&l..-uy llx montN. 

To analyu the fln&N:W lmp&Ct of purchued power, Stand.ud 4c Poor't emplo~ 
1M followins fln&N:W med\odology. Th.e net pracnt value of fu~ annual 
capacity paymmta (discounted at 1()'1(.) ~NMnta a potmli&l debt equlv&lctlt
IM oil~ obUp llon that a u tWty incun when It enters Into a!on8-ttnn 
purchuld power conrnd. Howe"Vu, StandMd 6c Poor's adds to the udllty't 
baw- an-t only a portion of this &mOIU\t, recosnWnJ that such a contrac:tu.aJ 
~t &. not cntlnly the equiv&lctlt ol dtbL What pcrccnc.r b adclcd (the 
tiJlc lactor) It a fundion of StandArd 4c Poor't qualitative IJ\Ilysis of the 1pcdlic 
contnlet and the uWI\t to which D'W'bt, ~ting.and ~~toty risk~ a~ borne 
by the WI.Lity. SJnQ P1orida Power recoven tubstanti.ally all fuel and pl.ltdwed 
power coat» through fuel .artd c.apacity adjuaancnt dauscs, and given the fully 
dllpatd'll.ble natute of the contn.cu .artd need lor the power, Standard de Poor's 
11&1 ~ ttlative.ly low-rlak I&CIOI'I of 40'!'. to Florida Power's t.lb-or•pay 
purcllued s-wr obUptioru. 

1M company has contracU with qualltyin& lacWty (QF) tupplien for 1,1MMW 
of capadty with r.nn.s ranainl from alx to 29 yean. Of the 1,16t:\ofW W\du 
contract. 1.0(9MW aro au-Tenliy available. The contracta ware nqodated when 
llW'lcat pla)'C'I'I bcllcved that nal\lralsu prlca would be hlghar and mo~ vo~tilt 
thai\ coal. Thus. thew coruracta aro b&aed on IN costa o/ • pulva.Ued eo&l -~ 
plant and ate pricled hlp dv.n Florida Power't tystem avcnr rne:catina cost. 
In 1994. the company ct.veloped a curtallmcnt pn>Jrun for lt:a QF contracts to 
add.raiJ}"'bmll'lll&bllltydurin& minimum load conditioN; on ScpL 11. 1995, the 
Florida PSC approved the plan. In addition. the company nesotl.ar..d with its QF 
auppl.len ID reduce voluntarily tNir output durin& low-load pe.riod$. In accord· 
ance with cenaiJI contr:ut provialoN. Florida Power bq'.n peylns • u av.U.ble" 
prlca lor pu:ch.ased power durin& cm:aJn periods. The~ pricing reduc.,. 
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~~tocosa~e:ratonby--.eSlSmlllion&Mu.aUy. Thretcogawr•tonf!led 

or aznended l.aWINltl to challcn&•lhll pnans mdhocloloS)I. Coltlslo.rwud. ~ 
ComJ*'y wW llriVI to improve Qf contr&CU throll3h N&otlatlon and optimiu 
the 11M of purdlaMd power by •dmlniatuin& them In the mott cost-.Jfective 
ll\oii\MI'. Stnc. florida Po-ll able to rec;oo;er virtu.tlly all capadty and fuel cotta 
throllah ~tory adjwtmtnt INCh&Naml, Standud lr Poor'• lw aulpd a 
Nil lector of only 10'11. to Florida Power'• Ll.lr.e and p•y obUptioN. 

Th.e company' a futu.te capacity plans lndude47'0MW of pa-Rted comblned-<ycJ. 
sa-tllna units to be built In Polk Cow\ty, Fla. Thll ladllty II Kheduled to 
becoa• operalion&l In late 1991. The INt&llcd eott for the unb b pnlj«ted to~ 
competitive with lnd.pendent powu producer eotU.. Florida Power and Ceorp.. 
Power art bulld.lna • Jointly owned 165MW pWdns la.dllry that will come on hne 
l.al>l:r dill yv.r. Florida Power wiU own IWtHh1rcU ol the 1tation. operate and 
malnlaln 1t. and have full uae of it dll\1 montha udl yur. Dy Ulin& advanced 
tecMoLol)' and lharlna CONtn.ctlcn 00111, the INtallold COil per kW wiU be -
thUI 60% ol what It pi'IVIolllly COlt for a peaker. L'\ • aepanta utan~antnt. 
FloridaPowerha.l~ toMll betwea•200MW and 5(01.{Wof•\UN1\ft ~Udns 
capacity &MU&Ily to Ceorp. Powa-lrom 1996 throuah 1999. Since Florida Power 
II a wlnr.t peakar and c--pa P-11• f\II'NI'Otr-peaklns ulillty, lh!Jo tn.nMct!on 
b ldvantapow to both partie~. Florida Power• pneratlon ltraleS)I lndudet 
contlnuinJ dlortl to •lsn llln.ll&r ap-eana~ts with oiNr utllltla. ~enua from 
u-sale wW halp to offMt IOCN of~ company'• annuAl production eo~ta and 

better utlllu Its fadlltles ~round. .) 

01'£11AT10G H.lttorically. ~·hal Nn a !&lzty effident and lean orpnludon. Florida 
Power' a opera !Ina proflc:s.ncy. u d«fined by c:uatocnen per employee. rmWt\s 
wclllbove the ln.dwtry •verar with the D'lotl aJsnlllunt Prost'"' made durlns 
1994. Ou.rln&tbt putMVtt&l yun.~tlwlnllituted va.nou.a worklorct 
redudioN throup attrition and c.uty miranenl pfOITIDIS-Since DKmlber 1993, 
Florida Power ell.aNnallld approxlmab:ly l .lSO pollliona (lO'IIo of the work/or«). 
Th.e total revtn\MI to total kWh ratio b • bit bettlr than tha lnduttry avena• owin3 
to IN company' a tUIONble embedded cot: ;,I prod~ plant. Florida Power 

Ellld•IY 111111111• 
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Ius been a national leader In fossil plant effidcncy; ab u.nlts have pla~ the 

company In the top 10 nAtionally in terma olstc.un u.nl t effidcncy for IOcoru«u· 

liYI yea3. 

florida Powu h;u IN second·l&:gest t:n.nlln!uion network in flondL 1M com· 

- pany plaN to cxpiM its traNmlsaion Jrid by punulns lnvamwnt opport\11\ltles 

- beyond traditional aaaa ttquctts .ao. Its pid. floridA Power b ilutfoconn«t~ 

- with tlw electrk systant of floridA Power 4c Ught: <AofJI.t Powu; Tampa 

- Electric: Cull Power. IN dtles of c.JnavUie. KWI.mmH. I..AkaW\d, Smym.a 

Btach. St. Cloud, and T~; IN OUC; Rftdy C'"k Energy Services; Semi· 

- nole !l.tctrk Coo~Mfll!ve Inc.; and the Sovthautem Power Adlnlnlltratlon. 

- Tt&NU\INion inlltrf.- with~ Power II lllnlt~ with 3,600.\IW aJ*lty 

otc------.--~- NJrth to lOUth and 1..)00.'-fW c:af*ity lOUth to nonh. Moat of IN a p«Jty as 

,.., '" ' •• '* '* alttady contr1idld. Only tOcM I.(XX)MW of north to lOUth capacity is cwrmtly 

1----' ··· ._...._ ...... 
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avall&ble. lalport aJUblllty from other utllltln b from north only due to Aonda 

Powtt'1 peniNu1az shape. This dllfen from lnW\d utllltia that are entirely 

ll.ltt'OUNied by the I1'INiniNion pis. 

NwcJM,. l1w ut!Uty OWN 90.4'!1. (755MW) of IN 83SMW Cry.ul River 3 nuclear 

station that c:ocnmcnced COIIIIMrd&l operation in 19n at a total c.;s~ of S7lJ.2 

million or 5654.1 cnlllion lor flo~ Power's owne.rshlp lnteresL Crystal River 3, 

a .,_m.d water runor with a.bcock and Wllco•-<lalan~ twblnt scnn· 
atorJ, " tlw company's mp Jarsut baM load Adlity. &CCOuntin& for about 19'!1. 
of kWh available for ..t.. Since its lnltl&.l operatiOn. Cryttal RlYir 3 had upui· 
tnC*1 MVen.l yun o! Wui« opuationt due to extcnded relucUns Ul4 m&ll\to

-outaptl. How-.llnce IN 'VIy 19901.. tlwpwu h.ut-n performins very 

-u In 1t1nn1 of plant •tadltla. dwatlon and COlts of rclucllns outases. 041..'-1 
expa~Mt. and nudut lndwtry reports. 

In early 1994. tlw station c:omp~ Its tcheduled ratuelli\s outase in a rt<:Ord 57 

days. CtyttaJ Rmr 3 Is on a l"-111 rwNtllna crd-: tlw nat INjor outar II 
lll&llld 110 bep In thor fine qu&rtilf ol 1996. M&napmmt ia l&lpCns • 47 ..ta y 
~ and INlnlln.ara 0Uia9• wtl.d\ will lndu.da ~rlonnlnf IN IC)·year. 
tn...mc.INpectlon Pf'OI"''D\. and replaon:ncnt of both low prewure tutblna end 

tlw ~r ~let pwnp motor. liw outast II expected to eott abr:>ut S2S mUUon. 

The atatlon'l ~ statittlcal meuwas ha¥1 been lmptaalve, with a yur· to-<late 

capedty tac. of IOO'fo throuJh O.C. 31, 1995. Ovft the 1992 to 1994 period. Cryst&l 

Rlwr 3'• capacity a vc:rapci 80'llo-lhe bell three-year perlorrnana ~er. 

l1w lut Ctystal RlverSALP. which conted the p«rtod !'«b. 20. 1994 throush Sept_ 
16, 1995, was Mdstxlory des pita 101M allppase In en,s:~Ncrlns The C>Vuall .core 

ftU to a •1.,. from a "1.5• (baNd on a ranr ot•ur to "'3.o.· with ·ur belnS 

tlw l\latWtt poMlble srade). with pl.vtttupport ectu.vins a su~rior pde oi"I .O" 

and tlw ateprict of~~. &nd o~ratlons rKevins accept· 
ab .. mub ol-ul.. 

Florida Power Is woddnJ with IN NRC to raolve conams over a fire ratardMit 

mat.nal.. caUec1 TMnno-U.s. whlcta II UHd u a fire b&rrltr uOWld ele<trlcal 

conduit and c:abt.. 'The company belleva that thttw ant mort effective wayJ to 

adclr.a the problan than to repl.ece all IN Thcnno-!As at Cryttal River 3 

Manar:m-u proj«ts total COle. to~ about S5 million. 

In Iaiii 1995, tlw florid& PSC approved a new slt~pedlic study tNt a lln\a ted 

future~~ COib lor Cryttal Rlvt:r 3 to bt approxim&ttly Sl blWon. 

II 
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which conespoods 10 5404..6 m1llim In 1995 doll&n. Florida Pow~r l.ncreued Its 
share of the ret&Jl portion of annual decotrunlsslonlg cpeue to the Florida & 
approved levtl of 520.5 million annually, bcJ!nnln31n January 1995. The company 
.llo hu adju.tted the wholti&W portion of thb exptNt In a c:omparab'-IN.I\Nr, 
inawulrla it to SUIN.Illan annually. 

Emi"'""""'"'. Florida Power Is not autmally affected by r:M Otan Air Act. 
Compllance coal is bumed at Crystal River Units 4 and S and low-.ullur coal is 
burned at Cry1tal River Un.i.ts 1 and l. AddltloNlly, UlinSnAtural pi It the 
ptopoMd Polk Counly power pla.nt compla In the lAta 1990t willuallt Florida 
Poww In a.t~na tlahtllt tmiM1on •tanduda. ConlinUOUI ::n!NionJ monlcon 
wenlnltaiied on most ol the COCI\f'U'y't pla.nts by the end of 1994 at a total cost 
of aboW Sll mllllon. To tnftt Phuc U. Florida Power Is l.mplc:mcn!ins a •tr•II&Y 
build prilnlrily on bum.lna duncr fuela. Compillnce with 11ilrop\ oxide llml· 
taticN will NqU1rt the INtAIIatlon of low n1tropn INmm on - fadllties. 
TheM cot~t will be atOW'Id sa INlllan and will be lncurnd thtouah 2000. 

AUfT COIICOITMT11111 Asatt ~ rUk b not cxaalve, with the tins'- srumt CC~n«r\tration 
primarily centered on the lnvellna\t In IN Crystal River 3 nudca..r tlation. 
Dep~Wdatld book valu.t llapproxitnallly 5347 miWol\, whlcll rwprea.ob a INII

apable 20% of common equity. 10% of Nil el«tr1c pla.nt In MrVIc:e, and 11% of 
total capltallution. Crystal Riwr 3 Is florida Power's M81' latplt buc load 

IIOIIIIEQULAltD 111111101 

fadllty, and eccountld loc "'- ot total capacity (lnclucl.lnS pWd\Ued powtrl and ) 
19% of a-atlon (lncluc!Jna purc:hued powtr) In 1995. 

The coaJ..firwcl Cry1tal River unlta 4 and 5, cocnp~te<l In 1984 .,.. &lao major 
s-.!ins alatioN for Florida Power. The two fadlltla tontilt of 1,434MW and 
eccountld for about li'Ye ol total capKity (lncludlns purchutcl power) and 27% 
ol total pnenatlon (lnchad.ina purchuecl power) In 1995. Net book valua of the 
two pla.nts Is about 5490 mllllon. n-unlll have been excdlent perfonnotn with 
ll&tbne availability tactor. of doee to 90'4. 

' Florida ProsJ-' ra!inp tus-Jy ttllect IN aed.ltwOrthlnal of Florida Power, 
~ for hlsh-rllk nonutillty operat!Qnl.. Olv.rsllied actlvltie:t account lor 
appt'O'dmatlly 25'11. of CONOUdatad UMIS, 10% of ea.mlnp, and 2S% of reovenua. 
The COCI\f'U'y'l stratl(y Is to retain and expand thaN~ that have the 
molt promlsa lor tlabWty and prolltabWty. This approach lw led the company 
to locua on Elecuic Fuels (about 5600 mWion In UMts) and Mid-Continent Uf• 
~ (approxlmatdy S510 million In UMtt). M&&nwhllot, matt oiNt opera· 
deN.,.. ei!Nr beii\IIOid or ratNctuted.lncluded In thb poup arelendJn& and 
lal*ll.-ta of aome 5405 million rdalina to cocrunerc:1a1 alrcnft and ruJ estat• 
uw.U•ttt ruJ tttall operation with bwatiNinll ol about 5130 mllllon In olflce 
bu1ldlnp and u.adevtla,.d land. 

PCH.. whkh pnwlde tw.d.lnator IN dlvenllied operatioN, wu etabl.l.ahed in 
t9M.PCMha&aMI\IorUI\Ite'UNd cHbt l'lllinaoi'A' and a COINIIoltdal ~per ralina 
ol' A·l '. Then~ tt11ect tha lmplldt support ollta pan.nt. Florida Pros-a.-The 
8\lpport S. ~ by a net worth malnla\&nCW •Jreemcnl between the two 
cocnpenla The outlook Is •tab'-, tnlnorinl the credit trend ol Florida Power, the 
tytlml'a primary IIOUmt of caah flow. At the end ofl995. POi had about S500 
m1Won o1 dabt ow.tand.lns. _) 

II Ft.OIUOA !'OWER CORP. 
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a.ctric F11111t Ia an -rsr and traNportadon company thAt wrva tl«mc ullll· 

lies, lncludlz\s FloridA Power, and lz\du.ttW com pan'- Formed tn 1916, Electrk 
Fudl has opuations In 15 ll:at .. and II Involved In the mlnlns, procu:ement 111d 

transportation or COil; bulk commodltia tr&Nportat:lon; and rWal HrVIcts. 

Electric f~~t~la plans to incruM !Ia matb1 5lww ol WsllnS operationJ and ~ 

new lnvatzNnta In m.atbta thAt expand Ita producta and HtVkcs. Electric Fudl 

has a.med an avuar mum on equity (llOE) of about 13.3% d uririS tht lut thtH 

yaa. 

Mld<:ontlnent Ule tnaurance. acquind In 1986, wrva 37 tala and Ml4 Its 

polkllt dltollah tomt 9..000 !Nkpendcnt •smts. Its pnnapal product b • low· 
pmnlwn dMtb bene/it poUcy. lht company has almoet Sl4 b\lJJon of w~ .ruur· 

ance pollda outat&ndl.ns. Nearly all of tha company'• f!n&nd&l portloiJo b In 
lnvab:Nnt-pacle M<Wit:lft. Mid-Continent h.u twld an averar ROE or &bout 

I 1.5% dwi.ns tha lastlourynn. florida Prosreu plant to malnt&ln a conwrvarive 

powth ttratqy for Mld.Conlinlnt lhrouah tha d.velopmcnt or a r~lonal or flee 

netwodc. 

/1ST and Pr0jp¥W EtwtJy art rwo very amall subtld11ncs. AST b an IY<O 
company w'- pritldp&l produ.ct Ia a patmted acborpbOn tcclt:tolog The 
product, called an lcln Separation INChlne, mnovcs diNOived i.mpun114!1 and 

cnalcft clwtnJcal separatioN In contlnuoUJ process rather tlwl conduains tha 

separation In b&tcha. 1M company h.u Mt lncom& ol about SU mllllon. Despite 

!Ia IINII tiA. U has earned vtry hish ROEa. Ptosr- ENrsr wu rucdvated In 
1994 to punue Independent poww production oppottunlties. prlm.&nly in the 

Soultwut u.s. 

II&Ul.ATIOII Florid& Powu'a tetall ram art 1ubj«1 to IN ju.riad.lction of tha five member 

·~ Florida PSC. 1M coii\IJiiMion b CON!dutd to be supportive of strons 
aedlt Cjllolllty for the electric utilil!e in ttw a tate. Alllhoriud ROu ut in line woth 

lndulay aVU~pS, fotK:UIIId - fcrioda art utilized. lncmllve •~•an&klns 
~ for efficient opentdona Alit in pta.c._ and companies Coli\ I'KOVIt 
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without a full-blown geural rate p~ fuel adJuatzMnt &nd purch&sed 
power capacity costa and costa a.uodated with a1agy t'OI\MrVation projects. 
lmportanlly, IN COINl'l.lalion lw been rteepdvt to rate dttlSJ' &.~ Pridn& nul· 
bWty. 

The Florid& PSC is moni!OMa dc-velopmenll nationwide ~ mail 
CGG~ptUtlon. The p<»ldon of the c:oauniMion'a b th&t Wgaladon is ~ lor 
PSC 10 &llthori.u nrta.U whedlna. The F1orld.a Jl&te Wgalatun tabled a propotal 
req111rins the Flodda PSC to thldy maD ~ In !he ~te. lNtead, the 
lqillature lw lllllsned a -=Utlft to IIUdy competi!lon In !he d«tric udllty 
lndi.IIG'y In Florida and to~ IN~ to !he ~:-..wIn utly 1996. The 
Florida PSC tta!f b apectad 10 pmldpa11t In IN shldy u required by the 
lqlllulve cocnmlttM. 

El:fatlve Jm. 1, 1995, Florida Power aclos*d a three-yeat tat of relldtnti&l 
rwenua dM:oupJ.Ina. llw rt¥8\111 4-..pllna -d&lly c1111\lnates !he llnbs• 
betw•n aales and rwvenua The COIIIJ*'Y is usln& a m«hannszn tNt b atab
lliNd by dMdln& Ill rev81ua ~~~by the nwnbct of CUJIOCNft durin& 
I leN )'Ur• The dUttlihCII between IIC1\I&I and t&rpl NYtlluel I t trued-up ant\U• 

ally. Under IN expailnent. lbnonn&l -dwr patterN wUJ no lonstr Impact 
eamlnp wi1h rapect to raldendal revenu-. Thla ratmnaldn& ~ is not 
ecpecled to have alonf•lltnn cnal&rl&l fiNnclaJ Impact on dw: com.pany. 

1 

In late 1993, 1he company implcmtnted anSlU ll'llllion electric rate hike, !he third 
and l!nalltep of a threl-yflr, sau mll1im plwa-in plan sranted by 11w: corrunJs.. J 
slcln In Septa:nber 1992. The order provided the company with IN opportunity 
to um a ~IDly ROEol 12%. with an allowed ran&e betwfttl II% and 13'1.. 
Althou&h rata will riM a bit dill 10 purchued oowe:r COJI recovery, FloridA Power 
willa void -kina bue rate rellaf for INtiY yean. 

IUUG8CBIT On Jan. 17, 1996, AUin J. JCeal,e:r, Jr~ praldtnt and chlcl necutive olflccr of 
Florida Power Iince 1983 antiOUnCliCI hit mimnenL dii!Ctlv• April 1, 1996. To 
bq1n an onltrly auccnalon of top II'IINiscmtnt for Aorld.a Propos &nd Flori~ 
Power, Florida Pross-0\l.l.nnan &nd CEO Jac.k B. Critx:hfiald will tl!llnqiAWI his 
potldon u c:haJ.nn&n of Florida Power. Th1a raponaibWty will be uaumed by 
Rldwd Kotpan. who will become dlalnnan and CEO of Florida Power u pan of 
a ~period ol up 10 one yur. Mr. Korpan will &lao main his executive 
retponllbQilla at flori«<a l'n>grela u prnldent and chlcl open tin& offiar. 

Joe Rkh&.rdJon will be p romoted to prnldtnt and chW opera tins office of Florida 
Power, effective April !, 1996. Mr. Rldlardaon Ia Nmntly Mnlor vice preldmt, 
E.naJy Dillrlbudon. He t.u nurly 20 ,.., cxpcri~ with the' company and a 
ell-work~ 

Florida Power Is a wdl·Nn, CUJtOtnet-driven, .tfidenl. and llnanci&lly .ow.d 
~ lldllty. lmportantly, nwu~aanentlw traditionally btm •upportivr of 
~ utility aedll quallty. ~~ eontinua to con<'Cf\trate on cuttins 
~· NW rnatketlnJ stnt&J* 10 inauM off·pak aaln, at:renJthtninS 
cwtocntr aa!Wacdon. and -~ to adlleva blau- e:xcdlena in Its 
repanM to mDW\tina canpetldon in tho d«trk udllty indllftry. R.taardlns 
diYUillladon. the compat~y plana to cont!nu. with Ita orderly UquJdat!on of risky ) 
ltndlnJ and leu£na and rul..Ut. -a. P-pectively. any new acttvltia will 4 
be funohd llvouJh ~loyment: equity inv•t.d in dJv~lfled operatiON will 
llkaly mn.aln s- then 20'- of totAl equity. 

U FLORJDA POWER CORP. 
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On tNcott front. m&Ngtmmtlw !l.ld nonlucl Ole~ cxpmsa study s~nn 1992 

while abtorbins hlshu cotta for new nutotMrJ, tnn..tlon . .nd otNr incrruins 

upeN4 Coin3 forward, ~t't &oalla to tw\ the business I I the lowat. 

p~l OlcM level poalbt., .Uocat!ns 1 portion of the budSfl for str•lltSIC 

spcnditls to help IN ut!llty pooltion lt:Mll for .n ~uinsJy fru m.ukct. In 

ad.cl.ldon. the cocnpanylw rtflNnccd 101M S576 milllon of hishtt cost MC\Inllrs. 

redudn& Its embedded cott ol Jons·IRtm ckbt to a t'CU11wly low 7 r.-.. lkaUM 

the cocnpany't comtnon dlvidend payout ratio to Wnholdcrs was on thc lugh 

side, tN board of ditcctort lowered IN divided srowth rate the last two yuD lo 

&bou.t a TN payout Dtlo Is now UOW\d the lnd..stry averase but m&NSmlft\t's 

Joalla to adUcvt and cnalnt.tJn lower levels ranain3 from 75'1. to 70'1.. 

WUIIIIGI AIW. Till Aodda Prosnsa &nnOW\Cid that u.mlnp per alure for 1995 row 9.6%. Eamlnp 
foe the yeu wtte $23&9 miWon or $2.50 per alure. compared wlth S2l2 mlllion 

or $1.24 par W.. for the MAW pctU>d In 1994. lluo hlJhH umlnp rcfi«t .n 

lncruM!n rttallltWhl&let due to a ttrons-n.conomy, more extrema In awnmer 

and wlnl1er - !her. C\U~ growth of 2.2'1.. and COOit CU~ lnUSWft II 

florida Powu. 

Since 1991, Aorida Power 11M retlnan«d about S576 mllllon of lons·~rm debt, 
lndudlns KMdlolled 0\ll\ll'ltla,lowcr!ns tha embedded cost of debt to a rclatl vel y 
low 7 ~This IC1!vlty In conjunction with oparadng COOl I rcducUoN lw helped 

to Wt ~ prwtu W.rat covcrasc and ROE to 3.J7x and 12.7'1.. respectively. 

Keallby caN\ flow, &NNJUblc new JnOMy ._.u, atnbidoua coat containment 

inid&dve~, ~kWh saJ. powth. onsoilla anplwit on nutomu JC~V~ct. and 
cantlru.led favonble twdut pc:rfo~ tlloWd halp to kftp prewc inttrat 

covcrap at s.vtla above l.l.w. rommcNuntc with • AA·' ut!llty with .n Above 

avenp butlnea potlllon. 

CAlM fi.DW AIW.YIII Florida Powu ~ S330 ml.lllon. odud.lns allawance lor h.lnd.tw.ed duntiJ 

CONtniCtlon tNt lndudlnJ nudut fud apcndituta. for Its 1995 CONtniCtlon 

propam. Adual outlaya wtre S2&3 aUWon or 16.6'1. below budpL Last yur, IN 
am~pany J.!.uhed Us procpectivc fiv~t-yur CONINCtlon lortatt by ~ $200 

million due to tlw <*'CC~latlont of the l.altc Tarpon·K.thlec:n line proj«d .nd 

.Mdotc powu plant au conversion project. .nd a dccrtuc in IN estimated cost 

MARCH1996 
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to ccmtruct the planned gmerat~ns units at tht Polk County tile. 

Electric CONtruction expe:ndlnuu, lndudlng nuclut fud. for the five yurs 
thro\lsh 2000, are p~ to total approdlnattly S1.38 billion. of which some 
S26511'11Won II buq.ted for thll yur. D.predadon and amottlution du.rina !he 
N:IN period are forwcu* at approxlmal!lly S1.38 billion. The depreciation rate 
wu ahlah4.n.d~ 199f. florida Pow«• CONINCtlon progam wWavtrage 
a relatively hJah 9% of total aplta.ll.utlon and wW cona:ntrate primarily on 
lznp~ta and additioN to d«ttic produdon. d.lJtribution. and transtn.b
tblfadlltw 

1ntamal cuh flow should continue to cowr the bulk of CONINCtlon outlaya. 
FW\Ib from operatioN interest coveraae and lunda hom open tiona to total debt. 
adjule.d for pwdlaMd powvobUpdoN. uuxpectad to ranain atrong. at levdt 
OVG' 4.h and 25~, iwp«tlvwJy. 

, 

IAUJIC:liiiEET AULY111 The company hu hlstorla.lly ulillud c:onatrVativc l!nandng practlco. Matlallt.
uwnt hu ~ cuaun.lttad to Jn&lntaln.1ng capital structure balance at the utlllty, 
f.n1ua1ns 111Hidlnt unowo of eq\lltyO¥C the lut MYcnl yean. The cosnpany has 
no~ Ooatinrnta debt, and - quallty II hlah with t.w NJU!atory or 
deltrred .-ts.ln ~t yon, Florida Power's balance sheet chatactvistlo have 
dlsplay.d modat lznprovanent. &tponad debt levuap Is about 41%, common 
eq\llty dc.e to 55%, and prderrtd stock approdlnatdy 4'1'.. Whm fac1orlna In 
oft~ purchaad power couunltmcnll .wn,. wdshtad a venae rW< ) 
fador of about 15'11., debt l.weraae is expectad to hover I.I'OUnd Sl'Y. thzvush the 
balance of the century. Ott. than the purchued power contnoctt and a noaUnal 
amount of operatlfta ~.Florida Power has no e>tNr ott-~ obllp· 
tiona. 

fu.IJ equity treatzncnt II pvm to Florida Power'• St:l4.S IJII1Ilon p1tfemd stock 
layer. which II all flxed·n ta perp«tu.a1 and aCICOW\11 for a v.ry reuonablt « 'Y. ol 
total caplt&llutlon; little ~tion II op«trt<l hocn the cutra\l J.tvd. Fl~ 
Powa's embedded co.t of prtfurtd ttock was a rdati~dy low 6.8'Y. In 1995. 

FtiWICtiiO FUXliiUTY The c:ompany hu ttron& f!n&ndng flexibWty to !Met 11:1 nftda, u dana\strated 
by a awk.et·to-book ratio of about 165'11. u well as con10UdAted lu- of atdit 
tota11ns $800 aU1llan. Florida Power hu a 36+day and Rvr-yur rtYolvlna bank 
aed.lt fac:illtMI, SlOO million each. which ate UMd to back up conunm:IAI paper. 
PCH hu a privata $400 miWon mc&wn«nn note pi'OJBDI and rwo m~olvlna 
t.nk a.d1t fadlltiM· • 364-dey S100 lllilllon facility and a fln·ytat S300 mil.Uon 
facility. n- fadlltles an UMd to back up PCH' t coaunm:lal paper progr&ll'-

Dwina 1995, F1orld.a Plopcw c:ontributad S50 lllilllon of new equity into Florida 
Power pdinarily from tbr sale of CClUUMI\ stock throuah the parent's dMdcnd 
n:lnvetznau and •todt pv.rdlaM plan; no addlt!onal lnl\WON ate txp«tcd 
thoup the balanee of tha dacade. The lunda_,.. UMd to repay commtrd&l paper 
and for pwral c:orporata p~ Florida Progress opecu to convm the pl&n 
tro.m orlllnall.sau• to open mar kat purchue dwina 1996. 

F1oJ:Ide Power has a vuy mat~aaablc cso.tn u..-, _, uy • ""'' • •• . ,1•h • toea! of J 
5148..5 mllllan CIOIJiln& d11e over 1996 throush 2000. Some UXl mil.Uon of tint • 
mortpp bond f1nancina Ia anticipated durl.na the I&IJ\I period. The companY'• 
c\ltftl\1 flnt mortgage bond lhall ap.city II S310. Althoush medlwn·tmn no<t1 

II fl..O.R.IDA J'OWEit C~RP. 
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art not expected ID be INutd dwinl the NtXI 6ve yuts, Florida Power hu an 

wulrawn $169 mllllor~INd.lwn·t:mn note shell In p!.ce for f\u lbWry. 
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Utilities 
The unlules ~liftS II'W!hocloios) encompNMO rwo bwc 
compoMniS: b.WMM risk •t~.~lytls and flNncill aNiytb 
E ... r ... uon o( lnd..-tty cll.1raamstla. t11o utlllry' t potttk>n 
WlthJn th.at IM...uy, us rq;u!.llOII. •nd its IIW\Ig«nwnt 

provldd tlw cont~J<t for - '"' • firm't fiNnd.tl COIWI· 
1\oft. 

Hbi<Kbl M~Aiytls It • tool fot lcl«nrify\113 ttte~~JIIIs •nd 
wul neua . and p~ a suttina point I~ ev•luJttn$ 
ftnJrcul conchi)On. lk.tlinaJ pooirion u-t .. tht 
qUAhudw --o( • Ullhty't ~ cnchiWO<· 
tlunfta. lt I~ on the,_ Chit will wpct the ublinn' 
fuM~ 

. '••• . ..,.. . ..,..._ 
~ 

• ~"'· pooiiOn 
• ()por8tlciN 

·~ 
·~ . ~ .,.,.., .,., ..., 

to.OOiy ·--

5 ,, .. 

• ...,....,..ucta • ·c.-.
• c-IIOw~ 
• ,...,_ .. 1112 "r'Cej)Oial -

The cndit an.oi)'S&S ol ubiu;et • qulddy ...cl~ as 
urilotia arelrtlatlld • u ,...W.tlld mouopoUn and man 
u -- f-.IW'IIh a ...... ol ct.an.npn In. CO<IIpollll¥1 
tnvtiONIIenl. ~ dyn;unics.,.. "'f'PLanninn tht 
P"'Wf o( l'fJI'IAIIIOCI. cnaJctna It aidaJiy ltnporW\t to ,.. 
dua a»tt .tnd/ or ll\&l:to.t rww ..me. 111 occUr 10 thwon 
competitOtt' lntoods. 

M•rket• •nd urvlc• •r•• economy 
ANeN1nJ wtvb tmltory bleW with the tc10n0enk ond 
domovaphlc evahoadono( the .,.In which the udUry hot 
1tt fnndi!H.Stronpof lotla..., dom.lnd fonlw ptodua 
.. ruiiiiNid from • INa IIIC l -we ponpocllvo TNt on· 
•blft Sl&nd&rd ., Poor't to evaluoll the oflordoOIUty ol 
<I le'f and the IU)'U'11 power ol dem.tnd. 

Sundotd .. Poor'tlrie 10 dllam _, -w.v ~ 
uon cnncb and. mote lmpott.vldy. the rwuont fot tllom. 
5pocllk tii<N .... miNd 11\dudo dw tla and powth , ... 
or tht morbt. euqtt1 o( t11o fnncNM. h»toriaa and 
p~ Nla powth. II1CX><IlC ...... and ltln<b In f'OP"' 
!.U... tmp1oynwt1. .tnd pu ClpiU lnalnw A ulW"' W'ltll 
• Mil thy economy a.nd custoawr __, Wutlntod by 

dl- ftnplo'"'''" oppoftunuiet. , ..,,,.or •bov••"· 
tfllt -•lth and lnalnw ototiSda. and tow I&IW1nploy· 

nwnt-ill h.avt J groJtc: upocuv 111 ;uppotltlt Optt>· 
!JoN 

For ol«tnc ond gJO unloltn. <IL>Inbul""' by CU&Iu<n« 

du • O.ICNtinl.ttd to .. ..,.. ,1\t depth •nd .ll.,.ntty t)ltho 
utillty't CV.tM~~<rr 1111.., For eumpl.. t..••Y uo.lutlr\11 ron· 
CentrA don ll VltWod UUIIOWJIV, llftCt • ulllity INY t\o••• 
t~pfiC4nt upoourt 10 cychal vo&.nluy Alwrl\iltt~ly. • 
W,. residmb.IJ compoNflt ywkU • •ubi. Jnd mo... Pff' 
diCUble rtVMut .. 121m The ura~t unllty CUJIO<Mn •rt 
odcnufood 10 dritmutw thnr lmporunct to tho bonum ltiW 

and - the nok of tllotrtoa .. nd pount~l .td•1'1'Wcll«t 

on tllo ut\hty' a finonnol putoonon C rtdtt conanu • nM 

wtwn ltidovid.W cu-n rtpnwnr ....,... than $~. "' 

"'tnua n... company or ltldusory IN¥ ploy • "IJ'Uic.>nt 
role Ill lho ovwr1U fCONifNC boN ollho M1ViC» Art> ~tor.

ovor, l.atp ~" moy turn 10 C0541'Hitlot> Ot • IM<N· 
"'' powweupphntomttttMit-'IY rwteb. po1en1wlly 
'-.tdtlll 10 toduc,..J culll\ow for tho ""''"' c~on In cu .. 
"'""" • t.orr custo~Nr P• Y• d1.counlod u rn •nd,. not • 
p rofotobw .I«<untlor tho unltty) Cu.tomtr con<entr~tton 
IJ Wu llipflcJnt for w•tcr lnd ttltcommUI\ICitiOft Utlh· .... 
Competltlve position 
AI ~ l"ftt'U'''J t\ove 1111tnodwd 111 tht unbhft 
llldUJIT)'. SUnd•rd .. POOt'• tnolyJU h.a• d" ptntd lo Ill• 

d ...S. a more~....,_ ol comptan•• poo1non. 

Elec1rlc utility competition 

fot deane u!W- -..pm11w fiJC10C1 e.u«W>od II\• 

duclr. ......,...u,. ol firm wholnalot rrvtnutJ !hot lnt moot 
Vl<inonblo 10 compollbOCI. ltldUIINilood con«nt,.tiOtl. 
txpoow-o ol 11.tr C\ISlOnWtl to al~trnoll•• wppl..rn. com· 
nwmoJ COC\Ctfttr•nona. r1tn for ••rtouJ cwtomtr ~. 
ror. dftt&J' lnd O.Ub!Uty. production COlli, bo<h mi'J'NI 
and fbod; tllo tep>NI capacity air.. I10CI. • nd tr &NnW•""' 
conotnlllts. A ....,onal foeutll evtdr n L but lusi•<ootJ atid 
,. .... rollcivo 10 Nrion&l •• •uan .,. , ..., of •S"''IC&nt 
con<wm bocaUM o f the poltntllllol olectnc1ty •ub>ntutn 
over nnw 

Mounnna COG\ptliloon Ill tho • ltcmc unllty &nd.acr, 

dmvnlrom P-CeM ''""'""'S COpKlty. low" !l<tmer~ to 
.,_...,.. the oltc1nc ,..,...MJ buNnnl., 1nd rNrg>NI 

- tNiato bolow ernbodJod COOIJ Swidord" r-·· 
hot altudy wotnnaod d eduun1 pncn 111 whol«wle ,...,. 
U.. ulk f«Jo ntUll compthl>on 11 &in.tdy btv>4 _, 1n 

.... ""aJ p• no ol t1w COW> try Sund.rd ., P_., tt.t..v«> 
tho I.,..., the CIIIIIWif yo an ""'"and .....,... cv..<enwn " '\II 
want and demand lowe• prten ln1t11l connnu foe>.> ,., 
tho lorpoc!Muom.l to..1t but othor CU>IQf1WT cluwt w11l 
!t.lneruainaJy •ultwr~bt. Compuuoon will""' rw<ft.,, 



' /.', ·,! • \ I' I I I • • • • I ~ , , •, • I II t, 

Uy b. drfvtn by ~lion. Ollwr ptftlllttt w iU ortM from cloboJ (Ompc1ibon and omf'<'O"'nn ~, ... , w~IHt 
II b. tlw dtc1iN:1I CIOtl ollkitUWI\IAI SfNW- 0< od· 
voncH in tronsmlulon c.apodty or tubttllutt tMflY 
_.,._ ~J..t tlw fucol C..U. h II im~ 1D N )' ptWCIMiy 
whfn W1de-opa> rwwl oompetnion W\11 OCINr. 11\11 Wln b. 
woluboNI)'. However. lipllllc.anlly sn•.., compttobOtl 
In mod nwk.u lllntvi~Able. 

Qat utility COI!Ipetltlon 
Slnululy. pi utlllDtt art IN!yud with rtprd 10 tho!r 
comportill~ II»W.f..na In dw tt.t.. INJOf ._. ol demand 
mk!tnriAL COOIInlrdal. ON! lndustrW. Altllou,t. rtr· 
lo~ u holdm oiiiiOtiOf'Oiy power, naruraJ au utlllU.. 
hove for - ~ "-' KIJWiy oompeunf for mnv rnarvUNR with fucol oii.Nclrioty. ~lOW. wood. etc. 
The Jorc-tmn IU)'IIII power ol market demand for N IV· 
raJ ps C&MOI be tak.tn for pam.oi. In t.ct. u tlw tloclnc ub!Jry il\dusiJy ratNci\IIW and rtdiiCft COliS, tltanc 
powtr will btcomt INift n.c competutve and tl\rrolttl 
ceruln ptm.vlurtl.ln lddldon.lndtpeudmt ps 11\&rbto m NVt INde SNIW inroldt beNnd tlwcily p .. and att 
COM~ lot larp p--. Mt~Novn, the AC«flttrtnd 
by suu reaWalort 10 unbundw ulillty MrVktl iJ em !In& 
opportunlt>a I« outlidfts 10 market Nctw ptOducu. 0. tribuw8 JGIJ ha .. II.. .,,.., honcl, but thoee who do ,.,. 
rtdU()f ond concroiCOib, 1nd dud no- could lind com· 
peunon even more dlllicWL 

NANni P' P'pdanos &rt ,...SpeS IO corry o tome'WNI 
hogl\or ~ Nk than dillnbulion compon!H btoi>M 
tlwy fiCt compdlrlon In tvtl)' one ol thelt rnulurtl. To tho «...,. • plptlant- ub!Jiiet v..- industml tnd us· 
on. otuubWty os veoc.r. O.U tho,.,..,., frvt ytan. P'peliN 
oompttJtion wUI !wot up since """'Y Mrvlat contrkU will\ 
cuswmon art~...._ d..,... tot or «nd ..... cw
tomm att iooldnt IOrtd..,_ P'pt!IMCUIO Mod ort wed· 
'"8 10 lmprov• tlwtr Jo.d f•nor to do eo. ThUI, plpe.llnet will ll.Uly find It dlllicWt 10 rt<:Onlrl<t aU c.apooty In coounc ,.-. 8tlnf 11w pipdine o1 cNiiot .. . ~vncuon o1 
I IITK1lVt triNpOr\IIJon rolft, divtBil)' ON! qU&JJty 0/ 
MI'VIal provid4d. uwj capoclry I Yailablfln tldl pAriiCULir 
m.trbl. In &II ~ thouJh. periodic~ ol rote 
to retAil\~ will OCC\lt ond put pm.ou,. on proltt· 
obiUty 

W-ldlly~ 
As tlw iul trUt utility monopoly, wolff utllmtt I Kif vel)' 
little competirlon and tlwrt II cumntly no~ to t1w 
conllnuotlon ollrandlllc lrtat. The only ••CtpttON hovo 
bftn caws whuw u-.v.aar<OW1'WCf ..... ..,. Con'llfHI'\JC$ twv• 
bnon sub,Kt to condtiiiNtlon and munlopoiWit- t. 
couu at pcxw MtviCit w pohllc>l mouvat- In t.Nt ,... 
prd. Stondald '- Poor'• PlY' doN a.-- 10 COlli and , . , .. 111 ,.larlon 10 ntl~ uUildn ON! natk>NI•vtt· •sa (Ill contrOl&. t1w p.tvadullclnol public woterfoaloto .. 
'- bt;1111. olbeit olo a'--,_ di&IIIINidpo...S nu. • 
O<'<Umt1j; mottly in the form ol opotratln& cnntr•cts ond 
pubhc/privor. J>ll"'lnnllpa. and nut 111 - tr.an.lcrw 
Th1> tttnd IMuld <Ontinuor .. CJtlo lwl< 10< wayt to ~I· 
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ance thou b''" bud&tt• 1 Abo. ,.,.,, u ulotlft ""' not fuUy 
&tNT\WIW 10 thi' fornt 04 compraDOn. II\ t ff'W lNuncft. 
wholtoalt cu>tomc,.. can K<nJ morr t.Nn ono supplln 

TeWj)t.oN competition 
The T clecommUNallDI\0 Act o/1996 •«twfltr> t/w (0<1· 
Muing cNILin&• to tlw local e•cl\ons• comp.on.n (LEC•I 
cmrury-old mouopol) 111 tlw loc.al ~ Competlh\f 1<· 
et11 provldtn (CAPs). both f.Kili~ and rtMllon. 
lrt oar-vtly punwna CWIOIMn. &tnttlll) coraoung 
nvtropollun &AU. and pi'OCN>U\IIower rotn •nd bt<tn 
wn•.cw .. 

Moet lon&-<lit!Anct collt Art tllll DnJINttd •nd ttrmJ· 
Nlfd Oft tho local llriophont company ntfWOCL T 0 com· 
plew IUdl • a U. tlw Jonc..S..~Anct prov>ckr IAI>d~ 
ATI<T, MO. Spnnt ond 1 hoot o/Jrnalltr lnt~tt.OW.p 
carrleri oc "!XC.") must poy tlw loai"'Wphontcompany 
• •'"P -~· let 10 ~ .. tlw loc.aJ phone-· 
pany lw tlw UN ol "" loc:ol ~ CAt,_, 111 contru t, 
build or WIN (.td!Jritt INI dlnrtly C'Oftn«1 Nl«<mfn 10 
llwlr lotii -<I&Jt&nc:a WTIIrr. bypullna tlw loc.al •Wphont 
oompony and ~ - ,,..., ON! ~o•.nrt>y con ollw 
lower Jona-dlllonco ro tn. But tho LEU ort - sw.dlng 
siiU; tlwy m combo una t1w lou o1 buo4NU 10 CAl'l by lowtnna-..... tlwrd>y rtduan& tlw ICOI\Oml( 11\Cm
IIVt lor •Ill&"-.. ionC-<I"!Anct C\ottom«rto uw • CAP 
LEC• ore •tt•mpnns to rn.okt up lor tho '- of ltVfflutS 
1n>m lower - lo'ft by oncn....,c b.t~ loc.al ...,. >« 
n~njor 1 1 ltuc - low•nn& tho;:-;:_ NnCW b.t.wc wrvoet .. 
hr •- out>,oa to compcrtuon. UC. oro 1mprovin1 optr· 
I IIllS riflcMrq ond nw~ Ivai\ mA1JU1. nl.,..oddtd 
new ~OC8 Addo-'IU•. 111 tlw wou ol t/w Tft«omm~t· 
tuCahON Act. :.£C. wtU copturt otltut "'""'of tlw onlrr· 
LATA Jont-d.unct mor~ lu 1 ....Wt ol llwM tnJtootov ... uc. c:Gnllllut 10 robu.Jd llwmMI--In>m tlw lndt'-'1 
ullllty monopoly to luntr. mGr• rna.rk.c.na onmttd or· 
pniullON 

WI\IJ. uc.. •nd &ndttd &II MJI'W"" oltho tri«ommi>
NCibor\t - .IKII oncrtUins compo11t>on. ,,.,. .,., • • 
vocoblt tndltlltry fi<10n t/wt knd IO ollxt MIJhtrntd 
bUIInt~~nlltond oupr IO<ovOt&UroMp.ubllotylo< ,_, 
UC. lmponontly. t•locommurucotoont .. • dodlnlnS·«>It 
bulintM Wtth 1ncrt&Md dtplo) "'""' olfobt< OfXl(> ~ cost of trlnspon hosloll•n dnmobColly ON! do pta! owuch· 
Ina Nrdw•re and ooftwort ho•t ywldtd mono copablt. 
tn>ublt-lrtt ond .,....,bo<tnt --u As 1 ,...I~ the 
COOl Of nttwOfk molnunoncel\udropptd sNrply, u ,u,... 
trllfd by tlw ntoo ol tmplcwftt per 10.000 I<Ctlll.nn. •n 
olt d ttd -• ol •IIIO<'fW}' ~uoo u ""- .. ~ 
cmpkt;vn. pt1" tO.OOO tinrt ar. bt'IMIIft~ down from UW 
typle.\1..0 0t mo... ""'f>loy- per I 0.000 rono of only • lew 
ynrs •5o 

In odd•~ nctWocko ,,.. f11 mort copoblt. llloy ore 
lnatu~y dlaJuUy ownclwd ond ~ '" ICCOfM\Odot• h,p .. pttd commun.k:IINW\t lhr anlt~.ttn.M.twN n.Hdcod h"' 
ouummodou oWJI<htd b!Ndbond M'fVo<ot woll br b"'" 
onto trkphont ~ '" or tlw rwot lrw y .. ,.. Thew 
.>d• onctd nttWOtko will tn.>blw UWphon.r compo•on to 
lnol. to • """'"' Yltwt)' ollv&h-tN15Jn. • oJ,...oddt4 ,..,.. · 



k'H l11 Addition to ~ evtm~t NfV1Ca tud\ .u Gil 
W .. biiS II< callu IO. Ihc ddi~ ol hWidrwd.s ol broodall 
~nJ tnl>rnCU.. VlCioo c:lwvwb wdl bot pow~bk Wha~ 
thdc M1'Vias olfu che polmli&l ol rww revmuor wunu. 
!lwv will sin\\11-..sly .,-I ~ cNI!ft1so. 
L£C. W\11 bu nlalrina llw rww(lo thtm) ltfNI ol mulb.CJ\f
dU cn~lt\mft\1 and wdl tw ... 10 cMvflop ••J'ftUM In 
motbtana ~ tn~<WNNnt PI'OI""""""'' ec:unwn: t udl 
tkall• •tand an oharp conlrUIIO LEC.I' tr&dllloNI t1""'11ht 
In~~~~~ c:ustonwr Nrvicll. 

Operation• 
Sta lldan:l 4< "-'' foaiMion the Nturwofot-mlon•lrom 
llw penpte~Wt ol COli. rtlilblllly, and qllllil)' olMtvla. 
Htrt. tmphaalt II pYctd on 11-. ut.u that rwqldrt _ ,. 
lptMI'tt auwndon In e..-olllaw oe monry and wiUda. ~ 
uNftOivtd. mAY lad 10 pollrical ....,.1110<}'. or compeo
Uvc probldN. 

Opemlone ol .tectrlc lllllltiH 

Fot tl«ma. die staiUI ol utillly plaN lnvctiiMI\I • 
rtvWwod w\lh Nprd 10 ~ planJ av&ilai>Wty ancl 
ui\IIJIIion. and at.o lot CDmpliaru wllll ~~ ancl con· 
t.mplla.d tn~ and om., l'flldlloty tWid&tdl 
Tlw ..cord ol plAnt OIIIIJII. equ.lvlleftltvallabUII)'. loed 
fiCIOrJ. hell , ... and capedl)' le<IOI't 1ft •um.intd AJao 
lmp«t.tnl Is t ffidfncy, U dtfilwd by IOIAI ~Mf~WIII hour 
~~ employft ~ a.llloiNtJ ~employ... TraNmllllon 
Lnte"""""""' ate ..,.lUI~ in ....... of tlw 1\umbef of 
u11Uca10 whldl die udl.lty In quadon hu -.the~ 
SCNCIUA:f and av.U.W. ..,...line ap6dry olllwM 04lwr 
utili-. and llw prb pUc! lot wlo :I h pow.r. 
a.a- ol..........q cumptdlbl and llw ~ 

nutation an deco~ ftdmata, alplllcant 
w~~J~U io llvwn 10 the If I riM ol nudeu fdda Nu
dut pW\IIIft b«:)]] ~~n~- ..wn.nble 10 hlp pnlduc
uon - lh&t make tNit ,... w...:onoaJc. s.p8aN .--don INYG:f'C* llwudlaty 10pooeptdotm 
..-. IIN<htdultd ouupa oe prtm~twt elwtdoon1f. and 
ll<r <ltfcm.IJ or ftllllatacy - that cnay 1-.i 10 bt 
writttn oil lor llw uliltl)' 10 mnAin cocnp.dtl,.., Alto, 
nuclur lldiJtia lend 10 rept-d 1l~t portlonl ol 
tNir opera tort' rnenlinf Cllp@Wty ~ .-tL Tlw .. 
of a prociiiC'II,.. nudut unit floom bolla powtt 1upply ~ 
wo bAM can inlltrNpc llw ......,...., t!J'Um and cru• 
tubRantlal a<l<lldonal-fot l'tpllln &ncllm~ll 
~ rtplacomlnl poootet. Tbt ablllty 10 ...., 11.- t&acionl 
""""""~and -'ally41reacdylnt1-llw 
•ba4ry 10 m.et tt.aric ~ the IMIIbWty ol ,..... ... 
•nd - tt. and. by ex:llllllon. the Ablbty 10 cnallualn ... 
quae. cn<la~ 'Dwa. «DD>>CCIIc .,-ra- tale 
o~rooon.lndJona.-mopentlonlft~ in~ 
Spanlially. nnpl\ull b p&.:.<lon ..,...t~on &ncl ,_. ... 

nona a»CL ~% -"*-~ ouu .... fOtCod OUII .... plAnt ttalllllla. NRC ... a~ ... c~on~.. the ~ 
~ Mtd ""rwpa!ts.operatlnfU.:....~ 
ltll ttUnvla &ncl ._IS hftal 1ft ex:IIINJ lndU, 'f*\1 
fuel •~•p capMity. &ncl manapmenr't rwd..r eo;pm• 

ornce In~. 1.-<><obl.r nucl~•• "~"',."""' ulft< "J!l'lh · 
c.ont opporturubtt buL of • nudr., ur111 noru poorly or noo 
at • ll llw ottmclonc rub an~ ~~·• 

Operatlona or gu uUUIIu 
Fot au p.pclano • nd dl'lnbutaoo compo,__ Ill« d<s,.... 

of p~na unlluuon.llw phytlul condanon olrhe tnilno •nd 
linn. adequacy of SIO~,~ 10 mM tt>IONI rwod1. •loot •nd 
UNICCOUIIttd for• s.u !.vet.. •nd pcr-unat nonst• optt>l· 
In& 1nd contlruc:llon COOil Ort amport•nll.ac:tort Ellldmcy 
tlltltlia tuch u lo.tclloctor, optrotinl! cottt ~rcustomor. 
•nd optr•MII inconw pcr maploy" ue .tso evaluottd in 
compulaon to other unlllin •rill th• illlluatry •• • whole 

Operation a ol wetlr utllltleo 
/u I poup. w•ttr UIWbn • .._ ConM...ally unrlllu\1! 1/wv 
physacal piA~ 10 w tuly ,..W.bON •nd 10 <14¥tlop .add a· 
baNI tupply Over the ne\1 <lfu.U. Wilff tyt<ttru wall 
ancrt.uinlly l~a the ~atk ol I'NitiUII\II\C complJ.ana . .u 
~WIInl'fi"UbON<h.anp~onlrutNcture•Sft 
Ci•·tn that the SAle Dnnkan1 Wott< Act wu audaonu d an 
19n the finl pnent>on of trutmmt planco built to con· 
fonn with thttt ruin ate almoot ~yurt old Addlt-.olly. 
b«a- the focus dutU\1 thU pcno<l wu on u tlllylns 
omvuonnwntal standtn:lt. deftfNd maltllf,.,.na of <lutn· 
butlon lytlirml hat been common. ap«~&Uy an ol<lor ur· 
bon,,., .. The incrtu!ns (Clot of oupplyltll! lft>~od woter 
&tii"G 05'M llw hi!Jh kvtl of UNCCUUntod (or WOttr 
w!"-tod in the lndwtry ConHquently, Standtrd I< 
Poor't OJ\clcipota c• p.c.l pioN lor rtbwldil>f dJ.cnbuaoon 
linn~ maiOf -•al •nd rtpJM.m.rnt •ffonuanwd., 
lftl-t pllnla. 

()pen!Uono ol ~- companleo 
Fot •Jephone e>omplllin. ~-o/1ttVd 11111)'111 *'-' 
on planJ capability~,_......, ol tfflotncy and qu.olary 
ot MrY>CL Pl.v\tcapM>Wry IS ucmaltled by loolclns at $UCII 
para..-n II perantap of <IJSJtiUY IWitdaod Unet, fiber 
opnc <lcploymau. in panlculu an ~ ,..,_,.. ol llw 
pUnt Uy 10 _.. NMYIL and llw ciiV" of broad· 
band capacity fibtt and c:o&aW deployment alld bn:.od· 
band twhchinS apaoty Elllcttl\cy mou urn indudt 
opoti MlJ rNrpt~~, llwratloolemploynt ~ IO.OOOocxus 
linn,~ tho uterd of netwO<k and oporanoN Oli\JOU<I4· 
tloC\. Qu.olity ol Mrvict encompuMO eutnln.ltlon ol qll&tl· 
n11n•• 11101..,., such •• troul:t. raportt and ttput 
MI'VIOZ c.aJJo. II wwtJ II an _,.,, of quoUtob Yt /Kton. 
that may include MrVI« quoUry pis INndote<l by "'"' 
IIcon. 

Regulation 
ltftWalory ra~ .oet>ON •a ,.,.._od on • c>M"by· 
CAM bud wollo ~ud 00 dw poom.,.l•lltct on credtrwor• 
~ ~Iori· authonM& IIIJI' raan ol ttl'.am IS ol 
linle val.,. un1na the rwn.tns .,. t&tNbla fwthtnnore. 
•llowulc Nl!il mvme baaod on noncuh a ~IN doa -
beno:flt bon<lhol<l..._ Alto. tot. v..,wod poa~nv~ly. N$'1' 
latory trwatmtnt ah<Nid allow cOI\tbttn• ~fonnanee 

)I 
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from Pftlocl to pmoc!, pven the lmpcnanc. ol f1NI1Clll 
ll•b•llry u • rolir1g contldttl tion. 

TM unliry poup "'"" frequenlly with COCIU'l\btJon 1nd 
still~. both 1 1 Sundo:rd " Poor't olfiCft and 11 
CO<MI&Uoon twodquamn. c~cmonma~~n1 11w lmpM•nce 
Sl•~rd " J'oo(s pi \eel Oflllw ~lOr)' &ttN lor end! I 
qu.a~ry tvalu.ai>On. lnpul from llww mttd.np &lid f.
~ ol r.o~ otden &lid thru lmpKC Wds/1 hr•vlly In 
Sw>d.ud & Poot't &NI,-

Sun.Utd " J'oo(, don - . ..... rtpUtoty ~ 
SION St1~ <OmmiNiont typlc:ally l'fl'lla• I n~ o/ 
d1vm1 indu11ri", And rqu!IIOry 1ppro.chef 10 dUftrtlll 
1YJ>ft of companm ott.m differ wllhln atlllgla l'fiUiliiOiy 
rurudlction. Thb INika il • U bu1 ~le to develop 
lnclusov~ "rotinp" fO< ~IOO'S. 

Stondard " Poor's evalu.alion ol ~lion aJ.o .
pu ... the odminiomttln, judlda1. - lqblalive p<OC· 
UMt ~~~~ In 6111e &lid federal fWS\II&Iion. l'lwM WI 
a lira ••-una «~~villa &lid ocher aspect~ ol the bu» 
"""· •uch as com~dVI tntry, tnvlranmencal &lid Nhfy 
nda, IICillty tlllnl- and MC\IIIt* Ala 

AI tlw uttllty induttry f-lft lncftuil1aly ~JIIIII~ 
envltonm4nt. alletnlllvet 10 IJ'IdllloNJ ti•INklnl Art 
b«<:omlng mote aldcal to the .aH1Iry ol ulllllie to tffK· 
llvtly compttt , malnl.tln u minaJ power. &lid tu.SUIII 
crodtoor prottctlon. Thus, S~.tnd1:rd & Poor's f~ 0<1 
whrthct ~110ft. both ti.Oie &lid t.det~l, wiQ hrlp Of 
hlndfr unlillts as .,..,.,.. apc!Md to pule-cocnptUI>On. 
Thtrt ii much thai r.pllllort can do. from alloallftl-b 
•~ ~ capnvr Ntlom«n ro •llowlna pricil11 lloxll>IUty
•nd ...,....,.. jusl •leppllll ovl ol clw w1y. 

Under uadtbOnal r11 .. rnaJdnl, Ria &lid tltnlftJI .,.. 
nod ro 1.~ tmounr o/ lnvated capit&l &lid clw co.~ ol 
capu•l. Tha an toi'Mtimn ...ward companlft mon lot 
jut<tl)ll>l! coots rhuo loo cvntolnln$ them. M O"'DVtt, 11\0011 
CUrrtlll r~J.IOr)' polldn do - pmNI udJjllft 10 bt 
Ouablt when mPOf\dllla 10 CIOCnfldllive pteaW'tlt ol • 
dr...gullltd matbt. l...tck ol l'laJUble t.vUfa f« tltclric 
unh- INI)'Iurt laJP CUSIOmfrt 10 whftl cl1tiptr powtt 
from odwt IICKitaS. 

In grrwT&I. • rqulatoty jv.rildlaiGn 1S vwwed fa-•bly 
tf II ptrrNIS ununa I rtl\lm buod Of\ cJw abWty to .....W, 
no1n ., compttiavc Mvt ls. In addllion 10 ~tfcnnanc.. 
bowd rtwltdt or ptnalllts, ~JUble plans could include 
morktt-butd told. ptlu c-ps. lnclc>c.o...d pricft, ond 
n I<S premurd on llw value ol N.ttomeutrvlca. Such r.orn 
mort cl~ly mlrtOf the compttillvc tnvltcnmenl lhal 
ubh,.... anr conhona,... 

Electrtc lndv.Jry regulatlon 

~ ob It tv ro "''" Into Jont·l.rrl\ l~b 11 ~ 
uoctd ntn W>rhovl haviiiiiO _..I'fl\l(atoty opprcwallor 
•och conrroct .. alto imponaru In the e1ectnc: ln6utl1)'. 
(Whtlr CO<I<TaCilftl! II t~llcad ,. ... -.IN fiNndol 
r-fonMnc...lllaHN rho pottn!IAII adv.,. lmp<~Ctln &he 
,ovenr at m•lf w~llns Sine. t9Ytnut ao.- aNO<I.IrtHI 
"oth lhlt olralfgy anr not fl~ .. y 10 bt NCOYered from 
t.o .. ·ro~'ttr1. uuhun mu•• Mncrot C'Oib weU w:nou&h t(),.... 

maan comptllbv~ ll1hay . ,.. ro tuou.n cumnl ~volt ol 
bond hold or protocaon ) 

Natural ~· lnduelry regulation 
In thor aaslnduslry, too, aevttal .uce cornrn~tuon poiiOft 
wt~gh !wavily in &he n'alu.aaon of r~loty tuppon 
E.u.mpln onchode tl.tbtlwiaon m«hatutmt to •d1usr ""'~ 
'"'" for c:tw,.... 1n wullwr 0< clw «<nomy. r.Jit one! 
MIVKY unbwwiJina d«iffoN . ..... mue &lid CON IJloabOn 
~ taln ondlnruportauon CUliOtNn ~r. II\· 
dutlmlr.otft, and dw a-aJ•upponrvtntu of CONITUC• 

lion-and .... purctwe 

Wiler lndullry retulaUon 
In all Wi ler utility ICthlalln. ftdrr•l and tlll.o envuon· 
mcnt&l "'J''IIIIont CIOI\llnut 10 pl.ty • cnlicl.l roJ. The 
J.aUiallve ti-...bl. to .IIKt llw 1916 ~b 10 llw 
Salt Dnnl<ins Wa:.r AC1 o/197• was qww • grtlll•t llut 
tnVUONnomt&l t~Andatdt-M1M& hat arnuUy tlowod ov.r 
&he patt couJ>W ol years due l&rply to lnCftuillf wnnnom1 
l.hatlhr llrinpt. -uy 611ndirdt have - brftl jutbll.d 
on tht b .. ll ol publk heAlth. A mott!Otlwn on tht procn· 
ulsollon ol tlgnlllc.an1 rww envlrotunt nlll Nln It an rio· 
paled. 

T-*ommunlceU0111 lnd utlty ~ulallon 

~ theodvll'ICft In ~rltcommunlauon~ da"'JUUIIIOtl. 
w1yt11 ol rqulallon olltltphone opomott wdl conunur 
10 bt • by tlllr\1 dttftmlnant lor llw ""-•blo lun•rt 
Tho rnelhod ol ...,W.toon may t.. t~tlwt cl£u.c: ratr-bo...S 
r.otr ol rt1Vm or tonW ionn ol p~ c:ap rr><diii\UJn" Tho 
,_, ll'npOn.vll IKIOI .. lo ._,. whtthet tht "''l"la1ory 
frameworia.--<10 mantt whoch rypo pro.-!!!n tutfic•.nr 
fiNnool tnctnrlvt "' t n.;ounst llw nltd compony tn 
rNnntaln Its qu..lny of Mrv.c. • nd to "PI"dc- ~~~ pl•nt 'o 
OCCOII\II\Oela10 rww lti'Va<n whlle l•dn& IIICT\!atins com · 
ptdlion from WU'ticM ~!On 1nd CAble ~II'VIs1011 C'Om • 

pat\lts. 
Wlw,. rwsuJilon do t nll Ml r..rilft bated on an author· 

IUd rtl\lm, Sundard " Poor't tmvts to .. pforo "' uh 
rqulatonthruvwwoldw rll.-o#·mvmcomponml> lhar 
can rnawri&lly unpact rwpoc..s vonua ~!Ot)lummp 
Sptolic:ally llww tndudr clw ollow•bw but upan which 
&he autt-ued rrtum can bt ttmfd, allowable txptntft. 
&lid &he I Uihot\ud rttum sv.t. rfiUialoty CWot>IJhl runt 
lht gamu1 from tlrict, odvtrNnal rtlallONNpo wllh th• 
"'S"Iattd ~dn& romp•nl«t 10 hiaNy 1uppott1ve poo· 
I\Uft,SQndatd4r Poor'tprobtobtyond 1hrapparmr "''I"' 
llltoty environmtnl 10 uatnain lhr acrual lmpaCI ~I 
r.plallon on llw mtd company 

Menegement 
Evalu.aans c!w manasomtnl ol • utlll ry a ol pan,_, 
""J'OfW'Cit 10 the aNiy11al procwu lincY managttMnt's 
abllill• and ~ 1 IIK1 oil arw&J ol • <ompan••'• npo 
tralloru Whlf<l nrau laiiOf\, lfW oconomy. and OIMf ... h ido 
IIC'tort can ln0111r11Ct rnuhJ. 1111 uiUmArely rho quohty nl 
manoSftN"IIhll dtlttmtntl lht t uccnt ol • comp•nv 



Woth .,..rging romp..drl9n- utility m.>Ngm><<ll will bt 
""""doooly SCI\IItlliud by Sundud 4c Poor's •nd woU 
b<co""' an incn~singly crilial component olthf credit 
tnlwriol\. M.ovgement SlnltqMs can b. tlw ~ deter· 
m111.1nt in diffemt~tinl ulifitln and In atabllshlng wh.rw 
comptn!n lit on the bu.olncu potillon •p«UVm. II Is 
omp<'robvt lh.lt rNNStmcniS b. ..Uptabk!. o88f"Hlllt'. 
,,nd proacrivt ilth!rir ulllltln 1rwto be vlabl• in th•lutun: 
thb is npecially lmponant fot ~lilltiolt !Nt.re currtlllly 
uiiCOmp..titlvt. 

Tht ususm•nt ol mamsemtnt I• ICComplithtd 
tiltough me.tinp. convttNdont.lnd flrYWws ol c:ompll\7 

pl.uu. It Is b4sed on sudllacton u tenurw. mdustry "I"'" 
t\4tt\Cl', pup ollndustry illuft. knowloldJ' ol CUSIOinlrl1 

•nd tlldt nacb. knowlotdJ' ol compet11>011. <IICCOUI\MS 
~nd f1111nclng proctlces.lnd COCIUI\[tmont to o-Mit qoallty. 
M.an.o,•m••tt't obillty And wtJUn,_ to develop WO(k· 
oblo :~tntogies to oddftN thduysteml' needs, 19 dol with 
tho! comptti.dvt ~ of; frft CN.tbt. to n«ult ,... 
00111bi<P and t l£tctivt lotls·llrrm plAnt. and to b. proiC'Iivt 
in ludlns lhotlr ulilltlet IIIlo dw lulvrw arw atMIMCI. MAn· 
•acmont quAlity il•bo ltldkad by tt.ouslltlul b.Lindns 
ol publk and private prioritiel, 1 recood ol O'Mibility. ond 
efltctivr a~mmunlcadon with tJw pubUc. ,....t&ta<y bod· 
ln . •nd th. fiMIIC!al communlly. btdt ol cflrwcto11 wtll 
rtarivt tvtr mote otttnrion with mprc1 10 thodr rolt In 
>elM! •ppropNie !NN~t inc'Onnvcs. 

Wllh <amp..tltoan tho watchword. Stond&rd .S. Poor's 
olso locusa on INIIIgtmenr't dfons to tnhana linotndal 
condJbOn. Mlnaponmtan boltwrbondholcMr p~• 
by 14kin& any numb«r ol clltcntdonlry actioN, tuch u 
Mllln$ <OII\tnOfl tqWiy. lowtrtns h ..,.,_.. dlvldmd 
poyou~ and ptylng down debt. Alto Important lo< tlw 
t ltcmc lnduwy wW b.autivity In tntftins Into lll'atep: 
oULinctt and woritlnl ~ chit lmp<OVI rill· 
d tncy. siiCh u central dllpaldllnJ foe a numb.rol ulll.lllto 
ot lodcing up at-risk cutll:>ma'l ~sh Jons"Wnn con
tractS or CJ<Pandttl llexlbJ. prlclns •sncmmt~. Proocdve 
rNIV~I roms wW abo -It alternallvn to lr.cti· 
rloNI rar.bur. rate-of<fttllm raiiHI\&Ic!ns.movt to adopt 
higher depredation ratts lor ptWrttlnJ fldlllla , ~~~ 
cusiOCMt't by lndlvicfualll\&lkd prdtiihtwt. and an.mpt 
to <rtl'- tuptrlot ltfVb orpnl.utloN. 

lngtntral.CNNpnrnt'tab!lityto respond tO mowllinS 
comptnlio<llnd ~ 1ft tlw utWty lnd.ullry In a twilt 
•nd appropn.t'- ftWINf will bit ~ to m.alnratn 
crtcflt health. 

Fuel, power, •nd vnt.r •upply 
A.-.tNnt ol p.....,; And P~"'0 Ml And p<>Wff 

•upply 11 criiXlal 10 ..-rry tl4tcltic ulll.lry &nllytiJ. whll« 
II•"IP>"' u.. Jonr·r.rmovtunl su supply .-;not~ tor sa• 
plptliM and dbtriburion <OftlpiNa and tM watt< rw
oouras ol a watotr udllry II equaUy lmponanL There Is no 
tomoLir analydcol g~ lor tel4phont ur!lltio. 

Electric utllllltl 
FO< ~l«tnc uuh- .. mpn.uu ., pl.>«<l "" g-r>ttng ,... 
>Crvt margins. fu<tl mbo. lud conrr•ct ltrm>. Jcm•n<i .. ..J< 
m.ov~l tocl\.1iqua. ollld purdl....-d powtr •rronl}.-. 
nwnts. Tho ocf--;uocy ol ~nltng mAIJIII> u <'Jmuwd 
n.ation.1Uy. tegJon .. uy. ~-f'\d for ~.,d\ lf'dlv1du.ll comp.any. 
H.,.....tr, 1M rn<rrv• tN<gln po<tur• It mudJ1rd by llw 
lmpr«iM no!l.lnol p..ok·lo.JJ 11rowth forta!nng. •nd •lou 
tupply .. nuruinty rtl.ulng to 1udl thtngs .. C•Ndl.ln 
captaty av1iLibUity and potoonwl pbnr ohutdowns d111 to 
agt. MW NRC ruin. actd ro ln rtmtdi<Pt. 11141 thorugn. 
problmu .wo<:Ut«! with nontrJdltiONI IKhnok.'gln. Jnd 
to lonh. Even 1pp1m1dy ample r~n m.>y not bit what 
lNy .... m. MUtt<Wtr, the qu•llty ol a p•City 1J jUSI u 
lmpon.:tnt u the tlu ol rwservn CompiJ'- rft<rfVt rr
qulmnt~~rs dlfltr, d~'"ll upon •ndiv!Ju•l oporoung 
chor>crorlstia. 

Fud Jlvoroory ptOVldtt fk"billty tn • chon''"S ·wo 10<1• 

nwnL S<opply dbruptiont •nd price hlktt eon ,. ... r•tn 
and ignilt polldcll Jnd nog-uUta<y prtSJwn tNI ulti· 
rNMiy woe! to nooion In IiNneii I pttfotmance. Thus. tlw 
abUity to alltr ltlllrallnstourcn •nd toltr •dv3nto~ of 
lowtt C'Oit lutls ls vltrwed l~vorably. 

Dopt1\dmce on any •~·dlt lu•l mo<Jns npoture to tho I 
fuel's problciN: electric utili lin INI rely on oil O< 1111 faCll 
the poltlltial lot t/lort.lsn •nd rapod pntt •nauMO; udll· 
lin thtt own nudur gtnor•ttnK f4CIIil1n f•..-. naLinn14 
COliS lo< decommiuionlng; and co.ol·ltrttl capacity .-ntolls 
.-nvvonmcnral probt.rmo tt•mmans from conc:.ms over 
Odd rain Jnd tho · grunhOuH olfoe~.· 

Buylns power 1tom fiO:Ishborlng unllt>a. quohfyuls I>· 
c!llty ptOjtcts.ot ~ont powerprvduc•n m.tybe tilt 
bat cholct lor a udUty chit factt lncruslng eloctriciry 
demand. lMnr has boNn a growtns rell.\ncr on p.uchasttl 
pow"' anans-rs u an aitorNdV. to MW pl.tnt <011· 

tiNCtlor\. Thb can be an lmporttnt ldv•ntage. linat the 
pwdlulnJ utility avoida poetnhll CONtruetion ~ .,..... 
run.t ll well u rlll:ing subsundll caplt.al Also. udlldtt can 
avoid tlw llnandal risks typ.a.l ol• mwdyur construetion 
p<Opm thttan caUM<I by "'5"1Atory Las •nd pru<kna 
reviewa. Furtlwnnort. purchtsed · power may onhanct 
tupply fl4xibillty. tu.1 mourct dlv~ty. and m.wnuu 
load lacton. UtWtlet !hit plan to m«t demand p~ 
with a portfoUo ol supply .. lde opdont abo may bt ~,., 
&bk to .od.apt 10 lutun growth ui'ICf!Uinl>ft. Jllorwoth
standlnstN bmcfits of purchto~ns- sudl • otrateJIY hu 
risks uacci.tr.d with lt. 8y tflteMS into • finn lons· r.rm 
purchtHd power conlrktchit conwns • fiud<OJt com· 
ponent. utilldn can InCUr substanbll morltrt. op•nnng. 
rogulatory. and llnanaaJ rub Moreovrr. regul.ttory trut· 
"""' ol purchued powrr romovn •ny ups1de poton.W 
tNt mishl htlp ollttt IM fiSks. UliUlln art not COmp<'n· 
Ml«< ~sh tnc..ntlvt rale-1!\lklns; rathflr. putdllsed 
pow.-r b rKOv!fR'd doU .. r·lor-dollar •• •n Of'-r.lh.niJ ~
pt<IM. 

To &n.alyu the fonancul 1n1p.o<1 ot pwc~•sed po,...,, 
Sttndord 4c Poor' a hrtt calcul"n tho net prwsent volu• of 
lutunrannuol capodty p.oym..,.IJ (d!K<XU1tttl41 Ill'!'.) Thu 
rwprntni:S a poltrlb.ll deb< oqwv•t.rnt-<1\c oii.J>oLincr-

n 
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tt..ft obllrrion INI a utility lnam when II tnterl IIIIo a 
long·ttnn purchued power conl:llct. However, Stalldard 
4c Poor's adds to clw utility's b&J&nor ohHt only a poroon 
of this amowu. ~S thai •udl a conttKN&I at· 
nnsanmt is not mlltdy clw eqWvUml ot d&t. Wlut 
ptfCfl\~&e is acldfd 11 a funcUon ot 5tlnd&rd .. Poor's 
qu.a1Ju11vt IJ\&Iysls ot the •podlic contnd and tlw
to which marl<d. open ling. a.nd rquiatof)' Nb are bomt 
by tllo utility (llw risk factor) For unconditional tat..-Gt· 
pay contract$, thor tilk factor range Is from 40%-80%, with 
1M avenge hovw!na arowwl 60'to. A lower rille factor II 
typiaUy aull"fd lor 1)'1111171 purchaMf from coal·fired 
ulilllin a.nd a hlaJwr tlsk fact« Is ....wly d8lpted lor 
UJ\It-fPCdlic nuclot purdl.ues. The ""&" for taU-and· 
pay petlonNnct obUptlont is bttwftn 10'1.-507.. 

o .. utJoo. 
For gas distrlbuticn utWIMt. lanJ-utm supply adequa<y 
obviowly is aillal. but the 111pply ~ h.u ~ cvtn 
more lmporwu In cndlt IJ\&Iysiu lna tlw r:.d«nl ~ 
~101)' Coa\lnlulon't Order 636 dim!Nt.d the In IV· 
~~~ pipeline nwrchant llllsu-. lhit tJwsl pt Npply 
rnpcntibilltln tquartly on '-1 pt cllta1buton. Sund· 
atd & Poor's h.u always be!Mftd dlsuibutor IJIII\Isan
Ns tllo oxpertiM and whoorYwlthaliO p«rlonn tlw job wcU. 
but tllo mlc&aiC llsnlfianl6incr gu a.ts ...... ...:~~ . &at~t 
pcr«n~gt of total ut!Uty coots. In that resatd..ll Is lmpor· 
tant lor utiUIIa 10 pi p,.approvals ot tupply plant by 
•~to ~tor:sor atl«utbep rheswl &nd cocnmlulonm 
w•U anlomwcl. To mln!mlu riokl. a wcU.•run J"''ORll' 
would diversify pt toUtCB among dllfenn~ produam or 
rnariomn.dllftrrntpt bulnJ In rhe US. and C&Nda. and 
dlffmnt pipotlint IOU.ta. Alto. purcflue contncta 6hould 
be linn. with minimal lalc...or•pay provblonl. and have 
prlcfl tied to an lndu11ry lndtx. A modal p«rm~tagt of 
liud·price gas is noc wveuonoblc. Cont,..cu, whether of 
gas putch.ucs or plpotlitwc:apodty,ahould be lntmncdUrt 
lHrn. ScaSPJinl CCiftti'IO upintlont (ptehrably iUVIUo' 

ally) pt0\1<1«1 an oppom.wry 10 be an ICtiY4 znarl<ct 
playor. A modest dtpte ot ...uanot on opo1 purch.ua 
pi'C>Yides llalbillly, u does the \1M ofmark.tt-butd stor· 
ase!. Cas stMise and Cf>11ropat)' Ill mouta~ •udl as 
llqwtlled naNniJU or propane ait an tH*Cilvt ptak-d.y 
end peak-..ontu.pply ~I loolt. 

Since pipeline compWel no lonpr buy a.nd Mil notunl 
gas <11\d art jutt-catrien, coou«ttoN woth vario!d 
NMrvt basins and many wtils willlln 1'-e bulna ere of 
Gf'l•t lmporwlce. OIYCnlry ol-htlpt oi!Mt tlw rUb 
arialng from rhe nol\lt'al prodi>Clion dccUnet ...,.,.tually 
upWenald by aU l'ft«t'YI buinl and lndlvidu.al woUa 
Moreover, sum dlvorslty Ul1 enha~• • pipeliM'o llttK• 

tlvwtlftt 11 a lrtnlpotlltr of natunlgas to dlatrlbuto" and 
end IMtntd<lnl ro buy the molt economical gas avallablt 
lor their needs. 

Wilt., 111100.. 

Ncotly .tll WJttrt)'IIG'nl thiOUJhout tho US. heYt amp!. 
long·cerm wtt«rsupplld. Y-' to ~''" ccm/0<1, Sund.ud" 
r ... >r'l .,._.... tho productiof! tapablllty of liUt~Mnl 

planlt and thor tbUity to pump wtttt from WldttS'Ound 
aqulfcr1 In •t ladon to the usa&• dcmtncb from coNumero 
Having odoquato treated wac•r ttoragc lt cilll10l has bt
comt trnpomnt tn .-nt yun and h.u helped m•ny 
l)'lr.tns 11'*1 dtmands dunng peale sumnwr pmocb- 01 
lntf1'cst IJ whoorher the rnourm .,. OWJWd by 1M utility 
or purct>ufd from ocher utili 11ft 0t loa! authotitln. Own· 
ang proptrlift with water nghlt prOYidn mDft 1upply 
MCUnty. 1l\loJ Ia csptdally 10 in I IIllS U~ Call lo rna whcrt 
water aUoadON are being reduced. pamcularly •I~• r~ 
a .nl droug.htt and tnvlrorvnm tal lasua have anted 
alarm. Slnce the pr\rnaty coot fOt wator companies b ttul· 
INIII. It rnakll llttlc dill~ wlwther raw watr Ia 
OWJWd or boughL In f.w:t, <Ompllana wtth Ieder al • I 
l~tl wattr ~lions it very high. a.nd clw ovc.aJJ COOl to 
~Uvn ltfalrtd wattt to con.tlllllfn ,.,.lnl reunvtly If· 
{Otd.tblt . 

Asset concentr•tlon In the electric 
utility Industry 
In the «<K''rlc lndllflty, Scandatd .. Poor • lollowt IN 
openticnl ot INjar ,....,.tin, {ldlitin to - 1.1 they 
art woU ONNpd or ttoubJ.d. Stl!"'llalnt ~on 
on« gCNrtatlna (tdllry or • largt linanoallnvatmmc tn a 
oinslt HUt aussoots hJgh ritk. "Ow olu 0< m.og,irud• ol a 
partltular UHt rtrlatlvt co total generation. 1\11 pwnt In 
MtVIce, a.nd common eqwty 11 ..... a~ ... ~. Whtrt •ubttan· 
tiaJ asMt concmttadon c..so. clw llnanaal proftlt 01 a 
company may c:xpcrlotoco wid# •Wlnp cUpondlll& 0<1 th<' 
aaset'• ptrlorrnanc:t. Huvy aONi concmtraoon b moot 
prrvalcnta<N~f~C utili 11ft woth coady nudur unu~ 

E•rnlngs protection 
In thlo coo.sory.~cuh tnCOmt cov"'"l!' of all tnterat 
charga iJ the pnmary rario. For thla a kula uon. allow an« 
for funds uacd dunng c:onsii'UCtlon (AfVOC) b rttNW<'d 
from lncomo a.nd LntftatnptNt. AFUOC a.nd otllor •uch 
~ lr.ms do noc provide any proto<1>0n for bond· 
holder~. To ldenllly total intllftft '"PfNI. the analy.t re
clau lfitt cen;..in opttatins expen•C"J. Tht a.nt•ru1 
compon«nt ot variou.J olf·ballnc...,._t obhgarions. ouch 
u k..,. and tom~ pun:h.uCid·powtt controas, 11 Wlud<'d 
an anttmt OPfNt· This prov1dts the moot difttt tndKI · 
~of I ublity' o ab\Jlty lO Mtv..., IU debt bwdtll 

WhiM C111111d«rabk em phalli on ....,...,, CAdit pro<« · 
don 11 placad on cowrage ram.. thlt nwuu,.. don not 
provide the mtiiC canunp pro<*Cilon p•cturt. Abo unpot · 
~r\1 art • .omp.ony·o cai'Nd rcturna on both "'lU ll)' ond 
capital. muoum that hlshUghc a lrnn'u amlnpp.rf"""' 
an<e CUNidtuoon 11 srv"" 10 the tnttractlon of cmbt-d 
dcd coots. fiNnoallcvnaso. al\d p..u• rel\lm on rapu• l 

Capltsl •tructurtt 
Anatya~ng d<obt ~evwa11• con t>oyonc1 c11c ~mana- ""
and <D¥"" q:;:.akltbt rt~ and ol...,mu ol hidden liNn· 
cl•ll#vn•s•· NoncopotaU~ed loa- tonclud.ons .. I•II••M"· 
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b.>..k ubll~t•toono). debt 11\llr:lllled. reattv•bl«t flN"'"'il
•nJ purd\ucd·puw•r COI'ltriiCII •no •II COft>ld....J d..bt 
.qwv•lcnts Mid""' nolleaod .as debt il'l akuUtlll' ap<UI 
•'"""'"' ,.-. ay m.sklns debt w.-.1 <l<l1 ... CIIIftla. •he 
"""''~ an comp.lrt the~ ol""'enp '*<! by ucll 
vllllty comp&ny. 

fUtthermon. -ant oalNIWd 10 ld.tnnfy und•rv•l· 
Uot\1 0< oY«rVAiuod ,..,_-of~ vah .. • ,. 
dL>CINJ\ctd 10 morw acxvutely tvA1111111-p--. 

S<Jnw firma UM thon·lltm debt., a.,.._,_, pioa ol 
thcu aposaiiU\IdiU'e. !ohon-Wt1!1 debe alao IIi CIIINiCI<ftd 
pon o1 pemwwn~ capital wtwn It Is UMd ao • bndp "' 
l'f"'''&M'\t ~ x-1. ldl.tlquicUIInc ckbc Is~· 
dudod 1rom ttw pmnanoru ckbc amovnt. but tNt tlll.llbOn 
IS r:lte-w11!1 cllc ~ ol c:enoln po vliLMS. Clvcn 
c11c .,_,. W.olalmoot all udlity-thon......, ckbc rNY 
""f*e INN a.npen1e 10 ln-t-nll voloultty. I'I!Nt· 
U.U.s rule. bW Une IMckup .Vk. ond ~tory ••poeu"' 
tNt QMO(" rodlly otfMI. n. ._..-ol rohonft"ll1'tn 
ubbphON (M~U~Nn~• poe<tlwly t1op«1 yltld cwvel Is a 
poeldvt faciOf that pemaJiy'tlllttp• cllc rilk ollnllml· 
roll lfariabWty. N a Nil ot tllumll. a ..... ot tilon-tlln'll 
.ubi tNte&Cftdt IO'Ifo oltoul capilli II a-/0< -I'll. 

Slmllarly. II Rottlt~~·rall debt ond pnrt.md IIOCk COII

>nNIII oYtr~ ot lOW cltbc pillS pt dtu lid nock. tiiJJ 
ltvtl (J .;twod U Ull\11\lltly Ills" •nd IN)' bt QUM for 
CDnCttn. h mlaht lbo lndlclte tNt tNNpmtnl iJ ' II"'" 
tlvt ln Ita flnondaJ pollda 

A 14yrr uf prwt.rriid ttod< in the apotal t!Neturt lo 
us1111Uy v~ u equlry-..ce dlvid<rnd6 an dltc:rtiiot>
ory ond the IIUboodlnlliid dolm on-proYido • C\Oih• 
ion 10< proYidm ol debt capitaL A pnot.md component 
o{ up 10 IO'Ifo It typicaUy viewed u a .,.,_..t wtdp in 
the a pita! tii'IICtWW ot utilitlct. Howwtt. u ra.ot•twtwn 
~don IIi p"--1 COAl. p<tNiliid t tock INI)' to. vlowiid 
by ulilin..-INII\y INiuaaial finN~ • ~ 
rary option for companla tllat an not C\llm\t taxpoym 
tNt do not betwllt lrom the Wt diiductlbWty ol iNtr'aL 
Eve\ now, fto&dns'"ft• ptcftaa:ad And cnafti11Nitbt pt1'"' 
ptNAI ptwffmd art problotiNIIIc: a riM '" the race clueiD 
clttoriont1111 cnclll quality tM:b Ill Ind....,. • llOCI!f*\Y ID 
l.tkt out IUdl punned Mock Will\ clobt. ScNetutet eliot 
convoy tax diidua!bWty to prtftmd tcodt Nvt btcomf 

• .., popul.u •nd .41 ~...,.uy .u ... cl.uch hnonc•n~· wuh 
"'l"lty tnt.tmcnl 

Cash flow adequacy 
Cull 11<-w aodtquo<y nolatn 11> • compony • •l>•kty tu 11m· 
''"'" funds lntomolly rot.llvt to 111 nl!Yds It I> • bJllC 
CO<nf>O"«N of Cft<llt .uuly.u boooUM •t W... cuh n> po~ 
·~fund c.. pow optnJo,._ poy clt•llkn<t..•nd ..... ~ 
in~Mftt ond prinopol poyiMilts. Sina bcxh ('Oft\mot\ •nJ 
pnrNrrtd cllvidftld para-to art l.mpO<UIII 10 1NIIIU1n 
aptw mub1 oa:na Sund&rcl" POO<.tloob • • cuh O..W 
maswa bocll btiOft ond • II>« cbwoclornd> •rw pawl 

To c~ntrmono ash flow oclequo<y • ...,...,,, ~uun•• 
rot.~ps ,,. u.urunoct. Enlplwsu .. pt..«d on <•on 
flow rtl.lnvo to clobt. debt :wrva t"'!Uil'I1Nf\tl. .onJ c..po· 
w oponcllns.Cullflow ac1eq..acy Ia fV • luattd W>lh rnptet 
to • Rrm•s •l>ll&ty to mm • II fhf\1 <h.lrsu. onclu..tu•g 
c..poaty poym«nll undtr putdwod·pow•t con1r.act> 0.. 
tptte ttw alndi-.al noNI'I of totN contracts. cllc put• 
dwet 1.1 obllpr.d to pay a minimum ap.telly <Ntl' Th• 
rAtio liNd It lunda fi'Oft\ opnatlON pluo tn-t and co· 
poc!ty poymanta dlvldod by lnteml plut cap•ctty p•y· 
!Mil II. 

Financlalllexlbllltylcapi tal attraction 
FINndiiJ llcAibUity lncorporotft • ulllity"t foMn<'ln~ 
nftdt. pllru. and altei'i\lhYft. •t wolf Jl IIJ n ... bofily tO 

.aompllall 1 .. linonctns prus,.m undo< otr"" wuhout 
cllmiJjn& criidtrwortluneu. uwmol fundln1 copoboh1y 
cotnplomornlllntlOrNil ash flow. up<tiolly t ln<f ullhtlft 
.,. 10 capltallnlmtlvt. • firm·• oi:HUI)' 10 up up1ul mot· 
kota on.,.,...,.,. bub """'bt a>n>Kkriid. Ooobt apocuy 
rwl1ccll aU the .. rtter ole,_.,, n rrunp ptotecnon. d<b1 
~ ... and ash flow adeq\IICy M.trUI-•t mson· 
o1>1ot ra•ls ~ U • rtiiONblot capltaltiNCtU.rt IJ not 
tnaltltaiNd ond cllc company'• fiNndol p-pteta dim. 
Tho an&!)'~~ a1ao """""' ond4nNrt ~ •nd IN 
ltnpk! ol.adlboa&l debt on COVINIItlatl. 

Sw>ci&rcl " Poor't .-• <Omf"'l'Y• capacry ond 
~ to ....., .....,.,_ tqwl)' Tluo " afmtocl by 
"UIO\IS l.octon. lnduciJnt ""' motltot·ICHiook tlhO. cllVt· 
dcnd policy. ond any ~tory rntn<1>0nt rtVrclina IN 
cccn~ ol ttw aptw ttNC1Utw 
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.w.dln1 1M W..U'-'1 lor •bov• 1.o"'. AIVI...J 
pncc II'C,..IHt to r.covn purtlt.M<I power 
cotta. oJw company"• «HHIpcubvt pollbOI\ Will 
no1 be 1flocttd noucu bly florid• Power woll 
• void • ny b AH ,.,. rrlit f "'!Uttl1 lor nuny 
yun 0p.r•bON • t clw Cryow Rlvtr l n~ar 
lt.tdon C'?"tinuc to improve. with • 1995 ap•c· 
lry factOr ol t~ Debt l<vcr•r.lnduc!Jns olf· 
b•l•nc•· •h«t pu~hutd powor obhsotiona, 
will .-m•ln high for currtnl r.nng.s. 11 obouc 
St% Bu1 lnlfmal fundlns- lunda from op«TI · 
cion lntflft t COVtr•S•· •nd lund• from opera· 
!ION to tout debt ~ld mnoln lw&llhy evrn 
throuJMut the toNtruction ol two su·firtd 
cocnbintd cyc!e Ulllta. whkh Will become op
crorloNI !.'1 1998 ond 1999 Conhlluf<l '"""I 
IWowott•hout Nln JT0""1h lnd ..,..,... .. ewe 
coniJOia ~ lllow floncU p_., 10 -
ulll Pf'U• ln-1 C0¥9fll"• adf11Jt.4 lor put· 
d\ued pown. 11 t.vdl ovtt J.l lima. 

OUltOOI A ptr\Od ol raMp llai>Wry lor flor. 
ldo Powtr to booed on abo" t-•••nst IIIH 
powth. rolf OQJblbry. linutonont on .,,. ln
cru-. little~ and U\duatrl&l apoouro, 
•scmJ~vc cott (On trots. rilldrn1 op«TitJonS, ond 
hat thy cu11 now 
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Business Fundamentals and Competitive Position 
Floricla Power Corpo«don (FPC), Aond.t'a ac<:ond·l•'lm 1nvuror-ownrd unhry, JtrYN «ntnl•nd 
northern Florid.t and chc west CA)Ut o( cht ttatt w1rh econorruc pl•nu fueled by coal (J9'l'. or to<al 
gcncrarins c:apaciry), nuc.lear power from '" 90% ownrahip intereSt in Ctyatal Rlvcr J ( 19%1, • nd 011 
and sa• ( 16%.) Althoush company owned genua non i1 economic, aevcral cxpcna1ve power purcha.w 
concncu (26%) de= &om chc compllny'• cost poamon. Furthermore, the company hu enrtn:d • 
conttrucrion cycle to complete'" 1998 a combined cycle, S07·mw b.ueload plant 1n Polk counry. At 
SSSS/1cw, rhu new, undepn:ciatcd plant Will preuure FPC's total producnon com . 

FPC olfcn rates that~ competitive wirhm Florida. The prrpondcrancc of FPCs taln orc co rrto· 
dcnrial cusromcl'$, which conrribllrcd S6Yo of chr compllny'e 199$ rtvcnufl, lollowtd by ~aln ro rhc 
comnvn:ial HttOr, which comprhtd lJYo of 19U ulu. Thc lnduumlt«tor conrr1bu~d 9% of rhr 
compllny'a ulu in 1995; ocher rtall cuaromen contributed S%; and 7% of saltS wrn co 16 whole· 
tal< cusromcn, the Larsm ol wh1ch Is Seminole Electric Coopcraave. 

We cxpca srowth in the m idcnml and c:ommcmal s«con 10 dnvc • 4% compound annual 
ancra.sc in FPC' a uJa. Commercial aaivida in the scmcc ttmtory include tourum. health carr, con· 
suucrion. and IJrlcuhurc: indusmes inclu4c phosphatt and rock minin& and ptoccums, elearonoc:• 
des1p1 and manufacnarin&, and atrUJ and orher food proccnlniJ. Only onr phosphate ptoducu, IMC 
Agrico. is prcsaina publicly for coruumcr c:hoic:c amonaoupplien of clecmc power. Others arc nqon· 
arins more quietly, oprins lor interruptible acrvic:c concncu, which offrr di...,una 1n refilm for I«· 
nns the utiliry cut off elcariciry durins periods of lush demand. or lor new rcal·rimr pnCinacariffa. 

FPCsshon•tcnn competitive pooaicioo ~ proa:cted by arowina demand. ara au1gnrnent laws, thr 
isolation affor.:;d by the Florid.t peninsula, and • lack or rransmiuion acceu 10 the JUre. The lqiola · 
I'Ut'e adjourned In May without actina on 1 retail wheclins bill chat had bern introduced 1n the Ho~~~t 
for the aecood year In a row. (Rcrail whccllns iJ a plan co allow rcc:all eustomus to conmct ro pur· 
chase power dlreaty &om any prov1der wirhouc resard co currcndy ex:i.m ns aervlc:r area~.) 

FPC baa Ill fnndUsc agrcemctUJ, which conmbutt about 40,.. of 1U rt>'Cnuea. In D«:rmber. u 
oisned a new JO·year I JRUIICRC witb iu I«Qnd·Jaraest lrancbl~e euscomcr, the C.ry of Orarwatt:r, 
wh1ch accouno lor approxinuamy S% of rota! revenue. The seven addinonal fran.chlsct rhac expire 
before 2000 do .-coarribllft a Jlan!Bcaot pcrcc1ll'lllle o( revenue. 

Management Strategy 
With the retirement in April1996 of Allen !<euler. Prea1den1 and Chief Exccuovr Olficrr of Flonda 
Power Cotporarioa, the compl~DY bcpn a reorpnaunon or irs scnior manascmcnt that could Ilk• up 
10 a year co complcu. Altbolllh IJWI)' lccy c:xecunves havr IIIU.m<CI difkrent raporu1 bilmeo, the com· 
pany'l lctafCIY 10 polirlon icsdlco compete sucaufully appca.n unc:ha.n;cd. nu. orrarqy indudct 
cManQnS matketinf and cunomcr tctvice, tueamlinins operations, worklott,r reenl'n«nns. func· 
aonal unbundlina o pncradon from uarumioion and dumbunon. and srowlftl wholesale tal<t. 
Efficiencies rtallJcd thtouch these mechanlsma will offwt coso incurred to conslJ'UCt a nc"' basdo.td 
facility and enable the compllny 10 avoid 61inJ for rare rcl~f upoo thc1r completion. Manaacmcnt is 
also a.cdvcly oqodacins co rcducc Cl!padty paymenu m.tdc ro non·urillty aenrraron to purchuc 
powu, and ls amonWna rqulatOry auea to d u n up rht balance sheet. 

FPC baa redueed hs wotltfotec by 20% sin« 199J. Aloo • .Hect~ve July I, the company r<orp· 
ruocd Into rhrcc fuoctloaal &teat; £net'~)' Soludons, 10 focus on customer scrvXe, and markcans. tec:h· 
nolOS)', and new produce dcvcloprmnr; l!nttJY Odlvcry, to handle bulk trarutruJIIOn and dlsmbunon 
of cl«rric: power 10 C\ISliO~; and EnC1JY Supply, ro oven« fouil and nucltar genrranon. Goons 
forward, FPC loccnda co limit incre&Jd in opcraoon and maincrnancc expcnaes 10 lnt dun the nan on· 
al lnllarion ram. 



The COft'Nny h11 cnteted a baulcud corutrucnon c:yd< «1 com pitt< 1n 1998 ~ combon«l c:yclr. 

JU·fired. .S· mw bucload wm 1n Polk counry. In Ocwbcr 1995, the compeny an n.;,n«d an 

•Jt«ft\Cnr .. •th ~m1nolc El«tnc ~unvc co provtd< 4H mw of wholcuk pow<r for chr~ )Un, 

1Hainnlna Ill 1999. Tlw •aretmcnc w1ll oncrcatc wholnalc ulu by more than ~0% , co 8% of coral 

kwh sala. To complcmcru dmland for FPC' a power whtch pnka dunna th< w1n1er, the compuy h~• 

catered '""' on ltfiRCCIMnt with~ Power, whoM ~nd pew 1n che aummc:r. The rwo un~· 

nn will ahale chc unhunon of a 165-mw combwnon l'\lrlHne, ochcdultd ro <ntcr commcmol op<ro· 

non thia year. Scp&tatdy, FPC •S"td co ••II between I SO and ~00 mw of pu k1n·: apac•rr 10 C.orJu • 

Po_,. &om 1996 throuah 1999. f 
The stratqy for the nuclear unit mdudn 1'1\alnuuur~~ h1&h a pac•rr bctnn ond coopcranRJ wuh i 

t<••n other nuclear willda co pool cqllipmcnc purchaus and ocher co.u. In I!I!JS, rhc nucltar unit I 
achJcvtd a 100% captdry faaon a ttNdlna oullle '" 1996 will preclude • rcpuc pcrlornunc< th~t I 

yrar. FPC' a aafery tadlllf &om the NIICluJ lt~tocy ConvNsalo!l (NRC) ..... ,. 1. 75 on • .colt of 

I to J, wim I btl111 die hlahuL The NllC rca:m!y lniCd • S$00,000 nn• on the company for unau· 

chonud tutlftl IJid the commlaa•on hu movtd up the company' a next ~1cw 10 ~<mbcr, ; 996 

from Mardi, 1997. 

Th< C'OI'IIpllly mn&W one of clw 1nd11Jay' t luJnt purch.ucn of power, much of wluch u • bo•• 
market pnca 1t1 Florida. FPC concractcd co purchaM 1,110 mw of non .... rihry J<n<UI<d pow<r,co 

come pdually on Unc by 1997. In addition, It purchun up ro 407 mw from chc Southern Company 

under an cxpm&IYC conu-act that tuN throu&h 1010 (wnh an opciOft to reduct purchokl ro 1()1) mw 1n 

2000 upon dutt )'C&tlnoocc), and SO mw &om Tampe Elccmc. The company u acuvcly nqononnc 

wuh non·utiliry JC1Wftl0t'l 10 ttdiiCt dw ptymotnll made co diem. 

FPC 11 dw principal opcraona .w.idiary ol the Flondo 1'1011ea Corponnon. a cL"m1ncd ualtty 

holclina ~1· Mali............,...,_ (mood All and~ paper (P· I l wu.rd by Procn:u up.ul 

Holclinp (POi), a ...t>holdlnt a~tnptny, finance tbc aon·uolity bualncua. Ma~r ru.cnrly 

announo:ed ia incmdoa 10 divca dw f'rosrtu Crcdir Corponaon, •calcuina and real ncact bu&~nu• un11 

dlto\1111 a c:ocporau apltl-off 10 ~ ~ Ia cat chiJ year. The •Plll-oH wtll rnulc on a SlS rrul· 

IJOn alcat·tU ch&tp 10 llttliQp. priawily 10 wmr down c:uuJn Prosr- emile a.ucu. and an approlD· 

IMII SI7S m!llioa nductioa 10 nn wonb pumw~c 10 clw cL'r1dcnd. Moody' a c:onfumrd the POi rannc; 

baud upon rhc rcduaioft in rialt and lmpro¥cd cath flow 1n the rcmauuRJ buolncua. 

Aondo Prosrca' r<mainioc cLYUSifitd buJincua altu the ap111-off mdudc EJccmc Furl• 

Corponoon.. tbc cnnsporuaoa and eo&! a~, wluch 1t c:ocnnua to expand. ond ch< Mtd· 

Continent Life lnawan« Company, boch of which arc proficcblc. In AUJWI rh< pan nc replaced ua 

net wonh auppoct qn:«mcnl of PCH blllinfiKI with a cuarantn of PCH debt. Tbt parcnr'a auppon 

of non-utility buaincNa inc:ra.ta nalt for tbc bondholdtr ar cb< Yl>11ry le-vel. now<•tr, Flonda 

Prosrca't t trarqjc dea1t0n to cooccru:rat< on domcmc opponuruna .Iucida bonclhold<n from ntkJ 

1nhucnc in intunatioftal divcn&iicadon. 

R~gulation and Rates 
1M Flonda ~CIIIe II in -'on IMIIAUy bmo-ccn March and May. FO< the 1«0nd year 1n a row, 

ch< House failed to acr on a bill that had been lntrodiiCcd 111 tuppon of r<tall whcclltiJ. Out1n1 che 

aJhc mooch r-, Ul OYCI'Iifbc and lnvndpdon Subcommuuc of the Houac Commuuc on Unhnn 

and Tci<COmtnunicadon «Dmincd dw iuuc ol compc11aon tn clw clccmc U>dunry, but prod..ud no 

tteommcnd.adocu for tbc Jcsislatutt. 

The Aondo Publlc ~rYICC CommWion (FPSCI c;onnnua 10 uprua prudcnc;y and caurion toward 

nui.l whcctiliJ, and has yn 10 caU any acoon ro Ccmcr IL The c~ rcccftdy appto¥cd FPC' a 

ru l·nmc PI'\CiftJ tanH, whidl caabln the C'OI'IIptnY co offtt lllcmnr nul hourly pnooc to latJ• N t • 

comcn thac can noc cab adnm:ap of the intcm~pciblc rare opaon. 

FPC has DOt rcqiM:mld t'IW nllcf IUIQI the ~r 1992 ocdcr thocauthon~d a 12% mtdpoun lor 

the cqwry mum. Ill Unc wuh ocher Florida YI>IIOCS. l'mt • pproYOU cnoblc me a~mpanr to add Polk 

co race base upon ia complcdon. It onmtds 10 constn~a the Polk plane witbovc &«ltif11 uocruu:s, op<· 

inc instead to of&et conslniCdoo upcNC with co.t conuol. We npccr the compony 10 be ablr to con· 

wn ruail taCit UICfUICIIIO I% Off! the IICllt fi.,e yean du pltc lfOwl"' po-r p~l,au upcnu:s. 
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Ar rbc rcq~ of the FPSC, FPC onolllttd a thrtc·yur cut, cllrn~vc Jan~&.~ry 199.S, of ,..,m.u 
dccollphllf for mllknnal n ucomeu. Under rhc cnt, lolowan·hour (kwh) u lu and "'"'nuu arc 
d«ovplccl, cllmlnattq the d111nccnnn for uolm .. , ro u"'c cun ornn, ro conoerve cncf1Y The eompa
ny plant 1'0 ptaent co the comtnwJOn a propoul co cxcuncc fururc coccncraror capacuy paymcna 
for up-from paymma, •• pan of a COmtnUJoon apprO•• J drlernl of the d11po1100n ol rbc company's 
S 18 milllon liability from chc ovcr-rcco,cry of rncnucs odcr chc ruodn~n• l r<"cnue dccourlona <est 

duriiiJ t99S. A final dcciloon,. cxpcacd chu fall from rnc commou oon . 

The Federal EMI'JY Rrs~tlacory Commomon (fERCI coverns wholeule ntCJ, whoch acco.,nc for 
about 6% of Fl'C'a rOI"'en...._ FPC filed an open acccu r:anff worh FER~ pun~>~nt ro Rulr 88H, pro
mu!pccd in MArch. The Aonda brokn oystcm &lrudy opcnocn u • compeon•e bulk power market. 

Risks!Weawsses 
• Expensovt pwdlascd power contnas. 
• Nloldc:ar opcnonna ruk. 
• New Polk butlo.d plan! Will prcsaun acn.craana cota upon complcnon on 1998. 

• Panm l\l&f&ma of non•rrsulatcd subt.dary ckbt. 

Opportunilies/Strmgths 
• Cost COftmM, rcnrsocanon of above-market power putclu.sc cona•cn, and ocher onooan"cs br 
~t co impro•c the company's compcdnvc poclnon .. 

• ~e amcratifta COft1 a.nd miftJmaJ deferred auco. 
• EccmomicaJiy Yibranr scrvlcc rcrrirory. 
• Lirde Jllppor! &om cwcocn.tJ or tbc lcflslarurc for compcnroon on rcuo! market for elccrroc power. 
• Cicotlftpby prcwida a aanaraJ !.mer co compcntion. 
• Reu011ablc rqWation by rile FPSC. 

We apca dw powtb in tbt ownbn of CUJa)mCn and incruJCd llUIC pn Nttormr woU dnvc kwh 
saJn poW of 4% per yn.r dltoucb 2000. S.ln powm, CWI U Y"'fl• &lid ckbc tcduroon W>IJ aablc 
pnux ini>U'al COYCnoJC to a venae 4,1 omn dctporc VOWUII Nd &lid puteb&acd power upcnu:s.. 
F« t99S, FPC pomd a 11.7% cqwty return 0<1 a GAAP buU. 

Aided by IJIIOI'IiDti0<1 of the Sll aull.on cxpc:nK &ncwml in COMCCtlOn Wltb the cancc.lcd Lake 
Tarpon ~mmmjqion llnc, cub flow CO¥cnp of mtcrc:st expense rcmairu above 6 nmc:s rluouahour 
the forcc:ut period. Dwina the second qOWUT of the year, it cxpcrued the rcmauuns S llmlllion of 
Turner aod HiaiDI power plana prniowly placed in cxwndcd cold shutdown. We expect thc com· 
pany to coociouc co dean up rile bal.tocc abcct aoina focward. The company could amor .. :e an adell· 
aonal S 18 million ill tq\lllltory aucu rllia yut. 

FPC' a Cll~ prosnom cocah Sl.4 billion for the 1996·2000 foccca•r pcnod. h pcalu 111 

t997 at Sl32 maWoo due to con•cruroon of the Pollc llftlto; orbcrwlsc, or anraau S27.S nulLon per 
year . Aittr dmdmda, cub flow fr0111 opcnodona COVCN(IJIIUI upcadmarcs by over 100% . For tbu 
rCCJOft, ct.c -puJ' plant no addlnon&l clcbc 01 equity or&ntlp. Debe and prcfe:rtcd srocl< repay· 
cocoa w\IJ cominuc dctplre bcJPtcn.cd ~on ~ The company will covu any ohonf•U 
Wltb comcocrc:ia1 paper. 

The parent lncc~ co JtOW common cqutry roward &0% ova the nut few yean. How.-.u, 
cxpcnsovc capaaty paymmc. I.UOCI.trcd Wllh ~ powc:r concram wdl Lmn dw tmptOvcmtnr. 
ln additi.on, &lrlloll&h risk h.u cWaiouhcd on cb•crclicd bU~~nnscs p11nwr co chc corpore<e •p•n-off of 
the ruJ CstaU aod ICui"J buaus.cU ULUC, Moody's YICWI chc para11'1 JllltiOCH Of debt of non•unlory 
bllalnaaa u tiDy &om a bondholckr pmpccn"• · 
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Thomos J M.vono~A 
Su-ta.n AbbOtt 
Ov'Mto~r ._ a.asc: ...... 
IIOotn w ..... 

THE RISKS OF PURCt!ASEO POWER CAN IMPAIR ELECTRIC UTIUTV CREDIT 
OUAUTV 

• Mooct(llle....,._ there are Inherent rllkS •n a utility meetlng •ts rrancn•st caner· 
abnQ neeos reg&tdlns ol wheUiet it puraues a company-owneo 01 a ourcnasec
pcwer strategy ro .,._t those needs . The build versus ouy c!IIClSlOI' •• nor a c:nooce 
between nsk and aDtenc:e of riak. There is no trH lunc/1. The industry '' reOlete w•l/1 
examples of en. risks whlc:l1 eecrue 10 er.ctno ulllltoes from 1111 use or purcnuec 
power. 

• The fiSkS of purc:hul<l power as ...a aa orner ott-baJ&ne ... llllet ocr.-;aroOns can 
be conceprudz:ld on a nsk continuum. At one eweme. 1111 llnancW cornm•rmtnts 
associatiCI w.IJI purc:t\asiCI~wer agr~~m~na ere IIAI)' capnallzto on a Uldtry s Dill· 
ance W.r and addiCI CIOiat tor dollar 10 Its rl1)0t!ICI debt. wnn rrac to0n41 
oect-protKIIOn measurements adjuatl<l acCOtel.ngly. At me other enO cl rne ccnt.,u· 
um. ltnanQal rar.os are caleulaiiCI us.ng 1111 MaDdttiH as reponiCI unOtr GAAP. To 
ina•calllhiS continuum. we specify etectnc: utlliry dlbt-PlOitcllon measurement f.g· 
ures belli on a GA.AP • aa reponec• baalt and on an aorusred billS tn our pubriSIIed 
research . 

• wt\lch of the two sets of atet•stie.al oecr-prottcttOn maesurementt best reflects 
econotniC reBUry lt 1 function of !he n.alufe of the contractual arrlllQements oerwaen 
a utility end ill power pfOYidltl and !he deg.rH to wn.cn economic fiSks 1\ave Deen 
trii'ISferrecr lrom !hi UliirytothePOWWprOV!der. Moody"s a• : .::: as" 
reality lies SOIMWfllrl In between 1111 rwo exu_,. we- assess eacn • 6~ t:.c 
Ullll1y on a cas ... by-<:111 baJII ro dllerrnlnlrne degree of tllk transfer. HOwever . we 
Wll do 10 Willi a caUilout ~In considering wtlellllr or not a r11111anslor or econom•c 
tlsiC has occurred. 

• A concern lor utility lrwellora 11 !liar elt CIIIC utllttle• •amatn targety uncomper>· 
utad by economic reoutarora lor the rl t kl aseoeleted wttn purcnased power. If 
regulatory treaunent c0111w- aala. most n-purchui<I-POWI' commJtments tl\at 
utilltles enter Into Will tnu1t In en lncremenial dll'nlnuiJOn 1r1 Ulility criCI•t ~~''" .;tn . 'To 
ptllfi/VI llDittng Cleclil quality. Ulility rl'tluiiiOI'I mull r~OOJIILe w • utlo!y mi'I&Qt· 
men:aneecr to ofiMI Ihl ttakl ol purcnuecr pow..- by ertner eamng a prot.! mar"" on 
1111 buSineSs or a hlgl1er return on ra~baMd us11s . Moody" a recent oo .. ncr•~ 
Of !lie debt tallfiOI of Conaumera Power Company. Vttgrnla Power Company. O<anQI 
ana Rockland Ulilitllt. and Southern Cabfornle Edtton were In pan o rer1ec:oon of 
these lnOusrry lorcea. 
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E1"(CTS Of' DVItCULATION ON CAPACITY PLANNING 

The brealunO ol ln. regulataty compact -- Ul'der wn.c:n t!'141 ~teresn ol ootn 

Ufi11Y ~"' end rateQayers were recogn.ned - - r-.as mado tne CuoiCJIO or 

1afQ41. ,... • t!Ue-loao oat* &lltiQ stabCW\1 an unu.sy Qroocs.uor at cast. Ar tne 

same b/l'le. an altamall\le toluuon- P\I!Cn&slt\9 power- nas rt•5ed conce<ns u 

to me rebtlllity end ec:ouomc ~ Clll'e gower Qr~e<s as .. ea as tne e•tant 

to wllod'l economic ttsll nu really teen sn•fted from tne pawer c- rcnaser Ccn

c:etnJ abOU1 wnere nsk ac:tuaJy r esc:u ~;tow l'eaV'8f as tne .ndus- 'Y COfiMUeS to 

clereQU!Ite. 

Aa cne 11\dustty nu evolved . so nas Moooy' s analylcaJ eml)l'lu .s I"YStoncdy. 11 

nu oeen common lOt UIAibea 1o ~~ or d~aQiaee owned ~;enerauon ... tn 

purd!UH. mosUy lrom ne.gnootlf\0 ullhliel and. degencl>n9 on transtnl1s.on. 

from more distant po~t~U. lloaa..,. u..re nu oeen an II'ICIUSJIC amount end 

vat*y ol ~-or 1'101 ttld•tlonaly reoullted - gower generatiOn avwcte 

to ~Met utilitlet • lOad raqwements. lnlually. tnese gower S()U((:el were develOPed 

1t1 rHponH to me oasuoe of tne 1976 Pvblc Ut•hty Regulatory~~ A
ct (PUR

PA) . wfllch was designed to encourage me \lie of r..-.ble -7f resources 

and !he more~ use of nonrenewable resources. AOdit.oonal momentum fol

lowed from el'torta at lhe ,..,.,at leYel to develoo a more competwve enwonmant 

In a1 Uliity lluSinetsn -- lnltla ly gas and teleonone. and more recently e lectnc:. 

PVRPA oeve nNto the NUG or notM.~~<ty g-. tot. T"'us cne 0\lllllen of ,.,.,.,. 
lng power.~ me DduiNe oomatnof lnvettor-ownecs. puolc. and cooperatiVe 

udllllH. wu opened to a more CINerN or~ of Qai'ICIQ&nts 

Putchued QOW« c:an ~ groY!ded 0y rwo oasc rypn of NUGs · c;uaJoty.nQ taOii· 

- (QFs) end non..qualifyirlg faCJIItlel of onclependent gower ptOOUC:e<S (IPPs) . A 

non-quaJifylng tecilily dlffen trom a OF 1t1 "'-1 cne non-oF ()01'1 1101 have co meet 

~A~
 lOt a Qualityino fac;:ihty. ut.Uotlea are t,erefore nol oe69ated co 

tNi poww trom • non-oF I edify and udo~ WOIAd oriy 0uy gower 0y negc;1 atJnQ 

1 purcllaHd gower atrangemenc. In recent yaara. thl retauve a•ze of NUO Qtants 

end cne abaoluta ve~~.me of poww that mey QI'OVIde neve steacAy onc:reueo. and 

11011'1 are ptqee~ed to nse oratnaticdy during cne rema.neler ot "''' decade. The 

/llonh Atneric:an Elec:ttlc: Refiebl!ly CounCil grqecu tNt HUGs Will accoun1 tOt ~ 

(17.700 mw) ot planned C&l)ac:ity aeld•IIOIU over the t990e. Frome OOndiiOIOer' a 

~. lha QIOWIII nu lignaled cne ..,.,_ of a ,... era on UUUli'Q con

IIICl rbk and rewltld it\ our neevler ICI'U\Iny o t ott-oatanc;e-aneec. pyrc:nneo

gower lt'IM&Ciions. 

THE RISKS AND IIHEI'fT'S OF PURCHASING POW!R 

Aa Ullldet neve incrauecr QOWet oureneua. Mooey' a nas acknOWiedgeo ootn 

the ~~eneru end cne naka usooatld ""'"' auen c:orwac:tua~ Q019auons 

The benef'U ol pun:hUng ~vary. dependong largely on tne ryge cl con

trecu.i a.-rano-u made ~tween a utlloty and q supj)liet. WMre non-4onn 

Q)('llfaCtl are ut*Dcl. economy Ot --oenc:y ~ of energy may be 

meoe. imploWIQ the ovara1 OQefallng flelabiloty and prol•cablltty cl lhe uiii<IY 

Whet~ firm and neat-.fiml purd\Ued gower c:ontr~Ct~ate utiiiLed. accHI co leu 

e q: • ,.;,., competrtlvely priCed QOWet may tt 11mea oa galneo on a tong-1enn 01 

shOtt-tenn oaa.a. Moody' a con..oen 1111a U> oe - of cne greatest benefits co 
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sentd 111 orcer to determ~ne fUll wnere on tnat conunuum raatuy lias. Tl\e c:~tee 

co wl1iCh 1 C:Otnl)ally's tlr\anc;ll fle>QColity" effecteo oy a oonro•10 or PUrcnastHl

power c:ommttments II therefore C:etermoneo by a Quahlattve assessment or c~e 

~tnt NkS Ill the pOIIfOIIO. 

Moocly' l aueues the effects of purcttesed pa ... er on lrltS nak conr.nuum o\t 

one elllt'eiTII. lilt linl.nclal commitment IIIOC:Jittd woth a pottlot.IO of purcnam

pow" llQtltmenlJ Is fully caoJtallztd on a company's eatance sneet ano tr~tn 

added debt lor dollar to It• teported dtllt. At tne otner eno or tne continuum. we 

usess the c.ompany'allnanQal CCINT\Ittnenllas reponed unoer GAAP. Oe~trmn 

•no where on thll continuum ruhty Ilea depenoa on a quiJII411ve conslderauon of 

the c:egree that 1 tlllltenlfet of eco:1omk: nlk lias occurreo from :!'e uulicy to I he 

pcTWI' prOVICI¥. 

Moody'1 llaa <lecideo that it won pulllllh on 1 llroaoer a no mQre conalstent ll4lil 

tnen k lias In the put 10m1 of the adjlnttd dellt-ptCtecuon measurements that 

we llavelong ustd to dlmentlon the full cap.ranzetion eno of the c;onHnuum. As cne 

ll'ldusuy c:on~a to derlg\llate end the rOle ol nonutdlty generators grows. tne 

proper usesament ol contraC1 ntk llecomes lnCtlllongly omponant. In general, 

we tlllieve that tlt\ancl41 Pltametera that capltllzt aM of a company·a flnanetal 

cornmitrntnllmay be 1 ttuet relltcllon o1 KotiOI'IIIC aullllatiCi alld tnet~fora 1 

more accurett gauge ol credlt risk. 

What fOilowt II 1 ~ ol the Q\!Dtauve IIICI quantotauve nsks of pur

cnastd power. including 1 description of tne lltnllutes wrucn would cause us to 

conclude that 1 company 1\u more or leu expoaute to these venoua rlsU. 

Moody's nat dltcvtst<l these nsltJ in priiVIOVS pullllcatoOns. soecolocllly ·Pur

chaaed Powar Committnents eno TlleJr Impact on lnvastor-Ownea Utility Crt<11t 

Ovlltty• (August 111!10. repnntaCI In Auoust t 992). ano • Purc/14s1Kl Power As An 

Alaet• (June 1992) . 

ASSESSIHO FINANCIAL ~SK 

The lltOed c:onceptUal riskluiOCIIttd wotn purcnaaed-power agreementa en

compua llnal1clal, demlnd. auppty. COtiiii\IC11on. Of'lrlbnQ, ret ... case ano reo

uiiiOfY rlskl. 

Oeatty. tne I'IIOtt algnofleatlt eoncem atlout ourchaaeo power commmnent.1 

from Moody' a pei'IQKtlve lithe financial tlsk aaaooateo with tne fixtd-payment 

weam whic:ll ~ conuacts reQUire UUiitles to aervice. A brief dls

cusllon of conttleta will help <11rnens1on our sensitMtlea . 

Thl'iltl ti'WM lllllc typal of 1)41Ch1Md-powet arranoements - take-or- !)ly 

orTOPconttloC1a, take-encl-91y or TAP c:ontriC11. ano 1001 power purcl\eSII. We 

belleYe lhlt, reoltdlfta olllow the accounting profe11lon treeta putcnasea power 

lor llnlndllatatltiW!t purpone, a1 purd\lled-power en-anoements - from TOP 

c:onttlcta to IPOI power purc11Ue1 -Involve e oecrease in flnenclll fle»ll<liiY. The 

deOrM ol 1t011on depend~ on the specific contrea tlffm . 

T()P ot •he~H!r-fllgrl weter• c:ontraC11 imQiy en uncon<lillonll OOiiQition lO ei· 

Iller lake pawer. riQitdleaa of tha utility's nM<I 1M lrTespecwe of tne power 

IWOVI<ler'a operadng perlorrnanee, or to not take the pawar ll\11 neverthe,..• o•y 

lot it. TOP contfiCUIItiWIIOII'I CltniM ntk (flak thlt the powtl' Is not ne.oecll 

Inc! OpetaUng rl1k (flak that tne feclllty llal perlormence ptOlllema). In Moody'a 

opinion, l/lee.e tvPII ol conttleta ollen entlll 1 alg/IJlc:lnt uae of fiMn<:lll lle>abtlty. 



I ' underttandlnO between neighboring utilllln eno take place only '' bout pan•es 

acrH to 1M traJISac:tion. WhHe a reUance on spot purCI'Iasaa o1 power coes aarM· 

tedly Imply supply rlak (risk that tile power 11 not avlilable when raqu.rea). 

Mooey'a MYWI/Ielesalllewl auen contracts as ~ny lnYoMng a mlnJtnal u11 ol 

llna~l lltx>bllily. 

In between met I extreme• Ge TAP contracta. wnic:n prOVIOI tllattna utJhry must 

pay lor power 11 IGnO u ll'le power 11 available to be at wlled. Perlormanc&

oasaa or conditional TAP contra eta are l'rybtid TAP contrecta ano rapreunt tne 

majonry ol TAP contrecta axecv~ed toaay beiWien IOVs and NUGa. uncer tnese 

arranoementa. a utility •• obliglled to take ana pay l or power u tono as cena.n 

concl!lfona are met - lor eumple. tna unit must typlcaly ~ cena.n ava~abtl•ty 

ai&IIC1atdl. Allhough opel'allng rlak at llBt may appear to be rtductd under perlor • 

rnanet-Oand TAP c:ontracta. Moody'a beGewt IJial lhl tnOINIIlon of tne NVG 

oparetors rn tarma ol alruc:turtng ll'le conttacta. high rlliabftlry or tna ma)Oflry ol 

NUG ptanta and relalJvety low tev.ta 11 whiCh parlormance atandaraa are ryplcally 

111. al resullln lhlse power purdlaMI aiiKllvely lunctlonlng u a pan of 1 ulll· 

lty 'a core cepaclly. In eddlllon, till I)UtCI'IIIIng udllry leMa algnitlcant flexdiry "' 

manaolno Ita rnourca mix. Thla loll of opoaratJno flexl1lmry may be mltiQateo ' ' 

dlspltcnabilily iw 1 com,.ct flll\lfl wllhln ll'le TAP arratlgllTIInt. In general. 

MOody' a v'- mo.~ TAP contracta u havltlg 1 laYel or rtak beiWIIn tnet ot TOP 

oOUgationa end apot power purcl\1111. 

DIM!HSIONINO TlU! EXTRIM!S 

MOoay' s bel,...... that II ilia utlllry' a uaumptlon of demand r1a1t eno lhl effect of 

tockll\g into •tonG-term llrm or nur-4'trm contTact w1t11 an~ or lmpfien fOtld

COII component wlllch reprftenta the 1'11011 algnlflcant drain on lhl utlhry·s l.nan

eilllltlObll!y. 0na of tile WIYilhal Moody' l QUIIlliflal lilt t1CIIOIIO whlcn I~ 

lleJObiliry may have been erOded Ia by ~ ll'le hxeo-oemano or c:apacny 

component of • • purchalld-power OCIIgalionl on a utiltry'a balance aneet ana 

1mputlng an ellectlve lntaraet coat tor c:overaga calc:uladona. 

These adJuSted numbart provide 1 I~ upon which we layer anatysta ol 

varioul Quali tative lact()(l. We believe tl'lal It t. the rare excaptlon whan GAAP 

reponed ltnal'ldaiiiiCCUI'at.ry reprnanl ll'le raal flnanc•al r1a1t ol an electnc utility. 

tnatlhlra are._.. w.tanc:et wnere rN.Gry II muCI'I c:los.r to. II not at . tna luU 

capltallzatlon end of 11'11 contll\uum. ana !.hat In 11'11 ma,ortry of ca111 reabty •• 

tomewhwe between ll'le IWO ~~~tramas . 

AI an example ll'lel aptly dernOnatrat" l l'll hicklatn r.ska and oaot -l•kl natura 

tnet purchased-power commltmatnta can t.ake. we reaoay polm to the financ•al 

problllna of Tucaon Elac:trk: Power Company. Tuc::.on Electric Is at ll'le ta» and of a 

comQr.x ftmne:lal r" ltUCiuring wlll\111 credil()(l. When that proceas began. tna 

company had St .• billion of dlbl reponacs on Itt GAAP-beaed frnanc:tal state· 

menta. Ho-ver. Tucson Electric 1\aa been dealing wltn creditor grOUI)t totaling 

neatly $ 2.7 billion -.lmOIIIWO timft Ita r1901tld Q011oa110na. 'TMIIIOflt SinO'• 
component ol .,. dllc:repanc:y Ia a purchaald-power contrlct veluld Dy Tucaon 

Electric: at S715 molllon. That S7t5 molllon f.lguta repreaenta 11\1 pra11n1 value ol 

minlmum capaclry paymanu over t11e lila of ll'le conlttct. Ills not riSk ad)u111d. AI 

S2.7 bUilOII of cradlt()(l are being dealt will\, not tOY. , ~or 80% of rnem. tn 
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cases lolce IIIII of Tucson E!eetnc. wnere I PU<CIIasect-pewer eomrn.tmant ,, wotn 

a ••no'• pewer source and wPiert tPie terms ot tPie contract oro rat11ove1y ontle11ble 

from the Ullllty' a perapeetlve. Moody' s nu tflditlon411y ano will continue to "'ew 
with 1 very' skeptleaJ ev- ellims 11\at a real transfer of eeonomtc nlll nu tran· 

sl)ol'ed. In auc:n eaan. we beleve tnat the ful cap.ta~lltl()(l approach ,, a mOte 

useful appc-oaen lOt eredlt analysta to use as a proxy wolll wn.en to o•U9• 11\11 

f inancial llexibffity. 

AI a second example tnat demonsuatts the hidden riSks ano c:etn-• ke netute 

tnat purct\ased-power commtttnenll can take . we I)Oint to 11\e we~ -I)Ubhc:iua 

bruen-of-conttaet lillgalion concerning Gull States Utdltles ' contract to purchase 

capacity and 111argy from the Southern Com parry. Notwlthallndlng the executory 

"'""e of putehaMO-pOwer conuacu anc1 now they may be uaatod on a court o f 

Jaw. It is ctett tnat Gull Stattl IJ aware of the leQal . enfOtcuble ana pottntlally 

~terious eonseQUeneea of I)Urehased-power obllgauona on a ullllty's ronaflClOt 

position. The breac:h-01-contraet Utlgation between Gull States ana lila Souti!Arn 

Complfty waa ultlmtttly llttled by Gulf Stattl' paytng tPie Southern Company 

apprOJatNttly S300 million. an amount rouohly eQUal to the pr~..enr value of non

luet charges over 11\e life of tne contract . 

Also of lnttreat It the sec· • recent reeteulflcatlon of a Navada Power Company 

purenaaed-9QWer conutct aa a capital lease. This decision consutUlas funner . 
evlc:lenc:e tnat the flnanelaJ COtM'IUnity Is lncreulngly aware of the deDt-l•ke n&tUte 

11\at purchased-power conuects may represent. 

A final example of the tangible rfaka to utiUIIaa thet purcl\oaed power repreuntt 

Is readily witneued by looking within the aectOt of the flnanclal community llllt 

lends to the Independent power lndusvy. Obcunlons woth the lirwlce c;ompanies 

and c:ommetelal bankl whO 1\ava tne greatnt el!plrti" In lll<t area nave made •t 

dear to Moody's tnat the ~ quality of a power j)U('Ct\allr, 11 wt11 u the 

strength of the contract that blnda the power purclluer Closely to tile repeymen1 

of pc-ojec;t debt, are both crillcal element.a of a wea-atNetUred loan. ln<leed. 

Moody' l Itself hu uuasecs over 25 power pc-ojectaltlelln uen case the c:redlt 

c;ueJty of the power purChaSer anc1 tuengt/1 ol the contraett nave oeen cnocaJ 

variabln In el\lgl\ bond rallnO. FOt a:ample, Moody' a avaraoe A3 rating lOt llle 10 

generation IIICIITifltmluion rural electric cooperative utllltln that we publicly rate 

Is heavily bued on the fact that the lnc1uatry' a ~eQUirernenll contracta wotPI its 

power purChaSer mernber'ltlgnlllcarltty mitigate lila ryplcdy hlgn. 80%-95% G& T 

coopeRlive Clebt-to-capital TIIIOI . Slmilal1y, the real flnll'dal risX II tne dillfibu. 

tJon cooperative level Ia algnlfieantly underatated If one onty looklll reponed fl. 

nenc:lala. u-11 lithe Clitllfbulfon c:ooperatlvn who are fundarneruaty responsl· 

ble for ~ytno GAT cooperatlva debt . Whether It 1nvo1ve1 GlT cooperatives or 

NUGa. h II dear that the llnanclel community perceives a etear subsidization tU<· 

ing place wller'el7y the power PUtChaler' a equity Is basiealy btlt>g let1t to suP!lOtl 

project debt. 

Wl\lle mott purenaled power agrMmenta llla t are in ~ce today are not In tne 

ume ,.,_ u 1 Tuc:eon Elee:Uic: or Nevlcla Power Company s•tuar.on. Moody's 

nevart11e1es1 IJrmly btllevet 11\at talclno the opposite ·~ of Ignoring lilt fl. 

n&ncial commitment utoclated with 1 pureneaed power agreement It equally 

mllleldlng . 

•• 



MOODY'S CAPITAUZATlON APPROACH 

Moo<ly'a lhu hlatorlc:ally Cllculated many debt-protecoon measurements on a 
GAAP-reponed 01 unadj\lsted baala u well as on an adju&lld basis tn order to 

lncorporattaaltlluseback lmndnQI. acc:ouma recttva~a sale~. ana omer ott
batance-II'IHttranmtlo/la Into a company's uaet and oabt profile . In tne coso 
of purchued power. we do the same In en anempt to dlrnetlsoon tne n;on on.e of 
!he risk continuum. The adjusted and unadjusted numbers s.,rve as starting po.nts 
to l'.elp us NS8Q tho real lmpect upon flnanc:ial flmbillty that purcnasoo power 
repraants. 

To "box lin " the 01JrehaSid power rislt contltMJum. we fatst mt)(e several as· 
sumptiona regarding the rel&tlonshlp of fixed end variable purchased-power poy· 
menta. aver.age contract length. and app&e, ble lntereat rates. Then assumotJOns 
heve bH n C:S.rtved and relined thr01JQh the acrutlny of much flnanctal and opeorat· 
1ng Cllta prO'flldld to us by botll pow« purehalera and power prooueera. OYr c:.apt· 
tahzatlon methodology primarily reR .. on pubhely avaUable financial data tn order 
to maximiZII comparability across tile Industry. However. where mOte det&oled 
lnfor1111tlon II available. It It of cowu UHd wttnln tne rating proc:•ss. 

Our rlfSt auumptlon it that ~ of annual purehalld-powe.r paymentt ore de· 
mand or c:apaclly relalld. wftn the remaining 40% energy or luet cnargn. Sec· 
on<lly, we assume that OUtStanding contracts average a term of 25 years. We then 
calculate th• epproximete purchued-power llatlillty 1net tnose tlxad charges rep· 
r8$11\t today by computing the net prHI/It v~ of future cat~aclty payments d•s· 
counted I t an annuallnterut tall of 10%. AuuminQ 25-year contracts. eQual 
annual ptyn:MIIIta. and 1 10% discount tall. the caphalizetion factOt eauaJs 6 .5 
times let e.ch $1 of c:apaclly payment. The lnterllt component '' tnen s•mply 
calCulated at 10% of the c:apllalized Uebillty and used to develOp adjusted cover· 
ag ... On this bUll. lnten111 lxplnllequatesto approldmatlly 65!:. of tne annual 
capacity payments 01 39'!1. of total e.Mual purchased-power expense. 

A reality check on our purcnased-power capit11Uzauon approacn was u•'ken 
from lhtee diHetent perapectlves. Firat. - comparee !he results as proo•cteo 
under our methodology wfth actuala u provided to us by !he lnd11stry . F01 exam· 
pie. 11erift. of power projecta that the rating agency recently evaluated for debt
rating~ had an IICtuaJ avlt'lgl capacity to purchaaoo-power revenue ra· 
tlO of 60.18% -almost exactly eQUal to 01.1r 60'!1. assumpuon. In aodnton. the p.on· 
folio of proj41ctt had an avet~ge lnterut-apenae tO capacity revenue ratio of 
52.25%. While thla Ia well oelow the 65% dlrtved by our capitalizatiOn approach. 
the difference is easily undet'IW!deble. From the power purcnaaer·s perspect,., 
the capitalization of 111 nebllity has Gttle dltect blaring on tile power .. uer·s ICllllll 
capital lltVCIUte. Whlti\W the power Hiler finlnced its ~o antts wttn 
tOO% equity or 100% dlblls lrrelev11tlt. To the power purc:haaer. tnl relevant•uue 
Is that it /IU locked Into e financial c:omrnlln*'tt tnal hu a fixed payment stream 
usoolated witf\ lt. and tllerefOII the c:aP<tai zallon of Ita filled, demand charge ls In 
HMnce 1 ~ dlbl financed. If 1111 portfOlio of actual power protectS it anatyzoo 
on the bUia of an euumecs 1~ dlbl 1tructure. then tile oortlOiio 'a ,,.,eoe 
lnterut-llq)eiWito capacity revenue ratio inc:riUfl from 52.25% to epproxo· 
mately ~- much doHf to the65% dellvld by our CIP<taiiZIIJOn epproacn. The 
S% ahonfall til blsld upon the fact tnat power providers do ectually rely on some 
expllclt equity u pen of their ectuaJ c:.apjtal auucture. 11111 eauty <smora exp-en· 
sive tnan debt. end that capacity paymentS emi:IOdy llOtn a return on dlbt ano a 
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re~um on ecuory . w.,tlht QOnfoloO of~, I!'OieetliO oe ,,.1y: eo on L· e oa~ 

of a 1 00!1. debt t iiUCiurt and a coa t o f dtbl eauol 10 the power proltCI' s we•ontea 

average cost of C:&O«Il. ~ lht I)OftiOioo' s ,....,•~: • tt~ltrntt•censt-tO<.to•.:.t,
 

revenue ra110 WoYJd onc:tease 10 me 65!1. aer•voa 0y our c:aptiDit~Otton 

melnOCIOiogy. 

AI 1 IICQI'Id ru ,ryChtcll. wt aoecahcalfy focuaeo on Tucson Elec:r•c's ourcna · 

aect-powet aQtHI'I'tenl ..,tn Ce111ury Power tnd comparee wn.tt Mooay' s aoctoacn 

would coo•telizt tnt Ra blfiry 11 With wno1 Tucson Elec1nc puci>Ciy voluea tl o1 . As 

stolid , Tucson e.ctric had S 1. 4 o.won of rtQOned d ebt on '" OOoka wnen '' cegan 

dtscun aona """' crtdiiOI'S t eprtltnung S2.7 b6on of f.nancoat commatments The 

largtlt single comoontnl o f lht difference was a purcMitd-oowar ogreeme~t 

IIlii Tucson Eltctnc Valllt<lll $715 million. The IMU~ CaQIOiy C:Mtge fOI OOWOI 

under ll'lal contract wu S88 m.Ulon. This equates 10 a ~·lall:allon lac tot of 8.1 

lltneS ($715 million dNidtd by S88 mallion) VWSUI lht 8 5 !Jmtl QI)IIOUilon lac:· 

tor deravect by Mooc!y'a mttnoooloQy. In tht celt o f Tucaon Eltctr•c. Macey' s 

copataHzaoon aJ)I)foaell would btltss consetvaw. tnan real•ty. The majOt ttosc:n 

os btcaU$e TUC"..on rH IIVCNrtd att purcnuect-oower egru melll 111 1987 10 crt· 

""'' company cun flowt 11111 rtaulltd 1n rtdUclng tht uptront peymen1s Oy 522 

mollon pet ytlt let tnt llftl 10 ytlf1 llld O.Cktolelrlg lht 14\MQS Ill IM II III 

yeara. Buld on en annual c opaclty peyment of S 110 maUt011•n11ead of 588 m.n.on. 

lhe omotddld C.pe111U IJOn fOctOI wouiO be t UCIIy 8 5 limes. 

At t lhlrd reality check. we ~10 comparld lht logac und11p.nnong our purcna· 

sao-power capltall:ution IPOI'Oieh 10 lht IQnoltanCinO apptoacn tnat Moo<:y's 

nes U$ed to capitalize operating leuos. The loQoc ra klenucal However . one Otlltr· 

ence '' 11111 Moody 's genttal OPtfllllng fea11 cepola~zallOn approacn assumes 

tnat Q9tfalln0 leuet ntvt an a,.,.ge tignt-year k1e , wl\lcn. assumtnQ m 1 o~. 

oracount ratt . rtauJts ln tnt wan known Nfa -ot-tnumo 1nat on ave tal;e one- tl\ifa 

o1 operanno least -.It feCII'tatnts lntlltlt tllf)tnlt and ~Wa-tnores ttptaatnt 

Cleprecletlon. Unaer a much longtt . 25- year conttact anum poon typoc.JI ..,tn OUt· 

Cl\astd-f)Owtf agreements. Interest._,.. on average t1 PIIItnl5 65% of an· 

null fucld payments and depreciation raprttents 35l!.. 

Moocly's capitallution af)flfoach. u wtU u lht auooatld adjutteo f~l 

IIIUIIICS, tit illlntraltd In the followW>Q tneamplt: 
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AMual Puren&MCI Power Elc;lense 
Eamlngt Before lnCitHI & Taxes 
lnlttetl Expanaa 
To1aJ Debl 
Toiil eapitdWion 

Coverage Ratio: 
Ltvtrega Ratio: 

CAL.CULA TlONS 

S 5,000 X 501' 
3.000 X 8.5 

19,500 X 10% 

UNADJUSTED 

140,0001 $10.000 • 4.0 X 
50,0001 100.000 • 60" 

fJNANCIALS 

(Thouaandl) 
S5.000 
40.000 
10.000 
50.000 

100.000 

• s 3.000 
• 19.500 
• 1.950 

ADJUSTED 

$4 1.1150/ s 1 1 .850 
89.9501 118.500 

• 3.5X 
• $9% 

AII1IOUQh aC!juatlng fitlandal Nt-~ for off-baJ&nce-sMel ~tments 
hu tnaditionaly played an lmporum rote In Moody'a rating l/lllyHI . ... nave 01\ly 
01\ rare occ:uiona publiahed a broad range of adjusled numblrl. The capc~Uu· 
tion of operating IMHI and unfundl<l penaJon liabllltlaa are cases on point . "-· 
caute of !hi growing lmponanea 10 !hi tie<:lrle ulilily lnduJlty of purchased power 
and i~ uaoclated rilkl. we believe thai h t. of slgnlf.ean1 value 10 lnv11tora 10 
spec:ify~-proteotion ,.._ametiiSOtiiXIUl an unad}lllle<land IOjUiltO O~IIS 

in OIJ( pul)liclllons. 

Selected t1ee11tc: uclMy unaciJusted anc1 adjustec oeot-pro~eeuon mniUie· 
mena for a Moody'a lncluwy PM!' group o1 50 maj()( rnYHtor-owneo etec~roc 
Uliliun appear~ at tht and of 1M lUI. Two omponan1 pootltlate C1111C1lto • futt 
eweeiation of lhls Information. F'nt. where more pt.ost dell rs avallaote , 
Moody's hes and will eon1Jnut to lector that lnformallon Into Ita reung proc11s. 
Sec:ondly. In CUlt .m.re unedjutled and ad}lllted oebl-proteeuon me11ure· 
men11 of llnanc:ial rllk difl11 IIQnlflc:anUy. 01# present reunos altaady capture to 
lilt belt Dltnl poqlblt 0111 current IUMI/Tifllll of lht utlfity' l true financial 
IUenQth. 

A QUAUTATlVE AISUSMENT; D£T!:RMIHJNQ WHERE ON THE RISK 
CONTINUUM RfAUTY U£5 

Oettllmlnlng whtlntr raaflly lite dotlllo It'll fuft caplttH•atlon eno oltne apec · 
trum or !hi oUlfll Dlltmt r~s a eartlut quahtauva analyllt of llle nature ol 
lht Ierma of lht c:onv.ctt , tht r~ anCI-IOmie V\lbility of IM power pro· 
Yidetl, and lht ragula!Oty envltontntnt In wtlieh lht Ulillly Ol)«l tlt . Thil lnVOIVII 
uncltratafldlnO on a ~ but. 1 c:ornpany•a porlfofio of pewar contracta ano 
UMUing a hOlt ol QUdWive CO amt. Act:l:ltt:kttJit. tnll IICIJOtlll CMCIC 11110 
two paru. The lnt pan 11 Otdlcaled to 1111 bfOICI eoncepwalls-• tna t ... oe
lltvl I ulllity flelt In atltedug lilt f)UI'chuec:I-I)OWII opuon, Thall ISSUII lfl 
oltflll c»mmon to tllhfll 1 buy « buiCI aeenariO. We Oiscuu &Ill btOICI r;llll oe · 
mancl. aupply. COtlllructlol'l, oparallng. ratt-Cate and regvlatory rrtkl . The aec-
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ona pan n•gllligme tna spaeitlc quaUtaliva Issues lllat are cr~leal to usess,,g a 
give, utlloty's ponfollo of purehuec:l-power agrHmenta, ana oel1nea some o f the 
attrlbutts which miQht PfiMt't mora or less riSk lor t.IWI IIQCI-tllCOme investor . 

OEMAHO RISK 

We delina demand risk u the risk lllat comraC!ed power Will e•lller I\Ot oe reqw ed 
or w;n be unteonotnleal relative to otner supply 'opt•ona. Factors whtch must oe 
anaJy~ICI In prOj)ttly usnalng demtnd nsk lncluoe: 

-regulatory mecn.,lsms to pass tnrouon such costa (dJJallowance ol such 
costS Ia the exueme risk) 

-unconditlonal take-«nd-i)ay COI'ItrBCtl 
-aecuratt damand forecasting, possibly aa a result or regulator-approved 
lntorattd tiiOUICe planning 
-<lispatehabllity of power 
-market renegotiation provlalona 
- termination Plymet't provillons 

Contracts which ere eflectlvtry take-or..pay exaceroate Clemand riSk. 

SUPPLY RISK 

Supply risk II !he risk of power I\Ot being available when netCieCI. For utilit ies witn 
TAP COtltraCII, INils not ., unlikely ac.nar1o. For eornpanlet w1111 oonditlOnll TAP 
contracts. provfelons SUCh 11 availability levlts neec:1 to be SCt\ibfli* . The d~ree 
to which a utility coutd be harmec:lla a function of how badly the power Is nHded. 
Cooalntratlon In one type of fuel . tac:MoloOY, or autt Is QM1n COtiiiCierable at· 
tenuon, eapeclally ea tne ind\mry mlgra11a towards more e&p&City per contract. 
The absolute level of eon~t~C~ec:l power Is a110 oeuoed. 

Other luuas examined Include: 
-reflablllty of the provider 
.;ype of plant technology: unotOVen _, standltdz.ecl/matute 
-supply poaiUon of uUUty power pool 
-ability to pus~~ pow..- coatS thrOIJOh to rattplytrl vta adjuatment 
clauses 

Supply risk II aometlmn offNt. all/lough tllla practice can be a two-edged 
aword, by accepting more bids for povter than e utility actuaJiy neec:ls. Thla U· 
aumeall'llt, vie atttftlon, some projeou will not be built. Regulatory raaponse 10 

sUCh actlonl II key. 

CONSTRUCTION RISK 

What haPPIM II plant c:onaltUCtlotl Is dalay.O or II the pJaf\1 IJ not bwlt II all? 
Relative to eotrii*!Y aponsortCI programs, construction nsk lor a buyln(j utJUry 
remalna mlnimll under most pun:naQd-power oontracta . RlSka ll'lat COUld accrue 
to tne utility Include lack of com~tlon ouat.,ltles and lnabllly to lnflu1t101 con· 
stNctlon ac:htdulft. I. e .. lack of control over the PfOCHI . OUaatS to thue n.ka 
Include turnkey contract provtalons. progra11 paymenta. anc:1 perlorrna.nca lncen· 
lives. 
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OPEAATINQ RISK 

Operatong rl1k lias two key d imensions. TM hrat 11 really 1111 flJp soda of supply 
titJt: wNI heppens illhe plant does not operate reliably? A cons•oeratoon cntalto u.. analyala of ~ rial< Ia !hal t.ne utility rettlnS 111 OCiigiiiOn to "tve. yet-YI4 c:omrec:u-<t may 1oM llgnillqnt c:onltOI over 111 rurcnasao-pcwer Lupply rota· 
live to ~ COIIIIOIIt txerdaed over Its own gonerailon. ReUa billty. ma"'utnanca. 
redund&nellt. even some of the tl'llnga Independent power orOdueer& (tPPJJ may 
refer to 11 •go1c1 platJng• . mey or may not be Influenced tly tile utobty. 

TM aecOIId dlmlnalonla '''-ted to the questiOII of how unexpected eostJ . ootn 
fuel end nonfull, ell dNft with . TMsl ~til Pllled tiVoUQII . and Pd$slll/y 
eccountld for In nulatora. When such costa can be puseo wougn. wno eo· sorbs at'tf regulatory ~g? Again, contract provialone are key. 

Arlln&lyslt ol operating~ offlltl WOUld focu. on: 
-opet&%inO condldont l~fled In TAP contract~ 
-u1lll1y r1gtltt to lnt1tvene In faUing projKts 
- ~ compotltlon of the U111lty' a • ponfollo • of put ella lid power in relation to ots 

total lldltlno and target capacrty moe 

IIATt-IASI RISK 

An lmporum luue tnat affects utUitlea tnat rely on purcnuea power onvotve• 
the eflec:a ol purd'lued power on a eompany'a rate ball . Unlil<e · 1 company
OWM<I generating oroJect, rate-bell addlllont and 1111 oopottunlty to earn a •• · 
tum on 1 convect are ptecluded for • utility eddlno purcnaaed capacoty to tts oen· 
eratlng mk. Huvy rebnce on puteh&aed power 0y a U1lkty may rewl! ln a statiC or 
declining rete bUI, wl'llch COUld -aken the utlllty's vlaboloty In tne llnancoal ano 
negotlltlno rnartcet placn over time . Olaplte 1111 annual rl!)llcement of lOwer 
capital cost trlllltnlalon and dlltributlon faciities 11 eutrent priCes. tne aggr~to 
lnfluenc:e on declnlug rate bell lnould be margJnal. at 0111 . 

A U11fiT)I that naa a materiel ret1anc1 on purcha .. a could experoence tile e roslOn 
of italtadltioniJ NIT1Ing UHt bUI, Conalquently, h may hiYI fimjted CUh flow 
to finance conaltUCIIon needs if Ita puteh&Se contracts eiCI)Ite and are not ,.. 
~. As bond anaiylll, - befoeve tllat rnonJtorlng cash flc>w relatrve to out· alanCiing debl and lilaed anarg11 II the 01NI8JI concem .. ratt 0"1 SIIM kJ . 
Anotll« concem ol pattJc\Mr lrnponanc:e to c:omoan- on • cap.tat "''enarve ,..,. ausvy 11 capital lttr~c:lion. Aa 11 apples here . the quntoon It wnetner a company' s 
use of purc:haHCI power ancllta lmplct on rate blae could nave an a~verae Impact 
on Ita a.blity to rllll ~ In the flnenc:lll mlliQta. MantQement atta te;lls to 
enhallelllow QIOwlug, llal , 01 d1Cr81lilng urnongs. IUC/111 buloniU drv~IICI· 
tlon . cOUld be a conc:.m. ·eulld some. buy aome, uve aom.· capaCity Pi4Min0 
stratagln which Include moderate reliance on purChase<~ oc-r mey c:onatruc· 
uv.ty addrHIIhls lAue wNie ai!Oidlng ~ lonancong neeoa. 
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AIOULATOAY RISK 

How ln$UIIItlld Is a purcl\asiiiQ uuloty from regulatory oosoUowances? An enalysos 
of this risk incfudea 1111 examonauon of the follOWing factors : 

-Economies: A lesson leam.ed from ttle deregulation or other •ndustnes Is that 
good economics win. Economic •tnaf11et- oued· ~~seems leu suscepttCie 
10 reovtetory scrutJny. Some OFs may b4l hlgfl pnced now In retatoen ro matl<et 
prices. bUt some (not aU) regulatory commossoons ar present oo nor appear to oe 
focuslnO Closely on this lor these PURPA facilities. 

- Regulatory involvement In a utility's generation supply decls1011s : some arares 
preapprove contracu. Compe11tlve bidding alto connotes a strong percoptoon or 
p~~.~dency. 

- Recovery of purchaSed-power costs: rna atllllty 10 pass along capacoty pay· 
mentt through an au~omatic adjustment clause otters protectiOn aga11111 nonre· 
oovery rislc. Howe·.-.r. such paased- 1/vouoh costs may ..-enrua.tly oe subject to 
relliew. 

- Regulatory • out • clauses: wneretney exlat. these could poss•bly offer a SIQ· 
n.tlcant otts11 to regulatory r1sk. However. ttleae c laustl mey only allow a future 
commillloll to lower amoun11 paid tor power. not nece11atlly 10 vola the contract . 
II tne contrael were to be abrogated. the power mlgnt nave to be replaced: and <t 
111 also 111.te to assume that tl\8 conuact would be subject to ~tlget>on attl\at polflt . 

In general. prudent regulatiOn can be extremely uaelul ln mJtlgatong the fiSks or 
ll'Ucnased power. ~r. Moocly's underscoras the word • mollgated' rather 
than " eliminated" . In -'!her a "build" or • buy• scenario. cenaln rtsks may 1el· 
dom. II ever. b4l regulated away . 

PORTFOUO-SPEClFlC QUAUTATlVE ISSUES 

A' qualitative assessment or a spacfffo pottlollo of power contr.aC'.s focuses on 
rwo questions. Flrsr. to what extent has the panlcutar utolity reany transferred eco· 
nomlc risJc to • third parry? Second. to what degree aro there ben a fits ttllt mognt 
partlally mltlgare the aasoclated riaks? In auemptlng to anawer tt~ese oueatlons. 
we conaleler aueh ~aun u the terma of the centracts. tt1a viabnity and retlaOUity of 
the power providera. the diversily o.l power sourcu. the regutat.ory environment in 
wnlcn ttle utifity operarea . potential prudency review ot power contracts . a compa· 
ny's decllnlng rate baH in the ebtence of new plant. supply avallabiflty, and fuel 
diversity. Tile chert b4llow hlghllghta some of the more significant qvaDtatlve con
slderarlona In thla rltk aueument procen. AacenaJning where reali ty lies on the 
credit riSk conllnwm between tne run capit&Jtzatlon and GAAP reponed extremes 
~ largely a function of an lntenalve enalysls of a utility's portfOlio or power con· 
tracts relative to these qualltadve lasun. 
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- Olvlralty of Sourcft One lltge contriC1 ~ny conu acts/ twt 

No concentte- ~ 

t•on 
- Source of Power Oedicated unita SDce or system 
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ty . 4. Strength of Pow.r ProYfd~n~ ,.,.. 
evt - Credit Qualty Low rated/SI)ICUiatiYI Highly , at lei/In- me• 

grade vestment grade ave - Re'ia'JIIIty ~OC*IlOI' Solad operauno I>Or 
prof ti l 

,.~ 

pur 
rev 
ne:: 
Wit 
re~; 

c 
que 



ere 
1uooly 

leh-

n cap
reg•on 
j / on 

ttreeul 
tntra-

1yatem 

ed 

tledlln
•t grade 
eratinQ 
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e. Regulatory lmpaot 
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Suppon !()( Putclleaet •• 

t Utility Supply Option 

- Recovery of Purehued

Power Costa 

lOWt f P $'< 

Large rate .ncteases reOU""ed SmaJ onc:reases 
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nia CHAL.L.ENGI OF 1'\JT\JA£ CAPACITY PlAHNIHO 

MoO<Iy' l Deli- m. build~ 11uy CS.Oslon ca not a c;I\OICa DetwHn fiSk and 

abMnCe of rill(. There Is no free luncll. Adminedly. the Issue is dMslve w.tn.n the 

Industry. Some ulir~~y rnanegernen~J r-oev. used the Duy optiOtl only to a totmed 

~Willie CXhetW h8Ye IUOQftteclltlat bulcl veraut buy may De a ChOICe ba· 

IWHI1 losing money and not mak1nQ money. We are finn in our belief that pur

c:haMd power contraCts involve rlall I« a1 the reuona pr~ mentloned. 

Aa f« the 1vturt o4 c:apacily J)latrilg, Moocty'a bal a .. a lhat )ult u the nw of 

~the natlon'a power~~~ have not disappeared . neitller has the 

utlllty'a obiiQallon 10 aerw. The riW are )ult t>einO docated aomewl\at dllfarern· 

ly. Furtllei ~ wtl ~~~ lhla rill( lhlft . Many lmpOrUtlt QUIIUOna 

remain 10 be --ecs. Wll ttedl~ ucllitlet oecome dlnoaaure? ww any utility 

..., begin bulclng but to.<~ plant egaln I« a own ..-ke terrttoty? Will lhe 

matlleC I'\IOIIIe 10 the point 'llllllere II lnc:rernent.s elec:ttlt:ity '' funQible. raa<fdy 

arvallable. ano oncecl aa fuat another commodl1y? Pemaps the most Ct11>C8l ouea • 

don Ia whether u111ty custom.t'l and lnveatOfl w11 receive compensation for any 

ria11a they continue to Dear Uflde( any form the lnOuWy flna.lly taJc.es. Over ume. 

I'Uictlwlug vdldtt miQht ~ bw..- thw rilk prollel by ~ usat and 

,..,.,_mixes towardS wt\11 mey be teu riiJ(y lfanamltalon and dlsutbvtiOtl bUS!· 

""'"· Howe...,, t:Nfll tl'le ~ per1od, navlgallng lhn:luQh the tteactterous 

wattre aaaodatecl wkn d8(t0UIItlon will requite bolh keen m anagement ak •n and 

rtgutatory undtretandlng. 

Oereoutatlon provides an lmtn~te c:naatnoe th61 could atlec:t utility creo.t 

quality In the neat term. That d\allenge Ia a reguletory - · C...r.,tly. aM proflt l 
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from a utlllty't rate-bued uuu are deOicated to paying ~~ and to grow· lng tnt eQUity iNt auppona the c:ompany'a c:ore laclllHn . Moody'l Delievas lhlr of 
reou~&IOIY trNitn4lnl c:ontlniMI u currenlly conl;gure<~, -ry f'4W purc'IUed· 
power commitment thai a utility w .. lnlo ,.. '"ullin an inCiem.,naJ d<t'IW1utJOn In tn.lr1duslty' a c:r.cfn atrengtll. We believe 11\at tfle lndu.uy'a etedlt Qutllty Will ganaraly suffer unleu utility managemer1t1 are mora •ooraaalva 1n aHIUnQ • •lher a IIJOhtr autnoriud return on rata-buee UMtS or a pau-uvougn plus mac:tla· nlam in order to build an equity ba .. that aupporu both tl'ltlr trtdnlonal. on·Oalan· 
c:e-shHt llnanc:lal c:onvniUnenta and tn. Of'O"''tto PQttlon of oll- t>alane ... ~t~Hr obllgallonl. ~*:ant ~ to Vlrgroa Power Company, Conaumen Power Company, Orange and Aoc:ICland UIJQHea. and Southern C.tilomla Edison. are 111 pan a reflac:1ion ol theM lndustty forc:ea. TheM ratJng ac:t10111 may oiVy be ll'lt 
bag1nni'oO of a more~ lndultry latut lf regvlatora remain unclleng.clln lllelf btflavtor llld If purollaHd power oolltllwll to bt 1111 preferred Choice to "'"' !he lltge atidldonl 10 bate toad c:aoac:'ny 11\at faca tn. inCiultry 111 tnlt decade. 
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RESPONSE TO STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS 
TO ft.Oll.IDA POWIR CORPORA110N 

A'ITACIIMI'.NT TO NUMBER POUR 



VIA TEL£COPY 

Ms. A. Tucker Hac:keu 
Arul.lyst 
Moody's Investors Service 
99 Church Street 
New York. NY 10007 

Dear Tucker: 

Jnnuary 30. 1997 

Attnched are the CoUowina Items penainlns co Aoridn Power Corporation's proposed 
acquisition of the naer Bay coacneradon fadlity: 

I. Key filetS and issues summary; 
2. Projected five·yCIU Income statements, balance sheets and statements of cash novi'J; 
3. Moody's ratio analyses (2) unadjusted and adjusted for purchased power imputed debt; 
4. Moody's ratio analyses (2) reflectin& the acquisition of the naer &y fadlity, both 

unadjusted and adjusted for purcha.sed power Imputed debt; 
S. 1990 r.hrou&h 1995 hl.storical Moody's ratio analyses (2) unadjusted and adju•r-:d for 

purchased power Imputed debt. 

Should you have any questions or commentS reaarding this Information, pie~ do not 
hesitate to call either Jim Smallwood or me. 

cc: James V. Smallwood 

a::E. Orfano 
Manaaer of Finance 
(813) 866-4113 



FLORIDA POWER COBPORATlON 
ACQUISITION OF TlGER BAY COGENERATION FACIUTY 

KEY FACTS AND ISSUES SUMMARY 

Plant Slze 220 ~ 
Represents 5 of Florida Power'a existing purchaMd power contracts 
These 5 contracts are among Florida Power's highest cost contracts 

Facility ia a ga.llred, combined-cycle •p technology 
Well engineered and In good condition 
Close to Florida Powet'a Polk County alte 
- represents key opportunity fo( coat uvlnga 

$445 million purcha .. price 
- Requested FPSC approval, liated fo( heating in April1997 
-Plan Is to l"eCCMMf the~ pcrion ($421 .• million) over 5 yeara, beginning 10197 

- S23.8 million wholuale poc1lon will be booked to eledrlc plant in .. rv~ce and 
depreciated ove 30 years. 

- Retail impact to ratepayer~: 
- increa .. of $2.37 per 1000 kWh In first year 
- inc:reue of SU5 pet 1000 kWt by fifth year 

- decreaae of S2.00 per 1000 kWh by lbcth yaar 
- rata deaeue inctMM~ each year theteafter 

The retail portion of the acquilltlon price will be financed with a series of 5 medium-t81TT1 
notea, with meturitia ~lng from one to ftve yeara. 

See attached flnandal retlo analysla 



· FLORIDA POWER CORPORATION 
FIVE-YEAR FORECAST 

PROJECTED INCOME STATEMENTS 

Actual 

'* OPEAATINO fti!WNUES U ,3G3.8 

OPERATING EXPIHSI!S 
Fuel lnd purd\IMd power $41.3 
Oth« Opttltlon .. 1\MS 350.2 

1,297.5 
M•ln!en•nee 11U 
Oepttdatlon 324.2 
Taxtt Olh.,.lhln 1nc:omt taxes 183.8 

1,G25.1 

INCOME FftOM OPI!MTlONS 488.5 

INTIMIT IXPIHS! AND OnlEft 
lnterelt txpenM 94.4 
Allowwlce fOf fundi used 

dullng COIIItNctlon (7.5) 
Ptefen'ld dividendi 5.8 
Othtf 3.4 

100.1 

INCOM! BEI'OU INCOMI! TAXES 3&8.4 

INCOMI! TAXES 135.8 

NET INCOME $232.8 

EAANINOS PER A~OE IHAIU! 12.40 

EPS Annual Growth ftalea -
EPS AYttlgt Annual Orowth Ra1e tttt-2001 



FLORIDA POWER CORPORA TJON 
FIVE-YEAR FORECAST 

PROJECTED BALANCE SHEETS 

ASSETS 
Net p10perty, plant & equipment 
CurTtnt -ts 
Other assets 

CAPITAUZATION AND UABIUTlES 
Common equity 
Prererr.c:~ stOCk 
Long-tenn commercial paper 
Long-tenn debt 

Shott·tenn debt & other 
current maturttJH 

Other current llabilitles 
oererrld Income taxa. etc:. 

IOo&hn~ 

S3,530.4 
441 .7 
2SU 

S4B4.o 

SU25.5 
33.5 

200.0 
1,088.4 
3,155.<4 

25.4 
320.e 
782.3 

14~214.0 



FLORIDA POWER CORPORATION 
FIVE-YEAR FORECAST 

PROJECTED STATEMENTS OF CASH FLOWS 
~twn•........, 

OPERATING ACTIVITIES 

Actual 
1990 

Net lneome l232.e 
Mjusunent for non-east~ items: 

Depredation. amortlutlon & depletion 341. 1 
Oeftnwd Income IIXH lnd lTC. net (32.8) 
Clllllge In OPES t'HefVe 1U 
Al~owtnu for equity fllnds used 

duling contiNCllon (4 8) 
o.a. ... (lncta-) In WOitcJng ~pltal (57.) ) 
Other operatlng ldMUa 7 e 

INVE.SnNQ ACTMTlll 
Ullllty pilnt td<l!tlotll 
Other property lddiUOIII 
Proceeds lrom sale ot properUn 
Oilier lnvettlng lctlviiiH 

FINANCIHO ACTMTtU 
1ssuana ol ~debt 

501.11 

(220.2) 
(2.7) 
5.5 

(31 .7) 

(24e.1) 

Repayment of~ debt (47.3) 
lnctJ(decr.) In Jono.tenn ~paper su 
Redempdon ot Jnlenwd ltock (108,4) 
Dividends paid to PIIWI! (171.2) 
Equity COilltlbutlonl trom pwn 12.5 
lnc:rtue (dec:rtue) In lllolt-tenn debt 4.1 
Other nnanclng actlvllln 

(253.5) 

NET CHANGE IN CASH (.1) 

0 .8 

ENDING CASH AND EQUIVALENTS s.o 



FLORJDA POWER CORPORATION 
1997 ANNUAL PROFIT. PLAN & FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
(S IN MILLIONS) 

R0 8 ("'f.): 
~mlnp •pplicablc 10 common 

BecinnlnJ eommon cqull)' 
Etldln1 common cqull)' 

AvcnJc commoa equity 

ROE(..,,) 

lift- c..,.,.._ ilfd. AFUDC: 
Net~ 

Add: Income !lXII 
Add: o ... illlmll charaa 

EBrT 

Divide by: IJ'OII inctral dw'lll'l 

ltJurat ._..,. lltd. AI'UDC 

ltrtgat etrto-,. ad. AIT/DCJ 
Na income 
Add.: Income la.'CCI 

Add.: Gma inlci'CSI chatpl 
Deduct: Af1.1DC 

EBrT 

Divide by: 11'011 inlci'CSI c:hatpl 

lift Vat CIJ ..... ca:L AFUDC 

231.6 

1 .7~.0 

l.W .$ 
1,719.1 

13.0% 

l3U 
lUI 
9U 

~71.6 

9U 

uo 

l3U 
llU 
91.4 
(! . .!) 

46H 

91.4 

4.73 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROm PLAN & FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
(S rN MU.LIONS) 

fflunttU fii.C til ,.., COIIJrntcn-: 

Net income 
OqlrccbUon .t amortiudon 
Dd'cmd 1.1.us .t rrc. 
Olbct optQUnJ ICdvttlcs 
Ocduct; AFlJDC 

fundi Crom opm1J0111 
Dedua: caMIOII clivtdtods 
Deduce ptd'a red dMdcftds 

llllti'IW lbncb 

Net COIIIltUCliOCI 

Nd <»«.,tiiM t» ,W ,_ ~: 
Net coMniCtlon 

c "'*"'k""""': 
Cumnt pollloA • lid .t pfd 
Lona·tcrm ~ papcr 
Lona-ia111 debt 
Tout~ 

Prticmd SIOCic 
Common cqully 

TOCAJ capiWlullon 

C•pilolluli#tt ~tlfG: 
Tout clcbc 
Prc.fciTC.d JlOdc 
Common equJQ-

Tout cap!Wit:adon 

Treuury Dcpan.ut 
JChJaa·97 
10:10 AM 

lliA 
J.il.l 
(32.8) 

21.1 
(1.$) 

562.0 
(171.2) 

(U ) 

JU.O 

217.3 

1n.1% 

217.3 

3,101.2 

6.1% 

lH 
200.0 

1,096.-l 
t,m .a 

ll.S 
I,US,S 
) ,110.1 

41.6% 
1.0% 

S1A% 
100.0% 

2 



nORJDA POWER CORPORATION 
1997 ANNUAL PROfiT PLAN A FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJUSTED FOR PURCHASED POWER 
(S IN MU.LIONS) 

Actual 
19M 

ROE('"f.): 
Elaminp appliablc 10 common 2JU 

Bqlnnina commoa equity 1 .7~.0 
Endiq common equi!y 1.12U 
A-.p common equicy 1.719.1 

ROE(,.,J 13.0% 

/,.,_ et1<1~ hfcL Ann>C: 
Net incoii'MI 231.4 
Add: IIICIOftle t&:ca llU 
Add: 01011 lnlaal dwJes 91.4 . 
Add: l111puled laccma apenw 207.J 

EBrr 619.9 

Divide by. poa IDICRil c.llalpl 91.4 
Add: t.,.ce4 lawftiC apnw 20U 

lOU 

lt~t6at """''I' lltd. ATU'DC 2.22 

lfltual C#'HHp ad. Ann>C: 
Net income 231.4 
Ad4:ltlc:aalel&l!a lUI 
Add: G1011 inlcraldlupt 91.4 
Add: 1111puced laurac GJ I II 207.J 
Ocducc Aft1DC (!.S) 

EBrr 671.4 

Divide by: poa '-ac dllf'lll 91.4 
Add: bllpete111atcrcA apcue lOU 

J0$.7 

lfll6at Ct1<1WN:f' ad. A.nn>C 2.20 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJlJSTED FOR PURCHASED POWER 
(S IN MILUONS) 

/tttnwll /111tb Ill If• CtHU~NdiMI: 

N ct iACOme 
OqmdatloCIA ~ 
Dcfctrld we. & m:. 
Other opcradJIIICdvlda 
Deduct: Af'U'DC 

FWldl (lOIII opll'ldona 
Deduct: 0011111101 dMdeftda 

Ocdllct: '"** 4lvldctldl 
lnumal lllllds 

Net conanx:tlon 

,.,., -~Ill,., ¥U' t:q.t 
Na c:oaswc:docl • 

Prior year capi!lllncloa 

C•plt•4-u-'M: 
Currall ponJoo • hd & p(d 
l.on&ofllml c:oauncrd&l pepc:r 
Lona.cam ddiC 
Imputed ddlc 

TOll! dcCc 
Prdcned JIOCk 
C~equll)' 

Tou.l capitalinllon 

CopWelk•i• pete.-~ 
Toulddle 
Preferred JIOCk 
Common eqWI)' 

TOll! capitalization 

TrHJUty Dcpartaeat 
JO.J ,.., 

10: 11 AM 

23U 
Hl.l 
()1.1) 
22.8 
(1.$) 

561.0 
(171.1) 

(S.I ) 
)U.O 

217.) 

171.2% 

111 .. 3 

4,910.9 

U4 
200.0 

1,096.4 
1,on .. ~ 
3,.39'-1 

33.S 
r.ns.s 
S,l$U 

~.6% 
0.6% 

JU% 
IOO.lM 

2 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROFIT PLAN A FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJtJSTED FOR TIGER BAY ACQUISITION 
(S IN MILLIONS) 

A.~-· 

'"' ROE(.-.,J: 
Eaminp appliQble to GOIMIOII ZJU 

o.,lmltt~-equily 1 .75~.0 
~commonequil)' 1.8l5.S 

Awn .. -equil)' 1.71?.1 

ltOK(nrJ 13 .~ 

,__, .,.,. _,_ iltd. AFf/1>0 . 

Nett- llU 
Add: ~.._ uu 
Adcl: ar- u-a& cbarpa 9U 
Add: T..-Bay in1M.c Gpa~M 
m~ •1u 

,,.,... a!IIO •• lltd. A nJDC 4.10 

/,..._ at• 4111 cui. A1l!DC: 
Nec"-zle 231.4 
Add:~&ax. llU 
Add: ar- iDIMit.,... 9&.4 
Add: r.,.. Bay u.-.... 
Oecluoc AFtJt)C (!.$) 

EBfT ' 6'-1 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROFIT .PLAN & FINANCIAL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJUSTED FOR TIGER BAY ACQUISITION 
(S IN Mn.LIONS) 

ACIIMJ Pta. 

'"' '"' tm ,, 1000 1001 

lttll"'td f•"b,.-co~ 
Nct"-ne lll.i& 
Ocpwcl&tioo. -uzalioo }41.1 

n.., Blydepreola~ 0.0 
Ocl'cmd ~aa • rrc. ()U) 
n, .. Boy cWirnd .._ 0.0 
Other os:endn&IICdWill ll.l 
Deduct; AFUDC {!.51 

I' undl from openlionl $6Z.O 
Deduct; CIOif1l.- di'tidonda (171.2) 
Deduct; pnt.md di'tidonda !S.I) 

lnletMII\mda 18$.0 

Not C01U1n1Ction 117.1 

llfJDJ!td/lllt46,.-_,.,., 177.1% 

N« ~,. ,n. :lft'"'¥-1 
Net coaaiNCI!co 111.3 

Prior r- capiclliZIIclca ),lOU 

N« _._, cdM,. ,n. ,_ ~ 6.1% 

u,;t.lludM: 
Cumnc pQoa ·lid A pfrl 1H 
Lcac-.n -cial pe9lf 100.0 
T ljlr Bay • rDil [M'llohJ 
Tip:r Bay.~ IIIJC 

~.on&.- clobc 1~.4 
TOCAI dobc 1.311.1 

I'Rf<md •lOCk lU 
Commoa oqulry l,llJ.J 

TOCAI tapllllizaclca l
1
teo.a 

C•,ii•IJuiiM ,.,cnt/IIUI 
Toc.tl dlbl 41.~ 
Pr.romc~ JCOCk 1.0% 
Common cquiry S7.4% 

T OCAl .. plllllzatioo 100.0% 

T~uuryO.pa-1 

30..1-» 
IO:J l AM 2 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROm PLAN 4 F1NANC1AL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJUSTED FOR PURcHAsED POWER/TICER BAY ACQUISITION 
(S IN Mn.LIONS) 

;.~ PIM 
19M 1991 1991 ., 

ROE (•tTJ: 
E4toinp t pplical*t IOCIXMIOII 132.6 

BqiMJna COClWOCI equi1)' 1.7~.0 
Endina commoo aquily l.llJ.S 
AY~Dpcomman~ 1.719.8 

R08(~J 13.0% 

1--.t , • ..,_,. W Al'tiDO 
Nttu-n. uu 
Add:t-Deu. m.a 
Add: a-. War.tt c:b&rfoe 9&.4 
Add: . ... Bay in-..-
AU: la,-4....,... *ll,_ 107.J 

EBIT 619.9 

Oiviclo by. ~ "'-.,... 91..4 
Add: ... JIIIIIt4 laltntl u,_ 20'7.3 

lOU 

/fiUUSI~..,.,_wA,UDC 2.ll 

1-Gt ~ ..... «<td AFUOO 
Ntti-. llU 
Add:'-- us.a 
Add; o.ou in-clwpt 9l.4 
Add: Tipr Bay m-..-
Add:._,.........._..,.... 107.J 
Oeducr; Af'1.JOC Q·~ 

EBrT 612.4 

Divide by.pou ~ dlaJie 91..4 
Adtl: lmpufd iftuNSIU,_ 10'7.3 

lOU 

JIV,,.Sl co-.p «d. AFt/DC 1..20 

1oot 1001 



I 
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FLORIDA POWER CORPORATION 
1997 ANNUAL PROFIT PLAN & FlNANClAL FORECAST 
MOODY'S RATIO ANALYSIS 
ADJUSTID FOR PURCHASED POWERII'ICER BA V ACQUISmON 
(S IN MnUONS) 

IIWnNIJlutb"'-~ 
Net iJicomo 
Oep.ciation A amoniullcn 
Tipr a.y dlprwcilcionlunortizallon 
Oofcmd w. A rTCa 
r...,. a.y dolerreci~Ua 
Olbcr ~ octivitacs 
~AFUDC 

Funda &om optnbanl 
Oecluo:l: -diVidendi 
o.cNo:c pn(errecl dlvidalck 

ltu.cmalllmda 

lllllnNI/illtlblil.,:ausa dt9 

Nil c:MIMta'M,. ;Mr ,_ ~ 
Net CICNINCdoa 

C.iP"'«x..W· 
Cuma& pordao ·ltd A~ 
l.aQao41m1 wwrclal papor 
r,... a.y . roWJ (M"''Nal 
n,.a.y .~~aa 

l.aQa-<armdobc ............... 
T01al doOc 

Pre!cmd aiOCk 
Common~ 

TOIA! capilllin tion 

C•1ileUUIIIM 14' "'MI"" 
TOIA! dcbl 
Pro(cmd alolCic 
Cammoc.l)' 

T 01al capita!Wtioo 

r......,.,.o., • .
JO-J-n 
10:541AM 

Aeftlal 

'"' 
2JU 
Hl.l 

0.0 
(3U ) 

0.0 
ll.l 

C!·~ 
561.0 

(171.2) 

S'·!2 
liS,O 

111.3 

117.,. 

117.} 

, ,910.9 

2H 
200.0 

1,096.4 

WH 
U9U 

"" I,!US 
s.pp 

..... 
'"' .,,. I"' 

0.4 .,, Ul 

2 

2001 1001 

U .l .,, 
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FLORIDA POWER CORPORATION 
MOODY'S HISTORICA:L RATIO ANALYSIS 
(S IN Mn.UONS) 

1990 19'JI 
ROE(•"f·): 

Eulllnp 3ppliablc 10 coaunoo 16J 5 I~. I 

BeJIIIIIlaa- tqlliC7 I, IJO 0 1.116 5 
!ftdlaa coiMIOII equlcJ 1.1165 1.3015 

AvtlliJC com&IIOII equlcJ .. .,. 3 l,lU5 

ROe(•"fJ · ~ )% U.l% 

l~ttnd ct••4• ~~teL ATVDC: 
Nct l,_ lll.J 110.9 
Add: lftc:omc wca 101.0 91.1 
Add: Or.~ lll&cna dllrpl 91.1 9U 

EBrr 31J. I )619 

Divide by: poa lnlaal dlarps 9U 9Sl 

/1ttnGI -•• J.od. Amr>C l.U Ul 

/itt-__,.,. et:d. ATl/DC: 
Nct~ 111..) 110.9 

Add: I-- 101.0 91.1 
Add: Orw lnwul c11arJ11 , ... 9S.l 
Ocdua: Al't10C l'-ll l9•41 EBrr l7U ) 59.J 

DIVM!c by: '""' illl.cral cbatpl 9U 9U 

/1t1•at ~ et:d. AI"UDC ).~ ).71 

19'Jl 1991 199~ J9'J5 

170.l Ill 5 1901 ll1J 

1,301.5 .. ~~9 uu~ 1,667 ~ 
I ,UC 9 Ull~ 1.667 ~ 1 .7~0 
1.376. 7 1.413 .7 1 ,59~.9 1.1101 

IU% 12.1% 11.0% 12. "'· 

116.ll 19U 1{'11 1 ll7.0 
97.7 100 IIU 129 5 

100.2 IOU IIIU IO.U 
laU ~, 423.9 461.0 

100.2 IOU 101.4 104.5 

).14 Ul J91 4.41 

116.9 1 .... 200.1 127.0 
97,7 10.0 IIU ll9.S 

100.1 IOH 101.• IO.U 

!"·!l (15.6l (10.9! (l.ll 
366. 1 1196 413.0 453.1 

IOO.l IOH 101 4 ·~ j 
3.65 361 HI 4H 



nO RID A POWER CORPORATION 
MOODY'S HISTORICAL RATIO ANAL VSIS 
(S IN MILLIONS) 

llfurrtlllfll•bto • ., CMIIrtlaiMt: 
Net Income 
Oopreciauon .t amoniz:adon 
Ocftrred &a.'la A rrc. 
Otllet .,.cfJII eaMU. 
Ocdllr:l: AI'UDC 

fllnda (tOCil opaldou 
Ocdua;-dhidalds 
Deduct: pccltuld dMdr.oda 

lnl.mlal 6mda 

Net COIISlniCdoa 

/,_lllfo•b II 1161 -lllltltdM 

Nd~t~,Nr~~ 
Nct-.ucdoe 

Prior ,_,. ~ta.U!IC!oe 

lid ~t:t~Mt w ,n-,_ "¥-

Copiu/1uti:IMI: 
Clllmll ponloo • lid A p(d 
Sllort«ra mm cWp~~~r 
Lon.~ c:acaardal piiW 
tona-urm debt 

Tocaldlllt 
Pacfatcd IUd 
co-equicy 

Tocal Cll(lira!lzedCIO 

Cyite'lc«<M fMCJ ,....., 

Tocal ddll 
Prdcmdaoct 
eom- eqail)' 

T ocaJ caplllll:u&Joe 

Treuu, Djtplrt-t 
».Ju-t1 
10:5' AM 

1990 1991 

lll.l 180.9 
19U H1.9 
(17 . .1) <l' 1) 
(IO.l) 1.1 

{H ! (H! 
l lO.I )IJ.9 

( ll9.0) (141.1) 
{16 !l {161) 
IU 0 U70 

16H 1H.9 

69.7% 6U% 

l6J.l JU9 

U7l9 1.631.4 

10.7% IJ. I% 

U.l 17.1 
17U 00 

0.0 71.0 
11019.1 110)16 
l.lll.4 1,1$1.7 
m . .s 231 .0 

I.IS6.S I,JOU 
1.6)).4 1.6921 

46. 1% 42.1% 
1.9% 16% 
4S~ 416% 
100.~ 100.~ 

1?91 1993 199-' 1995 

116.9 194.9 200 I 217.0 
1"1.4 176.S 29U 32?.1 

u (HO) (0 9) (19 1) 
(~.0) 1-' 2 JOI 1'1 

!••-!2 {I Sol !10 9) {1ll 
416.2 

""' 0 
Sll.9 "'-'·· 

(IH.4) (1 6).$) (17H) (110.1) 
!16.!) !I H ) {10 ll !9 !l 
2U. I 2611 lll I ) S-' 4 

47).9 416 ~ ll9S 1U.4 

JL6% 62.9% 101.7% us 1% 

47l.9 416.4 119S 213.4 

1.692.1 ) ,019 1 ) ,140 4 l ,.2U 4 

17.6% 14.1% 9~ 1.1% 

111 . .1 4S9 1'-4 )06 
o.o 11J.O H .1 00 

96.0 200.0 100.0 14'-1 
111)9.1 1.191.6 1, 161.1 1.13).9 
1,161.3 I.J69.S 1,4J4.S 1,309.7 

116.0 141.S I41.S IJI.S 
I 444.9 U 1V 1.667.4 1.734.0 
),029.1 ) .140 4 J.26S 4 l .lOU 

4S.l% 4U% ..,,% 40 ~~ 

7.1% 46% U% 41% 
47.7% 47~ Sl.l% ""' 100.~ 100 ~ 100~ 100 0% 





FLORIDA POWER CORPORATION 
MOODY'S RATIO ANALYSIS 
ADJUSTED FOR PURCHASED POWER 
(S IN 1\ffi.UONS) 

1990 1991 1991 1993 199.a 1~5 

/llllnfllf{lllfU ~ 111!1 CMitnlt:tiMf: 

Net income IU.l tao.9 IS6.9 194.9 200.8 2.27.0 
Depn:ci41lon A amonlwlon 190.~ 241.9 2~3.4 276.S 29U ll9.7 
OeCcmct ta.~cs .t. rrc;, (27.$) ()S.2) 1.6 tlS.O) (0.9) (29 3) 
Other opcr.uina IClivitics (10.2) 7.7 (4.0) 14.2 30 I 20 
Dcdutt A.FUDC ,~.22 !9.4l !11.1) !IU} ! 10.9) i!ll 

F Wlds from opctllloN 330.1 m .9 416.2 4.aS.O Sll.9 '~·· 
Deduct: common dividendi (129.0) (142.1) (ISU) (16lS) (11S.1) (110.1) 
Deduct: prdemd dividendi j l6.!} jlUl !16.!2 {13.4} {10.1) !9 !2 

lllltrul funds 11.5.0 227.0 l4U 161.1 318.1 HU 

Net c:onsiiiiCtlon 265.3 3H.9 47Z.9 426.4 319.S 21).4 

liJkniM [11111h to 111!1 CIHfllnlt:tiM 69.7% 65.6% Sl.6% 62.9% 101.7% lUI% 

/'ld e.t~n.slnld.U>" Iii p,.U,. y~_., Nf4-t 

Net c:onwuctlon 16U 34S.9 471.9 416.4 319.S l SI 4 

Prior YQt capiLillzadoo 2;47).9 2.633.4 2.691.2 3.029.1 4,0S1.S 4.410 

Nl!l t:tNUtnlt:tiM Ill~,_, t:q. 10.'7% 13.1% 17.6% I'. I% 7.9% 6.4% 

C•,U.«uti-; 
Cw=u portion • U4 .t. pfd .,,I 37. 1 131.3 4U JS.4 30.6 
Shon-1m11 commcrclal paper 171.$ 0.0 0.0 llS.O H .l 0.0 
Lons-urm commcrclal paper 0.0 78.0 96.0 200.0 200.0 W .2 
t.ona-~m~~ debe 1,019.1 1,037.6 1,139.1 1,191.6 1,16U 1,1)).9 
Impaled debe 117.1 1.14U 1,711.7 

TouldctJ( 1.213.4 I,Ul.7 1,361.3 l.JS6.6 1,603.4 l ,OlU 
Prclcmd SIOCk 23U 231.0 216.0 , ... , l4l .S lll.S 
Common equity 1.116.5 I.JOI.S 1,444.9 1.521.4 1.66H 1.754.0 

Toul capillllzadoo 1,633.4 1.691.2 3;0Z9.2 4,0S1.S 4,410 •. 920.9 

C.rplu1Jut14,. poemflru: 
T~dd>c .U.I~ 41.1~ d .l% Sl.l% S9.0% 61.5% 
Prclcmct Sloc:lt 1.9% 1.6% 7. 1% ).1% ).1% U% 

Common equlcy 4S.O% 41.6% 47.7% 31.5% 37.1% JS.7% 
Toul c:aplt&Uzallon 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Ttn111'7 ~~ 
JO..Ju-97 
1:39 PM 

1 
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•

·• Florida 
. ~!~ 

VIA TELECOPY 

Ms. Mary EUen Olson 
Associate DirectOr 
Standard & Poor's 
25 Broadway 
New York. NY 10004-1064 

Dear Mary EUen: 

January 30, 1997 

Attached are the followins Items pertaining to Florida Power Corporation's proposed 
acquisition of the Tiger Bay c:oaenenulon facility: 

1. Key fllc:ts and issues summary; 
2. Projected five-year income statements, balance lheets and statements of cub !lows; 
3. Standard &: Poor's ratio an.alysa (2) unadjusted and adjusted for purclwed power 

Imputed debr; 
4. Projected purcbued power (QF and utility) capadty payments through life of cuotracu; 
5. Standard & Poor's ratio analyses (2) reOec:ti.na the acquisition of the Tiaer Bay £adllty, 

botb unadjusted and adjuated for purclwed power Imputed debt; 
6. Revised projecu:d purdwed power (QF and utility) capadty payments, adjusted to 

eliminate Tlaer Bay payments; 
7. 1990 tbrou&h 199S blnortcaJ Standard & Poor's ratio analyses (2) t;~adjusted and 

adjusted for purchased power Imputed debt. 

Should you have any questions or comments regarding this information. please do not 
hesitate to call either Jim Smallwood or me. 

cc: James V. Smallwood 

eE.Orfano 
Manager of Finance 
(813) 866-4113 
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FLORIDA POWER CORPORATION 
FIVE-YEAR FORECAST 

PROJECTED INCOME STATEMENTS 

Adull 
1e98 

OPERATING REVENUII Sl.3~3.e 

OPERATING EXPENSES 
Fuel 1nd putdlued power ~1.3 
Other operation txpens .. 358.2 

1,297.5 
M1.lntenane. 11~.8 
Oepredl11on 124.2 
Taxes other !Nn income tllCft 183.8 

1,925.1 

INCOME fROM OPE:ItlTIONI .cee.s 

INTEREST EXPENSE AND On4ER 
lntere$ expense au 
AIIOWIIICe ror funds UMd 

duting consuuctlon (7.5) 
Prtfelfld dlvldtndJ 5.8 
Other 3.4 

100.1 

INCOME BEFORe INCOME TAXIS 38U 

INCOME TAXES 135.8 

NET INCOME 1232.8 

EARNINGS PER AVERAGE SHAIU! $2.40 

EPS Annual Growut "--

EPS Average AnnUli Growth Rate 1UW001 3.~ 



FLORIDA POWER CORPORATION 
FIVE-YEAR FORECAST 

PROJECTED BALANCE SHEETS 

ASSETS 
N.c proptrty, plant & equipment 
Current UMII 
Otntr aueta 

CAPITALIZATION ANO UAIIUTl!S 
Common eqully 
p,.farrtd •odl 
l..Ong· ltml COIMIIIdal paper 
l..Ong-lttm debt 

Sllol1-ttrm ~bt & Oll'ltf 
a.tiT'Iftt matuftllel 

Other a.tiT'Iftt llablltlet 
O.ftrrld ltlc:oiN I&UI. .ce. 

~ .. _., 

13.5~.4 
441.7 
291.8 u.m.o 

$1 .825.5 
33.5 

200.0 
1,098.4 
3,155.4 

25.4 
320.8 
782.3 

U.2U.O 



FLORIDA POWER CORPORATION 
FIVE-YEAR FORECAST 

PROJECTED STATEMENTS OF CASH FLOWS 
(OoiMIJtJ-1) 

OPERATINQ ACTIVITIES 
Net Income $232.8 
Ad)ust~Mnt tot non-caallllems: 
Ot~. tii'IOIUz.ttJon & depletion 341.1 
Otftnwd lnOOIM taxellnd lTC, net (32.8) 
Clllnge in OPES tnlfVt 1U 
AllodtiCe t« equity tundJ UMd 
during COIIIINdlon ( 4.8) 

Otcrtllt (Jncrw-) In WOfldng Cllpital (57.3) 
Ottltf optflllno ICIIvftlet 7. e 

INVE.STINQ ACTIVITIES 
utlli1y plant 111dltlonl 
Other ptOpttty tddltlont 
PI'OCMCis from 1111 of proptrtJa 
Otl'ler Investing tcllvflla 

FINANCING ACTMTlEJ 
Issuance of lonQ-tlfm debe 

501.11 

(220.2) 

<2.n 
u 

<3t.n 
(2.41.1) 

Repayment ot long.te"" debt (47.3) 
lncrJ(dtct.) In 1onQ-CMm commttdll paper SU 
RedempClon of IQ(trrtd ·llOCit (108.4) 
Dividends Plld to parent (1 71 .2) 
Equi1y c:ontiUlullont from Plrwtlt 12.5 
lncrtllt (deereue) In lhort.wm dtbl 4.1 
Otlltr flnanelng ICilvttJn 

NET CHANQI! IN CASH 

Beginning cash and equlvtltnll 

ENOINQ CASH AND f!QUIVA.LaNTa 

(253.5) 

(.8) 

o.e 

s.o 



fLORIDA POWER CORPORATION 
1997 ANNUAL PROnT PLAN & FTNANCIAL FORECAST 
S & P RATIO ANAL YSlS 
(S IN MILLIONS) 

Cqite«c.U.: 
Cwmll ponloo • lid A p(d 
Loq-cam COI1IIIICidAI p;pcr 
I..OIIa.wm dlbc 

Toul debe 
Prd'crnd llodt 
Co111111011 cqui()' 

Toul apiLIIIzllioll 

C•,Uellud.-~ 

ToLII debe 
Prd'cmd IIDCk 
Com- equity 

Toul capiLIIIul.loo 

l'tNa lit,.. ~··ft 
Net lnc:omo 
Add:I-ILUI 
Add: lftiCRII CXJ)CIIM 

Ocdua: Afl.IOC 
earr 

PrHG~~ ..... 
AA llliq > ).j() 

F•"*l,_ ,m ild.Mu llrtur.-~••.: 
Nct iDCOGM 
OqlreciMioo • &IIIOilhadoa 
Dd'tmd 1&.-. m:a 
Olbu opcallaa ecdvlda 
Deduct: Afl.IOC 

F Wldl Ctom opaatloal 

Cull ini.CI'al paad 

F.,,..,,_ .,.,_l#tu ,.,.,_-
AA rauna > 4.00 

Attn I 

'"' 
lH 

2000 
1.096' 
IJ21. 

lH 
1.ru.s 
).ISO I 

416% 
1 .~ ,,,,. 

100~ 

lliA 
llU 
91.4 
('U) 

46S.I 

9U 

Ul 

231.4 
}41.1 
(lU) 
u.a 
(!.S) 

66CU 

6.71 



FLORIDA POWEA CORPORATlON 
1997 ANNUAL PROm PLAN A FINANCIAL FORECAST 
S & PRATIOANALYSIS 
(S lN MlLUONS) 

F11ffbj,.,. OfHTtltlt>ttlnttnr• uul thM: 
Funds from opcnlliOlll 

FliffG fr- OfHT· ..,. 1«1114dt 
M ratilla > 26% 

If« caM ft,..Uplul .,.,.,.~ 
Funda from opcratioas 
Less: common dlvidcftdl 
Less: prctcmd dividends 

Net cu~~ now 

CapluJ explftlliluta 

If« caM jl#wl;q""' .,_~-
Mradaa >~ 

TI"CUU'J Dq..-.
JO.J ... tl 
1:47AM 

A<nlal 

"" 
J62.0 

1.) ., • 

J61.0 
(111.2) 

(U ) 
115.0 

111.3 

117.2% 

1 



I · 
FLORIDA POWER CORPORATION 
1991 ANNUAL PROFIT Pt.AN & FINANCIAL FORECAST 
S & P RATIO ANALYSIS 
AD.JUSTED FOR PURCHASED POWER 
(S IN MILUONS) 

C•piul~: 

Currtlll pon~oc~. 114 .t p(d 
t.ona-urm COCIIIDCtdal paper 
Loq-cam dctJc 
lmf*lefll ckbc 

ToW dctJc 
Prtfcmd lloOdc 
Com-equity 

Total CIPI11ffwlon 

C.,U•l~,.. _,,.,_ 

Total debe 
PrtCcmd IIOdl 
Common equlcy 

To<al capiullutlon 

p,~ ,..,_ co•• ~~~· 
Ncc lncomc 
Add:lncometa.-
Add: l.olaral ccptQal 

Add: Ia,_.. blcaal apa11 

Oedua: AFt10C 
EBIT 

Ohidc by: pou i.oLCtCa cbup:1 
Add: lapulefllltlccral a,... 

Actval 

'"' 
lH 

2000 
1 .096.~ 
~JS., 

1,7j7.~ 

ll.S 
l.ll.S.J 
) ,61U 

~1.6% 

0 .9% 
$0.5% 

100.0% 

2)1.4 
llU 
91.4 
4U 
(H) 

1~2.0 

u a 



FLORIDA POWER CORPORATION 
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST 
S 4c P RATIO ANALYSIS 
AD1USTED FOR PURCHASED POWER 
(S IN Mn.UONS) 

F•11tb {toM _,.. rriMIIIfutcll ""'•.: 

Net Income 131 ' 
Depndllloll ~ amon1wlon l~ I . I 
Odured I&.-~ lTC• (ll .l ) 
Othct opctalllll aalvllles lU 
Ocducc AFUDC !U l 
fW!dJ(IOm~ S620 

CUII IniUCII p&ld 9U 
lmpuld Jacerac apcue ~' 

70-&.0 

OMdc by: poa IIIICral dwJa 9U 
Add: I•JIIIced l•ceru trpeue 43.6 

142 0 

F11~ttb{,_ ~IMu U.t- en. 4 96 
M raun1 > 4.00 

Futb P- .,. lthoor1 _,. uu/1141: 
FWid.s 6om opcndonl 

DMdc by: 1\'eQp cocaJ debt 

Ft~~ttb fro• .,. • ...,. UMI MM 

M mini > 26" 

/'ld caltfl-'"PiU~ ~ 
F Wld.s rrom opcmloCII 
Uu: common ctMdmill 
Leu: prc{crml ciM4t1lds 

Net cas~~ now 

Nn ctu1t fl"""'upiW Oi:pf:lf~f'd 
MtllliiJ >~ 

T~uury Dcpa"mcac 
JO.Ju-97 
1:49AM 

S62.0 

I 7SH 

)1.~ 

S61.0 
(171.2) 

_j!!L 
liJ.O 

217.1 

177.~ 

2 



t.if 
'i! 

f}i 

rf 
~~f 
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FLORIDA POWER CORPORA T10N 
1991 ANNUAL PROFIT 'PLAN It FINANCIAL FOR£CAST 
S & P RATIO ANALYSIS 
ADJUSTI:D FOR T1GER BAY ACQUISmON 
(S IN MILLIONS) 

CIJP"·tt:,.,_: 
Short.wm dltiC A CML TD 
l.oftJ-Itlm ~!»pel 
Tiacr Bay dltiC. man 
Ti,.c:r Bay debt • wllahalo'dd'. ILt 

~...ooa-- debt 
Tou.ldcbt 

Prcllmd lied! 
COft\IIIOft equl~ 

TouJ capi11llzldotl 

CqiteUud• ,.,_,..:s: 
Tou.l dcbt 
Prdemd JUidt 
Com111011 equl~ 

ToW capiuUurtoa 

~ ,_,_ ~·41 
l'kt'
Md;~-

Add; IJIIa'elt ...-
Add: T1pr Bay~..
Oeducc A1\1DC 

EBIT 

PrN&1t ilarGI CIOlfi.,. 

M rWIIJ > l.$0 

Actvill 
I?H 

lH 
200.0 

1.096 ~ 
1,)11.1 

lU 
l.llS.J 
).110 . 

100.0% 

lliA 
uu .... 
46J.I 

91.4 

4.1) 



FLORrDA POWER CORPORA TlON 
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST 
S & P RA TlO ANALYSIS 
ADJUSTED FOR TICER BAY ACQUISmON 
(S IN MD.LIONS) 

Actul 
1996 1997 

F'111tb fro"'~~ U.tndt -.,.: 
Ncl lncomc 2)1 ~ 
~IJOll A amoru=lon ~1 . 1 
nacr a.y clcptldaiJollamonlzallon 
Oc(tmd wca A rrc. (32.1) 
nacr a.r clt!cmd ca. 
Oilier ope:atiJiallalvilia ll-1 
Dcdua: AF1JDC 12·!2 

FlUids rrom C)9tflllo~~.: ~1.0 

Cash intcrcsl p&ld 91~ 

660.~ 

Divide by: 11'011 w.. dllrpl 91~ 

Futbf,_,, rU.uw-~ 6.71 
AA l'lllllt >4.00 

F't~~tb/,_ .,,. .U.U .__,.IMIIIIdt: 
FWids (rom opmtioftl ~1.0 

Divide by. avcnp 10CII dctlc t .lU I 

FlilftU/nJiff OfHI • ..,. 1«111 tldt •2.7% 
AA raiiiiJ >26% 

Nit t>Uie JIIIWiclqlltlllcq~nt.,,_ 
FWids from opctalloftl S6U 
Leu: commoo dlvidaldl (171.2) 
Leu: prcfc:rml dividend& !" I 

Net cub IIO'Il' lUO 

CJptl&l cxp&ndlnara 217 ) 

Nd C'CIIIflt~ttllcqlu/ apmt/lbua 177.2% 
AA llliiiJ >90% 

TrtUtry Dqlar18Ut 
30-Jan-97 
9:01 AM 

2 

1991 
Plu 
1999 1000 lOOt 



FLORIDA POWER CORPORATION 
L997 ANNUAL PROFIT PLAN 4c flNANClAL FORECAST 
S 4c P RATIO ANAL Y~IS 
ADJUSTED FOR PURCHASED POWER/TIGER BAY ACQUISITION 
(S IN ~tn.LIONS) 

C4pbllutJM: 
Sbon-c.nn debt .t CML TO 
lona-t«m -cial pepor 
Tip Baydltlt -Mall 
TiJCf Bay dltlt- wholnaleldolt lllC 
Lona.wmclebt 
lmpuld tldl 

TOCAJ debt 
PrNmd IIIOCic 
Common equity 

T01al "1"'4liulioa 

c.,uf4MJM,..• . aa: 
Tofaldebt 
Prttll'l'ld IIIOCic 
c-oqully 

Tofal =piualiulioe 

,.,..,.., iltl4ral~ 
Ncta
Add:x-
Add:W...Cllplnle 
Add: n,. Bay --IOCp!IM 
At4: r.,.... ........ ,_ 
Ooduoc AFtJOC 

EBrT 

Oividot by:'"* em..c..,... 
Add: t .. ,.. .... ""'""' ea,_ 

,.,~ u.un..t e. • ..,.,. 

AA raUot > l .lO 

"" 
1H 

100,0 

1,7S7A 
)).5 

1,41$.5 
) .616.~ 

IOOCM 

llU 
uu 
91.4 

... u 
(!.S) 

141.0 

) .51 

Plan ,, .,,. 
'"' 1001 



FLORIDA POWER CORPORATION 
1997 k"'NUAL PROFIT PLAN & FINANClAL fORECAST 
S & P RATIO ANALYSIS 
ADJUST£D FOR PURCHASED POWER/TICER BA V ACQUISITION 
(S IN M:U.LIONS) 

'""utr-~ w-u~_,c: 
Netu-n. 
OqncilbOCI • II'DOftlzalloo 
Ti .. BaydepNda~llon 
on.n.d .._ • rrc. 
r...- Baycle&rNd-
Ollw Ol*'tint IICiiwiba 
Doducc AftJt)C 

F'unda a- .......... 

Divide by:.,_'-..... 
Ad<l: !.,...... .... _, n,_ 

F....U fr-.,. .S.Cr "*-'-
M rollnf > 4.00 

F .... u 1-.,. """_.,.-.~ MM: 
Fuadt hill op11 riono 

'""4/,....,.. ~.l«<llldt 
M rauna > 26" 

N11 cuJr "*""'CJ¥1Ul cq w f=ra: 

"" 
lJI 4 

HII 

( )21) 

lll 
Q.S) 

U2.0 

7040 

914 
.u.' 

141.0 

suo 

1,7S7.4 

]1.~ 

F uadt trau oporariono S61 0 
L.cu·-divldalt (171.1) 
Leu· prw!cnd ·~ (S I) 

Net cub !low J&S.O 

C.pil&l expndi- 117 ] 

Nnca~Jrjk~lui«J ; £ a 171.1" 
Mrauna >~ 

Trtuu,.o.~ 
Jo.J-t7 
t ull AM 

"" It'll ., 2000 2001 



, 

rf 



FLORIDA POWER CORPORATION 
S & P RISTORJCAL RATIO ANALYSlS 
(S IN MR.LlONS) 

1??0 
C•p{lli(Jc.O"": 

Cwmu ponlon • 114 4l p(d IS.I 
Shon o(trm COIIIII'IItcW ptpct 11S.S 
Lona-tcnn coiiUIICidal popu 0.0 
lolll-lmn deb( 1.019.1 

TocaJddK l,liU 
Prtlemd IIOdt lJU 
Common equity 1.116.$ 

Tocal gpil&lialion 1.633.~ 

C•p!ulludiHII ~.,..: 
T 01&1 doetlc 46.1" 
PrtCemd Slock 1.9% 
Common equity ~S.O% 

T0141 capilllillllloo 100.0% 

PH-Ia lltkrat-... : 
Net~ 111.3 
A44: '-lalla 101.0 
A44: llltAtalCiq)IQM 9U 
Dccb;c AFUDC !4.2! 

EDIT 371.9 

Divide by. poss LDimll charpl 91.1 

I+~ lA-~• J .U 

AAradq > 3.50 

F•111ds fr- .,,. ~ i1rUHt1 e~....,: 
Ne~ income 112.3 
Ocptecl&don 4 a-uudoa 190.4 
Oefa'ml wca 4 rrc:. (27.$) 

Other cperaili~Jidlvitla ( 10.2) 
Oc®ct; Afl.JOC !4.2! 

FlUids Clom opmulons 330.1 

Casb lntcTat pal4 96.4 
427.2 

Divide b)o: ,_, lZUCtat chaiJ!tl 91.1 

F,,.,,)l,. ~~ ~ ""'· Ul 
AA rtlio1 > 4.00 

1~91 

J7.1 
0.0 

7!.0 
1.037.6 
I.IS1.7 

231'.0 
UOI.S 
2.692.1 

~2.W. 

1.6% 
41.6% 

100.0% 

110.9 
9l.l 
9n 
!9.~) 

JS9.S 

9S.2 

) .11 

110.9 
241.9 
(U .ll 

7.7 

[U! 
liS.9 

16.7 
•"1.6 

9J.l 

, ,96 

1m 199l 1994 '"' 
llU ~S.9 lH 30.6 

0.0 llS.O "l 0.0 
96.0 200.0 200.0 14S.2 

1.139.8 1,191.6 1.163.1 1.1 )) ,9 

IJ61.3 U69.S I,.U~. s 1.309.' 
216.0 

·~·-' 
IUS 131.5 

I..UU U22.4 1.667.4 1.7~.0 

3.01U l ,H0.4 3,26U l .lOl.l 

4$.2" "'·"" ... '" 40.9% 
7. 1% U% U% 0% 

47.7% .,,()% Sl . l% S.U% 
100.0% 100.0% 100.0% 100.0% 

116.9 194.9 100.1 227.0 
97.7 104.S 114.7 ll9.S 

100.2 IOU 101.4 104.S 
!11.7) ! IS.6l !10.9! (!.l) 
366.1 319.6 413.0 4Sl.7 

100.2 lOS. I IOU 10~ s 

us l.ISI 3.11 4.)4 

116.9 194.9 200.1 221.0 
24).4 l76.S 194.1 329.7 

u (lS.O) (0.9) (19.3) 
(4.0) 14.1 30.1 24.7 

p1.7) i ls.6! (10.91 p.ll 
416.2 44S.O Sll.9 S-4.4.1 

19.7 93.1 IOU 97.9 

50U SlU 61U 641.7 

100.2 IOJ.I 101., IOI.J 

s.os S.o9 S61 6.1S 



FLORIDA POWER CORPORATION 
S &: P HISTORICAL RATIO ANALYSIS 
(S IN MILLIONS) 

1990 

Fllffih/.-~ ,.,..,_ UUI.W 
Funds fi'otll opmllool 330 8 

0 Mdc by: avc111p local debe 1, 161 9 

Fll~tthfro"' •P"· ..,. uuJ ._ liS% 

AA I'IWII .. 26% 

N« .-11 jl#< 'u:q: ltM a, m 't ..: 

FUildll'toat opcracloM 310 1 

l.cu: - dlvtdalda (119 0) 

l.cu: pRfcmd dlvldcftdJ !161! 
Net cull flow IIS.O 

Caplw cxpmdilllftS 16S.l 

Nil .-11 fl-lr:qltill &!f ..... 69.7% 

AAtauftl .. 90% 

1991 

lU9 

I.IIJ I 

lU% 

3119 
(1411) 

!161! 
1170 

3U9 

6U% 

1991 199l 1994 1995 

416.1 .U'-0 Sll9 ~· 
1,160.J U6U U110 l,)ll. l 

33.0% )0)% )40% )9.4% 

416.1 .us.o Sl3.9 s.u.a 
( ISU) (16l,S) ("' 7) (110.7) 

!16.!} 
'" 'l 

!10 12 (9 !l 
l4U 161.1 )11.1 U4.4 

• n .9 416.4 li9S liH 

" .6/o 61.9% 101.."" lUI% 



FLORIDA POWER CORJ'OR.ATION 
S & P HISTORICAL RATIO ANALYSIS 
ADJUSTED FOR PURCHASED POWER 
(S IN MILLIONS) 

1990 
Caplullutl#lt: 

Cumnt ponlon • ltd .t pCd IS.I 
Sbon-!CI'IIICO~ paper 171.5 
lo"l-lcrm co!IUIIa'CW pii)Cf 0.0 
Lonc-~erm debe 1,019.1 
lmp..td debt 

TOUI debc l,l lU 
P~cmd IIOCit m .5 
Commcn cqv.lcy 1.1&6.S 

T ocaJ capltallmloo 1.63H 

C 11pllafi:MIM pare llfl,qGJ 

ToW debt ~.I% 
Prefcmd 11oc1t 1.9% 
Common cquicy ~S.Cl% 

TOIAI copltaliDdoa 100.0% 

PrNa ~-=--·liZ 
Net Income lllJ 
Add;~taxa 102.0 
Add: lnlCTCII ~ 9U 
Add; lapaud lataral ~ 
Deduce Af'UOC , ... ll 

EBrr ]11.9 

Divide by: ~JW~IIIImll cf1atJa 91.1 
Add: la)MIUd latuat UP"• 

91.1 

PrNa flurat _....,. 3.14 

Mmlna > 3.50 

1991 

37.1 
0.0 

71.0 
1.031.6 

l,tsl. 7 
231.0 

1JOI.S 
2.691.2 

~2.1% 

1.6% 
41.6% 

100.0% 

110.9 
92.1 
95.2 

'9.4! 
JS9.5 

95.1 

9U 

) .71 

1992 1?9l 199~ 1995 

13l.S d .9 3H )0.6 
0.0 11$.0 H .3 0.0 

96.0 100.0 100.0 l~H 

1.139.1 l,l9U 1.163.1 1.133.9 
uu 4-&l.l ~'·' 1.361.3 2,001.1 1,901.6 1,7$7.3 

116.0 ·~• . .s 1~J .J IllS 
l.~.U.9 Ul2.4 l166U u~.o 
3.019.2 3,67U 3.~!U 3,649.1 

4S.Z% $4.5% Sl.l% 41.1% 
7. 1% 4. 1% 3.9% ).1% 

47.7% 4 U% ~.9% 41.1% 
100.0% 100.0% 100.0% 100.0% 

1&6.9 194.9 100 I ll1.0 
97.7 104J llU 119.5 

100.1 lOS.I lOU l04.S 
4J,4 U.l ~ .. 

, ... n ''5.61 (10.9! PJ! 
366. 1 ·~·? 457.1 491.5 

100.1 105.1 lOU 1045 
43.4 ..... ~ .. 

100.1 149.2 ISU 149.3 

3.6J 1.90 2.99 ) )4 



FLORlDA POWER CORPORATION 
S & P HISTORICAL RATIO ANALYSIS 
ADJUSTED FOR PURCHASED POWER 
(S IN MILLIONS) 

1990 

FtutdsfttHIJ ~slltt- ,..,.ttp: 
Net income lll.l 
Dcplecblion ~ a11'1011Jutloa 190.4 
De!cmd ll.'fCI ~ !Tc. (21.S) 
Other opct'lliaa KUYI!la (10.1) 
DedUCt: A1tiDC !U> 

fllllda trolll opallioal 3)0,1 

Cull intaell plicl 96.4 
lmpuud l•tualapaue 

Jl7.1 

Divide by: JroA lnlaal (lwpl 9U 
Add.: tmp~~ttd larcrat UJI"M 

9U 

F11.11bf,..., ; 1 r'MrbtturalaMt. 4.32 

AA ratln1 >•.oo 

r .. ,.. ,,_ .,., ,_,....,. t«M 1Mb 

Funds trolll operlllou llO.I 

Divide by: averare ICCil debt 1.161.9 

F1111dlf.- .,.,. rtf· NUl lldt 21.m 
AA raUIII >26% 

Nd cmfl-'cwp~Ut~Gf' 1tftMra: 
fllllda Ina~ lJO.I 
leu: ~ dlviciiDdf (129.0) 
Less: prdtmd dM4aldl (16.1) 

Net cash Row IU.O 

Caphal c:cpcndltlltCI 16S l 

Nd calf ft .. tilaplut crpn~en~ 69.7% 

AA raUIIJ >90% 

Treuury lkpai11DC11t 
JO.Ju-97 
9:UAM 

1991 

110.9 
1J1.9 
(lS.l) 

1.1 
(9.4) 

ll$.9 

16.7 

"2.6 

9S.l 

9U 

4.116 

lU.9 

1,113. 1 

31.6% 

"'·' (141.1) 
!16.1) 
127.0 

).l$.9 

6S.6% 

19'.11 19'Jl 199~ 1995 

116.9 194.9 200.1 227 0 
ZJU 276.S 29U 329.7 

1.6 {21.0) (0.9) (29.)) 
(J .O) IU lO. I lU 

I''·Zl ( IS.6) (10.9) p .l ) 
'16.2 ~5.0 s 11.9 '~-· 
19.7 93.1 IOU 91.9 

"·" .u.t ~ ..• 
S0$.9 Sl2 2 660.2 617.S 

100.1 IOU IOU 104.S 
d .4 JJ.I 44.1 

100.2 IJ9,2 Ul.l 149.] 

S.OS 1.90 4,] I 4.60 

416.2 «S.O m .9 S«.l 

1,260J 1.616.1 1.9S3.2 1.130.0 

)).0% 26.4% 26.3% 29.1% 

416.1 «S.O stl.9 S«.l 
( ISS,4) ( 163.3) ( 17l.7) (110.7) 

{16.!! 113.4) {10.1) !9 '! 
2«. 1 261.1 1211 lSH 

471.9 J26.4 li9.S 21M 

st.6% 6l.9% 101.7% lUI% 
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R.ESPONSE TO STAPF'S FIRST ll.EQVEBT FOR PllODUCTION OF DOCtJMENTS 
TO FLORIDA POWER CORPORATION 

ATI'ACHMENT TO NUMBER FIVE 



Dodcet No. 970096-EQ 
FPC's First Set of Proclucdoo of Documeou 

Response to Docummt ProductJoo Request No.5 

5. Provide a copy of tbe OlcM qreemmt dated July 1!, 1993 between Tlaer Bay 
and Datec ()peratJq CGCDpaay, lndudbla a1J amtndmeall or reflsloos to date. 

Response: See anacbed lilccmem. 

Preparer: L. G. Scbustet 
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i-S - 93 version 

OPER1o1'ION lUro MAINTENANCE AGR.EEKENT 

BETWE!:N 

CENTRAL FLCIUD" POII'EP., L. P • 

• 

Datet ... ot J11ly i 5", lUl 
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IN WITNESS WHEIU!OF, the parties have e xec\.lted mu l t i ple 
or:iqinala of thia Aqreeoent as ot the date tirst w::- i tten 
above. 

CENTUL PLOaiDA 'POWEll, L. i. 
a Oelavare liaited partnership 

By: Central Florida OCE, I nc. 
cener11l Partner 

D .. TZC O>Z~•xxo ~KR~ 

By: . llt \rik 
Rodney K. Webb 
Preaid.ent 
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IN WITNESS WHEREOF , the parti .. have executed thia 
Am•ndm•nt , •tt•cti ve •• ot July 15, 1993. 

• 

TIGER BAY :.IH:':'EO PARTNERSHIP 
(t orm•rly C•ntral Florida 
Power, L. P . ) 

a Delaware l imit•d partn•r•hip 

By: Central Flori da DC!, Inc . 
Ita General Partner 

ay: ·UA; o.'l~ 
Naae: ltoberc o. lguu 

Title: Pt• .. ideot 
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RESPONSE TO STAFI"'S FlllST REQUEST FOR PRODUCTION OF DOCUMENTS 
TO FLORIDA POWER CORPORATION 

A 1TACIIMENT TO NliMBER SOC 



"Overview or the T{&er Bay Transaction 
Ju...,.,. 9. 1997 

Florida Power Corporation (FPC) bepn invcatlptlna the possibility of acquiring the 

Tiger Bay flciUcy aod taminarl~ the usoclated purclwcd power aareemenu in June 
or 1996. The naer Bay (KUlty Is FPC'a latfcst qualifyina f~eility (QP} supplier. 
Tiger Bay delivers 220 mepwana of c:apiClty 10 FPC under five purchased power 
agreemenu (PPAs). The Tiger Bay PPAs are among FPC's highest cost QF contraCtS. 
with a composite escalation rate of capacity paymen11 aod O&M expense payments 
lo:luded In the enerJY payment through 2025 of over 6~ annually. As shown in 
Emibit I, the COft of power from Tiger Bay under the existing contracts is over 
SSOIMWH curreotly aod is projccu:d 10 be u much u $188/MWH which is 
S l311MWH above lbc martct price of~ by 201S. Aa ahown In Exhibat 2. lllte 

Tiaer Bay tn!llldioa would eliminate approximately 27 perceOI or FPC's potCDiial 
slrlndcd cost llabUjty after 200 I. 

In coouut to the purdwed power agrctiDC1lU, the Tiger ~y facility il$elf hu 1 

number of dealrable c.baracteristlcs. Tiger Bay Is 1 new gu-fin:d combined cycle plant 
using M f• ttebDoJoay that iJ well engineered and In good condition. Tiger Bay l.s 
located in close proximity 10 FPC's Poll: County genr:ntion site which cffers the 
polCIII.iaJ for saviDp from consolidated operations. FPC's EnertY Supply staff visited 
the Tiger Bay raclllty rqularly durina construction aod after the plaDI usumcd 
COCIIIJlCt1:ial operl1ioo. Eaera:Y SUpply ls very familiar with the f~ellity, the existing 
plant staff and the operation of the planl. They are of the opinion that the Tiger Bay 
facility would fit well in to FPC's fleet of aeneratlon units. 

On December 12, 1996 Tiler Bay aod Florida Power agreed 10 a price of S44S million 
for the propoted lnDIICtioo. At praelll , Florida Power and Tiger Bay hive 
substanrlaJJy flnallud tbe terms of the lnOSIClion in tbe form of an agreement (the 
* ASJcemeru•) that provides for both termlutlon of the PPAs and the purchuc and sale 
or Tiger Bay'a generalion aueu. An executive summary of the Agreemelll is 
contsined in Exhibit 6. 

The Tiger Bay tranractioo would save FPC c:u.stomm approximately $2.4 billion in 
cumulative payment~ which repre:aenu a net prese01 vahae savinp of $388 million (see 
Emibit 3). The recovery of the COR of the tnnsactloo from ntepayers would be 

spreM:S over five yean begiMiQI In October or 1997. 



FPC pcno!IDI:l have already bcaun a l'l\lltlbcr of ·due diligrncc:• activities to confirm 
!hat the plalll fecllities are In good opentlna condition and all opcnlina licensea and 
permits are In order before FPC wwncs ownenbip. The Agreement includes 
appropriate proccctlon for FPC rcgardlDJ the operallng condition of the plant and the 

status of licenses, permits and all envirorunental maaers rclll.ed to the opcntion or the 
plant. 

Tiger Bay's exi.sfina gu supply cont:riCt wilb Vastar (formerly Arco Natural Gas 
Market.ing, Inc.), Which FPC will acquire under the AJreement, Is a significant 
problem in !bat it is projeclcd to be 2$" 10 90" above the market price of gas until it 
tA:nniNtetllthe end of 2010. lf FPC canno1 negOlisiA: a buyout or modifiCit.ion of the 

Vutar conttact. the proposed transaction (includin& the proposed rqulatory treaunent 
of the price) will ooc brina the cost of power from Tiler Bay doNn to the projected 
l1lllket price of power. AI abown In Blhlblt I . the transaetion rcduc:es the cost of 
power relative to the exlltlna contniCt by $13-42 per MWH between 2001 and 2010, 
but with the Vutar pa supply conlt'ICt in place the cost or powe.r sllll remains 
approximately S8IMWH above the projecled market price durin& Ibis same period. It 
is only after the pa supply COIIUICt terminates (after 2010) that the cost of power from 
the facility becomes lower than the prevailing market price (see Exhibi t I and Exhibit 
4). For this reason. after taldn& ownership of the faciUty, FPC plans 10 pursue a bey 
down or buyout of the pa supply contract. 

The tranSICtioD will require lbe approval of lbe Aorida Progreu Financt and Budget 
Committee u well u the Florida Power Boa.rd of Directors. For Ticer Bay. the 

c.ransac:doo will require the approval of the Board of Directors or Des tee Energy. lnc . . 

which owru 50" of Tiger Bay, u well u clearance for sale from the six shon listed 
bidders who are c:wrently evaluatina lbe acquisition of Oestec. In addhioll, Tiger &y 
will need to obtain lender CODKDC 10 enter IntO lbe ttaDSaCtion. Finally, lbe transaction 
will require t:be lppf'OVal of the Florida Public Service Commission (FPSC). 

2 



FPC will request that lbc FPSC approve cost rec:overy of the retail portion of the 
aansiCtion price ($411 .4 million) from cwtomers over five years be&innina October I. 
1997. The retail ponion of !he price ($421.4 million) to be rec:overcd over f1ve years 
is anticipated to be fina!!!'W1 whh a set of five medium-term notes marurina in years one 
lhrou&b five following !he transac:lion. A financial projeclion of the transaction Is 
Included as Exhibit 7. 

The net rate implct of !he transaction on !he selected rate cluses is illustni.Cd in 
Exhibit 5. For all rate clwu, !here Is an increase in rates durina the five year period 
in whlch tbe transaction price Is belna recovered, followed by a penn.t.nent rate 
decrease. For residential C:USI.OIDtr1, !he rate increase in !he first year would be 
approximately 2.5~ or $2.37 per 1000 kilowan bows. declining to $1.65 per 1000 
ldlowan bows by tbe fifth year of cost recovery. Beginning in !he sixth year. !he rate 
lncreue or S 1.65 per 1000 kilowaa bows is eliminated and c:ustomen will rcc:cive an 
additional rate reduction of approximately $2.00 per 1000 lcilowau hours . This 

representS a IOUI rate rcductloo of approximately S3 .65 per 1000 lcilowan hours. 

3 
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RESPONSE TO STAPF'S FIRST REQUEST FOR PltODUCTION OF DOCUMENTS 
TO FLORIDA POWER CORPORATION 

ATTACHMENT TO NUMJSEil NINE 



Exhibit 2 - FPC's Cogeneration Cost versus Market 
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RESPONSE TO STAPJI'S PIR8T REQUEST FOil PRODUCTION OF DOCUMENTS 
TO JI'LOIUDA POWER COJUIORA.nON 

ATTACHMENT TO N'UMBEil TEN 



Exhibit 5 
Rate Impact of Tiger Bay Transaction 

Tiger Bay T,.nactlon Rata Impact 
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the l:ri.IISKtioo price iJ belna RCQvend, foUowed by 1 pcrmaoe01 rau: decrease. !"'or 
resideudal eustomcn, tbe rate irlmuo 1o lbo fine year would be approltlm&ccly 2.51 
or $2.37 pet 1000 ldiOWIU boutl, decllnlaa 10 $1.6$ per 1000 kilowatt bo1us by the 
fifth year of COlt f11C0VetY. BcJjDn.iDa 1o tbe sl.xlh year, the rate iDc:rcue or SL5S per 
1000 kilowatt boura iJ e!fm!Nfed IDd QUtOmen wU! receive an additional rm 
rcduedoo of~dm•rely $2.00 per 1000 ldlowatt bours. This represena a total rate 
reduction of approxjm•tely $3.65 per 1000 ld.Jowatt bows. 
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